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Australiais a significant livestock producer and a major exporter of livestock, livestock
products and livestock genetic material. In 1999-2000 the value of exports of Australian
livestock and livestock products was A$11.2 billion (US$7.1 billion). Of that value, beef
exports were A$4.7 billion (US$3 billion), accounting for 63 per cent of Australian beef
production (in carcass weight equivalent). Strong international influences are also evident
in the domestic market. Beef competes on the domestic market with lamb, pork, chicken
and seafood. Only chicken meat is significantly insulated from international markets. The
ability to compete on international markets is, therefore, paramount to the industry.

Asimportant as international product markets are to the beef industry, the industry’s abil-
ity to compete for the resources needed to produce, process and market the product is also
vital. Competition for resources has both domestic and international dimensions. The
competitiveness of the Australian beef industry depends not only on conditions in prod-
uct markets and in markets for key inputs but on developments within the industry itself.

Competitiveness

There are many possible definitions of competitiveness (see Petit and Ghaegy 1995;
Gopinath, Arnade, Shane and Roe 1997; and Hopkins and Lewis 1996, for example).
While the detail and emphasis varies between different approaches, most ideas of compet-
itiveness have two core requirements. First, an industry can only be regarded as being
competitive if it can maintain, or expand, a place in international markets. Second, an
industry is competitive only if it derives sufficient income from domestic and internationa
markets to allow it to continue to grow.

The idea of competitivenessis related to the economic concept of comparative advantage.
Comparative advantage is defined by relative resource endowments. For agriculture, land
and climate are particularly important. However, competitiveness requires more than that.
To be competitive in international markets any agricultural industry must also have the
power to draw capital and other productive resources from domestic and international
economies. In particular, continued access to new technology and new ideas and conse-
guent productivity growth is a necessary condition for an industry’s competitiveness.

Both international and domestic policies may be important to the competitiveness of an
industry. International trade policies affect access to markets, the returns that are obtainable
from those markets and the competitiveness of rival exporters. However, direct subsidies
or trade barriers that convey price support have a once off impact on competitiveness
(Gopinath et al. 1997). Farmers receiving price support are better off than those not receiv-
ing the support. Nevertheless, they lose ground over time unless their productivity growth
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at least matches that of farmers receiving no support or they receive periodic top ups to
thelir price support.

At adomestic policy level, the macroeconomic and regulatory environment may have a
strong influence on aspects of an industry’s competitiveness. Macroeconomic policy may
have an influence on an industry’s competitiveness through both domestic and interna-
tional channels. Domestically, macroeconomic policy can affect input costs through its
influence on factors such as interest rates and inflation. Internationally, macroeconomic
policy may affect the real exchange rate.

A wide range of other domestic policies may influence the efficiency of the economy asa
whole, and thus any particular industry’s access to inputs. Policies that are likely to have
strong implications for the beef industry are those that affect transport, communications
and processing infrastructure and those that affect the industry’s access to knowledge and
innovation.

For the beef industry the most obvious primary resource endowment is that of grazing
land. Within the overall land constraint, competition from crop, other livestock and non-
agricultural enterprisesisimportant. To be able to compete with other industries over time
the beef industry must either increase its on-farm productivity, at least as fast as that of
other industries, or increase product prices. Greater efficiency off the farm may aso incresse
product prices. In other words, productivity increases in the processing, transport and
marketing of beef products are important.

In the following discussion, the Australian beef industry is taken to be competitive as long
asit growsin real value (an approach that is roughly in accord with the more formal defi-
nition given by Gopinath et al.). Any growth in the Australian industry occurs without
subsidy. (However, an industry that grew purely as aresult of increasing subsidies would
be competitive according to the Gopinath et al. definition.) The primary points of discus-
sion concern the industry’s ability to compete for resources with other domestic industries
and the market and regulatory environment in major buying and competing countries.

Beef production systems

The grazing of beef cattle occurs in most regions of Australia, except for the arid central
area of Western Australia, on properties with a diversity of enterprises. Australian beef
and veal production takes place in two major production systems — the northern pastoral
zone, where the year is marked by wet and dry seasons, and the high rainfall and
wheat—sheep zones in southern Australia.

In the northern pastoral zone, cattle are run extensively on large holdings, grazing native
pastures at low stocking densities. Tropical breeds, which are better adapted to the harsh
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conditions in the north, dominate. Given the vast size of properties in the north, and the
fact that cattle grazing is the only broadacre activity carried out, average herd sizes per
farm are generally higher in this zone than in other regionsin Australia.

In the south, cattle are produced on smaller holdings, grazing largely on improved pastures.
With the greater availability of pasture, stocking rates tend to be higher. However, because
properties are generally smaller, herd sizes are smaller and hence the number of cattle
turned off is lower than in the northern cattle production system. Temperate breeds, either
British or continental European, dominate. Beef production, especialy in the wheat—sheep
zone, is often carried out alongside other broadacre farming activities such as sheep graz-
ing (for wool and/or sheep meat) and cropping.

The markets targeted by beef producers vary across the two production systems. A rela-
tively high proportion of specialist beef propertiesin northern Australia produce slaughter
cattle for the US manufacturing beef market. Further, alarge number of cattle turned off by
northern properties are store cattle for southern markets or feeder cattle for the feedlot
sector. A significant number of propertiesin the Northern Territory and northern and central
Queendand now also turn off cattle targeted at the live export trade. Propertiesin southern
Australia generally sell younger cattle for slaughter to supply beef to domestic markets
and to Korea and Japan. Store cattle are also produced for feedlots and cull cow slaughter
produces beef for the US manufacturing beef market.

The beef industry in Australia has achieved significant production gains in the past two
decades, with production increasing relative to the size of the national herd. While the size
of the national cattle herd in 1999 was dlightly lower than the size of the herd in 1979, the
volume of beef produced increased by about 13 per cent over the same period, largely as
aresult of higher turnoff weights. Thisincrease in production does not include the live
cattle trade, which was negligible in the 1980s and had expanded to 845 000 head (11 per
cent of total turnoff) in 1999.

Feedlots

While pasture feeding dominates the industry, the use of feedlots as a means of finishing
cattle for specific markets developed dramatically from the mid-1980s to the present.
Feedlot production exists in both the north and south, close to grain growing areas. This
sector provides high quality marbled product aimed primarily at Japanese consumers, with
some shorter fed beef also suitable for the domestic market. The domestic market currently
accounts for around 38 per cent of cattle on feed (Australian Lot Feeders Association
2000).

As at 30 June 2000, Australia had around 673 000 cattle on feed. Around half of these
cattle on feed were located in the northern industry. The lotfeeding industry has expanded
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over the past year in response to favorable commodity prices, and the lower cost of feed
following good growing conditions and an abundant feed grains harvest. As aresult, util-
isation of feedlot capacity has increased to 80 per cent in June 2000 from 69 per cent in
June 1999. Feedlot turnoff has grown over the past decade from only 5 per cent of total
adult cattle slaughter in 1990 to 22 per cent in 1999 (figure 1).

The mgjority of growth is apparent in small sized feedlots, with numbers increasing by
18 per cent on feedlots with a capacity of less than 1000 head over the past year (July
1999 to June 2000). Medium sized feedlots (1000-10 000 head) increased their numbers
on feed by 12 per cent over the year.

In Australia, cattle are placed in feedlots at around 12—14 months of age, with the period
of feeding varying depending on the market being targeted. Production can range from
between 60 and 70 days on feed for the domestic market, which prefers leaner beef, to up
to 300 days on feed to produce the highly marbled beef preferred by the Japanese market.

Live cattle

The live export market sources cattle from both northern and southern production systemsin
Australia. The close proximity to South East Asian markets and the suitability of Bosindicus
cattle to the markets of North Africa has resulted in enormous growth of thisindustry in
northern Australia. Thisregion, covering the Northern Territory and the north western regions
of Queendand and Western Australia, supplies 75-80 per cent of the live cattle trade.

Live cattle exportsincreased rapidly in the mid-1990s (figure 2), encouraged by a growing
Asian feedlot industry. The economic downturn in several South East Asian countriesin
1998 dramatically reduced live cattle demand from the region, especially from the largest
market, Indonesia. Some of the effects of the downturn in demand from South East Asia

Figure 1: Feedlot turnoff and prices
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Figure 2: Live cattle exportsfrom Australia
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were offset by improved demand for live cattle in the North African and Middle Eastern
markets and cheaper freight costs. Market recovery in South East Asiain 1999 was led
by Indonesia and the Philippines, with live cattle exports returning almost to their pre-
Asian economic downturn levels.

The policy environment

The policies of the Austraian government and the governments of other beef producing and
consuming nations affect the competitiveness of the Australian beef industry. In particular,
trade policies in major exporting and importing countries have significant effects on market
access and product prices. Australia has no price support or other beef industry specific
support arrangements. However, the industry’s competitiveness is influenced by government
programs of microeconomic reform, broad macroeconomic policy and government arrange-
ments designed to facilitate beef industry research, promotion and marketing.

Trade policies

Protective trade devices imposed by both importers and exporters affect market access,
product prices and the competitiveness of all countries in the world beef market. The
protectionist policies of the European Union, United States, Japan and K orea have domi-
nated the Australian beef industry’s concerns over the years. However, protective tariffs,
guotas and other devices apply more generally across beef markets. For example, most of
the countries to which Australia exports live cattle impose tariffs or some other border
devices.

Access to the European Union’s beef market is severely restricted, with Australia having
access to a quota of merely 7000 tonnes of high quality beef. In addition, EU beef produc-
tion is heavily supported and exports are subsidised. However, Australia’'s competitive-

6



ABARE CONFERENCE PAPER 2000.25

ness with other major exporters is potentially most influenced by trade developmentsin
Asian and Pacific markets. Against the tide of protection there have been some gainsin
those regions. As aresult of the Uruguay Round Agreement on Agriculture, access to the
US beef import market was improved when the Meat Import Law quotas set at 301 600
tonnesin 1994 for Australia were replaced with a 378 000 tonne tariff rate quota. The
stepwise opening of the Japanese market and reductions in import tariffs in Japan enabled
expansion of the market for Australian grass fed beef and the development of a market
for Australian grain fed beef. Aswell, recent changes in the Philippines' tariff and quota
arrangements have been important, particularly the removal of the high tariff for live cattle
over 300 kilograms.

A tariff rate quota has restricted the flow of imports to Canada since it was enacted in
1995. Imports exceeding this quota can enter the market through the small non country
specific segment of globa quota or the supplementary import scheme — a globa maximum
guota of 114 000 tonnes. Australia has a country specific allocation of 35 000 tonnes, but
this represents a significant competitive constraint in some years.

While Korea has opened its market to some extent in recent years, distribution controls
constrain demand for imported beef in that market. These constraints include controls on
the number of retailers that can sell imported beef, separate distribution channels for
imported and domestic beef, markup taxes and other impositions not placed on domestic
beef. A WTO pand ruled in July that Korea's beef distribution system discriminates against
imported beef. However, South Korea is expected to appeal against the WTO panel’s deci-
sion so the situation is unlikely to be resolved in the short term.

A primary effect of trade restrictions is to reduce the competitiveness of beef exporting
industries. By limiting world prices and market size, such restrictions reduce exporters
returns and thus their ability to compete for resources. Protection may also influence the
relative competitiveness of different exporters. For example, protection of the US domes-
tic market may provide US exporters to Japan with a competitive edge by raising the total
enterprise returns achievable from servicing the US and Japanese markets.

Domestic policies
Domestic policies may influence the competitiveness of the beef industry in awide range

of ways. The most important policy impacts are likely to be those on the infrastructure
that the beef industry uses to process, transport and market its products.

In 1995 Australian governments agreed to implement a coordinated program of micro-
economic reform known as National Competition Policy. The reform package is wide
ranging, with key elementsinvolving reform of government utilities and modification of
regulations across a wide range of areas of the economy. The regulatory changes have
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been designed to increase competition in a number of industries, and ensure business access
to infrastructure facilities. The policy adds to and incorporates earlier government commit-
ments to reform gas, electricity, water and road transport.

The Industry Commission (1999) estimated the regional impact of National Competition
Reforms. For most of the regions in which beef production is concentrated, the Commission
estimated increases in income and employment as a result of the reforms. Although the
aggregate implications of reform for the beef industry are unclear, there are two areasin
which the industry should benefit. Road transport reform should deliver benefits both to
cattle production enterprises and to processors. Reform of the telecommunications indus-
try has the potential to deliver benefitsin terms of better choice and awider and more effi-
ciently delivered selection of services such as marketing and the purchase of inputs.

Outside National Competition Policy, labor market reform is likely to be particularly impor-
tant in meat processing. Historical evidence suggests that the Australian meat processing
sector has been far less productive than international best practice (Booz-Allen and
Hamilton 1993; Industry Commission 1994). The potential for improvement arose from
anumber of sources, but central to those was a combination of low capacity utilisation
and poor labor productivity. Wages and work conditions in Australian abattoirs have been
managed through a web of labor awards and a complex tally system of payment. The
system has evolved in response to the often erratic nature of employment in the sector.
However, a primary effect of the system isto limit capacity utilisation and labor produc-
tivity improvements. Under the system the marginal cost of labor often rises very rapidly
and there is difficulty negotiating new approaches to work. The Industry Commission esti-
mated potential cost savings of up to 18 per cent from making more effective use of abat-
toir capacity and reforming labor operations and capacity utilisation.

It is possible that some of that potential efficiency may have been realised already, with
consolidation of the industry since the Commission’s report. A recent decision by the
Australian Industrial Relations Commission (2000) may allow more of the gains to be
realised. That decision alows staff and owners of an abattoir to negotiate mutually bene-
ficial work and incentive pay arrangements outside the tally system. At least in principle,
the potential now exists to arrange abattoir operations in a way that will maximise effi-
ciency.

Perhaps the strongest argument for ensuring that there is an appropriate microeconomic
policy environment arises from some of the potentia limitations that the Australian process-
ing industry faces. The pastoral beef industry is spread thinly over alarge area. Over much
of that arearainfall is highly variable and unpredictable. Seasonal variability resultsin
fluctuations in both the quantity and quality of available livestock. At least some Austraian
abattoirs will aways have to operate with less than full capacity utilisation in many seasons
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(Sheales and Geldard 1988). Development of a substantial feedlotting sector may have
reduced the problem, but not eliminated it.

Australia does not have price support or other major support structures for the beef indus-
try or its main domestic competitors. However, the Commonwealth government facili-
tates the marketing, promotion, industry coordination and research activities of Meat and
Livestock Australia (MLA) by collecting transactions taxes and other fees from industry
participants. The government also provides matching funding for research commissioned
by the MLA. The rationale for government involvement in research is to provide coordi-
nation for economically worthwhile activities that would not be carried out by individual
small operators and to fund research that has a broader set of beneficiaries than partici-
pants in the beef industry.

Much of the effect of government policy, along with economywide market developments,
is reflected in changes in the real exchange rate. Such changes may have a strong influ-
ence on the competitiveness of a particular industry. For example, the real US dollar value
of the Australian dollar declined by around 23 per cent over the past decade, tipping the
scalesin favor of Australian beef producers against their US competitorsin the Japanese
market. While real exchange rates can be important to competitiveness, there is no case
for manipulating economic policy to favor any industry or sector. Nor isit possible to fore-
cast future developments with any degree of certainty.

International market aspects of competitiveness

Traditionally, Australia’s export markets have been dominated by Japan and the United
States. Other notable buyers of Australian beef include Canada, Korea, Chinese Taipel
and South East Asia. Several nations in Europe and the Middle East comprise the remain-
ing export destinations.

Current competitive developments

South America

Australiais facing increasing competition from South American exporters in some major
markets such as Canada, Chinese Taipel and Korea. Argentina and Uruguay were forced to
reorient their export trade when Brazil suffered its currency crisis early in 1999. The 30
per cent devaluation of the Brazilian real early in 1999 led to a drop in domestic beef
demand and aflood of lower priced more competitive Brazilian beef entering many other
South American markets, previously dominated by Argentine and Uruguayan product.
Brazil has also been able to satisfy more of its own domestic demand, further reducing
imports of Argentine and Uruguayan beef. Historically Brazil was the principal export
destination for Uruguayan beef.
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Both Argentina and Uruguay are now actively seeking other markets for their product.
Both countries filled their quota to the United States for the first time (limited to only
20 000 tonnes each) and have increased exports to Canada. However, Argentine exports to
the United States have been temporarily suspended as aresult of the discovery in Argentina
of ten Paraguayan cattle carrying the foot and mouth disease virus. As a precautionary
measure, exports of fresh beef to North America have been halted for the time being.
However, since the situation did not constitute an actual oubreak of foot and mouth disease,
the suspension of exportsis not expected to be long lasting.

Once Brazil is granted foot and mouth disease free status, it too expects to begin exporting
fresh beef to the United States and Japan. Brazil has the world's largest commercial beef
cattle herd and would represent aformidable competitive force. It is expected that Brazil
would be granted a US quota of 20 000 tonnes, as granted to Argentina and Uruguay.
Japan, however, restricts access to its beef market via a tariff.

In the Canadian market, Uruguay and Argentina appear to be offering beef at prices lower
than Australia and New Zealand and gaining market share. Thisisreally a case of trans-
ferring product that they would like to export to the United States (but cannot because of
guota restrictions) onto the Canadian market at a much lower price than their competitors.
Uruguayan and Argentine exports to Canada were just over 17 000 tonnesin 1999 and
13 000 tonnes in the first half of 2000, taking market share at the expense of Australia
(Meat and Livestock Australia 2000).

From Australia’s perspective these export statistics are of interest — Argentina’'s exports
to Canada have increased greatly, while exports to many European and neighboring South
American countries have fallen from last year. Exports to Chinese Taipel and the Philippines
have also grown rapidly this year. In contrast, Australian exports to these two countries
were down 30 per cent and 43 per cent for the eight months to August 2000.

Uruguay has been suffering a severe drought for most of this year, causing an increasein
cattle slaughter and beef production. With world export demand strong, and Uruguay
making noticeable inroads in export markets such as Canada, Korea and Japan, this may
lead to sharp increases in beef exports. The current expansion is likely to come at a cost.
The drought, combined with the lower cattle prices (resulting from the fall in import
demand from other South American countries), could lead to further reduction in the
Uruguay herd — eroding future supply capacity. Consequently, the increased competition
faced by Australian exporters should ease once the drought breaks.
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Import market developments

Japan

Since the early 1990s, Australia’s reliance on the United States as an export market
decreased substantially as the industry increased its focus on Asia. In 1993 Japan eclipsed
the United States as Australia’s principal export destination and has grown in importance
since. Exports to Japan were 313 265 tonnes (shipped weight) in 1999. In the eight months
to August 2000 exports to Japan, at 216 302 tonnes, had risen by 9 per cent above their
level in the corresponding period ayear earlier.

Since 1994, market conditions have become more difficult because of the Asian economic
downturn; increased competition from the United States; and food safety scares that resulted
in unwarranted unfavorable publicity over imported beef. To address these conditions,
Australian marketing campaigns in Japan have linked quality and value for money. The
appreciation of the yen against the Australian dollar has been significant since the end of
the Asian currency upheavals, reducing the cost of Australian beef in the Japanese market
and helping to lift Australian export prices. Record prices were set in November 1999, as
demand rose in response to millennium celebration buying. The Japanese import tariff fell
afurther 1.9 percentage pointson 1 April to 38.5 per cent. Thiswas the final tariff reduc-
tion scheduled under the Uruguay Round Agreement on Agriculture,

The recession in Japan, and subsequent decreased purchasing power of the Japanese
consumer, provided an opportunity for Australian beef to gain market share as demand
shifted away from grain fed beef to lower priced grass fed beef. With economic activity
and, hence, incomes improving, there should be some movement toward the higher value
grain fed product.

United States

The combined effectsin July and August 2000 of the large gap between US domestic and
export beef prices, improving demand from the food processing and catering industries
and tight beef supplies resulted in Australian beef exports to the United States reaching
their highest level since December 1992. Shipments to the United States for the year to
August 2000 are currently 21 per cent higher than for the same period last year.

The gap between Australian and US domestic 90CL beef pricesincreased to US26¢/1b in
early July. While this gap narrowed somewhat in August, it appears that end users are
using more imported product. The average price for 90CL cow beef at the beginning of
September was US88c/Ib, while the average price for 95CL bull beef was US97¢/Ib, down
respectively by US3c/lb and US7c¢/Ib from September 1999 prices. In Australian dollar
(free dongside ship) terms, however, cow beef at A305¢/kg was A22c/kg higher than at the
sametime last year and bull beef, at A326¢/kg, was A18c/kg higher.
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Canada

Canadais Australia’'s fourth largest beef export market. In 1999, 43 318 tonnes were
exported at atotal value of A$148 million. Canadaimports beef to correct an imbalancein
its own production system which produces an excess of fat trimmings and a deficit of lean
trim. In a situation similar to that occurring in the United States, a large proportion of
imported lean beef is blended with local fat trimmings to make hamburger mince.

Australia's exports for 1999 exceeded its country specific allocation. In 2000, Australian
beef exports to Canada are under pressure, with increasing market competition from South
Americaresulting in a significant drop in export tonnages. While competition from
Argentinaand Uruguay is having amajor impact on this market from Australia’'s perspec-
tive, tight domestic supplies and attractive returns from markets such as the United States
are also influencing the availability of product for Canada. Australia's exports to Canada
for the eight months to August were 22 328 tonnes, down 28 per cent when compared
with the corresponding period in 1999 when Australia exceeded its quota.

Korea

Shipmentsto Koreafor the year to August 2000 were 18 per cent below those during the
same period last year. It appears that demand for Australian product in this market has
been dampened by relatively large imported beef stocks, lower wholesale prices and
increased competition from the United States and, to alesser extent, from New Zealand
and South America. Also contributing to lower demand for imported beef is increased
domestic pork supply as pork exports to Japan remain suspended following outbreaks of
foot and mouth disease in March and April.

In an effort to allow for amore diverse range of import sources, in mid-1999 the Korean
government approved Uruguay as a beef supplier. Previoudly, countries approved to supply
Koreaincluded Australia, the United States, Canada, New Zealand, Sweden, Denmark,
Japan, Taiwan, Finland, Mexico and the Netherlands. Of these, the United States, Australia,
Canada and New Zealand currently hold 99 per cent of the market.

Competitiveness in input markets

As discussed earlier, the beef industry’s access to land and other resources depends in part
on itsrate of productivity growth relative to that of competing enterprises. For Australian
beef producers, two sets of competing enterprises are important: those that compete for
land and those that compete for domestically sourced grain and other feedstuffs.

Productivity growth in competing broadacre enterprises

Table 1 contains estimates of total factor productivity for major broadacre industries for
the period 1977-78 to 1998-99 (Knopke 2000, p. 271), along with rates of return for farms
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Table 1: Terms of trade, productivity growth and rate of return for Australian farms

Annual rate of change 1977-78 to 1998-99 1999-2000
Prices Prices Terms Rate of
received paid of trade Productivity return
% % % % %
Crop farms

Wheat and other crops 25 55 -3.1 3.6 29
Mixed crops-ivestock 24 54 29 2.6 0.6

Livestock specialists
Sheep 2.7 5.2 2.4 0.6 -13
Beef 31 5.1 21 21 12
Sheep-beef 29 5.1 2.2 14 -11
All broadacre farms 2.3 5.3 -2.9 2.6 0.8

in those industries in 1999-2000 (ABARE 2000a). The dominant features of productivity
change for the period are the rapid growth on crop farms and the very low growth on sheep
farms. Whilethefall inreal product prices has been much greater for grains than for live-
stock products (table 2), higher productivity growth has alowed the crop farmers to achieve
higher rates of return. For beef producers alower rate of declinein real prices compen-
sated to some extent for lower productivity growth. However, for sheep producersthe rela-
tively low productivity growth dominated.

The greatest competition for land resources among the enterprises represented intable 1 is
that between sheep and crops and, to alesser extent, that between sheep and beef. Asillus-
trated in table 2, the rapid relative increase in crop productivity has encouraged expan-

Table 2: Farm commodity pricesand production

Seven year average

1977-78to 1993-94 to Change between
1983-84 1999-2000 seven year periods
%
Prices (in 1999-2000 dollars)
Wheat $it 367 214 —41.8
Wool c/kg 586 388 -339
Beef c/kg 287 224 -22.1
Production
Grain kt 19770 3339% 68.9
Wool kt 702 719 25
Beef kt 1764 2013 14.1
Crop areasand livestock numbers
Grain 000 ha 15730 18 006 145
Sheep million 131.3 120.3 83
Beef cattle million 237 231 -25
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sion of plantings and production largely at the expense of the sheep industry. Thereisa
degree of competition between crops and beef in some of the cropping areas, but those
areas only account for asmall proportion of Australia’'s beef cattle.

The majority of beef cattle in south eastern Australia are produced on farms in the high
rainfall areasto the east and south of the wheat—sheep zone. Competition for land resources
in the high rainfall areas comes from a wide range of both agricultural and other enter-
prises. For alarge proportion of the area, one choice is between sheep and cattle enter-
prises. Given a continuation of the recent productivity trends, beef enterprises are likely
to be able to compete effectively for land against sheep in those areas. Still, it is worth
noting that recent improvement in wool prices and prospects is expected to result in some
expansion of the sheep flock over the next few years.

Over much of the south eastern high rainfall area, agriculture competes with urban and
semiurban, infrastructure, tourism and recreation, water catchment and forestry uses of
land. Agriculture also competes for water with domestic, commercial and industrial sectors
and environmental flow. In this context it is worth noting one of the results of Knopke,
Strappazzon and Mullen’s (1995) estimates of productivity growth in broadacre agriculture.
The authors found a large difference in productivity growth between large and small farms.
Sheep and beef farms in the high rainfall zone account for a disproportionate number of the
small farms. Some of these farms may be most vulnerable to land competition from
nonfarming activities. While small beef farms are numerous they account for avery small
proportion of total production. Slow productivity growth on such farms, or their depar-
ture from the industry is not likely to affect the industry’s competitiveness greatly.

At the margin, two other developments may influence beef supply. The first is the dereg-
ulation of the dairy industry that occurred on 1 July 2000. Removal of the price distinc-
tion between milk for the fresh market and milk for manufacturing, and the associated
regulations, is likely to lead to changes in the location and structure of the dairy industry.
The changes may free up some land for beef production on the one hand, but reduce beef
production on dairy farmsin some regions on the other hand. The second development is
the possible rapid expansion of plantations, mainly for pulpwood supplies. Burns, Walker
and Hansard (1999) provide estimates of the areas of agricultural land on which planta-
tions may be competitive under a range of market and policy scenarios. A high propor-
tion of the area assessed as being most suitable for plantation development is also suit-
ablefor grass fed beef production. However, the upper bound on the area likely to be suited
to new plantations is around 1 million hectares. That would probably affect little more
than 1-2 per cent of the current cattle herd.

Around half the cattle herd is located in northern Australia, where there is little competi-
tion for land resources from alternative agricultural enterprises. Growth in productivity
affects competitiveness in international markets directly. However, it matters less for the
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industry’s ability to maintain its domestic resource base. It is worth noting that most of
these cattle are on the large farms that Knopke, Strappazzon and Mullen found to have
the highest productivity growth rates.

Feedlot cattle and other intensive livestock industries

The turnoff of cattle from feedlots increased from 0.38 million in 1990 to 1.66 million in
1999 (figure 1). Feed for feedlotsis sourced from the same pool of domestically produced
feed as that used by the pig, poultry and dairy industries. Total domestic production of
feed grains and feed from oilseeds and pulses was 16 million tonnes in 1999-2000.
Approximately 50 per cent was used for feed, with the remainder going to export markets.

Most components of the intensive livestock industry have grown rapidly in recent years.
From 1990-91 to 1999-2000 pork and chicken production increased by 13 per cent and
49 per cent respectively (Gleeson, Brittle and Shaw 2000). As noted above, there was a
more than fourfold increase in feedlot turnoff over the same period. Use of grains, pulses
and oilseed mealsin the dairy industry also expanded rapidly. High domestic demand for
feed, coupled with climatically driven fluctuations in feed production, can lead to shortages
in domestic feed supply.

Hafi and Rodriguez (2000) have projected total domestic feed availability, use and flows
between Australian regions under a number of production scenarios. They project domestic
use of feed to be well below production, for an average season, until 2004. However, they
also illustrate that a drought induced reduction in crop size could cause regiona shortages
and higher feed prices. For example, they estimate that a 36 per cent fall in crop production
centred on the eastern states would induce price increases of 14 per cent and 11 per cent for
afeedlot cattle ration and a grower pig ration, respectively. A 36 per cent fall from the
average crop is consistent with the effects of the 1994-95 drought. A production cut of
that order of magnitude is not uncommon.

The Hafi and Rodriguez projections are based on the assumption that Australia does not
import feed grains. Grain imports are restricted under quarantine arrangements designed to
limit crop disease and weed incursions. In times of domestic grain shortage, some imports
may be allowed, but transport of unprocessed grain to the grain growing regionsin which
most feedlots are located is still precluded. Arrangements were made for imports of some
US cornin 1995 for use in poultry industry sectors outside the main grain growing areas.
Such imports do relieve the overall tightness of supply. However, even unrestricted imports
during shortages of domestically sourced grain can drive prices from normal export parity
levelsto import parity. Given Australia’s distance from other major grain growing regions
and international transport costs, the price difference can be significant.
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Hafi and Rodiguez’s projections are based on ABARE’s 1999 commaodity projections
(Toyne, de Jager and O’ Rourke 1999). Those projections are for further increases of 10
per cent for pork and 12 per cent poultry to 2003-04. The number of cattle on feed isfore-
cast to peak at 0.58 million at the end of 2002, equating to aturnoff of around 1.80 million
for the year. In most respects, those projections are close to the more recent ABARE projec-
tions to 2004-05 (Gleeson, Brittle and Shaw 2000). The main difference is an expectation
in the 2000 projections of aslower turnaround in US beef production than that projected in
1999. Increased competition from US beef on the Japanese market for grain fed beef was
the reason for suggesting that Australian feedlot turnoff would peak in 2002. Lesser compe-
tition may encourage continued growth in Australian feedlot turnoff.

Over the longer term there may be strong prospects for continued growth in most compo-
nents of the intensive livestock industry. There is no reason to suggest that the strong
growth in chicken consumption, driven by a combination of relative price competitive-
ness and preference change, islikely to slacken. The Australian industry isinsulated from
direct import competition by phytosanitary barriers, so it can continue to meet domestic
demand. Evidence suggests that the Australian pig industry is competitive and will continue
to grow. Since 1996 the industry has continued to increase production and exports while
being exposed to imports of a broad range of products. The industry has been substan-
tially rationalised since the Industry Commission (1995) cited evidence that at |east the
most efficient Australian pig farms were operating at internationally competitive costs by
the early 1990s. Between 1990 and 1998 production increased by 8 per cent (ABARE
1999) from 5 per cent fewer breeding sows on 52 per cent fewer farms (Meo and Cleary
2000). In real 1998-99 dollar terms, Meo and Cleary’s estimate of total production cost
of $1.44 per kilogram sold in 1998-99 is 10 per cent below Cleary and Ransley’s (1993)
estimate for 1991-92.

A growing livestock industry’s ability to source sufficient feed from the domestic grain
market depends on anumber of things. Two primary factors are the overall size and struc-
ture of the grains industry. Ultimately the grains industry faces an arable land constraint.
Since the mid-1990s, the industry appears to have been operating close to that constraint.
A strong competitive advantage in producing high quality wheat and malting barley setsa
further limit to expansion of feed grains planting. Against the area constraint, yield increases
have been important in recent years. For example, wheat and barley yields in the 1990s
were 30 per cent higher than in the 1980s (Knopke, O’ Donnell and Shepherd 2000,
p. 12).

Another important factor is the relativity between yield increases in the cropping indus-
try and feed conversion efficiency growth in the livestock industries. For pigs, estimates
from Cleary and Ransley and Meo and Cleary indicate an annual decline in feed require-
ment per unit of output (grower liveweight conversion) of around 0.7 per cent. At that rate
of improvement in feed utilisation the pig industry could continue to grow at its annual
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1990s rate of alittle over 1 per cent with only avery small increase in feed use. No reliable
information is available for feed conversion on poultry and feedlot operations. However,
an increase in feed conversion efficiency similar to that in the pig industry would have
done little to lower the rate of increase in feed use in these industries over the 1990s.

One development that may reduce domestic feed demand is the removal of market milk
subsidies in the dairy industry. Until 1 July 2000 dairy farmersin New South Wales,
Queendand and Western Australiawere paid price premiumsto fill fixed production quotas
throughout the year for milk directed to the domestic market for fresh milk products.
Lembit, Topp, Williamson and Beare (1988) found that the requirement in New South
Wales that each quota holder had to fill the quota throughout the year raised the cost of
milk production. To maintain quota production through periods of seasonal pasture short-
age, farmers haveto rely on avariety of supplementary feeds. In 1997-98, supplementary
feed used per cow in New South Wales and Queens and, respectively, was around two and
three times the amount used in Victoria, the main producing state in which there was no
market milk scheme (ABARE 2000b). With the removal of quotas and market milk premi-
ums, producers would be expected to seek least cost ways of producing milk, regardless of
the timing of production. The adjustment in production systems may cause a decrease in
demand for supplementary feed in the states that had market milk regimes up to June 2000.
However, the change in demand would not be large. If all dairy farmersin New South
Wales and Queensland lowered their use of supplementary feed to the level on Victorian
farms, the feed released would be alittle less than 10 per cent of that currently used on
feedlots.

A larger intensive livestock industry runs the long term risk of more frequent periods of
high feed prices caused by fluctuations in domestic grain production. Hafi and Rodriguez
demonstrate that the relative location of livestock and crop industries matters, as does
aggregate demand and supply. Loca shortages may drive up loca prices even when produc-
tion iswell above use in aggregate. Periodic rapid increases in feed prices, however, may
constrain development of both the pig and feedlot industry. In particular, such price surges
may make it more difficult for producers to guarantee product lines and prices through
integration of farm production, processing and marketing.

The likely future changes in feed use in the poultry, pig and dairy industries discussed
above amount to an increase of less than 0.5 million tonnes over five years. That increase
issmall relative to feed exports in most years and relative to the increase in feedlot use
over the 1990s. Expansion of feedlots dominated growth in feed use through the 1990s.
The main question, then, is how much potentia thereisfor expansion of feedlotting. There
is agood chance that the recent growth in throughput from small feedlots is fairly price
senditive. Low feed prices, good beef prices and quite reasonable feeder cattle prices are all
likely to have contributed to the expansion. To the extent that thisis true, then the fore-
cast that has feedlot production peaking in afew years might turn out to be reasonable.
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Conclusions

While a wide range of factors may influence the competitiveness of the Australian beef
industry, afew stand out as being particularly important. Developments on Asia Pacific
markets are important. The pace of trade policy change will be important, especially in
north Asia. US and Canadian trade policies still detract from the Australian industry’s
competitiveness. The potential for expansion of exports from South America may also
influence the rel ative competitiveness of Australian beef in world markets, and hence the
volume and value share of global trade. Brazilian currency devaluation and drought in
Uruguay appear to have driven export expansion in the short term. In the longer term the
extension of freedom from foot and mouth disease throughout the region will be impor-
tant.

There are aso important domestic influences on the industry’s competitiveness. Productivity
growth in the industry isimportant — in the beef industry itsalf, in competing industries and
in meat processing, transport and communications.

In recent times the beef industry has been competitive in terms of its ability to attract and
maintain investment and output. Development of markets for live cattle and grain fed beef
has played a part in that competitiveness. Rising productivity has helped the industry to
at least maintain its domestic resource base. Key questions for future competitiveness
concern the extent to which the feedlot sector can expand without reaching the constraint
of domestic feed availability and the efficiency gains that are possible in meat processing.
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