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beef and veal
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beef and veal

The Australian weighted saleyard price of beefis forecast toincrease by 7
percentin2008-09 toaverage 315 cents akilogram.Underpinning the rise
in prices willbe adecline in numbers of cattle turned off for slaughteras
producers move to rebuild herd numbers following several years of drought
in many regions. The extent of the price increase is expected to be moder-
ated by weaker demand for Australian beefin Japanand the Republic of
Koreaas competitionfrom the United Statesincreases, particularly toward
the latter half of the year.

Overthe mediumterm, higher domestic productionandincreased compe-
titionin key export markets is expected to contribute to some weakening in
Australian saleyard prices of beef cattle. In 2012-13, the Australian weighted
saleyard price of beef is projected to average alittle under 240 centsakilo-
gram dressed weight (in 2007-08 dollars).

increased beef production over the medium term

Cattle slaughterings remainedrelatively high during2006-07and into the
first half of 2007-08as drought conditions continued, particularly across
southern Australia. However, there was only asmall fall in the size of the
cattleherdto 28.2 million by June 2007. Cattle numbersare forecast to
remainaround 28.2millionin June 2008.

Withanimprovementin seasonal conditions over the past few months,
particularly in Queenslandand northern New South Wales, producersare
expectedto retainadditional stock in order to commence rebuilding their
herds. Reflectingan increased retention of female cattle for breeding, total
slaughterings areforecast tofall by 2 per cent to 8.6 million in 2008-09. Asa
result, beef productionisalso forecastto fall by 2 per centin 2008-09,t0 2.1
million tonnes.

Overthe mediumterm,asthesize of the herdincreasesand herd rebuilding
slows, cattle slaughterings are expected to increase. Slaughterings are
projected to grow to 9.3million by 2012-13, with beef production of 2.3
milliontonnes. However, asthe returns (in real terms) from beef produc-
tionare steadily eroded over time, the gradual rise in beef cattle numbersis
projected tostall by 2012-13.
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exports constrained in the short term

Japanese restrictions on US beefimports, following the discovery of a
bovine spongiform encephalopathy (BSE) infected animal inthe US herd in
late 2003, remain largely unchanged. Imports of US beefare restricted to
meat from cattle of less than 21 months of age and containing no speci-
fied risk material suchas spinal cord. The restrictions on imports from the
United States are expected to limit competition from US beef in the Japa-
nese market during the remainder of 2007-08 andinto 2008-09.

Restrictions on the import of USbeef into Koreafollowing the BSE events
inthe United States also remain in place. Only beef containing no bones
orother specified risk materialand from cattle under 31months of age is
permitted. Increased competition for Australiafrom the United States in the
Korean market is not expected until early 2008-09.

Despite little competition from the United States, exports of Australian beef
to Japanand Koreaare forecast to be down in 2007-08 because of reduced
turnoff of grainfed cattle. In the December quarter of 2007-08, the number
of cattle onfeedin Australiafell to 584 000, down from over goo coo ayear
earlier. The decline reflects high Australian feeder cattle prices, high grain
prices,and the eroding effect on export revenues of the appreciation of the
Australian dollar against the Japanese yen.

beef and veal outlook

2005 2006 2007 2008

unit -06 -07 -08 f -09 z

saleyardpricea
-nominal Aclkg 322 292 294 315
-real b Aclkg 34 300 294 307
cattle numbers ¢ million 285 282 282 286
-beef million 257 256 257 26.0
slaughterings ’000 8401 9081 8800 8600
production kt 2077 2226 2138 2098
consumption

per person kg 354 363 363 365
retail price
-nominal Aclkg 1540 1538 1550 1560
-real b Aclkg 1629 1581 1550 1518
exportvolume d kt 892 974 915 880
-tounitedstates kt 295 303 280 280
~tojapan kt 388 403 360 340
-tokorea,rep. of kt 121 157 135 110
exportvalue
-nominal A$m 4272 4634 4170 4300
-real b A$m 4519 4763 4170 4185
live cattle exports ’000 549 638 680 700

beef and veal

australian feedlot numbers
quarterly,ended december 2007
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1999 2001 2003 2005 2007
2009 2010 2011 2012

-10 z -1z -2z -13 2
205 285 278 270
280 264 251 238
20.1 20.4 20.6 29.5
263 265 26.6 26.4
8750 8900 9150 9300
2144 2181 2251 2297
36.8 375 376 379
1560 1565 1570 1575
1481 1450 1419 1389
900 930 950 960
300 320 340 350
310 300 330 340
100 95 90 90
4120 410 4100 4060
3912 3807 3705 3580
720 750 770 780

aDressed weight equivalent.b In2007-08 Australian dollars. c At 30 June.d Fresh, chilled and frozen, shipped weight. f ABARE forecast. z ABARE projection.

Sources: Department of Agriculture, Fisheriesand Forestries; Australian Bureau of Statistics; ABARE.

australiancommodities « vol15no.1« march quarter 77



beef and veal

With markedly fewer cattle on feed, Australian exports of grainfed beef
are estimatedtofallin2007-08. Total exports of beef (grainand grass fed)
toJapanare estimatedto fallby 11 percentin 2007-08t0 360 000 tonnes
(shipped weight), while exports to Koreaare estimated to fallby 14 per cent
to135000tonnes.

Assuming agood winter grain harvestand a decline in grain prices, the
number of cattle onfeedin Australiais expected toincrease in 2008-009.
Nevertheless, exportsare forecast to fall slightly furtherin2008-09asa
result of lower demand for Australian beefin Koreaand Japan.

competition from the united states to grow in korean market

The Republic of Koreais considering fully reopening its market to US beef
through astep by step process. At present it only accepts US beef from
cattle under 31 months of age and containing no specified risk material
(brains, skulls,vertebrae and other bones and certain internal organs). In
January 2008, the Agriculture Ministry of Korea proposed an expansion to
therange of acceptable US beef products to include bone-in cuts, but this
proposal has notyet beenagreed upon. The ministryisalso understood to
be consideringthe removal of the under 31 monthsage restriction on US
animals slaughtered for the Koreatrade,asapossible follow-up measure.

The US Congressis likely to refuse to ratify the recently negotiated free trade
agreement with Korea unless the Korean market is fully opened to US beef.
The prospect of adelayinratifyingthe free trade agreement seems likely to
place some pressure on Koreato remove the restrictions on beef imports.
However, the timing of the removal of the import restrictions is still uncer-
tain.

Whenimportrestrictions on US beef are removed, Korean demand for
Australian beefis expected to fall. Reflecting this expectation, Australian
exportsto Koreaare forecast to decline by 19 per centto 110 000 tonnes
in2008-09,as the United States gains greater access to the Korean market
toward the middle of 2008. Australian beef exports to Koreaare forecast
tofallevenfurtherin2009-10, reflecting the assumption that the United
States willhave full access to the Korean beef market by then.

Itis expected that the Korea-US free trade agreement will be ratified some
time aftertheimportrestrictions on US beefare removed. This is expected
to make the relative price of US beef in Korealower,and lead toafurther
fallin the demand for Australian beef. Reflecting these developments,
Australian beef exports to Koreaare expected to continue falling, with
exports projectedto be 9o ooo tonnes (shipped weight) in 2012-13.
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japanese demand for australian beef to fall

Despite continued efforts by the United States during2007to have the
Japanese importrestrictions on US beef relaxed, there have been no
changes. The United States has continued to put pressure on Japan to
accept the World Organisation for Animal Health (OIE) classification of the
United Statesas a ‘controlledrisk’ region for BSE. The OIE recommends that
‘controlledrisk’ countries be allowed to export beef from cattle under 30
months of age, with specified risk materials removed. Japan isa member of
the OIE,but members do not have to adopt the OIE’s recommendations,
and Japan continues to restrict imports fromthe United States to beef from
cattleunder 21 months of age.

In December 2007 the Japanese Governmentindicated that it had begun
discussions with the United States on lifting the age limit to 30 months.
However, this would require another risk assessment to be undertaken by
Japan’s Food Safety Commission, which could take some months.

Inthe shortterm,the Japanese import protocol for US beef is expectedto
remain. Asaresult,imports of US beefare not forecast to increase substan-
tially until the first half of 2008-09 at the earliest. For the yearasawhole,
exports of Australian beef to Japanare forecast tofallby 6 per cent to 340 000
tonnes,under the assumption that competition from US beef willincrease.

Over the medium term, increased competition fromthe United States

is projected to lead to lower demand for Australian beef inthe Japanese
market. Japanese consumers, however, are health consciousand, in the
past, have been responsive to BSE outbreaks, with total beef consumption
in Japanfallingin 2001 following the discovery of BSE in Japan. Reflecting
thisresponse, the degree to which Japanese consumersaccept US beef s
unknown. Itis likely that it will take time for consumers to regain confidence
inUSbeef,and,asaresult,itis projected that Australian beef exports to
Japanwillremainabove pre-2003 volumes.

Australian exports to Japanare projected to fallin the two years to 2010-
1nasrestrictions on US beef are relaxed and Japanese consumers regain
confidencein US product. From 2010-11,exports of Australian beef are
projectedtorise as the demandforall types of beef in Japanincreasesand
total beef consumptionrises. The projectedfallin Australian saleyard prices
isalso expectedto contribute to higher export volumes to Japan. By 2012-
13, Australian beef exports to Japan are projected to be around 340 000
tonnes.

exportsto the united states to increase over the medium term

The demand forimported beefin the United States softenedas US cow
slaughterincreased over the latter half of 2007in response to dry seasonal
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us beefimports
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conditions,and US cow prices fell. With herd liquidation expected to
continue during2008,US demand for imported manufacturing beef is likely
toremainlow. The weaker US demand, combined with constrained supply
as Australian producers begin rebuilding herds, is expected to lead to afall
in beef exportsto the United States in 2007-08. Exportsare forecast to
fallfurtherin2008-09,as Australian saleyard prices rise and US demand
remains relatively weak.

Assuming a widespread improvement in seasonal conditions in the United
States, cow slaughteris expected tofallfrom 2009-10 as US producers
retainadditional female cattle in orderto start rebuilding herd numbers.
Lower nonfed beef productioninthe United States can be expectedto
translateinto increased demand forimported beef. With anassumed
weaker Australian dollar likely to improve the relative competitiveness
of Australian beef inthe United States,asmallincrease in exports tothat
marketisforecast for 2009-10. Increased demand, combined with lower
Australian saleyard prices over the medium termis expected to lead to
further growthinexportsto the United States, with shipmentsin 2012-13
projected toreach 350 ooo tonnes.

Even thoughthere has been more competition from Uruguay in the US beef
market since 2003-04, US imports from Uruguay declined in 2005-06 and
fellfurtherin2006-07asUruguayan beef was diverted to other markets,
including Chile and the Russian Federation.

competition from south americato remain limited

Over the past five years, beef production in south America, particularlyin
Braziland Uruguay, has increased. However, competition from Braziland
Argentinain Australia’s main export markets has been limited asa result of
footand mouth disease related trade restrictions. Imports of beef from
boththese countriesare currently banned inthe United States. If these
restrictions were eased atany timein the future, competition for Australian
beefwouldincrease.

InJanuary 2008 the European Union restricted beefimports from Brazil
because of an EU requirement forimproved animal identificationand trace-
back systems.Importsfrom approved farms only will be allowed, but as yet
no farms have beenapproved. Until alist of Brazilian farmsis approved, beef
that was previously exported to the European Union will be diverted to other
markets, including the domestic Brazilian market and the Russian Federation.
This temporary banis, however, not expected tolead toadirectincreasein
competition with Australian beef,as the markets to which Brazilian beef s
likely to be diverted are not major markets for Australian beef.

Over the medium termitis expected that competition from south America
will be constrained by continuing trade related restrictions and export
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controlsin Argentina. A projected fallin Australian saleyard pricesandan
assumed depreciation of the Australian dollar against the US dollar will
assistin making Australian beef exports more competitive.

exports of live cattle to increase

Exportsof live cattleare estimated to increase by 7 per cent to 680 0ooin
2007-08, reflectinganincreased availability of suitable cattle in northern
Australiafollowing favourable seasonal conditions and strong export
demand. Reflectingan expectedincrease indemand, live cattle exports
areforecasttoriseto 700 000in2008-09,despiteaforecastincreasein
prices.

Over the medium term the number of cattle exportedlive is projected to
increase, driven by solid demand in south east Asian markets, a projected
fallin saleyard prices of cattle and an assumed weaker Australian dollar. It is
projected that by 2012-13, live cattle exports will reach 780 coo animals.

sheep meat

Australian lamb productionis forecast to rise by 2 per cent to 412 000
tonnesin2008-09,whichis close to the record achievedin 2006-07. This
higher production is expected to come from a combination of increased
slaughterings compared with 2007-08 and aslight increase in slaughter
weights. Lamb slaughterings are forecast to be around 19.8 million, approxi-
mately 1.5 per cent above the estimated figure for 2007-08. Reflectingan
expectedincreasein exportand domestic demand, the Australian weighted
saleyard price for lambs is forecast to rise by 7 per cent in 2008-09, despite
the higher production, to 355 centsakilogram (dressed weight).

o australian wooland lamb
With producers expected to hold onto additional ewes for flock rebuilding production
in2008-09, slaughterings of sheep are forecast to fall by 17 per cent to
8.5million, but thento increase gradually as flock numbers grow over the
medium term. Reflecting lower supply of sheep andincreased demand

150

125
as producers begin to restock, the Australian weighted saleyard price of
muttonis forecast to rise by 9 per centin 2008-09 to average 180 centsa 100
kilogram. Thisincreasein prices follows an estimated 21 per cent rise in the
average price of muttonin 2007-08as seasonal conditions show signs of -
improvementin early 2008.
50
flock rebuilding in response to more favourable returns
. . o index

Importantfactorsthatare likely to determine the timingand extent of

- . . . . 1982 1988 1994 2000 2006
expected flock rebuilding over the projection period are seasonal condi- 83 B89 o5 o1 07
tionsand the relative returns from various enterprises. High wool prices — wool
over the past year,combined with strong saleyard prices forlambs and lamb
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sheep,are expected to provide anincentive for producers to begin
rebuildingflocks in 2008-09,and beyond. This projected flock rebuilding is
reliant onimproved seasonal conditions over the remainder of 2007-08 and
in2008-09, followed by assumed average seasons out to 2012-13.

With widespread rainfall since November 2007, particularly in the eastern
states, saleyard sheep prices have beguntoincrease, suggesting that

some producers have already started rebuilding flocks. Sheep slaughter

is expected to remain low over the remainder of 2007-08as producers
retain ewesto rebuild flocks. However, in the short term the extent of flock
rebuildingis likely to be constrained by anincrease inareas planted to crops
wherefeasible,as producers aim to maximise incomes after the 2006 and
2007 droughtyears.

Over the medium term, the sheep flockis projected to increase despite
croppingareas remaining relatively high. The size of the Australian sheep
flockis projected toincrease steadily, from 85 millionin June 2008 to
around 96 million by June 2013.

sheep meat production to increase

Over the past twenty years there has beenashiftinthe composition of the
Australian sheep flock, withanincrease in the proportion of ewesinthe
flock joined to meat breed rams. Reflecting this change, lamb production
hasbeenincreasingeventhough the sheep flock has been declining. Despite
anexpected recovery of producerinterest in wool production in response
to generally favourable prospects for wool, production of lamband mutton
are expectedto rise over the medium term. Lamb production s projected
toreach 440 oootonnes by 2012-13,about 7 per cent higher than the record
produced in 2006-07. Reflecting expectations that lamb production is
likely torise alittle more rapidly than demand, saleyard prices of lambs are
projectedto driftlowerinrealterms to average around 265 cents a kilogram
(in2007-08 dollars) by 2012-13.

Assumingimproved seasonal conditions, sheep slaughter is forecast to
fallin2008-09 as producers retain additional ewes (to rebuild flocks) and
wethersto take advantage of the high wool prices. Over the remainder of
the outlook period, sheep slaughterings are forecast to increase but to
remain low relative to recent years. Saleyard prices for mutton are projected
tofallgradually over the medium termas supply increases. By 2012-13, sale-
yard prices of muttonare projected to average around 145 centsakilogram
(in2007-08dollars). Inline with forecast lower turnoff of sheep, mutton
productionisforecasttofallin2008-09,but thentoincrease graduallytoa
projected 210 000 tonnes by 2012-13as the size of the flock increases.
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strong export demand for lamb

Total Australianlamb exports are projected to increasein total by 7 per
centoverthe outlook period, to 175 000 tonnes by 2012-13. The growth

in shipments will reflect strong demand from key marketsandincreased
availability of Australianlamb. Australia’s largest export market for lamb
continuesto be the United States, which accounted foraround 28 per cent
of Australianlamb shipmentsin 2006-07. Exports of Australianlamb to
the United States have been increasing steadily over the past twenty years,
despite high prices,as US domestic production has declined.

New Zealand lamb competes with Australianlambin the US market.

sheep meat

uslambimports

40

30

20

10
However,lambimports from Australiahave continued to increase eachyear,
while USimports from New Zealand have remained relatively flat over the
past three years. kt
Australian exports of lamb to the United States are projected to continue to
increase over the medium term, reflecting strong demand and the effects
on competitiveness of anassumed depreciation of the Australian dollar.
sheep meat outlook
) 2005 2006 2007 2008 2009

unit -06 -07 -08 f -09 z -10 z
saleyard price for sheep
—nominal Acfkg 175 136 165 180 176
—reala Ackg 185 140 165 175 167
saleyard price for lambs
-nominal Ackg 347 326 332 355 345
-real a Ackg 367 335 332 345 328
retail price for lamb
—nominal Aclkg 1216 1220 1230 1260 1270
_reala Ac/kg 1286 1254 1230 1226 1206
sheep numbers b million 91 86 85 87 90
slaughterings
sheep 000 11830 13271 10200 8500 9000
lamb 000 18666 20158 19500 19800 20100
production ¢
mutton kt 244 271 215 180 190
lamb kt 382 413 404 412 420
consumption per person
mutton kg 26 25 23 22 22
lamb kg 101 10.9 10.0 10.1 102
exports
muttonexports d kt 145 162 142 108 4
lamb exports d kt 143 150 160 163 167
~tounitedstates kt 39 Zy 44 46 48
lamb exportvalue d
-nominal $m 767 748 830 900 905
—reala $m 812 769 830 876 859
live sheep exports ’000 4248 4138 3750 3700 3800

1997 2000
-08 -01
W australia
new zealand
2010 20M
-1z -12
172 168
159 152
330 315
306 285
1280 1290
1186 1166
92 94
9400 9700
20400 20700
198 205
426 434
22 21
10.2 10.4
120 126
170 172
50 51
910 890
843 804
4000 4100

z

2003 2006
-04 -07

2012
13z

165
145

300
265

1300
1146

96

10000
21000

210
440

21
105

130
175
52

875
772
4200

aln2007-08 Australian dollars.b At 30 June. c Carcass weight. d Fresh, chilled and frozen, shipped weight. f ABARE forecast. z ABARE projection.

Sources:Australian Bureau of Statistics; Department of Agriculture, Fisheriesand Forestry; ABARE.
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destinations of australian lamb, Exports to the United States are projected to reach 52 000 tonnes by 2012-
2006-07 13,an18 per centincrease on 2007-08 volumes. Over the past five years, the
Middle East and China have also become major destinations for Australian
lamb, as consumer incomes in those regions continue to rise. Demand from
these countriesis projected to remain strong over the medium term.

australian mutton exports to remain low

With mutton production expected to declinein 2008-09,and prices fore-
casttorise, mutton exportsare forecast tofall by 24 per centto 108 oo
tonnes (shipped weight). Over the medium term, an assumed depreciation

W united stat 8% , . . . A
umde‘( e o of the Australian dollar is expected to contribute toanincrease in export
dle east % ) . . .
nedees e demandfor Australian mutton. This stronger demand, combined with afall
W european union 8% ) . . . . .
insaleyard prices, is expectedtolead toan increase in mutton exports, with
china 8%

exportsin2012-13 projected to be around 130 000 tonnes.
MW papuanewguinea 7%

japan 6%

- Jotpher 0% live sheep exports constrained by supply
Live sheep exportsare forecast tofallto 3.7 millionin2008-09, constrained
by alimited supply of sheep suitable for live export. The higher wool prices of
the pastyeararelikely to encourage producers to retain wethers for longer
and hence reduce availability of stock for the live export trade in 2008-09.
Over the remainder of the outlook period, live sheep exportsare projected
toincreaseas thesize of the flockand the turnoff of sheep increases. The
assumed depreciation of the Australian dollaris expected to encourage
increased demand for Australian live sheep in the Middle East. Live sheep
exportsare projected to grow to 4.2 million by 2012-13. Despite solid growth,
shipments will remain well below the 6.4 million exported 2001-02.

pig meat

The Australian pigindustry has been under considerable economic pres-
sure over the past year from high feed costs, low pig prices and growing
import competition. Some improvement appears in prospect for2008-09
asgrain prices moderate, slaughterings falland imports slow. Australian
saleyard prices of pigs are forecast to average 7 per cent higherat 250 cents
akilogramin2008-0g9, reflectinglower production,amodest reductionin
importsand reduced price competition from beefin the domestic market.
Over the outlook period saleyard prices are projected to decline in real
terms to around 234 centsakilogram (in 2007-o08 dollars) by 2012-13,as
competition fromimportsincreasesand domestic demand for fresh porkis
affected by declining relative prices of beef,lamband poultry.

In2008-09, Australian production of pigmeat is forecast to fall by 4 per

centto 375000 tonnes. The forecast fall in productionreflectsa declinein
breeding sow numbersas the industry adjusts to high world and domestic
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grain pricesand growing competition fromimports. Productionis
projectedto decline further over the medium term because of some weak-
eninginproducer returns, reflectingmovementsin grain prices, competi-

tionfrom other meats suchas beef and poultry,and continued strong

competition fromimported pig meat. By 2012-13, production is projected to

bearound 350 0cootonnes.

australian imports of pig meat to increase

Australianimports of pig meat are forecast to fall slightly in 2008-09,
resultingin part froman exchange rate related decline in the competitive-
nessof imported product. The Australian dollarisassumed to depreciate
by 4 per centagainst the US dollarand 5 per cent against the euro, thus
providing short term competitive respite for thelocal industry. However,

over the medium term, the trend to higherimportsis expected to continue

as Australian production falls. Importsare projected to reach 123000

tonnes (shipped weight) by 2012-13.

Atthe sametimeas Australian producers of pigmeat have been adversely

affected by high feed costs, high world grain prices have also placed

overseas producers under pressure. However, the effect of the high grain

pigand poultry outlook

pig meat
breedingsowsa
saleyard price
-nominal
-real b
slaughterings
production
consumption
perperson
importsc
-fresh
-preserved
- total
exports cd
retail price
-nominal
-real b

poultry meat
production
consumption
perperson
exports
retail price
-nominal
-real b

unit

000

Acfkg

Aclkg
‘000
kt

kg
kt
kt
kt
kt

Aclkg
Aclkg

kt

kg
kt

Ackg
Ac/kg

2005
-06

352

232
246
5370
389

22.8

69.9
24
723
44.0

1158
1225

817

385
21.6

498
527

2006

333

255
262

5322
382

25.6

104.3
23
106.6

M3

1187
1220

855

395
285

490
504

2007
-08 f

310

233
233
5450
390

26.2

109.6

24
112.0
42.0

1133
1133

860

39.2
30.6

532
532

2008
-09 z

297

250
243
5250
375

252

108.0

24
110.4
40.0

1175
1143

870

39.2
311

536
521

pig meat

australian pig meat

400

300 -

200

100 -

ktcwe

2009
-10 z

292

253
240
5090
362

24.8

112.0
24
114.4
385

1201
1140

880

392
315

541
514

1999
-2000

2001
-02

2003
-04

= totalimports

2005
-06

domestic production

2010

287

257
238
5052
356

24.7
114.0
2.4
116.
350
1229
1138
894

394
325

548
507

z

201
-12 z

282

261
236
5025
353

247
17.0
24
194
345

1257
1136

920

4011
345

551
498

2007
-08

2012

280

265

234
4990
350

24.6

121.0
24
1234
342

1286
1134

940

405
365

553
488

anumbersat30 June.bin 2007-08 Australian dollars. ¢ Shipped weight. d Excludes preserved pig meat. f ABARE forecast.z ABARE projection.
Sources:Australian Bureau of Statistics; ABARE.
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prices on production inthose countries may be less than on Australian
producers because of their greater production efficiency stemming from
geneticimprovements, heavier slaughter weights,a better ability to supply
particular cuts of pig meat to specific markets and access to cheaper feed
grain,suchascorn.Inthe case of the European Union, the provision of
exportrefundstoits producersto compensate for high feed costs (see box)
willalsobe afactorin EU pig meat remaining competitive in world markets.
This will be the case evenif the export refunds do not apply specifically to
the cuts shipped to Australia.

australian exports to fall

In2008-09, Australian pigmeat exportsare forecast to be 40 ooo tonnes,
areduction of 5percentyear onyear. Thisisaresult of higher Australian
pricesand strongexport competition from other suppliersin export
markets. Inthe medium term, Australian exportsare projected tofallas
domestic prices remain relatively high in real terms and global competition
remains intense. Exportsare projectedto falltoaround 34 ocoo tonnes by
2012-13.

exportrefundsinthe european union

On 29 November 2007 the European Commission passed aregulation
allowing for the provision of export refunds on specific cuts of pigmeat, in
response to high feed grain prices. The export refunds replace the Private
Storage Aid scheme, which was temporarily suspended. The refunds apply
to exports toall destinationsand came into effect on 30 November 2007,
with no fixed expiry date.

In2006-07 (beforethe regulation came into effect), Australiaimported
38000 tonnes of pig meat from the European Union with 98 per cent of
theimports coming from Denmark. Most of the product that Australia
imports from the European Union is different fromthe productimported
from the United Statesand Canada.In 2006-07, 85 per cent of Australian
pigmeatimports fromthe European Union were ‘frozen boneless middle
cuts’. The main productimported from the United States and Canada

was ‘frozen boneless cuts, excluding leg, middle and shoulder cuts’. These
made up 72 per cent of pigmeat imports from Canada (29 500 tonnes) and
the United States (20 ooo tonnes), but only 11 per cent of imports fromthe
European Union (4 ooo tonnes).

Depending on the specific product, refunds range from €0.152to €0.542
(approximately 25-90 Australian cents) akilogram. It is not known what
proportion, if any, of EU pig meat exports to Australia will be covered by the
exportrefunds. However, the refunds available would, if applied to product
exported to Australia,amount to the equivalent of 5-19 per cent of the
average import unitvalue of Australianimports of EU pig meat.
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poultry

Forecast high feed grain pricesare expected to moderate growth in poultry
production overthe outlook period.In2008-09 productionis forecast
toincrease by1percentto 870 000 tonnes,as the industry responds to
growing demand and as productivity improvements offset some of the
effects of high grain prices on grower returns. Production is expected to
continue torise over the medium termas productivity growth enables the
industry to contain cost increasesand continue to be price competitive
with other meats. By 2012-13, production is projected to be g per cent higher
thanin2007-08ataround 940 000 tonnes.

Retail prices of poultryare forecast to average 536 cents akilogramin 2008-
09, little changed from the estimated figure for 2007-08,but 9 per cent up
ontheaverage retail price in 2006-07. Amajor part of the rise in pricesin
the pastyear comes asaresult of higher feed grain prices and the industry’s
inability inthe short term to offset these through productivity growth.

Looking furtherahead, retail prices (in2007-08 dollars) are projected
to decline gradually, falling by 8 per cent over the five years to 2012-13,
as productivity improvements continue and grain prices (in real terms)
moderate from recent highs.

Consumption of poultry meat is forecast to increase marginally in 2008-
09 as poultry becomes more price competitive with substitute meats.
Consumption per person s projected to grow steadily over the outlook
period to 41 kilograms per person by 2012-13.

Poultry exports are projected to continue to increase over the projection
period. Anassumed lower Australian dollar is expected to assist the growth
inexports,whichare projected to rise by about 19 per cent to 37 0oo tonnes
inthe five yearsto 2012-13.
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outlook to 2012-13
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World prices for dairy products are forecast to decline in 2008-09, but to
remain relatively high over the outlook period.

Future growthinworld dairy product trade is expected to be relatively slow,
reflecting production constraintsin the major exporting countries, particu-
larly Australiaand the European Union.

Arecoveryindairy herd numbersin Australiais expected to be constrained
by forecast relatively higher feed costs inthe next fewyearsandthe lead
timesinvolvedin rebuilding herds. Australian milk production is projected
torecover slowly over the medium termas aresult of anassumed improve-
mentin water allocations, rising cow numbersand steady increases in
average milk yields per cow.

world dairy prices to remain relatively high

World prices for the major dairy products rose sharply in 2007-08, driven by
steady growth in global dairy demand set against slower growth in supplies
fromthe major exporters. In particular, reduced productionin Australia
(caused by recent drought conditions) is havinga significantimpact on
exportsand global dairy trade. Also affecting exportavailability is the situa-
tioninthe European Union where changed institutional arrangementsand
higher production costs will limit growth in output. Together with relatively
stronggrowthin world dairy demand, these production constraintsare
expectedtoresultinworld dairy product prices remaining relatively high
overthe nextfew years.

In Australia, dry conditions and very low initial water allocations across
most dairying regions resulted in production being down sharplyin the
first quarter of 2007-08. However, widespread rainfall fromlate 2007

— togetherwith higher farmgate milk prices — has allowed dairy farmers
in many regions to largely maintain production. For 2007-08asawhole,
milk productionis projected to be down 5 per cent, reflecting the effects of
severe drought that resulted inlower herd numbers and lower milk yields
during the first half of the financial year.

Inthe European Union, milk productionis projected to increase marginally
in2007-08and 2008-09as higher feed costs adversely affect the profit-
ability of dairying, despite higher dairy pricesand an expected increasein EU
milk quotas in 2008. Inaddition, recent reforms to the Common Agricul-
tural Policy (CAP) that have removed some incentives to produce milk will
contribute to slower growth in EU milk production over the outlook period.
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Increased dairy supplies are expected from New Zealand in 2008-09, where
moderate growth in milk production will allow greater dairy product output
and exports. Despite drought conditions that are expected to reduce
productionand exportsin 2007-08,areturn to average seasonal condi-
tionsis expectedto resultin New Zealand being the main contributor to
growthinglobal export supplies over the next few years, in line with growth
inproduction. Thereisalso some prospect of increased exports from the
United States (particularly of skim milk powder, but also cheese and butter)
asaresult of amoderateincrease in productionand higher world prices. In
addition,anassumed lower US dollar is expected to make US dairy exports
more price competitive on world markets.

dairy outlook

2005 2006 2007 2008

unit -06 -07 08 f -09 z
world
indicative price
butter
-nominal US$/t 1998 2023 3950 3750
-real a US$/t 2109 2082 3950 3666
skim milk powder
-nominal US$/t 2175 3188 4425 4200
-real a US$/t 2296 3280 4425 4106
cheese
-nominal US$/t 2792 3004 5110 4950
-reala US$/t 2946 3001 5110 4839
australia
cow numbers b 000 1879 1786 1728 1795
yield per cow L 5369 5365 5260 5153
production
total milk ML 10089 9583 9090 9250
milk sales ML 2066 2161 2197 2190
manufacturing usage ML 8o23 7422 6893 7060
butter ¢ kt 146 133 125 145
cheese kt 373 364 340 355
skim milk powder kt 205 191 170 185
wholemilk powder kt 158 135 130 150
milk priced
-nominal Ac/L 331 332 450 542
-real e Ac/L 350 341 45.0 527
exportvolume
butter ¢ kt 83 81 82 85
cheese kt 202 213 180 200
skim milk powder kt 181 164 145 150
wholemilk powder kt 10 94 88 98
exportvalue
-nominal A$m 2574 2443 3560 3791
-reale A$m 2724 251 3560 3689

2009
-10 z

4050
3870

4550
4348

5250
5017

1890
5216

9860
2230
7630
155
380
200
165

56.4
536

97
220

165
12

4618
4385

2010

4100
3830

4600
4297

5375
5021

1980
5328

10550
2260
8290

175
395
224
185

59.6
552

14
230
190

137

5329
4937

3800
3470

4450
4063

5250
4794

2060
5437

11200
2315
8885
185
410

245
200

58.6
530

126
250
210

153

5685
5138

dairy

3500
3124

4100
3659

5000
4463

2115
5499

11630
2375
9255

196
420
260
220

577
509

135
255
220
167

5579
4919

aln2007-08US dollars.b At 30 June. cIncludes the butter equivalent of butteroil, butter concentrate, ghee and dry butterfat.d Includes freight from farm gate to

processorinsomestates. e n 2007-08 Australian dollars.f ABARE forecast.z ABARE projection.
Sources: Australian Bureau of Statistics; Dairy Australia; ABARE.
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Over the outlook period, global demand for dairy productsis expected to
grow steadily, with firm economic growth projected forallmajorimporters
of dairy products. However, fromaround the middle of the outlook period,
growthin productionin major exporting countries is forecast to exceed
growthinworldimport demand and thisis expected to put downward pres-
sureonprices.

world milk production growth to be constrained

In 2007, world cow milk productionrose by 1.6 per cent toaround 570
million tonnes. The major contributors to this rise (by volume) were China
(up10 per cent), the United States (up 2 per cent), Brazil (up 6 per cent)
and India (Up 3 per cent). Among the major dairy exporters, New Zealand
productionincreased byalmost 3 per cent, European Union production
grew marginally, while production fell by 5 per centin Australia.

World dairy productionin 2008-09 and 2009-10 is forecast to grow at
arelatively slow rate. Most of the forecast growth in global production

is expected to come from emerging dairy producers, particularly China
(whichis expected to raise milk production sharply in 2008 to become

the world’s third largest milk producing country) as wellas Indiaand south
America. However,almostall of thisincrease in productionis expected to be
consumed domestically rather than exported.

In contrast, production in the major dairy exporting countries of the Euro-
peanUnion, New Zealand and Australiais forecast to grow relatively slowly.
Thisisaresult of changes to production incentives under the Common
Agricultural Policy (CAP) inthe European Union, higher feed prices and lead
timesin herd buildingin New Zealand and recovery from recent drought
conditions and associated irrigation water supply constraintsin Australia.

Over the remainder of the outlook period, developing countries, particu-
larly China, Indiaandin south America,are expected to provide the bulk of
theincreasein global milk production, driven by risingaverage incomes,
increasingdomestic demand and greaterinvestment in production
capacity. However, with dairy production forecast to grow faster than
consumptionin these countries,domestic productionis expected to
accountforanincreasing proportion of domestic dairy consumption. This
is expected to reduce import demand, particularly in China,and contribute
toanincrease inthe supply of dairy products entering global trade in the
latter part of the outlook period.

Inthe European Union (the world’s largest dairy producer), dairy output will
be constrained over the next few years by production quotas —although
theseare expectedto be progressively eased. Forecast higher feed prices
willalso reduce dairy profitability and production, while reforms to the
Common Agricultural Policy have largely reduced incentives to produce in

90 australiancommodities « vol15no.1« march quarter



dairy

excess of market requirements. Inthe United States, growthin dairy produc-
tionisalso expectedto be constrained by higher feed costs — particularly
forgrain crops usedin the production of biofuels — that will affect the
profitability of dairying. In Australia,a slow recovery in dairy productionis
projected, with cow numbers expected to take some yearsto recover from
recentdrought conditions.

New Zealand, in contrast, is the only major exporter thatis expected to
increase production significantly over the period to 2012-13. An expansion
of New Zealand’s dairy industry is expected in response to high world prices.
However, growth in New Zealand’s dairy output (and consequent growth
inexports) is expected to be limited to some extent by a number of factors,
including concerns over the environmental impacts of dairyingand lead
times in building dairy herds.

world dairy consumption continues to grow

World consumption of milkand processed dairy products has grown
steadily inrecentyears, driven by population growth, risingincomes and
changing consumption patterns. Of the major dairy products, total world
butter consumptionincreased by 23 per cent between 2000 and 2007,
while cheeseincreased by 16 per centand whole milk powder by 13 per cent.
Consumption of skim milk powder, however, was down by 8 per cent over
the period. Increases in world consumption of dairy products were driven
largely by increased consumption in China, India, the Russian Federationand
Ukraine.

In some of the major developing countriesin Asia,adoption of more
westernstyle diets has resulted in greater consumption of dairy foods.
Between 2000 and 2007, fluid milk consumption in the major emerging
economies of China (the world’s largest importer of dairy products) and
Indiais estimated to have increased by 300 per cent to 36 million tonnes
and 25 per centto 99 million tonnes respectively. Milk and dairy product
consumption per personin Chinaand India remains low compared with
more developed countriesandis strongly correlated with growing incomes
and the existence of well developed retail supply chainsand cold storage
— especially the ownership of domestic refrigerators. Asaresult, there
remains potential for significant rises in dairy consumption in these coun-
tries over the outlook period.

world dairy stocks are largely exhausted

With strong growth in global dairy consumption exceeding growthin
production over the past few years, world stocks of the main processed
dairy products werelargely eliminated in 2007. Most notably, dairy product
intervention stocksinthe European Union have been exhausted for the first
time in many years. The effective elimination of EU intervention stocks has
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world dairy product prices
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removed some dairy product supply from world trade and contributed to
higher world dairy prices.

world dairy trade to grow relatively slowly

With growth of world dairy trade being dependent on growth in global
exportsupplies, relatively slow growth in productionin the major exporters
(and some emerging exporters) is expected to result in slow growth in
world dairytradein 2008-09 and 2009-10. Exports of dairy products from
Argentina, the European Union and Ukraine are expected to be relatively
flat or declining, while the rate of growth in Australian exportsis expected
tobe moderate. Stronger growth in exports, however, is expected from
New Zealand,and also from the United States, where alower US dollar has
increased export competitiveness and encouraged greater exports of skim
milk powder, cheese and butter.

Over the medium term, the rate of growth in world dairy product exports
isexpectedtoincrease, largely inresponse to higher productionin New
Zealand, Australiaand some emerging producers, including Braziland
Argentina. The overall volume of world trade in dairy products will be
limited by reductions inimport demand from some key countries. China,
Mexico and Brazil, for example, may supply more of their dairy consumption
needs from domestic production, potentially reducing their demand for
imports.

outlook for dairy product prices

World prices for most dairy products are forecast to declinein 2008-09,
as productionand exports rise inresponse to recent higher world prices.
The United States, in particular, is expected to increase exportsasaresult
of rising production, a lower US dollarand world prices that have exceeded
pricesavailable domestically. World dairy prices are also expected to be
affected by somefood processors substituting other inputs for higher
priced dairyingredientsand reducing their consumption of dairy products.
Despite these developments, world dairy prices are forecast to remain rela-
tively high over the outlook period as demand continues to grow relative to
global production.

cheese

Afterrisingsharply in 2007-08, world cheese pricesare forecast to fallin
2008-09,toaverage US$4950 atonne,in response to growth in global
productionand exports. Cheese pricesare expected to remain relatively
high over the remainder of the outlook period, as strong growth inimport
demandis matched by growthin productionand exports from major
producers. After peakingat around US$5020 in 2010-11, cheese pricesin
real terms (2007-08 dollars) are projected to decline to US$4460atonnein
2012-13.
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Future growth in global cheese consumption will be linked strongly to rising
consumerincomesand atrend toward more western style diets, particu-
larlyin the major developing countries of Asia, eastern Europe andin the
new member states of the European Union.

The Russian Federationisthe world’s largestimporter of cheese, with
imports of 250 coo tonnesin 2007 or around 22 per cent of world cheese
trade. Thisrepresentsafourfoldincrease in cheese imports since 2000.
Withrisingincomesand growth in consumption consistently exceeding
growthindomestic cheese production, the Russian Federation’simports
are expectedto continue to expandin 2008 and over the remainder of the
outlook period.

Similarly, the Republic of Koreaand Mexico are also growingimporters of
cheese,increasing theirimports by 57 per centand 63 per cent respectively
since 2000 to collectivelyaccount foraround 12 per cent of world cheese
tradein2007. Cheeseimports by these countries are expected to continue
to grow strongly as consumerincomesincrease.

Japan (which consistently accounts foraround 20 per cent of world cheese
imports ormorethan200 0oo tonnesayear) isarelatively mature market
for cheese, with consumption growingat around 1 per centayearsince
2000.Asaresult,cheeseimports by Japan are expected grow ataslow
rate over the medium term, whileits relative importance asanimporteris
expectedto continue to decline.

whole milk powder

Afterastrongrise in 2007-08, world whole milk powder prices are forecast
tofalltoaround US$4380 atonnein 2008-09. However, prices are forecast
toremain relatively high over the projection period,averaging US$4700 a
tonnein2o10-11. With growth in export supplies expected to exceed growth
inimport demand toward the end of the outlook period, world pricesin real
termsare projected to decline to US$3700 atonne (in 2007-08 dollar) in
2012-13.

Growthinimport demandforis driven largely by income growth in devel-
oping countries, where milk powders have alongshelf life. Among the
countries with the greatest influence onimports of whole milk powderare
Algeriaand China, where imports were up 59 per cent to 175000 tonnes
and12 per cent to 57 000 tonnes respectively between 2000 and 2007.
Algerianimportsaccountedfor 40 per cent of total world imports of whole
milk powderin2007 (up from17 per centin 2000). Inthe same year, China
accounted for 13 per cent of world imports. However,import demand for
whole milk powder in Chinais expected to fallas rising domestic production
increasingly displacesimports over the next few years.
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Over the medium term, growth in demand for whole milk powderand
tradeinthe productis expectedto be underpinned by a significant shiftin
demandinsome countries (particularly China, Chinese Taipeiand Peru)
away from the commercial reconstitution of skim milk powder toward
decentralised reconstitution of whole milk powder by end consumers.

Growthinworld exports of whole milk powder has been constrained by
asignificant decrease in WMP productioninthe European Union. With rela-
tively flat milk production and relatively higher prices on offer for cheese,
anincreasing proportion of EU milk production hasbeendiverted tothe
production of cheese at the expense of milk powder production, which is
forecast to decline moderately in 2008-09. Inaddition, strong demand for
whole milk powder within the European Union (particularly for the proc-
essed foodindustry) has resulted in the exhaustion of intervention stocks.

Over the next few years, the major source of growth in exportable supplies
of whole milk powderis expected to be New Zealand, in line with expanding
domestic milk production. With EU milk production expected to remain
relatively flat over the medium term, and cheese production set to
continue torise, growth in EU exports of whole milk powderis expected to
be relatively limited over the projection period.

skim milk powder

Afteraveragingalittle over US$4420 atonnein 2007-08, world skim milk
powder pricesare forecast tofall to average around US$4200atonnein
2008-09, largelyinresponse toanincrease in productionand exports from
the United States. Prices are forecast to rise moderately in 2009-10as alack
of global stocks and relatively slow growth in world dairy production limit
growth intradable supplies relative toimport demand. Around the middle
of the outlook period, as export supplies begin to expand more strongly,
world prices for skim milk powder inrealtermsare projected to decline to
average around US$3660 a tonne (in 2007-08 dollars) in 2012-13.

Growingworld demand for skim milk powder is being driven largely by rising
incomesand increasingimport demand in developing countries in Asiaand
eastern Europe.Increased demand has also beenapparentinthe Euro-
pean Union,where food regulations in the wake of previous occurrences

of bovine spongiform encephalopathy (BSE or ‘mad cow’ disease) have
resulted inincreased use of skim milk powder inanimalfeedsasa protein
supplement,andinfood processing.

Despite strong world demand for the powder, growth in production has
been limited by slower growth in global milk production. Inaddition, a
greater proportion of milk production has been diverted to the production
of cheese, which hasattracted higher returns. This has limited growth in
production inthe European Unionand contributed to a depletion of world
stocksand exportavailabilities.
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Productionand exports of skim milk powder are expected to be downin
Australia, Argentinaand Ukraine. Production in the United States, however,
isexpandingand —aided by higher world prices and alower US dollar — has
resultedinincreased exportsin 2007-08. These conditions are expected to
continue inthe comingyear, resultinginafurtherincreasein US exportsin
2008-009.

butter

Constrained growth inworld butter production — largely through milk
supplies being diverted to cheese production — has reduced the export-
able supplies of butterinthe major exporting countries. Asa consequence,
exports of butter from Australia, New Zealand and the European Unionare
expectedto belowerin2008-09and to remain relatively constrained over
much of the outlook period as the trend toward increased cheese produc-
tion continues.

World butter prices are forecast to decline by 5 per cent to US$3750 atonne
in2008-09, reflecting moderate growth in exports from the United States.
Despite this, butter pricesare projected to remain relatively high in real
termsover the outlook periodasaresult of constrained growth in export
supplies. Fromaforecast average price of around US$3900 atonnein 2009-
10, the world price of butter is projected to decline to around US$3100 a
tonne (in2007-08 dollars) in 2012-13.

production quotas in the european union important to dairy
price outlook

Astheworld’s largest producerand exporter of dairy products, the European
Unionwill playanimportantrolein boththe shortand medium term outlook.
The large size of the EU dairy industry and any repeat of its previous propen-
sitytodispose of surpluses onworld markets at subsidised prices mean that
EUactions can have amajor destabilising effect on global pricesand trade.

Despite the prospect of higher world dairy prices, milk productionin the
European Unionis forecasttoincrease relatively slowly over the outlook
period, limited by production quotas. The 2003 reforms to the Common
Agricultural Policy mandateda o.5 per centincrease in milk quotas for EU
member statesin2008anda further easing of quota restrictions ahead of
the expected abolition of milk production quotas in 2015. However, new
CAP reform proposals presented to the European Parliament may result in
anadditional 2 per centincrease in production quotas from April 2008.

Anincrease inthe quota does not necessarily mean that milk production
inthe European Union will rise by the full quota. The United Kingdom (for
example) is expected to produce below quota over the next few years as
some dairyfarmers have left the industry. Inaddition, the lack of flexibility
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inthe quotaincrease — which will be shared equallyamongall EU member
states, regardless of their ability to make use of them — is likely to result in
EU milk productionfalling short of production quota targets in some years.

Anotherelement of recent CAP reform — the single farm payment —is also
expectedto havean ongoingeffect on dairy productioninthe European
Union. The decoupling of farm support from production levels has contrib-
uted to the EU dairy sector becoming more responsive to market price
signalsand has brought dairy supplies morein line with demand. The move
tosingle farm paymentsisalso expected to affect the mix of dairy produc-
tion within the EUand shift the sector further toward the production of
higher value products such as cheese. Production of bulk commodities
suchas milk powders (that compete for raw milkasan input) is expected to
decline over the outlook period.

australian dairy industry recovering from drought — rebuilding
production and profitability

Widespread droughtacross Australia’s major dairying regions in 2006 and
2007 has challengedthe financial viability of many dairy farms. Reduced
rainfalland lowerallocations of irrigation water has left many dairies unable
to meet theirfeed and fodder requirements from pasture and crops grown
on farm,whilealso raising the price of bought-in feeds. The consequent
sharpincreasein costs severely affected dairy farmers’incomes, so that
many dairy farms had to dry off cows to reduce their feed intake or reduce
cow numbers. Looking ahead, the ability of dairy farmers to recover quickly
from drought willdependlargely on the financial situation of individual
farmers, the availability of irrigation water and the ability of farmers to
rebuild milking cow numbers.

Assumingaverage seasonal conditions, the prospectsforarecoveryin
Australian dairy production are promising. Constrained growth in export
supplies and strong global demand for dairy products are expected to
resultinfarmgate milk prices remaining high in real terms over the outlook
period. Thiswill provide anincentive for dairy farmers to rebuild their herds
andincrease production capacity. Furthermore, when the positive impacts
from past investmentsin new technologies and plant and equipment by
dairy farmersare combined with higher farmgate milk prices the prospects
forrecovery from droughtlook positive.

While good rainsin late 2007 and early 2008 have been helpful, uncertainty
remains about the possibility and timing of increased allocations of irriga-
tion water in the southern Murray Darling Basin,and the availability and
price of fodder. These factors willaffect the pace at which the dairy herdis
rebuiltand have a bigimpact on the financial performance of dairy farms
over the outlook period. Itisalso possible that there could be further ration-
alisation within the dairy industry following the drought, particularlyamong
farms with low equity and high debt servicing requirements.
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australian farmgate milk prices to remain relatively high

Afteraveragingaround 45 cents a litre in 2007-08, Australian farmgate
milk prices are forecast torise by afurther 20 per centto 54 centsa litre
in2008-09. The forecast of relatively high farmgate milk prices reflects
both the prices needed by dairy farmers to cover the high cost of feed and
otherinputs (suchas purchased irrigation water entitlements) and the
ability of the dairy industry to benefit from strong world prices for dairy
products.

Overthe remainder of the outlook period, farmgate prices are projected to
remain relatively high, before fallingtoaround 51 cents alitre (in 2007-08
dollars) in 2012-13as product prices in global markets decline in real terms.
Suchaprice would be about 13 per cent higher than the estimated farmgate
returnin2007-08.

australian production down in 2007-08 but recoveringin
2008-09

Reflecting the widespread drying off of cows and herd reductionsin some

regionsinresponse to drought, Australian milk production is estimated to

have fallen by more than 5 per centin 2007-08, to around 9.1 billion litres. In
2008-09, Australian milk production s forecast to begin to recover, rising

by almost 2 per centtoaround 9.25 billion litres.

Withanassumed return to average seasonal conditions, Australian milk
productionis projected to recover over the outlook period, increasing by
around 28 per cent from 2007-08 lows to around 11.6 billion litres in 2012-13.
Thetrend toward fewer, larger dairy farms and new investment is expected
toresultinthe growth of Australia’s dairy herdand increased milk yield per

cow overthe mediumterm. australian milk
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Increased investmentand greater efficiency (together withassumed
average seasonal conditions) as farmers respondto prospects of good
returnsare expected to be the main factors returning milk production
to pre-drought levels of more than 11 billionlitres ayear by the end of the 40
outlook period. Australia’s dairy herd is projected to increase by 18 per cent
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australian dairy product exports
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Because of therelatively attractive prices expected to prevail for cheese
and milk powders over the next few years, these two products are likely to
accountforanincreased proportion of manufactured dairy product output
and Australian dairy exports over the outlook period.

australian export returns to rise as production recovers slowly

Despite an expected softening of world dairy product pricesin 2008-
09,increased exportvolumesare forecast to resultin the total value of
Australian dairy product exports rising by 7 per cent to $3.8 billion for the
year. The total value of dairy exportsis forecast to continue to rise over the
outlook period —reflecting rising production, increasing exports and rela-
tively high world prices — to reach around $4.6 billion (in 2007-08 dollars)
in2012-13.
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