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THE VALUE CHAIN FOR MEAT AND LIVESTOCK PRODUCTS 1
SUMMARY (VI)

THE VALUE CHAIN: A SUMMARY OF THE MODEL AND
ITS RESULTS

1. INTRODUCTION

This report describes an update of the value chain model of the Ausiralian Meat and Livestock
Industry. The model, originally developed for use in the Meat Resezrch Corporation's (MRC's)
Research and Development Investment Study (RADIS), is a detailed physical and financial
description of meat and livestock production, processing and refailing. Following completion of

the RADIS study, the value chain has and will be regularly updated for the benefit of those in the
industry who demand a detailed understanding of:-

how their part of the industry interrelates with all other parts of the industry;
. the level of costs and incomes throughout the industry; «nd
° the contribution of zach part of the industry to total industry output.

This update of the model is based on industry data for the period 1971/52 to 1993/94. Three
years data have been averaged so that the model! is more indicative of t1e general situation rather
than a brief glimpse of the indust:v at a specific time.

2. THE VALUE CHAIN MODEL

2.1 WHAT IS THE VALUE CHAIN AND WHAT DOES IT SHOW?

The value chain is a computeriszd model which has been constructe to illustrate the product
and money (i.e. financial) flows which occur throughout the Austrelian Meat and Livestock
Industry. It provides an overview of the industry and the linkages Hetween the industry and
other parts of the Australian ecor.cmy, including consumers of meat and livestock.

The value chain specifies produr:t-related information for each sector of the industry including

farms, feedlots, abattoirs, tannerics. wholesalers. retailers and -xport:rs. The type of product-
related information includes:-

the stage of produwct conversion or transformation froni live animal to meat and
meat by-products,

the nature and quantity of products (i.e. raw materlats) brought forward from
previous stage(s) ->f processing;

o materials and services brought into the chain fror outside the industry; and

2N\ h
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THE VALUE CHAIN FOR MEZT AND LIVESTOCK PRODUCTS i
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the rature and quantity of products which progress to the next stage of
processiig, or o consumers.

Each physical input or sutput is linked directly to a price. Therefore, the model also specifies
financial information for each sector in the industry, including:-

the value. of products brought forward from pravious processing stage(s);

. the cast of materials and services purchased from outside the chain;

. income eccruing at each stage from sales of products;

transpori, storage and handling costs incwred in moving product between
processing stages: and

the diffixence between total income earned and the total cost of inputs

purchased, which is equivalent to operating profit or, in economic terms, value
adde:l.

The calculation of valuz added gives the value chain its name. For the purposes of this study
value added has been ciefinec as the difference between total income and the total cost of all
inputs (materials an. se-vices used in production. Thus, value added can also be considered as
an annual operating piofit. The sum of all value added »y all production units within an
industry equals the totil industry net income (net of costy). Similarly. the sum of all value
added by the produc tior units within a nation equals the total net income of that nation which is
referred to as Gross Doinestic Product (GDP). The value cha:n therefore shows the contribution
of production, processiiig and retailing activities to Meat and Livestock Industry income. Total
Meat and Livestock Didustr value added divided ty Avustralia's Gross Domestic Product
reflects the contribution of the industry to the Australian econamy.

Despite the detailed informat on available from the value «tain. the model does not show the
effect of changing prod.iction levels on prices, nor dces it indicate the effects of price and cost
changes on production. [t is therefore no more than a snapchot of the industry and cannot be
used to forecast the =ffets of rice changes or variations in production levels.

The model is divided jato cattle and sheep industries, each with eight sectors (farm, feedlot.
abattoir, other meat processirg, tannery, wholesale, retail :nd export). Most sectors are also
divided into subsectors. For example, the farm sector is divided into 15 subsectors which cover
15 geographic regions. For exnch subsector, inputs and outputs are specified together with their
prices (see Figure |). The result is a detailed physical and financial description of the entire
Meat and Livestock Industry. Figure 2 provides a very sirialified picture of the value chain.

Cattle and sheep produers arz linked physically and financially to the processors who. in turn,
are linked physicallv an3 finat.cially to the retailers.

N s -
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FIGURE 1 : SECTORS AND COMPONENTS IN THE VALUE CHAIN
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To miake the value chain easv to follow, inputs used and products produced are defined in two
different ways. Inputs ased by each sector (i.e. farm, feedlot, etc.) can either be purchased from
another sector within the industry (e.g. cattle are purchased by feedlots from farms) or they can
be purchased from "outside" the industry (e.g. labour, transport, animal feed, services. interest,
etc.). Similarly, prodicts fiom one sector can either be sold to another sector for further

processing or they <an be soid to consumers. The differencss between the two types of inputs
and outputs are shown “hroughout the value chain:-

. Inputs purchased from "outside" the industry are called external inputs.
Product: sold :0 consumers "outside" the industry are called external outputs.

. For example, in the annexes 10 this report which reproduce tae value chain in full, inputs which

the abattoir sector purchases from farms or feedlots (i.e. livestock) fall under the heading of

inputs from other secters. However, inputs purchased from “outside" the industry fall under the
heading of external inputs.

Just as inputs and cutp'its car. be external, so too are the associated costs or revenues. External
inputs and outputs are purchased from or sold to the external environment (i.c.
businesses/consumers outside the bounds of the Meat and Livestock Industry).

The primary purpose o7 the vilue chain is to track the movzinent of meat through the industry.
Hence, although milk, wool. hides and skins are shown as a source of income, they are treated
as external outputs from the sector in which they are produced. For example, hides and skins
are an important soxirc¢ of income for abattoirs, and the mo:i=l shows that they are purchased by
the tannery sector and processed into leather. However, the leather is treated as an extemal

output from the tanner sectcr - as if it was sold directiy from the tannery to consumers outside
the industry.

2.2 WHAT ARE THE RESULTS AND WHAT DO THEY MEAN?

The value chain produces a lerge number of figures (physica: and financial) related to input and
product flows, and costs and incomes throughout the Meat and Livestock [ndustry. The main
findings relevant to each industry sector are discussed helow.

AACM INTERNATION AL DELIVERING PRACTICAL SOLUTIONS
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2.2.1 The Farm Sector

What is the Farm Sector?

The farm sector in"the value chain covers catle and sheep preducticn. Animals are raised on
farms and a proportion are consigned either to feedlots or to abattoirs. The farm sector is the
most diversified of the eight industry sectors in the value chain mocel. The meat production
process differs between geographic regions, according to the ba'ance between the beef and dairy
cattle populations and between wool and prime lamb production. To allew the model to handle
this diversity, the farm sector lias been disaggregated into 15 sussectors which cover i3
geographic regions. Further disaggregation has occurred to distinguish between specialist beef
production (excluding dairy cattie) and prime sheep production -excluding, wool sheep).

The Farm Sector and the Meas {ndustry : Links of Importance

Figure 3 illustrates how the farm sector is linked into the Meat and [ ivestock Industry through
the sale of animals to the feedlct. abattoir and export sectors. in simplisiic terms, every year a
proportion of animals from fanins are sold to feedlots, abattoi-s or for live export. Costs are
incurred in raising the animals and income flows back 1o the farms through the sale of animals,
milk and wool. Provided incomes exceed costs, an operating p-ofit is ackieved or, in economic
terms, the farm sector adds valie to the animals and their by-products. The average price of

sheep and cattle sold from the tarm sector during the period 1991/92 to 1993/94 is shown in
FFigure 3.

FIGURE 3 : THE #FARM SECTOR AND THE VAL UE CHAIN
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SUMMARY (x1)
Farm Sector Inpats KEY POINTS
. ' TO.
Inputs Purchased fiom Other Sectors
REMEMBER:
The value chain uszs the “arm sector as a starting point. It i5 based FARM
on the assumption that an mals are not purchased but are owned by SECTOR

farmers in number; reporied by the Australian Bureau of Statistics
for each region. Therefore, there are no raw material inputs for the
farm sector An opportunity cost of $500 million has been placed
on the cattle herd and sh:ep flock based on a long term return to
investment of five perceat. The opportunity cost represents the
cost of keeping livestock on farm as opposed to selling them all
and placing the recsipts in an interest bearing investment.

Inputs Purchased Externaily

In raising livestock, farimers utilise a number of materials and
services purchased outside the Meat and Livestock Industry.

These inputs include items such as fertiliser, fodder, labour, wages,
freight, selling corts, shearing and crutching. Costs vary among
the 15 regions w thin the value chain, the total annual cost of
raising cattle and sheep is estimated to be S4.0 billion and $3.2

billion respectivels (note-these figures do not include opportunity
cost).

Products

There are four ma;ior pro-ucts produced by the farm secter: cattle,
sheep, milk and woaol. Milk and wool are by-products of the Meat
and Livestock Industry and the value chain assumes thai they are
sold on to precceseors, thzreby moving out of the industry and the
model. Cattle and sheep are sold to either feedlots or directly to
abattoirs for processing. In total, the cattle industry sells $6.4
billion worth of produce:, $2.7 billion of this is milk szles. The
sheep industry sefls $3.0 billion worth of produce and $2.4 billion
of this is derived from tae sale of wool. When factorir:g out the
influence of dairving ard wool production, sales from specialist
beef and prime sh2ep production were $3.5 billion and $0.5 billion
respectively.

The farm sector is
assumed to own
all animals, but

icurs an
opportunity cost
of $500 million .

The cattle
industry
purchases $4.0
billion worthof
inputs annually.
The sheep
industry
purchases inputs
valued at $3.2
billion.

The cattle
industry
prodices $6.4
billion worth of
outputs annually
and the sheep
industry
produces $3.0
billion worth of
outputs.

AACM INTERNATIONAL
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Operating Profit/Value Added

Subtracting total costs from total income for the farm sector gives &n aanual profit (or value
added) of $2.0 billion for cattle and $(220) million for sheep. Given that total industry value
added equals $3.0 billion (refer Section 2.3), the cattle farm sector contributes 67% and the

sheep farm sector has a negative contribution of 7.3% respectively, of total industry value
added.

222 The Feedlot Sector

What is the Feedlot Sector?

This sector represents the feediots which form part of the .Austraiian Meat and Livestock
Industry. The growth in this zector has been in response to increased domestic consumer
demand for lot-fed beef and, niore importantly, increased export demand from the growing
markets in the Western Pacific In 1991/92-93/94, the feedlat secior produced 14% of the
quantity (in dressed weight terms:) and 16% of the value of Aust-alian »eef.

The Feedlot Sector and the Meat Industry : Links of Importance

Figure 4 illustrates how the feediot sector is linked through the purchase of animals from the
farm sector and through the sale of animals to the abattoir secior. Every year a proportion of
animals sold from the farm secior enter feedlots where they ere fatened for the domestic or

export markets. The average pri.cz of fattened cattle between 191/9Z and 1993/94 is shown in
Figure 4.

FIGURE 4 : THE FEEDLOT SECTOR AND THE YALUE CHAIN [
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i | KEY POINTS TO
Feedlot Sector Inputs REMEMBER:
I Inputs Purchésed from Other Sectors FEEDLOT
. SECTOR
l Feedlots make use of one type of raw material - live
animals which are purchased from cattle breeders
throughout Australia. Feedlots purchase 800,000 cattle Feedlots purchase
annually valued ¢t $431 million. $431 million worth of

cattle annually.
Inputs Purchased Extemally

The feedlot sector also purchases materials and
services required to fatten cattle. Materials and service

costs included in the walue chain cover grains, grain  In finishing cattle,

processing, rougiage processing, veterinary expenses, feedlots use $246

labour and maclinery costs, repairs and maintenance, million worth of
" . as well as admin:stration and overheads. The total ccs: purchased inputs,
) of materials anid services purchased annually i3 including grain.

estimated to be $246 million.

Products

Feedlots produce two major products: grain finished Feedlots sell $721

cattle for domes:ic anc export markets, and manure.

Manure 1s sold to processors outside the industry and i3
therefore trezted as an external output. Cattle for both
domestic and exoort rarkets are sold to domestic and
export abattoirs. The fotal annual income is estimated
to be $730 mi lion, about $9 million of which is
derived from maaure siles.

million worth of
cattle to export and
domestic abattoirs
“annually. They also
sell about $9 million
worth of manure
outside the Meat and
Livestock Industry.

b

Operating Profit/VYalae Added

The feedlot sector is estimated to earn an annual cperating profit or value added of
approximately $53 mi lion. The feedlot sector contributes 2% of the total industry value added.

- .
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THE VALUE CHAIN FOR MEAT AND LIVESTOCK PRODUCTS :
SUMMARY (xiv)

22.3 The Abattoir Sector

What is the Abattoir Sector?

The abattoir sector in the value chain model represents both domestic and export abattoirs.
Most of these abattoirs process hoth sheep and cattle and a numbe:- also process pigs. The
exceptions are the large northern beef export abattoirs and a smeall number of sheep-only
abattoirs in southern and Western Australia. The value chain riodel uses separate estimates of
the costs and returns for processing sheep and cattle. Sheep and cattle slaughtering are analysed
as separate activities, even though they are often carried out in the sam= abattoir.

The Abattoir Sector and the Meat Industry : Links of Importance

Figure 5 illustrates how the abaticir sector is linked backwards :hrough the purchase of animals
from the farm and feedlot sectors, and forwards through meat sales 10 other industry sectors.

Abattoirs purchase cattle and sacep which they convert into bonel:ss meat, carcases, offal.
skins/hides and other by-producis (e.g. dried blood, bone, talloy and meat meal). Most of the
sheepmeat is sold in carcase fora while beef is primarily sold as bone-in or bone-less cuts.

Export works process meat primarily for export markets, although :hey also sell some meat
domestically. Domestic abattoics are regulated to only sell meat irto the domestic market.

Figure 5 shows the average maik-up (i.e. difference between purchase and sale price of meat)
and the output price for meat sol: from domestic and export abattoirs.

FIGURE 5: THE ABATTOIR SECTOR AND THE VALUE CHAIN
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THE VALUE CHAIN FOR MEAT AND LIVESTOCK PRODUCTS

Raw materials purchased by the abattoir sector include
approximately 2.43 million tonnes (dressed weight) of
livestock annually whica equates to 8.1 million cattle
and 33.2 million sheep slaughtered. The largest
proportion cf animals is purchased by export accredited
works which buy abou. 1.69 million tonnes (dressed
weight). Domestic abaztoirs purchase 746,000 tonnes
(dressed weight) snnual'y. The total cost of purchased
animals is estimatzd to te $4.46 billion.

Inputs Purchased Sxtemally

In addition to arimals, the abattoir sector purchases
materials -and services itom sources outside the Meat
and Livestock Incustry. These inputs include: labour,
packaging materials, electricity, water and transport.

Abattoirs also pay nieat inspection fees to the
Australian Quarantine Inspection Service, levies to the
Australian Meat and L vestock Corporation (AMLC)
and Meat Research Corporation (MRC) for marketing
and research respectively. Total annual expenditure on
these materials and services is estimated to be $1.66
billion. Expor* abattoirs spend $1.28 billion on inputs.

Products

Abattoirs produc:: meat in various forms for sale fc
other meat pro:essors. wholesalers, retailers and
exporters. I[n addition. abattoirs sell cattle hides and
sheep skins to tanneries for further processing. Total
income eamed from the sale of these products is $6.31
billion annually, $4.59 billion of which represens
sales from export abattcirs. Sales of meat to the Other

Meat Processing, retail wholesale and export sectors
total $5.49 billion.

SUMMARY (xv)
Abattoir Sector Inputs KEYP OINTS TO
o REMEMBER:
Inputs Purchased jrom Cther Sectors ABATTOIR

SECTOR

The abattoir sector
purchases the
equivalent of 2.43

'million tonnes

' (dressed weight).of

livestock annually
from the farm and

feedlots sectors. This

costs $4.46 billion.

The abattoir sector
uses $1.66 billion
worth of materials
and services annually
in converting animals
to meat products.

Abattoir income totals
$6.31 billion annually,
$5.49 billion of which
comes from the sale of
meat to the Other
Meat Processing
sector, retailers,
wholesalers and
exporters.'
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THE VALUE CHAIN FOR MEAT AND LIVAES$TOCK PRODUCTS

SUMMARY (xvi)

Operating Profit/Value Added

Subtracting total costs from the ictal income generated by the abattoi sector for both the cattle
and sheep industrie§ gives a tota! operating profit (or value add::d) of about $183 million. The
abattoir sector therefore contribuses 6% of total industry value acded.

224  Other Meat Processing (OMP)

What is the OMP Sector?

Like the abattoir sector the OMF sector is classified in the group of biisinesses within the meat
industry which are defined as precessors. The OMP sector represents processors who produce:

¢«  petfood;

. sausages;

. emulsified products (frankfurts, devon, etc.);
. hamburgers; and

other meat products (canned meats; continental smallgooris; comed, salted and
roasted beef; and rmeat pies).

The OMP Sector and The Meat Industrv : Links of Importance

Figure 6 illustrates how the OMF sector is linked through the purchase of meat and rendered by-
products (e.g. dried blood, mea: meal, tallow, etc.) to the abattoir szcter. The diagram also

shows the average price and mark-up applied to the products soid. Ttis price refers only to the
meat component of OMP products,

FIGURE 6 : THE OMP SECTOR AND THE VALUE CHAIN
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THE VALUE CHAIN FOR MEAT AND LIVESTOCK PRODUCTS

SUMMARY (xvii)
OMP Sector Inputs KEY POINTS TO
Inputs Purchased (Cther Sect REMEMBER:

n urcnased Ito JSNne C
S e OMP SECTOR

The OMP sector purchases the equivalent of 215,000
DWT tonnes of rarcases, 9,000 tonnes of offal and
74,000 tonnes of by-products from the abattoir sector
annually. The tot:l cost of these raw materials is $359
million, $235 million of which is derived from bovine.

Inputs Purchased Externally

The OMP sector uses materials and services purchased
outside the Meat and Livestock Industry to convert
meat and by-products ino smallgoods, sausages, etc..

These inputs include labour, services, packaging.
transport and overheads. The total annual expenditure
on materials and services by the OMP sector 1s $330
million, $147 million of which is used to convert beef
into a range of products. The remaining $183 million
covers the cost of materials and services used to
convert mutton into processed goods.

Products

The OMP sector asroduces numerous products which
are sold directly to the public and through
supermarkets. The tofal value of annual sales is
estimated to be $873 million, $119 million of which is
sold to supermarkzts. Feef-based products constitute
$477 million nf the totel sales. and sheepmeat-hased

" products account for $396 million.

Total raw material

purchases by the OMP
sector cost $359 million,

of which bovine

products account for

$235 million and ovine

products for $125

million.

The OMP sector
purchases $330 nillion
worth of inputs from
sources external to the
Meat and Livestock
Industry.

The OMP sector sells
$873 million worth of
meat-based products.
Beef-based products
account for $477 million
“of total income and
sheepmeat-based
products account for
$396 million of sales.

N
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THE VALUE CHAIN FOR MEAT AND LIVESTOCK PRODUCTS

SUMMARY (xviil)

Onperating Profit/Value Added

Total Ope.rating profit in the OMP sector is estimated to be $1¢3 million, $95 million of which
is derived from the sale of beei-based products and $88 million from the sale of sheepmeat-
based products. Total contributior of the OMP sector to the industrv alue added is 6%.

2.2.5  The Tannery Sector

What is the Tannery Sector?

The tannery sector purchases raw hides and skins from the abattoir sector in fresh or salted/dried
form and converts them into serai-precessed forms or finished leathe:. Hides and skins are the
most important single by-produst from the abattoir sector. Thzy cortribute more than 45% of

the total by-product value from <uttle slaughtering and 60% of ~he by-preduct value from sheep
slaughtering.

The Tannery Sector and the Meat Industry : Links of Importance

Figure 7 illustrates how the tanrery sector is linked through th2 purchase of hides and skins to
the abattoir sector. However, because the product of primary concerr: in the value chain model
1S meat, it is assumed that all hices and skins are sold by the tannery s:ctor to businesses outside
the Meat and Livestock Industry. Hence, all tannery outputs are considered to be external.

Figure 7 also shows the average price of cattle hides and sheep skins sold from the tannery
sector during the period 1991/9% 1o 1993/94.

FIGURE 7: THE TANNERY SECTOR AND TIHHE V4 LUE CHAIN
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THE VALUE CHAIN FOR MEAT AND LIVESTOCK PRODUCTS

and Livestock Industry.
Products

The cattle indus:ry preduces four tannery sector
outputs - wet blse hidzs, finished leather, salted
calf skins and saited hides. All products are sold
to businesses/consumers outside the Meat and The Cattle tannery sector

Livestock Industry. They produce a total income produces four outputs
of $606 million per annum.

71

-

which generate a total
income of $606 million per
annum.

SUMMARY ‘ {XiX)
l Tannery Sector Inputs KEY POINTSTO -
Inputs Purchased from Other Sect REMEMBER:
nputs Purchased from Other Sectors :
I . TANNERY SECTOR
The tannery sector purchases hides and skins
I from the abattoir sector. In total, 8.1 million The tannery. sector
cattle hides and 33.2 million sheep skins are purchases 8.1 million cattle
l purchased annuelly. The tannery sector pays hides-and 33.2 million sheep
$358 million per annuni for cattle hides and $131 skins per year from
million per annuin for sheep skins. abattoirs at a total cost of
l $489 milliomn.
Inputs Purchased Externally
I The tannery sector nurchases materials and
services fron: outside the industry for hides and
l skin processing. For both cattle and sheep these
inputs include freight. chemicals, shipping. The tannery sector
I commission, seliing casts, labour and overhead purchases $284 million
costs. In total $.63 m llion is spent annually on worth of materials and
cattle hide processing. The equivalent figure for : services per year from
I sheep skin processing 15 $120 million. sources external to the Meat

The sheep irdustry produces four tannery sector
outputs - tanned skins ‘with wool on, salted skins,
dried skins and fellraongered skins (includes
wool). Alt products are  sold to
businesses/censiumers outside the industry and

produce a total incone of $277 million per
annum.

The Sheep tannery sector
produces four outputs
which generate a total

income of $277 million per
annum.

4 .,
=
e
o
-
-
3

i
i
1
I
1

7 AACM INTERNATIONAL DELIVERING PRACTICAL SOLUTIONS




v.‘l" S

THE VALUE CHAIN FOR MEAT AND LIVESTOCK PRODUCTS A
SUMMARY (xx)

Operating Profit/Value Added

Total operating profit in the tarmery sector is $110 million per annum:; $85 million of which
comes from the sale of cattle hides. In economic terms this raeans that the tannery sector adds
$85 million per annum in valus to cattle hides and $25 million per annum in value to sheep
skins. The tannery sector accounts for 4% of the total industry value added.

2.2.6  The Wholesale Sectcr

What is the Wholesale Sector?

Meat wholesalers provide links between abattoirs, food service outlzts {such as restaurants and
fast food outlets), supermarkets and butchers shops. The value chair: medel treats the wholesale
sector as a buyer of meat froim the abattoir sector. There s often 1o change in ownership
between the three sectors because some wholesalers purctase livestock and process them
through service abattoirs and cther wholesalers have their owa retai’ outlets. For beef, 90% of
the value of wholesale turnover is boneless beef. About two-thirds of wholesale beef sales are
to food service outlets. About 33% of the beef trade therefore consisis of sales to retail butchers

and supermarkets. Virtually ail sheepmeat wholesaling cousists >f iamb carcases, most of
which are sold to butchers and supermarkets.

The Wholesale Sector and the Meat Industry : Links of Importance

Figure 8 shows how the wholesale sector is linked through the purchase of meat to the abattoir
sector, and through the sale of meat to the retail sector (i.e. butche-s and supermarkets). The:

diagram also displays the average nmark-up and price applied to meat sold from the wholesale
sector.

FIGURE 8 : THE WHOLESALLE SECTOR AND THE VALUE CHAIN
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THE YALUE CHAIN FOR MEAT AND LIVESTOCK PRODUCTS

Beef wholesalers purchase the equivalent of
220,000 tonnes of carcases per annum. This
costs 3583 million. Sheepmeat wholesalers
purchase the equivalent of 88,000 tonnes of

carcase meat from abattoirs which costs $119
million per annum.

Inputs Purchased Externally

Materials anc services brought in by
wholesalers frcm owside the industry include
freight, labour and packaging. The wholesale

_beef industry spends $103 million on these
inputs annually The wholesale sheep industry

spends $11 miliion or: the same inputs.

Products

The beef whoiesale sector sells five product
groups - retail cuts (from boneless primals):

boneless beef: carcaszs; offal; bones and fat.

Sales generate $710 million in income per
annum, 5239 n:illion of which comes from the
sale of beef to utchers and supermarkets. The
remaining beef is sold to food service outlets.

The sheepmea: whalesale sector sells four
product groups. boneless meat, carcases. offals.
bones and fat. Sales generate $150 million n
income per annum, $115 million of which is
derived from tte sale of sheepmeat to butchers
and supermarkets.

SUMMARY (xxi)
Wholesale Secior Inputs KEY POINTS TO
Inputs Purchased f Other Sect REMEMBER

nputs ~ : '
Inputs Purchased from Other Sectors WEHOLESALE SECTOR

Beef wholesalers' meat
purchases cost $583 million
per year. Sheepmeat
wholesalers' meat purchases
cost $119 million pe#year.

Beef wholesalers purchase
$103 million of inputs from
sources external to the Meat

and Livestock Industry.
Sheepmeat wholesalers
purchase inputs valued at $11
million.

Beef wholesalers.sell five
products which generate n
total income of $710 million
per year. Sheep wholesalers
sell four products which
generate a total income of
$150 million per year.

AACM INTERNATIONAL
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THE VALUE CHAIN FOR MEAT AND LIVESTOCK PRODUCTS 4
SUMMARY (xxii)

Operating Profit/Value Added

The wholesale sector eamns ar. operating profit of $44.2 miltion per annum and of this, beef
wholesalers earn $23.7 million. In economic terminology this means that beef wholesalers add
a total of $23.7 million in value to beef each year. Sheepmeat wholesalers add $20.5 million in
additional value. The wholesale sector contributes 1.5% of the: total .ndustry value added.

2.2.7 The Retail Sector

What is the Retail Sector?

The value chain model considers two parts of the retail sector - butchers and supermarkets.
Butchers make up 60% of retail sales by value and 59% of sales by volume.

The Retail Sector and the Meat Industry : Links of Importance

Figure 9 shows how the retail scctor is linked to the Meat anc Livestock Industry through retail
purchases of meat from abattoirs, wholesalers and Other Meat Processors. This figure also

indicates the average prices and mark-ups applied to meat sold to zonsumers by butchers and
supermarkets.

FIGURE 9 : THE RETAIL SECTOR AND THE VALUE CHAIN
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Retail Sector Inputs

Inputs Purchased from {ther Sectors

The retail sector in the beef and sheep industries
purchases boneless rieat, carcases, offal and
sausages. The beef industry purchases the
equivalent of about 436,000 tonnes of carcases
costing $1.22 b.llion per annum. The sheep
industry purchases the equivalent of 253,000

tonnes of carcases costing $436 million per
annum.

Inputs Purchased Externally

Butchers and supermsrkets purchase materials
and services from. outsi-le the Meat and Livestock
Industry. Thes: inputs include labour, shop
tental and packaging materials, etc..  Beef
retailers spend epproximately $1.13 billion per
annum on thes: inputs. Sheepmeat retailers
spend $675 miilion ner year on these same
inputs.

Products

The retail sector prodiices four main products -
retail meat cuts, saucages, mince and offal.
Bones and fat are also sold if retailers process
carcases. Incom:e for beef-based products totals
$2.61 billionn aad 31.29 billion per year for
sheepmeat-basec. products.

e eemme semmimme veen e =

KEY POINTS TO
REMEMBER:
RETATL SECTOR

Butchers.and Supermarkets
purchase four types of meat.
Beef purchases cost $1.22
billion ;ﬁer year. Sheepmeat ‘
purchases cost $436 million
per year.

Butchers and Supermarkets
purchase materials and
services from sources
external to the Meat and
Livestock Industry which
arevalued at $1.81 billion
per year.

Butchers and Supermarkets
produce four main types of
meat for sale to consumers.
These prodiicts generate a
total income of $3.90 billion
per year.

Operating Profit/Vajue Added

The rertail sector earns an cperating profit of about 3433 million per annum including $253
million through thz saie of beef-based products. In economic terms this means that retailers add
$255 million per vear in vaiue to beef and $178 million per year to sheepmeat. These figures
indicate that the reail sector accounts for [4% of the total :rdustry value added.

N T
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2.2.8  The Export Sector

What is the Export Sector?

The export sector, as defined in the value chain, represents meat and livestock exports. Their is

often no change in ownership between the export and abattoir sectozs. Exports of hides, skins,
dairy products and other meat by-products are not included.

The Export Sector and the Meat Industry : Links of Importance

Figure 10 illustrates how the export sector is linked, through the purchase of meat and live
animals, to the farm and abattcis sectors. All export meat oriyzinates frem abattoirs with export

accreditation. Figure 10 also shows the average mark-up and price appiied to meat sold by the
export sector.

FIGURE 10 : THE EXPORT SECTOR AND THE VALUE CHAIN
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THE VALUE CHAIN FOR MEAT AND LIVESTOCK PRODUCTS

The export sector purchases meat and live animals
from the abatto.r and farm sectors. In total, the
equivalent cf 1.105,000 tonnes of beef carcases,
300,000 tornes of sheep carcases and 68,000
tonnes of offal ere exported annually. The cost of
these products ty expuorters is S3.40 billion, $2.84
billion of whici conuists of beef. Live animal
export includes 193,000 head of cattle costing $72
million and 4.3 nillior sheep costing $80 million.

Inputs Purchased Exteinally

_The export sector purc hases materials and services
from outside the Meat and Livestock Industry.
These inputs inciude fieight, feed. quarantine costs.
and commissior for e<port agents. The total cost
of these inputs oser year is $387 million. Of this

total, inputs required for beef export cost $172
million.

Products

The export sector eqports the same type and
quantity of mea: and live animals as il purchases.
Income from: the export of beef, sheepmeat and live
animals totals $4.03 billion per vear. This breaks
down to include about $3.14 billion for beef. $131
million for live :attle, $467 million for sheepmeat,
and $293 millicn for live sheep. All outputs are
external, moviny directly to consumers outside the
value chain.

SUMMARY (xxv)
Export Sector Inputs KEY POINTS TO
Inputs Purchased from Other Secto REMEMBER:

n S rcnased ir T
A ‘ = EXPORT SECTOR

The export sector
purchases meat wortl
$3.40 billion and live
animals (for export)
valued at $153 million
annually.

The export sector utilises
inputs purchased from
sources external to the

Meat and Livestock
Industry. These inputs
cost $387 million
annually.

The export sector
sells beef, sheepmeat, live
cattle and live sheep for a

total income of $4.03
billion annually.
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THE VALUE CHAIN FOR MEAT AND LIVESTOCK PRODUCTS -
SUMMARY i (xxvi)

Operating Profit/Value Added

The export sector generates 2 total operating profit of $24% million per year of which $187
million is generated by sales of beef and live cattle. This means that the export sector adds $187
million to the value of beef and live cattle, and $62 million to the value of sheepmeat and live
sheep per year. The export sector adds approximately 8% to the total industry value added.

23 A TABULAR SUMVMARY OF THE VALUE CHAIN

Table 1 shows the value chain's estimates of the total value of inputs, vutputs and value added
for each sector within the Meat and Livestock Industry. The jable is a summary of the
information presented in the preceding sections. Reference lo the shaded portion of Table 1
shows that the total income from the farm sector through sales. to the feedlot, abattoir and export
sectors is $4.33 billion. The farm sector also sells milk and wool to processors outside the
industry. These external outputs generate $5.04 billion in income. Total annual income for the
farm sector is therefore $9.36 billion. The farm sector does not purchase raw materials from
other sectors, but requires $7.58 billion (including $494 mil.ion in opportunity cost) worth of
inputs which are purchased from external sources. Total costs are therefore $7.58 million.
‘When total costs are subtracted from total income, the farm szctor generates an operating profit
(or value added) of $1.79 billion per year. The value added by the feedlot, abattoir, OMP.
tannery, wholesale, retail and export sectors has been similarly calculated.

Apart from summarising values for each sector. Table 1 also cietails the total value added for the
Meat and Livestock Industry. This is $3,040 million per vear. Given that the average
Australian Gross Domestic Product (national net income or national vatue added) was $395.889

million between 1991 and 1994, the Meat and Livestock Industry centributes approximately 1%
of the national value added.

TABLE 1 : THE VALUE CHAIN IN SUMMARY

INPUTS TO (S MLLION) TOTALTO
QUTPUTS FRCM OTHER  |EXTERNAL|TOTAL
(SMLLICN) FARM TFEELLOT] ABATTOR[ QWP | TANNERY] WHCLESALE| RETAIL | EACRT |SECTCRS |CUTPUTS |CUTRUTS

FARM q 431 3741 d o sl . 432 5035 e
FEEDLOT o q 721 o o o . q 721 9 70
ABATTCIR 0 o o 247] 489 02 1197 24 5977 31 60}
ove o o o 0 o y 154 o 119 754 873
TANNERY o O o 0 0 0 o o o &3 883
WHCOLESALE g o o 13 o 0 U1 d 354 55 &
RETAIL 0 o o q o s g 9 o 28| 2566
EXPORT 0 q 5 q 0 0 g q o 41 43
TOTAL FROM |
OTHER SECTCRS 0 431 ErIsd 20 485 700 1es7] ;e 1dedl 154y 289
EXTERNAL INPUTS &/ 7575 248 1664 <8 2841 11 18CH 237 12408 s +ucEs corarm HTCCrST
TOTAL INPUTS 7575 678 6126 634 772 EEEEEEEE
VALLE ADDED 1785 53] 183} 183 110 44] 433 249 3040
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THE VALUE CHAIN FOR MEAT AND LIVESTOCK PRODUCTS .
SUMMARY ' : (xxvil)

24 USES OF THE VALUE CHAIN

The value chain was included in the RADIS study as one of a group of modelling techniques for
Meat and Livestock Industry analysis. The value chain can be utilised in two ways.

First, as a physical and financial description of the industry. the value chain provides an
overview of all activities and products within the industry. Prior to RADIS, such a description
was not available for any complex industry in Australia in the level of detail provided by the
value chain model. The model is descriptive and can serve -as a reference source which
highlights the basic structure and characteristics of the Australian Meat and Livestock Industiy.

Its second major use is as a research or analytical tool. It complements other models, because
the industry has been dissected into detailed sectors and subsectors. It is capable of analysing
the effect on the industry of changes which are imposed or generated externally.

"What if" questions can be asked to assess the impact of various events. The type of "what if"
questions asked depeuds on which industry sector is under consideration. In the farm sector,
productivity is of maior interest (i.e. the number of animals that can be produced at a given
cost). Elsewhere within the model it is more relevant to assess the impact of changes in costs
and prices, since the zmount of meat flowing through the szctors is determined by output from
the farm sector. For example, if it is possible to increase farm turnoff by, say, 10%, this increase
will flow through the indusiry to increase the amount of meat available domestically and for
export. It will also result in an increase in feedlot throughput and hide and skin production.

However, in the abattoir, wholesale, OMP, retail and export sectors the increased throughput of
meat will raise some (but not all) costs and will increase total income. The degree to which
incomes increase relaiivé te costs will determine the resulting level of profit in each sector.

Similarly, it is possible to increase product prices in, say, the wholesale sector to determine what

effect the increase w:ll have on costs and profitability in the retail sector. which purchases
wholesale meat.

In all cases it is impor:ant to consider not only the initial impact of a change in numerical terms,
but also the constraints to its achievement, the probability of success, the likely rate of adoption.
and the time taken for the results to flow through all the sectors of the industry. This requires
judgements based on @ thorough understanding of the Meat and Livestock Industry.

N AACM INTERNATIONAL DELIVERING PRACTICAL SOLUTIONS

e




THE VALUE CHAIN FOR MEAT AN LIVESTOCK PRODUCTS 1
MAIN REPORT

1. BACKGROUND

The value chain mcdel described in this report was developed under the Meat
Research Corporation's Research and Development Investment Study (RADIS) to
help identify areas for R&D which would provide the best returns to the Meat and
Livestock Industry. Although RADIS has been completed, the value chain model
will be periodically updated for use as a reference base for the physical and financial
flows throughout the: Meat and Livestock Industry, and between the industry and
the consumers of meat anc. meat by-products.

The last version of the value chain model was presentad in a report dated April 1993
and included data averaged over 1987/88, 88/89 and 33/30. Figures la and 1b detail
physical flows (in dress weight equivalents) of meat through the beef and sheep
value chains, differences in base sources of informarion are noted in these figures.

Major modifications to the earlier model which ar: incorporated in this report
include:-

1) The model hes been updated using averzge data for 1991/92 through to
1993/94 pericd.

(if) In the farm sector an opportunity cost has been placed on the value of
the livestock and the resource base. The opportunity cost measures the
income zhat could have been earnt had the herd and flock been sold
and the money placed in long term investments. For this update an
interest rate »f 5% was used.

(ii1) Standardisation of units to $/kg D'WT has been achieved throughout
the moc el exzept in the tannery sector wnere it proved very difficult to
report costs other than $/hide or $ per sqaare metre.

(iv) This update separates out costs associated with the by-product
industries of dairying and wool production. The beef model separates
costs inro beef production and dairy production and allocates a
weighted percentage based on overall numbers of the various types.
Simifar!y with the sheep industry, prime lamb production and wool
production h:uave been separated out,

(v) The model hzs been altered to incerporate the live export cattle trade.
It was recessary to do this as the type of 2nimal being live exported

differed greatly in weight and prica frem those destined for the
abatfoir.

(vi) Changes in base sources of information kave been noted in figures 1a
and 1b and a so in Annex 4. Where possible the latest research
undertsken bty MRC combined with the AACM network has been used
to updaze the model.

P\ AACM INTERNATIONAL DELIVERING PRACTICAL SOLUTIONS
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(vii)

(viii)

Between 1991/92 and 1993/94, there have b:zen several alterations in
the Australian Standard Geographical Classification (ASGC) system

~ by the ABS to code Statistical Local Areas (SLA's). While most had no

impact on the regions used in this stucdy there was one change to note.

1) South Australia - Truro (DC) was codec as 420057840 in 1991-92

and included in Region 5. In 1993-94, Truro was combined with

- Ridley (previously included in Regior. 4) as Ridley-Truro (ASGC code
now 510050630). Ridley-Truro was placed :n Eegion 4.

Australian Bureau of Statistics export data aas changed to a FOB
basis, (previously CIF), it has been necessary to change costs
ssociated with exporting of meat to exclude shipping and insurance’

costs.

The end result is a model which is not fundamentally diffsrent from earlier versions,
but which presents a more typical picture of produc: and money flows. The model is

a reference source on the Meat and Livestock Industry and can be utilised as an
effective tool for R&D planning.

FIGURE 1a : MEAT FLOWS AND INFORMATION SOURCES IN THE CATTLE

VALUE CHAIN

FARM
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(DATA GATHERED THE SAME AS EATOTAS
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FIGURE 1b : MEAT FLOWS AND INFORMATION SOURCES IN THE SHEEP
VALUE CHAIN.
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2. A GUIDE TO USIN G THE VALUE CHAIN AND
UNDERSTANDING ITS RESULTS

2.1 GENERAL APPROACH

The value chain is a computerised model which was constructed specifically to
illustrate the product and financial flows which occur threughout. the Australian
Meat and Livestock Industry. It provides a complete accouns of physical (i.e. inputs
and outputs) and financial flows through the industry, and between the industry
and its surrounding environment (i.e. product consumers and input sources).

The model was designed using spreadsheet software. Th:s has two identifiable
benefits. Firstly, the model can be continually updated to serve as a reasonably
accurate industry information bank. Secondly, "what if" cuestions can be asked
about the effects of productivity-related and price char.ges within the industry. In
other words, the model can be used to conduct sensitiviry studies about the effect on
the industry of specific changes in farm level productivity, atattoir costs, etc. When
using the model and interprating its results the following points are relevant:-

(1) Effective use of the value chain and its numerical results requires an
understanding of the Meat and Livestock Industry. if the model is used
as a reference source, readers should consider the structure and
characteristics of the industry. For examplz, the updated model shows
that in total, farms earn an operating profit of $1.8 billion per year.
However, there are numerous cattle and sheep producers and some earn
far more than others. Use of the value chuin for research requires an
appreciation of not only the structure of the industry, but also the
attitudes of producers, processors, and retailers, and cther non-numerical

factors which influence the success and impact of research and
development.

(ii) The value chain model provides a detailed evaluation of the ways
through which maat moves from farmers to consumers, and the ways in
which money moves from consumers back to “armers.

(ili) The model is based on product flows through the Meat and Livestock
Industry. - The value chain specifies product-related information for each
sector of the incdustry including farms, feadlots, abattoirs, tanneries,
wholesalers, retailers and exporters.

(iv) The chain is, in reality, a network of chains with linkages to the external
environment.

(v) At each stage in the chain, the model spucifies physical information
including:-

A AACM INTERNATIONAL DELIVERING PRACTICAL SOLUTIONS
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(vi)

-

-~

¢ the szage of product conversion or transformation from live animals
through to consumer products;

e the pature and quantity of products brought forward from previous
stage(s);

e materials and services brought into the chain from external sources
(e.g. labour, packing materials, transport services, energy); and

e the nature and quantity of products passed forward to the next stage-
in the chain, to consumers outside the Meat and Livestock Industry.

At each stage in the chain the model specifies financial information
including:-

e the value of products brought forward from the previous stage;

e the cost of materials and services purchased from outside the chain;

e income accruing at each stage from sales of products to other sectors
within the Meat and Livestock Industry, or sales of products to
entities outside the chain; and

e transport, storage and handling costs incurred in moving products
betwszen stages.

The value chain model i3 a computerised spreadsheet model which describes and
determines the quantit; of all inputs, product transformations, outputs and
operating profits (vvalue added) for the industry over a 12-month period. An
overview of the mociel is provided in Figure 2 which illustrates in detail all product
and physical and finan:ial flows throughout the industry. The model's main

(1)

(ii)

1.
l* 2.2 MODEL DESCRIPTION

T features are:-

It provides an image of the structure of the Meat and Livestock Industry
during a speciiic period. The model was based on data averaged over the
1991/92, 1992/93 and 1993/94 financial years.

A "synthetic" approach was used to construct the model. Due to the
shortage or, in some cases, almost complete absence of data for some
industry sectors, it was necessary to "synthesise” budgets based on expert
assessment of "typical” or "representative” producers, processors and/or
retailers. Where there is a considerable amount of diversity within a
sector, thie sector was divided into subsectors and a budget prepared for
each subsector. In all cases the budgets were verified by cross-checking

total costs, incomes and profits (value added) with available industry
inforrnat:on.

AN\ AACM INTERNATIONAL
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(i1i)

(iv)

V)

(vi)

(wi)

The model is not “user-friendly" and cannct be used easily by people who
are not familiar with its structure and with spreadsheet software.

Any unit -:ost ot price within the model can be varied, and these changes
flow through the model instantaneously. The model does not reflect the
time taken for industry adjustment to a particular change. It only shows
the final position after changes in, for example, costs, revenues or
productiv:ty, have passed through all sectors of the industry.

Individual assessment can be used to make judgements about whether
such changes will be quick or slow to take effect, and to identify and
assess restrictions to change. In this way a clearer picture of the
industry's like.y response to changes, is obtained. This applies to
changes zenerated externally (e.g. an increase in labour costs), or
internally, (e.g. an increase in cattle or sheep turnoff).

The model does not show the effect of changing production levels on
prices, or he effect of price and cost changes on production.

The cattle mod=2l consists of eight sectors - the Farm, Feedlot, Abattoir,
Other Meat Processing (OMP), Tannery, Wholesale, Retail and Export
sectors. KEach sector, (excluding OMP, Tannery and Wholesale), is
divided into two or more subsectors. The sheep model does not include a

. feedlot sector.

The farm sector is the only sector which is broken-down by regions. For
all other sectors, regional differences were not sufficient to warrant
disaggregiation. The farm regions are based on 15 aggregations of

ABARE's Agricultural and Grazing Industry Survey Regions and the

Meat Research Corporation's distinction between northern and southern

. Australia. The farm sector has also been further broken into specialist

beef production in the cattle model and prime lamb production in the
sheep moclel.

The feedlot and abattoir sectors are disaggregated into two subsectors
based on export and domestic operations.

The retail sector is disaggregated into butcher and supermarket
subséctors. It was originally considered that the restaurant/fast food
industry should also form a further subsector. However, it was
impossible to measure the costs, incomes and profits or value added to-
the meat ased :n this subsector.  Accordingly, restaurants and fast food
outlets are treated as an "end-users” and products flowing into this-
industry are treated as external outputs frem wholesalers.

The export sector is disaggregated into two subsectors based on meat
exports ard live exports.

AAACM INTERNATIONAYL DELIVERING PRACTICAL SOLUTIONS
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(viii)

(ix)

(%)

In the remaining-three sectors, (feedlots, tanneries and other meat

processors), operational differences were not. suffiziently large to warrant
disaggregation.

To make the value chain easy to follow. inputs used and products
produced are defined in two different ways. Inpats used by each sector
(i.e. farm, feedlot, etc.) can either be purchased from another sector
within the industry (e.g. cattle are purchased by feedlots from farms) or
they can be purchased from "outside” the industry (e.g. labour, transport,
animal feed, services, interest, etc.). Similerly, products from one sector
can either be sold to another sector for furthar precessing or they are sold

to consumers. The differences between inputs and outputs are clearly
detailed throughout the value chains:-

Inputs purchased from "outside” the indusiry are called external
inputs.

Products sold to consumers "outside” the industry are called external
outputs.

For example, inputs which the abattoir sector obtains from farms or
feedlots (i.e. livestock) fall under the heading of inputs from other sectors.

However, inputs purchased from "outside" the industry fall under the
heading of external inputs. This classificaticn, mekes it possible to follow

the flow of meat and by-products from sector to sector, and eventually to
consumers. .

The associated costs and incomes can also be_ external. This means that
external inputs and external outputs are purchased from or sold to the

external environment (i.e. businesses/consumers outside the bounds of
the Meat and Livestock Industry).

Figure 2 illustrates the flow of physical products between sectors and
subsectors. It aiso shows industry linkages with industries/consumers
outside the Meat and Livestock Industry.

Prices used in the model reflect "gross prices”, not. net prices. Marketing
costs (such as commission, packaging, freight and cartage, insurance,
handling, etc.) are included as external costs whether deducted by a
marketing agency or authority prior to payment 0 the business, or paid
directly by the business. For example, farmers may have to pay for the
transport of livestock. This cost is usually deducted from the amount
paid by the abaitoir for livestock.. Hence, farmers receive the price of
livestock (as paid by abattoirs) net of transport ~osts.- However, in the
value chain it has been assumed that farmers raceive full payment for
livestock and then pay the transport operator.

A\ AACM INTERNATIONAL
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(xi) All values are expressed as an average between current 1991/92, 1992/93
and 1993/94 prices.

(xii) The foilovring definitions are used in the rnode'lz-

An "Industry” includes the sheep industry, the cattle industry or the
entire Meat and Livestock Industry, including sheep and cattle and
all production, processing and marketing activities.

A "Sector' is a discrete component within the industry and is
specified in terms of an "activity". There may be changes of product
ownership within a sector, or product ownership may span a number
of activities in several sectors.

A "Subsector” is the lowest level of disaggregation in the model. A
sector is d:vided into subsectors (e.g. retailing is divided into the
butchar and supermarket subsectors).

"Value-Added" is defined as the difference between total income and .
total cost of production. Value-added is equivalent to operating profit
in industries where ownership is separated from labour. In the farm
sector where owner-operators predominate, value-added includes
both profit and return to owner-operators' labour input.

“Product Conversion Factors” describe the  physical
transformacions in the model of, for example, livestock to meat.
These transformations are described ir: the form of ratios (e.g. turnoff
%, carcase vield, retail weight per kg cf carcase weight, etc.) and are
listed in Annexes 6 (Cattle) and 7 (Sheep).

"Operating Costs" are costs directly attributable to a particular
activity and vary in proportion to the level of production (e.g.
packaging materials in an abattoir).

"Fixed Costs" or "Overheads" do not vary in proportion to the level
of oroducticn or throughput.

The "Gross Margin" from a particular activity is the gross income
less operating costs. Value added or operating profit is different in

that it is calculated by subtracting sperating and fixed costs from
total incoms.

(xiv) The mode! describes 15 "internal” outputs from the cattle industry and 11
“internal” outpuits from the sheep industry. These outputs move between
sectors ard subsectors within the two industries. It also describes 17
"external” outputs from the cattle industry and 15 "external" outputs
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from the sheep industry. These outputs move from the sectors and
subsectors within -the two industries to consumers. Tables 2 and 4
contain complete output lists for the cattle and sheep industries,
respectively. These outputs are, in most cases, groups of similar products
aggregated together. In modelling an industry of such complexity, it is
difficult and possibly misleading to designate particular items as either
products or by-products, the implication being that the latter are in some
way not important. The model therefore follows all products (except milk

and wool) as far as possible down the productisn-processing-marketing
pipeline.

2.3 DATA SOURCES

Data used to construct the value chain were obtained :rom a wide variety of sources.

In many areas the available data was insufficient to create a clear picture of a
sector within the industry, and it was necessary to complete special studies. These
studies were conducted by specialists with a detailed knowledge of particular

sectors. A listing of the main data sources used to construct the value chain model is
provided in Annex 4.

A\ AACM INTERNATIONAL DELIVERING PRACTICAL SOLUTIONS
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3. OVERVIEW OF THE CATTLE AND SHEEP INDUSTRIES

3.1

INDUSTRY SECTORS AND SUBSECTORS

The value chain model dissects the cattle and sheep industries into eight sectors and
28 subsectors:-

(i)

(i1)

(ii)

{iv)

(v)

(vi)

(vii)

(viii)

Farm - includes all primary production activities up to the farm gate
plus transport. of livestock from farm gate to subsequent sectors in the
Meat and Livestock Industry. The cattle farm sector includes two main
subsectors (north and south), 15 regional subsectors, and treats beef
cattle and dairy cattle and their products separately. The sheep farm
sector is intenzionally not divided into northern and southern subsectors
because most of the industry is in the south. However, the sheep farm
sector is disagpregated into 15 regional subsectors.

Feedlot - includes two subsectors, one for domestic trade cattle and the

other for heavier export cattle. There is no sheep feedlot subsector in the
model.

Abattoir - includes all cattle and sheep slaughtering, meat packing and
by-product prcduction. There are two subsectors in the cattle model, one
for beef export abattoirs, and one for domestic beef/sheep abattoirs. The

sheep model includes two abattoir types; one for domestic lamb carcases
and one :or export operations.

Other Meat Processing (OMP) - inciudes production of sausages,

smallgoods, pet foods, canned meat, hamburgers, meat pies and corned/
saltec beef. L

Tannery - includes production of serni-processed (wet blue) hides,
finished bovine leathers, salted calf skins, tanned wool - on sheep and
lamb skias, ar.d other raw sheep skin products. Packing raw hides and
skins for export is included in the tannery sector. '

Wholesale - includes distribution of carcase beef and lamb- from
domestic abattoirs to butchers, supermarkets and the food service sector

(i.e. restzurants, take-away food shops, institutions etc).

Retail - :ncluces butcher shops and supermarkets.

Export - includes live animal exports and the export of -beef and
sheepmeats.

-\ AACM INTERNATIONAL DELIVERING PRACTICAL SOLUTIONS
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The two primary production sectors (farm and feedlot) are analysed in more detail in
Section 4 of this report; the processing sectors (abattoir, OMP and tannery) in
Section 5; and the marketing sectors (wholesale, retail and export) in Section 6.

3.2 FINANCIAL SUMMARY

3.2.1 The Cattle Industry

Table 1 and Figure 3 show the value chain estimates of the total magnitude of
inputs, outputs and value added in dollar terms for each sector of the cattle/beef
industry. For example, the farm sector is shown as selling produce to the feedlot,
abattoir and export sectors. The total income generated from these sales is $3.72
billion. The farm sector also sells milk and wool to processors outside the industry.

These sales generate $2.66 billion in income. Total income is $6.38 billion. In
raising animals the farm sector is allocated and opportunity cost of $412 million and
requires $3.96 billion worth of inputs purchased from sources external to the
industry (e.g. labour, water, electricity, etc.). Total costs are, therefore, $4,370
million. When total costs are subtracted from total income, the farm sector
generates a total operating profit or value added of $2.01 billion per year.

TABLE 1 : CATTLE: INPUTS, OUTPUTS AND VALUE ADDED

($ million)
THEUTS TO (S MILLIGM) _ . [DTaL © _ )

QUTPUTS FROM - | ' ’ - |oTHER EXTERNAL [TOTAL

(S MILLION) | FARM | FEEDLOT ABAT’[OIRT GHP | TAMVERY | WHOLESALE | RETAIL | EXPORT |SECTORS™ |OUTBUTS  |OUTEUTS
FARM a 4t 3215 0 0 c 0 73 3720 2652 5382
FEEOLOT 0 0 1 o 0 o a 0 721 9 230
ABATTOIR 0 0 o 234 383 <83 917 1837 4929 285 5214
oMP. 0 N 2 o 0 0 85 0 §5 411 477
TANNERY 0 0 0 0 0 0 0 0 0 506 60¢
WHOLESALE. . - 0 0 ; 1 n " 238 9 239 470 710
RETAIL 0 ) 9 0 5 0 0 ol 0 2607 2607
éXPORT 0 0 ) 0 Y Q [1] 2] 0 3289 3269
TOTAL. FROM
OTHER SECTORS' a a3 37| 23 358 583 1221 2910 9575 10320] 19983
SXTERNAL 4370 15 1371 147 153 103 1131 172 7504
INPUTS a/
TOTAL INPUTS 3370 78 S708] 382 521 385 7352 3082 17778
VALOE.ADDED °© . | zoiz| . 53 s 95 55 2 255 187 2717

a7 INCLUDES. OPPORTUNITY COST OF HERD
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Excluding Dairy

Total Cattle
$ million $ million

Value of outputs to cther sectors (A) 3,720 3,486

Value of external outputs 3B) 2.662 0

Total outputs from cattle industry ©) 5,382 3,486

Value of inputs from other sectors/a (D) 412 334
Value of external inputs (E) 3,957 2.900

Total inputs to cattle industry ™ 4,370 3,235

Value added (C-F)or (B -E) 2012 291

(Operating Profit)
/a Opportunity cost of herd

Each sector's contribution to total value added is estirnated as follows:-

4

Vaiue Added % of $ per Heed $ per Head
Sector —(®m) Total of Caftle Tumed Off
Farm 2012 74.1 33.36 243.61
Feedlot 53 2.0 2.18 6.41
Abattoir 6 0.2 0.25 0.73
OMP 95 3.5 3.094 11.50
Tannery 85 3.1 3.53 10.29
Wholesale- 24 0.9 0.99 2.91 .
Retail 255 94 10.56 30.88
Export _187 6.9 W) 22.64
Total 2,717 100.1 112.56 328.97

The extermal costs (i.e. costs of materials and services purchased from sources
outside the industry) incurred in each sector are estimated as follows:-

% of $ per
External Total $ per Head " % of

Costs Industry Head of Turned  Costs Which

Sector Bm) Losts Cattle _Off  Are External
"Farm 3,957 55.0 163.94 479.11 90.5
Feedlot 246 3.4 10.21 29.79 36.3
Abattoir 1,271 17.7 52.67 153.89 24.4
OMP 147 2.0 6.10 17.80 38.5
Tannery 163 2.3 6.77 19.74 31.3
Wholesale 103 14 4.27 12.47 15.0
Retail 1,131 15.7 46.85 136.94 48.1
Export A2 2.4 _114 20.83 5.6
Total 7,191 99.9 870.69 41.6

297.91
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The previous table indicates that the main movement of funds out of the cattle
industry occurs in the farm, abattoir and retail sectors. A cost reduction thrust
should focus on areas with large absolute external costs, and on sectors which have
a high percentage of external costs. The latter include the farm, feedlot, OMP,
tannery and retail sectors. Conversely the wholesale and export sectors obtain most
of their inputs from within the industry and it would be more difficult to reduce
costs without reducing revenue in the sectors which supply these inputs.

The external incomes from sales to consumers outside the Meat and Livestock

Industry, generated by each sector within the cattle industry are estimated to be as
follows:-

% of % of

External  Total $ per $ per Income

Income Industry Head of Head Turned Whichis
Sector ($ rn) Income  Cattle _Off External
Farm (incl. milk) 2,662 25.8 110.28 1 322.32 41.7
Farm (excl. milk) - - - - -
Feedlot 9 0.1 0.37 . 1.09 1.2
Abattoir 285 2.8 11.81 34.51 55
OMP 411 40 17.03 49.76 86.2
Tannery €06 5.9 25.11 73.37 100.0
Wholesale 470 4.6 19.47 56.91 66.9
Retail 2,607 25.3 108.00 315.66 100.0
Export 3.269 31.7 13543 = _39581 100.0
Total (incl. milk) 10,320 100.2 427.52 1,249.55 51.6
Total (excl. milk) 7,658 74.2 317.25 927.23

All of the external in:ome generated from the cattle farm sector comes from milk
sales. All other external income emerges further down the value chain when
products are sold out »f the industry. The above figures do not necessarily indicate
the sectors which have the most to gain from increased incomes because increased

production or prices ia one sector can flow through to generate increased incomes
further down the chain.

The contribution by different products to the total external revenue of the cattle
industry is shown in Table 2

AAACM INTERNATIONAL DELIVERING PRACTICAL SOLUTIONS
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TABLE 2 : CATTLE INDUSTRY : INCOME GENERATED BY EACH

' PRODUCT 2/
Product Category . Source External % of Total $ pe.r Head $ per Head
: Sector Revenue (S m) Revenue of Cattle Turned Off

I Milk . Farm 2,662 25.9 110.3 322.3
Boneless Beef Export/Wholesale 2,595 25.2 107.5 Ji4.2

Retail Beef Cuts Retail 2,172 21.1 90.0 263.0

Sausages, Mince, Smallgoods Retail/ouMe 683 5.6 28.3 82.7

[~ Export Beef Carcases Export 521 5.1 1.8 63.1
Other Rerail Meats Wholesale 350 3.4 14.5 42.4

Rendered B8y-products Abattoir 285 2.8 11.8 34.5

Finished Leather Tannery 252 2.4 10.4 30.5

Salted Hides and Skins Tannery 197 1.9 8.2 23.2

Wet Blue Hides Tannery 158 1.5 6.5 19.1

Pet Food oMp 155 1.5 8.5 18.9

Export Offals Export 143 1.4 5.3 27.3

Live Cattle Export 131 1.3 d 15.9

Manure Feedlot 9 9.1 ol 1.1

Retail Offals Wholesa:e/Retail ? Q.1 (X 0.8

Bones & Fat Wholesa.e/Retail 1 S (L] 0.1

Total (including Milki 10,320 100.2 £27.5 1,249.6

Total {excluding Milk} 7,558 74.2 17,2 927.2

2/ Totals may not add exactly due to rounding.

Table 2 highlights the importance of milk to the cattle farm sector with 26% of
external revenue contributed from 10% of the total cattle herd. Retail beef cuts and

- meat exports comprise 46% of the value of product flows from the cattle industry.
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The total value added for the sheep industry (including wool) is estimated as
follows:-

$ million
Value of outputs to other sectors (&) 1,822
Value of external outputs (B) 5124
Total outputs from sheep industry (®) 6,946
Value of inputs from other sectors () 1,822
Value of external inputs (E) 4,802
Total inputs to sheep industry 1) 6,623
Value added (C-F)or (B-E) -323

Wool production represented 80% of total sheep farm sector income over the three
year period covered by the model, down from 86% from the iast update and reflects
the collapse of the wool price and the abolishment of zhe reserve price scheme. To
remove the influence of wool in the same way as for milk in the cattle industry the
model separates out prime lamb production from the totai sheep industry. The
prime sheep flock consists of all ewes not mated to wool-type sheep, a perceritage of

rams based on this breakdown and all prime lambs. This comparison for the farm
sector is shown below. '

Toial Sheep  Prime Sheep
s il s il

Value of outputs to other sectors (A) 606 365
Value of external outputs B 2313 231
Total outputs from cattle industry © 2.979 602
Value of inputs from cther sectors/a (D) 82 - 18
Value of external inputs (E) 3,124 996
Total inputs to cattle industry () 4,370 1,014
Value added (C-F)or (B - E) -227 412
(Operating Profit)

/a Opportunity cost of flock
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Each sector's contribution to total value added in the sheep industry is estimated as

follows:-

‘Value Added % of $ per Head $ per Sheep
Sector Sm) Total of Sheep Tumed Off
Farm (incl. wool) -2217 -70.3 -1.64 -5.96
Abattoir 176 54.5 1.27 4.62
OMP 27.2 0.63 2.31
Tannery 77 0.18 0.66
Wholesale 6.5 0.15 0.55
Retail 178 55.1 1.28 4.67
Export _62 9.2 0.45 163
Total (incl. wool) /a 323 99.9 2.33 8.48

The external costs (i.e. cost of materials and services purchased from sources
outside the industrv) incurred in each sector are estimated as follows:-

External
‘Costs
Sector (3 m)
Farm (incl. wool) 3,124
Abattoir 392
OMP 183
Tannery 120
Wholesale 11
Retail 675
Export _214
Total (incl. wooi) 4,719

% of
Total
Industry
Costs

66.2
8.3
3.9
25
0.2

14.3

495
99.9

$ per
$ per Head % of
Head of Turmed  Costs Which
Sheep _Off  Are External
22.54 82.05 97.4
2.83 10.30 42.7-
1.32 4.81 59.7
0.87 - 3.15 47.8
0.08 0.29 8.5 :
4.87 17.73 60.8
154 _5.62 306
34.04 123.94 71.3

As with cattle, the main flow of funds out of the shzep industry occur in the farm,
retail and abattoir sectors. Compared with the cattle industry, the sheep industry
has a higher proportion of costs which are external (71% compared with 42%).

M\ AACM INTERNATIONAL

DELIVERING PRACTICAL SOLUTIONS




3
»

M

THE VALUE CHAIN FOR MEAT AND LIVESTOCK PRODUCTS 20
MAIN REPORT

The external revenue (i.e. income generated by sales to consumers outside the

Meat and Livestock Industry) generated by each sector of the sheep industry is
estimated as follows:-

External % of $ per $ per Income

Income Total Headof Head Turned Which 1s

Sector ($m)  Income  Sheep _Off External
Farm (incl. wool) 2,373 46.3 17.12 62.33 79.7
Abattoir 46 0.9 0.33 1.21 4.2
OMP 343 6.7 247 9.01 86.6
Tannery 277 54 2.00 7.28 100.0
Wholesale 35 0.7 0.25 0.92 23.3
Retail 1.289 25.2 9.30 33.85 100.0
Export 161 149 049 19,99 100.0
Total {incl. wool) 5.124 100.1 36.97 134.58 73.8

The contribution of different products to the total external income of the sheep
industry is shown in Table 4.

TABLE 4 : SHEEP INDUSTRY : INCOME GENERATED BY EACH

PRODUCT

Producr. Category . Source External % of "otal 5 per Head S per Head
Sector Revenuz (S m) Revinue of Sheep Turned Off

Wool Farm/Export/Tannery 2,400 46 3 17.1 63.04
Retail Cues Rerail 1,008 19 37 1.2 26.47
Sausages anc Mince a/ RetailjCue 41% 3 2 .02 11.00
Live EZxports Expcrt 278 54 .01 1.10
Carcases Expere 268 52 1.93 . 7.04
Boneless Meat Expcrt/Wholasale 220 4] 1.59 5.78
Pet Food oMp 145 : 3 1.05 3.81
Wool-on Tanned Skins Tannery 124 2 0.89 3.26
Dried Skins Tannery n 14 g.s1 1.8%
Salted skins - Tannery se il 0.42 1.52
Other Products L/ oMP <4 11 0.39 1.42
Rendered By-products Abatioir 4é a i 0.33 1.21
Zxporc Offal . ExXpert 1e 03 0.2 0.26
fellmongered Tannary 19 (U] 0.08 0.29
Retail Offal Wholasale/Retail < 0 0.04 0.13
Bones and Fat Wholesale/jRetatl 0.7 .02 0.3l 0.02
Total (incl. wool} 5,124 . 99 ¢ 36.97 134.58
Total (excl. wool) 2,724 53 2 19.65 71.54

a/ Includes emulsified products from OMP sector
b/ Includes canned meats; continental products; corned, salted and roast meat;
and meat pies.

Table 4 indicates that wool is by far the méjor product in the sheep industry (47% of
revenue, down from 62% in the 89/90 update) and that all ather products can still be
considered as co-products of wool production.
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3.3 PHYSICAL INPUTS AND OUTPUTS

_ Tables 5 to 8 show the physical product flows within the Australian cattle and sheep

industries and the movements of products to consumers outside the industry.

Figure 2, Section 2.2, describes the same input and product flows, but in a
diagrammatic form.

3.3.1 The Cattle Industry

The cattle model specifizs 15 different outputs flowing between sectors and 17
external outputs (products moving from -the industry to consumers). Several
products fall into both categories, and several are a combination of products, e.g.
"rendered by-products” includes tallow (edible and inedible) and meat meal;
“canned meats" includes a range of products; and "retail cuts” includes a mixture of
different beef cuts. All physical measurements apart from the tannery sector are in
DWT (dressed weight equivalents). The products included in the cattle model are
quantified in Table 5 and described in Table 7.

3.3.2 The Sheep Industry

The sheep model specifizss 11 different outputs flowing between sectors, and 15
external outputs (products moving from the sheep industry to consumers). As in the
cattle model, all physical measurements apart from the tannery sector are in DWT

(dressed weight ecuivalents). The products included in the sheep model are
quantified in Table 5 and described in Table 8.
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TABLE 5 : CATTLE INDUSTRY OUTPUTS

‘soLp TO:

.. PRODUCT - CURIT - FEEDLOTY ABATTOIR " OuP TANNERY WHOLESALE . "RETAIL" - " EXPORT
LB Sia T 000 T DWTY 875 24 vor . 901
C;ga 4 Hallors ©000 T OWT 502 5 597 507
’ ' 000 T DWT s . i .
000 T OWT 148 140 t4e
000 T DWT 29 29 29
. ML [} 8.9 X
Feg-;:oior 000 T DWT 217 217 217
000 TOWT 41 44 41
: B Manure 000 T 0 800 900
k3 AYT Gl Bonsless Filaaic 000 7 DWT 1ia 202 i6e 750 1v0
:"Bo'n;.l.n Other 000 T DWT 109 548 457 821 821
T Carca 000 TOWTY a2 204 ta3 429 429
ot 000 T OWI 1 1 2 58 82 82
000 T OWT 41 41 41
milllon pcs 12 1 r
miltion pca 1t 1 1
“Rendered by-prods.’ 000 T DWI ‘o 500 569
o u e USalisages b Smatigoods 000 Y OWT 20 20 20
PetFied ' oo T DWT o 182 182
. Emuleliled Products 00u 1 DWI 0 a2 42
S " Al Other 0uo T DWT 0 32 32
TANRERY. "7 lus Hidea 000 pes [} 1523 1523
e shed Lasther 000 pea 0 1635 1838
Salted Call Skina 000 pcs [ as1s 2015
Salfted Cattle Hidua 000 pes B } T 1089 1080
W HOLESALE .. Boneless Primals vuu T OW1 s0 50 T 7 7se
RS TR " Bone ‘,,“{,',.h.', 000 T OWT 0 se b 58
L .cv‘eltf-‘;l' ’ 000 T DWT 20 20 20
000 T DWT v 0 1 1
. 000 T DWT 0 94 04
000 T OWT 0 7 1
RET}\‘I'}: cota, c 000 T OWT 0 342 342
n gos A Mings 000 T DWT ° 104 104
“ofans. 000 T DWT ° 2 2
Cbones A Fat 000 T DWT o 11 "
5 000 T OWT [ 408 488
» Other™ 000 T OWT [ as7 457
CCargpaeni 000 Y OWT ) 163 183
ot 000 Y DWT o s 58
. mitlion hy o 0.2 0.2
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TABLE 6 SUMMARY OF SHEEP INDUSTRY OUTPUTS

s0LD ro- v R o R ‘TOTAL 10"
. .- : . . - ’ o ' ] -OTHER
CEROME ~ 7l pRGOueT o Uk o asarom oMp TANNERY °  WHOLESALE -  RETAL .sECTORS
FARM .. 7 Wewars & Hogoets : 000 T DWT 146
Prlmn leba -, ) . 000 T DWT -233
s hup oum Y iy 000 T DWT 282
leo_l};:‘.xpon St L] wetowr 124 134 ) 134
: Wool . " o 0T e e e e s . OOV IOV UUUUURD S ... WUNSO L
rAB;T‘TO”I.R_' - . -Bp-n—n_);u M;.a_!. T T ”'000 f.L;.VVY 1 o o i 100 ’ ) B - ;7’ - 13- 159 299 299
Carcasas: S .| ocorTowr 59 208 141 407 407
o Iak ._ Co AT NWT ? > 2 . "n 2 2
r By-Pmduc{x - 000T DOWT 33 33 33
Sklni . _‘ million pes 12 13 13
nm Shaop Sklns : ’ million pes : 20 20 20
nndamd by-prv 000 T DWT 0 94 04
lomp 000 T OWT 16 16 16
‘ 000 T OWT 0 152 152
vt 000 T DWT ) 44 44
TA:NNEAYi IS Wool on Tlnlmd ’ 000 pes 0 3318 ase
o -Saltad Skln; L 000 pes 0 9909 9902
- Dried 6king - 000 pes [ 12885 12865
Fullmangnrnd Skins R 000 pes [+] a312 3313
Wool e 000 T 0 5 s
NWHOLESALE |, Bangloss Moest ’ 00¢ T DWT 7 7 7
: Cuc':ll 000 T OWT 44 ! 44 44
om/ 000 T OWT ) 2 2 2
Olhnr ﬂnlnl/ Moat . 000 T DWT 0 29 29
3 -'Bonés & Fat - . T 000 T DWT [ 6 6
RETAIL. " ehcutt L 000 T DWT 0 171 m
’ Snuugax & UIncn . 000 T DWT 0 72 72
.o . . " | ooTowr 0 3 3
) Bomesa Far© . o 1| 000 TDWT. 0 a a
EXPORT ° 1 ' 'BonokssMos . . o 000 T DWT 0 159 159
' " ' c.muu N " oooTowT ) 141 141
omu " ' 000 T DWT 0 10 10
Live shanp N ] million hd 0 s s
‘Waol - T o- C 000 T 0 6 6
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OUT OF THE CAT’I‘LE VALUE CI-IAIN

l TABLE 7 : DESCRIPTION OF PRODUCTS FLOWING THROUGH AND

AINTERMEDIATE PRODUCTS .
Bulls and Steers , Male cattle moved cut of the farm sector. Excludes intar-farm movements Farm Abanoir
within the farm sector. Average carcase weight apecified separataly for Expoct
eachof the 15 regions .
Cowe and Heifers Fernals catzle a8 sbove. Farm Abattoir
- Export
Calues Calver sold frem the farm sectar. Mainly derived from dairy herds.. Farm Abarzoir
Average carcage weight s specified separately for each of tha 15 regiona. Export
Heavy Feeders Steers 30 from tne farm sector to feedloczers to ba held on feed for Farm Peedict
betweon 125-300 days. Average curcase weight 242kg at commencemanz Export
i of feeding
Light Feeders Steern and heifens destined for feedlots producing beef for the dormestic Farm Feedict.
market. Average sarcase weight of 149%g at commencement of feeding,
Held o feed for between 70-80 days.
Feedlot Steers - Heavy Heavy lot-fed stera destined for export meat markets (¢ g.Japual, Feadlot Abattnir
Average carcase weight is 360kg
Feedlot Stezrs . Light Lighter lot-fed ters and heifers destined for domestic retadl markets. Feedlot Abattoir
Average ctraase weight 210kg,
l Boneless Primals Chitled or frozen honaless meat other than manufactunng rades, Abantcir Whokealk
Destined for sale to the whalesale, retail and export sector, Retall
Export
Other Boneless Frozen bonelesa punufacauring grade beef nwainly for export to USA. Abatsir Export
I Somne used for nausage, snulizords and caaned foods. Wholesale
OMP
Curcases Chilled or frozentioneless carrasea or quarters of various wakdita and Abaoair Wholessle
grades, Move frotn the abattorr to butchers vis wholesaler or directly to Retad

- - supermarkets, 1igaifica ne amount exported most notadly to Koreu. Export

. .

- Offels Compoarte proque. category comwirising all edible offals. Dustined for the Abattoir Wholesale
wholesale-retaii drannel or to exporters. Components inchude hearts, Retail
kidne yx, tatls and iongues. Export

3 oMP
Other By-products Other edible abatrair by-products which are d furtherin the Other | Abatoir OMP
Meat Processing {OMP) sector. Componenes inchide beef cheeks, tnpe,
@aatrs, weasard meat, pet focd,
. Castle Hiden Raw hides ex-atiartoir Abacoir Tannery
Culf Skins Tuw calf skins «x-ubattoir Abacow ‘Tanoery
Sausages and Smallyonds Beefor mainly iveef: ges and cther p d meacs« ininggbe el OMP Retad
or mainly bonl
B. FINAL PRODUCTS
Milk Whole fresh muik dlelivered to fanin gate. Farm Exterual
;‘ danure Manuce s0ld from feecllots Feedkea Exterral
Rendered By-products Meat Meal, tallow techbleinedibla), bone & blood meal Abagoir External
Sausages & Smallgoods Beefor mainly beet'sausages and nther processed meata suntainmg beet Mp External
or mainly beefsold to the frod serviv industry.
Pet Food Beef, offals and by.pmducty used in canned and othar pet foods. MP Extecaal
Canned Mext Beefused in canned beef products . IMP External
Corned and Salted Meat Baefused in coroed and salted acat )MP. External
Wet Blue Hides Semi-processed itices. typically to wet hlue stage. Tannery External
l Finished Leather Cattle hides prozaensed thruagh tn finished leather Tannery External
Salted colf skins - Dry or wet salte-] calf wkina - 1t cithetrwise procusged Cannery Extzrmal
Other Retal Meat / Offals Meat provided by wholesalers to the food 1ervices industsy. Mholesale External
I Retail Cuta Compuwita ol talile beef aues retailed by butchers and :u;nm\arkeu letat External
Sausages and Mince Beef sausages and mince procuced in butcher 2hops, supermakrets or the Qetail Extarnal
; ' OMP sector, retaibid through supermarkets and butchers.
: I Boneless Primals Exporta of boneiess meat other than manufacouring grades Sxport. External
|
‘ ‘ Ocher Boneloss Exxports of bonelexs manufacouring arade beef, sxport Extarual
‘\ Carcoses Exports of buef carcases or quartan of various weights and grades xport External
i I Offals Exports of mixec baefoffaks. i Export External
I Live Cattle Componite of bulls staery, ons, heifers and caives exported for slaughter <xport External
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TABLE 8 : DESCRIPTION OF PRODUCTS WHICH FLOW THROUGH
AND OUT OF THE SHEEP VALUE CHAIN

PRODUCTS
Wethars at d hoggets eold fom farm sector, Excludes inter-farm Farm Abattoir
Wethers & Hoggets movemente and export wetharahoggets. Average carcase weight
21kg.
Farm Abattoir
Prime Lambs Prime lamts as above. Average carcase weight 18kg.
Farm Abattoir
Sheep Other Caat for agu ewee and rams sold Gora farm sector but excluding
inter-farm sales, Average carcase weight 21kg,
Farm Export
Heovy Feeders Wethers ar d hoggeta sold fom the farm sector as ehippers, mainly
to the Midcle Eaat. Alao includes sale of breeding sheep to export
markets. Average carcase weight 28kg.
Abattoir Export-
Bonelexs Meaz Chilled or tozen bonelees mutton, mainly fior the export market. OMP
Some used for sausagey, canned foods and pet food.
Abattoir Wholesale
Carcases Chilled or fvzen multon or lamb carcases or quarters. Destined fur Retail
retait markat either directly or via wholesalers, Considerable Export
amonnt als) exported.
Abattoir Wholesale
Offals Composite aroduct category comprising all edible otfals destined for Retail
the wholesale-retail channet or to exporters. Compunents inctude OMP
kidnzy, heart, longue, brain and liver. Some used for sausager and Export
canned foce or pet food.
Abattoir oMp
Other By-progucts Other abatioir by-products which are processed further in the
Other Meat Procesaing (OMP) sector. Components inclide spleen,
* casirgs anc pet foed. Abattoir Tannery
Lomb & Sheep Skins
Raw sheep % lamb skina, OMP Retml
Sausages and Smallgoods
Sausages a W smallgoods containing mutton sold directly to
stipermarkets,
B. FINAL PRODUCTS .
Wool Sreasy woal delivered o broker Farm External
Rendared By-products Meat meal, tallow, bone meal, blood meal ete, Abattoir Externat
Seumges & Smallgoods Sauxages a 1d smallgeods containing mutton sold to the tood service | OMP External
industry ircluding restaurants, hotels. institutions, etz..
Pet Food Mutton use 1in canned or other petfood oMP Bdemnal
Canned Meat Mutton use J in canned meat producta OMP External
Wool-on Tenned Skins Lamb and eheep skins tanned with worlon. Destined for donsestic | Tannery External
Jr export market.
Salted Skins Jalted shee s and lamb sking exported for Burther proceasing. Tannery External
Driad Skins Dried sheer and lamb skina exported for further procesaing. Tannery External
Fell-mongered Fell-mongered skins to wel blue stage Tannery External
Other Retail Carcases | Ojfals arcases at d otials provided by wholesalera tn the food servdces Wholesale Fxternal
‘rdustry irk luding restaurants, institutiond ste..
Retal! Curs . Somposite «ftable cuts, mainly lamb and some muttin, retailed by Retail External
Julchers and supermarkets. Excludes sausages, mince, offals ete.
Sausages and Mince Sausages and mince containing mainly lamb and some mutton Retail External
srodiced in butchers and supermarkets or the OMP sector s0ld 1n
“he retail
Boneless Meat Export External
Exporta oftoneless meat, nearly all mutton.
Carcases Export External
Sxports of riutton and lamb carcases
Orfals Fxport External
Sxportz ofcdal.
Live Shecp Export External

Sxporta of vwethers and hoggets for slaughter and other sheep lor
rewcling.
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4. PRIMARY PRODUCTION
4.1 THE FARM SECTOR

4.1.1 Genefal

The farm sector is the most complex of the eight sectors included in the value chain
model. Throughout Australia, the production processes differ markedly between
regions, according to the balance between the beef and dairy cattle populations and
between wool and prime lamb production. To allow the model to represent this
complexity, the farm sector has been broken down into northern and southern zones
(according to MRC's north-south demarcation) and 1% regions (based on 13 ABARE
Agricultural and Grazing Industry Survey regions). Figurz 5 shows the location of
the 13 ABARE regions. ABARE region 8 has been divided into northern and
southern portions, and ABARE region 7 has been divided into coastal and
tablelands portions. Annex 3 relates the model's 15 regions to the ABARE regions
and the ABS statistical divisions. The regions for the czttle and sheep industry
models are presented in Annexes 6 and 7. :

4.1:2 Livestock Population and Production

ABS farm census data for 31 March, 1992, 1993 and 1994 were used to compile
livestock population data for the 15 regions. These daza are summarised in Tables 9
(cattle) and 10 (sheep) and presented in full in Annexes 6 and 7. Tables 11a (cattle)
and 12a (sheep) show livestock turnoff data and milk or wool production for the 15
regions. Tables 11b and 12b show turnoff data for beef cattle and prime sheep
production for the 15 regions. Turnoff data refer to turroff for slaughter or live
export only. Movements between farms and within or between regions are excluded.
While these movements sum to zero for the total industry, this assumption tends to

over-estimate production in cattle fattening areas and under-estimate it in store-
producing areas.

Cattle

The main conclusions which can be drawn from Tables 9 and 11 are:-

(1) Southern Australia has 52% of the total cattle herd and ‘accounted for-
54% of national turnoff but only 48% of beef procuction.

(i)  About 90% of milk production comes frem southern Australia which
contains 89% of the national dairy herd..

(ii1)  The northern regions, Northern Wheat Sheep-North and North Eastern
Mixed ranked first and second respectively in beef production , with beef
production in the north being 52% of the Austraiian total.
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(iv)  The two southern regions, Southern Wheat Sheep and Southern High
Rainfall ranked third and fourth respectively in beef production and
second and first in milk production respectively.

FIGURE 5 : REGIONS OF THE ABARE AGRICULTURAL AND
GRAZING INDUSTRIES SURVEY

1. Western High Rainfa’l 5. Sonthern Wheat Sheep 9. North Eastern Mixed
2. Western Wheat Sheep 6. Southern Pastoral 10. North Eastern Pastoral
3. Western Pastoral 7. Eastern High Rainfall 11. Central Pastoral
4, Southern High Rainfz 1l 8. Northern Wheat Sheep 12. Northern Pastoral

13. Tasmania.
Southern Regions: 1,2,3,4,5,6,7,8 (S of NSW-Qld border) and 13.
Northern Regions: % (N of NSW-Qld border), 9, 10, 11, 12.

Note: The corresponding mordule code numbers are listed in Annexes 6 and 7.
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TABLE 9 : SUMMARY OF CATTLE POPULATION DATA IN VALUE

CHAIN MODEL
(Farm Sector)
. Na, {'000 head)

. Beef Dairy Total Y 3 —_TurpoffY
Subsector/Region Cattle Cattle Cattle Biee £ Dairy No. '000 [y
Total 21,661 2,478 24,139 90 10 8,259 34
North 11,356 276 11,642 93 : 2 3,777 33
South 10,295 2,202 12,497 .32 18 4,481 k1
Western High Rainfall 409 109 518 73 21 215 42
Western Wheat Sheep 429 S 435 99 1 151 15
Western Pastoral 221 - 221 100 - 61 28
Tasmania 458 155 613 7< 25 234 38
Southern High Rainfall 2,467 1,091 3,559 5% 31 1,189 33
Southern Wheat Sheep 2.637 602 3,239 42 13 1,222 an
Southern Pastoral 373 3 375 (2 1 128 5
Eastern High Rainfall T 1,330 S8 1,388 5 4 462 33
Eastern High Rainfall C 588 171 3593 80 20 272 2
Morthern Wheat Sheep 3 L 222 3 1,230 k2] 1 551 45
Morthern Wheat Sheep N 2.646 74 2,720 27 k) 1,286 47
North Eastern Mixed 3,775 195 3,970 95 5 1,291 33
North Eastern Pastoral 1,006 - 1,006 109 - 259 25
Central Pastoral 2.629 - 2,629 100 - 711 27
Northern Pastoral 1,310 [ 1,316 ) 1 230 17

a/ Excludes inter-farm livestock movements within the farm sector. Includes live
export.

. TABLE 10 : SUMMARY OF SHEEP POPULATION DATA IN VALUE CHAIN
- MODEL
(Farm Sector)

.
»

% of Mating:u

Total Sheep to Yool roof €Y
. Model /Subsector,/Region ('000) Breeds tla. 000 %
Total 128,612 15 13,975 23
Western High Rainfall 1,879 5% 1,235 63
Western Wheat Sheep 26,945 R 5,392 20
Western Pastoral 3,897 7 584
. Tasmania 4,258 43 948
5 Southern High Rainfall 22,157 58 7.289
2 Southern Wheat Sheep 43,353 65 15,039
Southern Pascorai 8,132 35 1,545
= Eastern High Rainfall T 6,757 2 1,985
Zastern High Rainfall ¢ <y 44 i
Northern Wheat Sheep 3 7.173 73 2,258
Northern Wheat Sheep N 4,065 2% 759
North Eastemn Mixed 22 55 4
North Eastern Pastoral 5,268 100 579
Central Pastoral 3,953 100 - 437 1
Northern Pastoral 4] Q 0 0
a8/ Excludes inter-farm livestock movements within the farm sector. Ineludes live

export.

«
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TABLE 11a : SUMMARY OF PHYSICAL OUTPUTS FROM CATTLE FARM

SECTOR
Bulls Cows Total
& & —_Feaders Total Turnoff Milk
Subsector Steers Heifers Calves Heavy Light Turnotf 2000 T (‘020 L)
[*000) _ {'000)  {'000) 006y {°000) ('000) DWT)

Total 3,700 2,669 1,089 505 195 8,259 1,720 3,943
North 2,134 1,256 149 173 5 777 894 917
South 1,565 1,413 940 W27 136 4,481 826 8,026
Region
Western High Rainfall 85 64 46 14 4 215 41 432
Western Wheat Sheep 82 61 2} 9 c 151 a3 22
Western Pastoral 29 19 1 3 3 51 12 0.1
Tasmania 96 75 62 - - 234 44 418
Southern High Rainfall 215 in 414 135 45 1,189 187 3,891
Southern Wheat Sheep 570 387 259 5 L 12 220 2.87
Southern Pastoral 40 42 4 3L 3 I 27 H
Eastern High Rainfall T 127 S1 S 107 32 462 95 241
Eastern High Rainfall C 76 27 51 i 4 272 47 726
Ncrthern Wheat Sheep-Sth 245 140 17 111 37 5¢1 119 31
Northern Wheat Sheep-Nth 567 353 48 163 35 1,283 316 243
North Eastern Mixed £98 492 90 4 3 1,291 311 552
North Eastern Pastoral 147 106 ] 3 1 2¢9 55 0.7
Central Pastoral 474 225 6 4 1 711 157 0.7
Northern Pastoral 148 78 4 - ~ 235 47 21

3/ Excludes inter-farm lives:ock movements within the farm sector. Includes live export.

TABLE 11b : SUMMARY OF PHYSICAL OUTPUTS FROM BEEF CATTLE FARM

SECTOR
Sulls Cows Total
& % __FPeaders Total Turnoff Milk
Subsectar Staers Heifers valves Haawvy tight Turnotf {'00C T {"ono L
{'000} {000 i*000; MU {000 {000 DWT)

Tocal 3,683 2,338 168 009 155 65,9828 1,508 [
Nozth 2,132 1,217 43 R FE] 3,533 280 9
South 1.55¢ 1,11¢ 128 {21 138 31,354 120 D1
Region
Western High Rainfall 34 €1 Bl q 33 G
Western Wheat Sheaep 82 £0 v n 32 ]
Western Pastoral 7 L& M K 12 Q
Tasmania 25 34 4 - 3 o]
Southern High Rainfall 207 27 4 ) 138 e
Southern Wheat 3heep 566 306 48 1 191 ]
Southern Pastoral 40 41 3 ) 27 0
Eastern High Rainfall T 127 143 22 iz 92 J
Eastern High Rainfall C 75 74 ) 4 17 G
Northern Wheat Sheep-Sth 24§ 133 L4 37 118 3
Northern Wheat Sheep-Nth 666 34¢ 18 i 58 32 o]
Horth Eastern Mixed /97 160 14 - : jol G
North Eastern Pastoral 147 19¢ 4 ! B 13 D]
Central Pastorati 474 ol - B K 157 9
tiorthern Pastoral 148 o= < - - 47 5}

3/ Excludes inter-farm livestock mavements within the farmn sector. Includes live export.
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TABLE 12a : SUMMARY OF PHYSICAL OUTPUTS FROM SHEEP FARM

SECTOR
Total
Wethers & prime Live Other Total Turnoff Wool
Subsector Hoggets Lambs Export Sheep Turnoff (*000 T Produced
{000} {'000} {'000} {000} {*000) DWT) ttonnes)
Total 6,964 13,054 4,835 13,222 318,075 794 700,062
Region
Western High Rainfall 13 281 740 135 1,235 30 10,408
Western Wheat Sheep S 1,071 1,481 2,787 5,392 118 147,645
Western Pastoral 28 39 358 159 584 15 18,517
Tasmania 243 276 32 3198 948 20 17,458
Southern High Rainfall 1,149 2,975 892 2,272 7,289 154 111,811
Southern Wheat Sheep 2,836 6,414 3,757 1,30 15,039 310 221,907
Southern Pastoral 280 210 - 1,057 1,545 32 47,8046
Eastern High Rainfall T 125 908 - 653 1.985 39 27,163
Eastern High Rainfall C 3 11 - s 20 0.4 216
Northern Wheat Sheep-5th 578 778 - 810 2,266 44 35,616
Morthern Wheat Sheep-Nth Jaus B0 - 367 755 15 19,609
North Eastern Mixed - 2 - 2 4 0.1 82
North Eastern Pastoral 134 5 - 439 578 12 23,711
Central Pastoral 107 S - 328 437 2 18,112
Northern Pastoral 0 ‘0 9 0 9 )] Q

8/ Excludes inter-farm livestock movements within the farm sector. [ncludes live export.

TABLE 12b : SUMMARY OF PHYSICAL OUTPUTS FROM PRIME SHEEP FARM

SECTOR
Total
Wethars & Prime Live Ceher fotal Turnoff Wool
Subsector Hoggets Lambs Export theep Turnof! (‘000 T Produced
(o0 (00m 1000} {000} *000) DWT] {tonnes)
Total- 3,054 - 2,975 15,609 286 136,736
e
Western High Rainfall - 281 - 3 338 6 3,067
Western Wheat Sheep - 1,671 - 273 1.344 23 14,462
Western Pastoral - 32 - 94 42 1 409
Tasmania - 275 - %d j30 5 2.390
Southern High Rainfall 2,976 - 623 3,809 67 31,153
Southern Wheat Sheeo - 8,414 - 1,133 7.547 140 66,939
Southern Pastoral - 210 - %3 263 S 2.374
Eastern High Rainfall T - 503 - 120 1.0863 20 7.489
Eastern High Rainfall ¢ i - K 13 0.2 77
Northern Wheat Sheep-Sth - 778 - 170 947 17 7,467
Northern Wheat Sheep-Nch - 80 - 14 94 2 ' 786
North Eastern Mixed - 2 - 0 2 ] 12
Morth Eastern Pastoral S - 1 S 0.1 46
Central Pastoral - 5 - 1 1 0.1 45

torthern Pastoral

a/ Excludes inter-farm livestock movements within the farm sector. ncludes live export.
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(v)  The main beef-producing regions in order of importance are:-

% of Total BeeflIncluding Dairy) % Specialist, Beef

Northern Wheat Sheep - Norta 184 Northern Wheat Sheep - North ~ 19.5
North Eastern Mixed 18.1 North Eastern Mixed 18.7
Southern Wheat Sheep 12.8 Southern Wheat Sheep 12.0
Southern High Rainfall 10.9 Central Pastoral 9.8
Central Pastoral 9.1 Southern High Rainfall 8.6
North Wheat Sheep - Scuth 6.9 North Wheat Sheep - South 7.3

(vi)  The main milk-producing regions in order of importance are:-

0

~
0 QI

Southern High Rainfall 43.5
Southern Whea: Sheep 25.2
Eastern Eigh Rainfall - Coast 8.1
North Eastern Mixed 7.3
Western High Rainfall 4.8
Tasmania - 4.7

The north/south zenes in the cattle farm sector represent two livestock raising areas
which are distinctly cifferent in character. Whilst all breeding, trading, growing,
fattening and dairy production enterprises are represented in both areas and almost
all regions, the enterprise mix and production systems are quite different. In the
north, herds are larger, beef producers are more specialised, export markets are
more important, and Bos indicus breeds more numerous. In the south, beef
production tends to be part of a mixed farming system or is a by-product of dairying.

Greater emphasis i3 placed on the domestic market and lighter carcases are
produced from youngar animals in the south. The significance of the live export

trade in the north is becomring more apparent with five percent of national turnoff
being shipped.

Sheep
The main conclusions which can be drawn from Tables 10 and 12 aré:-

(i)  Southerr. Australia is completely dominant in sheep and wool

- producticn. It generates 98% of the sheepmeat and 91% of the wool
output. '

(11)  The main prime lamb-producing regions in order of importance are:-

% QfTQtal Lmnhﬁ {No.)

Southern Whea~ Sheep 49.1
Southern High Rainfall 22.8
Western Wheat Sheep 8.2
Eastern Figh Rainfall - Tablelands 7.0
Northern Whea~ Sheep - South 6.0
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(iii)  Total sheepmeat production, including live exports, is concentrated in

the following regions:-

% of Total Sheepmeat

Southern Wheat Sheep 39.0
Southern High Rainfall 19.4
Western Wheat Sheep 14.5

Northern Wheat Sheep - South 5.5
Eastern High Rainfall - Tablelands 4.9

(iv)  The main wool-producing areas in order of impor:ance are:-

Southern Wheat Sheep
Western Wheat Sheep
Southern High Rainfall
Southern Pastoral

Northern Wheat Sheep - South

4.1.3, External Inputs and Outputs

% of Prime Sheenmeat

Southern Wheat Sheep
Southern High Rainfall
Western Wheat Sheep
Eastern High Rainfall -T.
Northern Wheat Sheep

% of Total Wool
31.7
21.1
16.0
6.8
5.1

49.0
23.4
8.0
7.0
5.9

Tables 1 and 5 (cattle) and 3 and 6 (sheep) show that in both physical and financial
terms the farm sector has its main linkages with the abattoir sector and the external
environment (for outputs and inputs). External input costs for the cattle and sheep
sectors are broken down into the cost categories used by the model and are shown in

Table 13. An opportunity cost has been allocated to both cattl: and sheep industry.

This is a change from previous RADIS updates. The opportunity cost measures the
cost associated with running cattle or sheep as opposec to selling all the livestock
and placing the receipts in another form of investment. For this update a five

percent investment rate has been used.

TABLE 13 : EXTERNAL INPUTS PURCHASED BY THE FARM SECTOR

($ million)
Cattle , _Sheep
Cost Item Total North South Total
Pasture/Fertiliser 209 26 183 233
Fodder 496 198 298 129
Wages .. 409 145 264 334
Freight 56 26 29 41
Selling Costs o 122 47 75 80
Shearing and Crutching 0 0 9] 222
Wool - Deductions 0 0 0 205
Other Variable Costs 788 240 548 586
Interest o 561 190 371 381
AMLC/MRC Levies 33 15 18 -
Overhead Costs 1,284 458 686 912
Total 3,958 1,346 2,612 3,124
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Pasture and fertiliser costs include expenditure on pasture seed and legume
inoculant, fertiliser and chemicals, and associated freight. This cost does not include
costs for cropping activities. ‘

Payments for.fodaer incltude purchases of livestock feeds, fodder and fodder
supplements, and all associated freight.

Shearing and crutchinz inclades costs such as shearers' wages, meals and electricity
associated with shearing sheep.

Wool deductions include the various components of the Australian Woo!
Corporation’s (AWC) tax on wool.

Other variable costs include payments for electricity and other services, fuels,
contractors (e.g. mustering, ete.), repairs and maintenance.

Wages include all expenditure on farm labour, including managers.

Livestock freight includes cartage and other charges associated with the

transportation of livestock to the point of sale in other sectors and the inter-farm
movement of stock within the sector.

Livestock commission includes the cost of commission, insurance, and handling
charges on the sale of livestock or wool. Interest includes the interest on debt and
working capital. Levies on the sale of livestock (AMLC/MRC) have been included in
this sector for cattle but not for sheep, as these are collected at the point of
slaughter. Overhead costs include expenses such as rates and taxes, water charges,

insurance, postage, telephcne, accountancy, farm consultancy, legal fees, office
supplies and sundries.

In the cattle industry the fiurm sector purchases $4.0 billion worth of inputs from
sources external to-the industry. This is 55% of the total value of external cattle
industry inputs. In the shezp industry farm sector external inputs are $3.1 billion
which is 67% of total sheep industry external inputs. Overall, the farm sector
purchases $7.1 billion in inpats for cattle and sheep production.
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Cattle

The total value of outputs from the farm sector attributable to cattle is $6.38 billion,
of which $3.22 billion is livestock supplied to the abattcir sector and $2.66 billion is
milk. About $431 million worth of livestock are sold to the feedlot sector and exports:
are valued at $73 million. Table 14a and 14b summarise the cattle farm sector and

beef cattle farm sector costs, incomes and value added on a regional basis. The main
conclusions are:-

(i) Total inputs purchased by the farm sector in the south are nearly
double (194%) those purchased in the nortk.

(ii) In the cattle industry the main input purchasing regions in order of
importance are:-
Southern High Rainfall 20.2
Southern Wheat Sheep 19.7
North Eastern Mixed 13.9
Northern Wheat Sheep - North 11.8
Eastern High Rainfall - Tablelands 7.4

than for the total farm sector.

TABLE 14a ;: SUMMARY OF FINANCIAL RESULTS FOR CATTLE FARM
SECTOR
($ million)

No. of Inout i From auraurs_Ta Value

Cattle Dthar /a Orher Value Added/
{'000) Sacrnors Exrernal Toral Seccors Extecrnal  Tonal added Head (S)

Total 24,139 412 3,957 4,370 3,729 1,552 5 382 2,012 81
North 11,642 182 1,346 1,508 1,952 199 M
L 2 1.

- 2051 744 64
1 Souch 12,497 250

,B12 . 0582 767 2,083 4230 1,258 101
= Sagion

Western High Rainfall 518 L
Western Wheat Sheep 438 )
Western Pastoral 221 P 23 27 0.04 23 b) 15
Tasmania 611 12 139 151 S 104 190 39 64
Southern High Rainfall 3,559 84 806 g4 402 1,795
Southern Wheat Sheep 3,299 68 781 849 487 330 .
Southern Pastoral 317s S 49 54 58 B 61 8 20
Eastern High Rainfall :

- Tablelands 1,388 25 291 31 207 82 290 (263 (19)
Eastern High Rainfall

- Coast 860 14 138 149 aQ 243 RE 1 197 229
Northern Wheat Sheep

- South
Horthern Wheat Sheep

- North
North Eastern Mixed
Norch Eastern Pastoral
Central Pastoral
Morchern Pastoral

167 il a7 L35 223 105 203
67 KL 59 B 3

[NE- R

e
Lo
=

i
o,
—
™~
-
~
~

—

,230 2t 1z 240 63 10 274 34 27

,720 45 453 510 703 79 782 271 109
970 66 sso 3%} 658 13 2130 264 67
,007 11 97 93 140 Q9.2 140 42 42
,629 27 163 195 333 S.
.316 14 74 83 104

/a Includes opportunity cost of the cattle herd

el SN N

-t
p=l

[
5

-

-

. ) (iii) Total purchase inputs for the beef farm sector vsere $1.056 billion less
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TABLE 14b : SUMMARY OF FINANCIAL RESULTS FOR BEEF CATTLE

35

FARM SECTOR
($ million)
No. of Inputs From Qutontrs To Value
Cai.tle Other /a Ocher Value Added/
(*1:00) Sectors External Total Sectors External Total Addad Head (S$)

Total 21,4561 334 2,901 3,235 3,486 ¢ 3,486 251 12
North 11.366 155 1,215 1,370 1,923 ¢ 1,923 553 49
Souch 10 294 179 1,688 1,865 1,563 0 1,563 (302} (29)
RBegion
Western High Rainfall 409 2 61 71 78 9 78 7 17
Western Wheat Sheep 429 3 66 74 58 0 68 {6) (13
Western Pastoral 221 2 22 24 27 0 28 3 15
Tasmania 454 3 85 93 73 ) 73 (20) (43)
Souchern High Rainfall 2 467 49 398 445 302 b} Jjoz2 {143} (58)
Southern Wheat Sheep 2 a97 49 509 558 412 i) 412 1y 94}
Southern Pastoral 373 5 43 53 38 0 58 " L3
Eastern High Rainfall

- Tablelands 1330 20 192 202 201 0 201 (10 (8)
Eastern High Rainfall

- Coast nAd 10 99 108 30 0 80 122) {42)
Northern Wheat Sheep

- South 1 222 20 206 226 152 o] 262 35 29
Northern Wheat Sheep

- North 2 846 43 447 4310 8§95 ] 595 204 77
North Eastern Mixed 3775 s0 442 502 617 0 647 145 3@
dorth Eastern Pastoral i 006 11 37 g 140 0 140 42 {2
Central Pastoral 2 529 27 184 195 332 D] 338 144 55
Northern Pastoral 1 310 14 71 25 103 Q 102 18 14

a/ Opportunity cost of the cattle herd

(1i1)  In the cattle industry the regions which sell the largest value of outputs
to other sectors (i.e. feedlot, abattoir, export) are, in order of importance:-

to Other Sectors

Northern Wheat Sheep - North

North Eastern Mixed
Southern Wheat Sheep
Southern High Rainfall
Central Pastorsl

18.9
18.0
12.6
10.8

9.1

These are the regioas in which cost-reduction measures would have the greatest
impact, and where 2fforts to boost production would have the greatest impact on
downstream industry seciors. It is notable that the Southern High Rainfall and
Southern Wheat Sheep regions together produce about 40% of total farm sector
output value, but their contribution of inputs to the downstream sectors is only 23%
and reflects their contribution to dairying.
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Sheep

The total value of outputs from the sheep industry is $2.98 billion, of which $2.37
billion is wool _and $606 million is livestock products. Tables 15a and 15b
summarise the sheep farm sector's costs, income and value added on a regional basis

for both the whole sheep industry and the prime sheep industry respectively. The
main points are:-

(i) In the sheep industry the main input purchasing regions in order of
importance are:-

% of Total Input Value
Southern Wheat Sheep 41.9
Western Wheat Sheep 19.8
Southern High Rainfall 4.2
Northern Wheat Sheep - South 4.7
Southern Pastoral 44

(11)  In the sheep industry the regions which sell the largest value of outputs
to other sectors (i.e. abattoir, export) in order of importance are:-

% of Total Qutput Value
1o Otker Sectors
Southern Wheat Sheep 44.1
Southern High Rainfall. 21.9
Western Wheat Shzeep (2.0
Eastern High Rainfall - Tablelands 5.3
Northern Wheat Sheep - South 5.0

4.1.4 Cost of Producing Beef and Sheepmeats

The average cost (including opportunity cost of the cattle on farm) of producing beef
when factoring out the costs associated with dairying (Table 14b) is:-

Beef  $2.01 per kg dressed weight. ‘
[Note this is different to how the last update (April 1993) czlculated average cost,
where an allocation of costs were proportioned through revenue contribution.]

The average cost (including opportunity cost of the cheep on farm) of producing
sheepmeat was worked out by weighting the costs associated with wool production
in proportion to revenue contribution and is as follows:-

Sheepmeat $0.82 per kg dressed 'weight.
[Note this figure is worked out the same way as the last update (April 1993).]

Regional variations in beef and sheepmeat producticn costs, adjusted to exclude
milk and wool production cests, are shown in Table 16.
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TABLE 15a : SUMMARY OF FINANCIAL RESULTS FOR SHEEP FARM
SECTOR
($ million)

No. of Inpurs Srom ourputs To Value

Sheep Cther Cther Value Added/

{'000} 3Sectors External Total Sectors External Total Added Head {$)
Total 138,312 82 3,124 3,206 606 2,373 2,979 (227} {2}
Region
Western High Rainfall 1,879 1 36 37 21 34 35 18 10
Western Wheat Sheep 26,946 16 618 634 72 471 <44 {90) {3)
Western Pastoral 3,887 1 48 49 3 51 60 10 3
Tasmania 4,255 2 94 96 12 87 79 {17) (4)
Southern High Rainfall 22,157 16 443 459 133 387 520 60 3
Southern Wheat Sheep 43,853 28 1,308 1,335 267 767 1.034 (301} (7
Southern Pastoral 8,332 5 118 143 1 163 181 8 S
Eastern High Rainfall

- Tablelands 5,757 4 128 132 32 115 147 14 .
Eastern High Rainfall

- Coast 58 0.03 1 1 0.4 1 i 0.2 3
Northern Wheat Sheep

- South 7,179 q 147 151 30 119 150 1 (0.2)
Northern Wheat Sheep

-~ North 4,065 2 75 7 3 57 73 (4) (1)
North Eastern Mixed 22 0.01 0.3 0.3 0.08 0.3 0.3 0.07 3
North Eastern Pastoral 5,268 1 61 h2 3 74 78 15 3
Central Pastoral 3,953 1 28 29 3 55 58 29 7
Northern Pastoral 0 - 0 0 p] 0 0 0 Q
/a Opportunity Cost of Sheep flock
TABLE 15b : SUMMARY OF FINANCIAL RESULTS FOR PRIME SHEEP
FARM

SECTOR
($ million)
No. of _____  Inpurs From Qurours To Value
Sheep Other /a Othar Yalue Added/
{'000) sectors External Total Sectoars Excarnal Total Added Head (3}
Total 27,251 18 9956 1,014 355 237 602 {412} {15)
Region
Western High Rainfall 534 0.3 12 13 N 5 12 {1} {2}
Western Wheat Sheep 2,639 2 131 133 23 23 49 (84} 132
Western Pastoral 9¢ 0 i 1 H 1 i 0.4 5
Tasmania 583 0.3 15 16 3 3 12 (4) 15}
Southern High Rainfall 5,174 4 145 143 3) 54 142 () (1
Southern Wheat Sheep 13,228 9 595 505 134 116 239 (305 123)
Southern Pastoral 417 0.2 7 7 4 4 10 3 7
Eastern High Rainfall

- Tablelands 1,863 1 40 41 24 lo 40 (1; {0.3)
Eastern High Rainfall

- oast 21 .01 0.% 0.5 3.3 0.2 a.s 0.01 9.5
Northern Whe=at Sheeap

- South 1,505 1 44 45 La 13 32 {13) (8}
Northern Wheat Sheep .

- North 158 0.1 S B N 3 {Z) (o
North Eastern Mixed 3 0 3.04 9.04 O.oad .02 0.06 0.02 3
North Eastern Pastoral 10 1] 0.1 Q.1 0.1 d.1 0.2 0.1 S
Central Pastoral 10 0 0.1 9.1 9.1 0.1 Q.2 0.1 19
Northern Pastoral 4] ‘0 a D] ) 4] 0 ] 0
/a Opportunity Cost of Sheep lock
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TABLE 16 : ESTIMATED COST OF PRODUCING BEEF AND
SHEEPMEATS BY FARM REGION (1991/92 - 1993/94) a/
Beef Sheepmeat
Total 2.01 0.82
North 1.53
South 2.57
Western High Rainfall 1.97 0.47
Western Wheat Sheep 2.3t 0.72
Western Pastoral 2.09 0.49
Tasmania 2.51 0.73
Southern High Rainfall 3.22 0.76
Southern Wheat Sheep 2.89 1.11
Southern Pastoral 1.95 0.44
Eastern High Rainfall - Tablelands 2.30 0.74
BEastern High Rainfall - Coast 2.32 1.00
Northern Wheat Sheep - South 1.92 0.69
Northern Wheat Sheep - North 1.57 0.42
North Eastern Mixed 1.67 0.50
North Eastern Pastoral 1.43 0.20
Central Pastoral 1.24 0.17
Northern Pastoral 1.81 -

a/ Includes opportunity cost of beef herd and sheep flock.

4.1.5 Value Added

Cattle

Table 14a shows that the cattle farm sector generates a total value added of about

$2.0 billion which is equal to:-

$ 83 per head of cattle in the national herd,

$ 244 per head turned off, and
$ 1.17 per kg dressed weight produced.

When milk and milk prodﬁction costs are excluded, tota. value added falls to about

$251 million or:- '

$ 12 per head of cattle in the national beef herd,

$ 36 per head turned off, and
$ 0.16 per kg dressed weight produced.

On a regional basis the main contributors to total value added in the cattle farm

sector and the beef cattle farm sector are:-

A\ AACM INTERNATIONAL
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% of Tota] Value Agded % of Total Value Added-Specialist Beef

Southern High Rainfall 30.4 North Wheat Sheep - North 81.3
North Eastern Mixed 23.3 North Eastern Mixed 57.8 -
Northern Wheat Sheep - North 9.9 Central Pastoral 574
Southern Wheat Sheep 9.8 North Eastern Pasoral 16.7
Eastern High Rainfall - Coast 9.5 North Wheat Sheep - South 14.3

Sheep

Table 15a shows that the sheep farm sector produced a negative total value added of
about $227 million which is equal to:-

$ -2 per head of sheep in the national flock,
$ -6 per head turned off, and
$ -0.29 per kz dressed weight produced.

After making an adjustment for the costs and income from wool production, total
value added falls to negative $46 million which is equal to:-

$ -0.3 per h2ad of sheep in the national flock,
$ -1 per h=ad turned off, and
$-0.06 per k3z dressed weight produced.

On a regional basis the main contributors to total value added in the sheep farm
sector are:- :

Total Value Added ($million)

Southern High Rainfall 60
Southern Pastoral 38
Central Pastoral 29
Western High Rainfall 18
North Eastern Pastoral 15

The Southern Wheai. Sheep region with 32 percent of the national flock recorded the
largest negative valve adding (-$301 million).

4.2 THE CATTLE FEEDLOT SECTOR

4.2.1 General

The cattle feedlot sestor has again grown in significance since the last update. The
feedlot sector prodused 10% of turnoff produced, 14% of the quantity (in dressed
welght terms) and 18% of the value of beef produced in Australia.
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The feedlot sector has been divided for analytical purposes into two subsectors,

l domestic and export. The main characteristics of these subsectors are:-
- : Domesti E

l Average 1991/94 throughput ('000 head) 1949 605.6

Average weight in (kg dwt) 151.0 242.0

. Average weight out (kg dwt) 2100 360.0

l Average days on feed (No.) 75.0 130.0

Feed consumption per day (kg) 91 11.7

Total feed consumed per head (kg) 6800 1520.0

The cattle feedlot sector, although rurally based, differs from the farm sector in a
number of important aspects. It is mainly under corporate as opposed to individual
control; foreign ownership is common; vertical integration with the processing and

marketing sectors is strong; and it is much more profit oriented than the farm
sector and adopts technology rapidly.

4.2.2 Linkages With Other Sectors

Tables 1 and 5 show that in physical and financial terms the feedlot sector has a
backward linkage to the farm sector through the purchase of $431 million worth of
feeder cattle, and a forward linkage to the abattoir sector through the sale of
finished cattle valued at $721 million. External outputs from manure sales total
about $9 million. Inputs from external sources total ebout $246 million, 87% of
which is feed.: The major difference since the last update is th: increased number of
cattle being fed for the export market (76% 91/94 compared w:th 55% 89/90). Table
17 breaks down the external costs for the two beef feedlot subsactors.

TABLE 17 : EXTERNAL INPUTS PURCHASED BY THE CATTLE
‘ I . FEEDLOT SECTOR

% ($ million)

Cost Item Total 3/ % of Total Export Domestic
Cost Subsecror Subsector

Processing - Intake 7.7 3.1 6.3 14
Processing - Exit 0.8 0.3 0.6 0.2
Feed 212.9 86.4 189.5 234
Grain Processing . 7.5 3.0 6.6 0.8
Roughage Processing 1.3 0.5 1.2 0.1
Feeding Out 3.2 1.3 2.8 04
Surveillance . 2.2 0.9 1.8 04
Repairs and Maintenance 3.2 1.3 2.6 0.6
Administration ' 4.0 1.6 3.2 0.7
Overheads 3.7 1.5 3.0 0.7

Total 246.5 99.9 217.7 28.7
3/ Differences due to rounding.
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Processing costs include labour and machinery costs associated with the intake and
exit of animals from feedlots.” Feed costs include paymen:s for grain, roughage,
vitamin and mineral additives and freight costs associazed with delivery. Grain and
roughage processing costs include costs of hammermilling and mixing feed. Feeding
out includes costs of labour and machinery. Surveillance includes costs of labour
involved with daily observation and veterinary care of animals. Repairs and
maintenance includes expenses for maintaining feedlsts in good working order.

Administration includes labour costs associated with bookkeeping and other

managerial tasks. ' "Overheads include interest on debt and working capital,
electricity, water, etc.

The two feedlot subsector models - domestic and export - represent commercial
feedlots whose sole activity is cattle finishing. The rnodels do not reflect
"opportunity feedlots" which are usually part of mixed farming activities and do not
have the same cost structures as large commercial feedlots.

Table 18 shows the physical and financial transactions for local and export feedlots,
and demonstrates the importance of the export feedlots. Export feedlots use 88% of
the total inputs by value, 76% of the feeder stock, 89% cf the “eed, and produce 84%
of the total beef and generated 85% of the total income. This suggests that R&D
investments for the feedlot sector should mainly target export feedlots.

Table 18 also shows that the feedlot sector uses about =,054,)00 tonnes of feed and
therefore represents a significant customer of the grains industry.

TABLE 18 : SUMMARY OF PHYSICAL AND FINANCIAL RESULTS FOR

CATTLE FEEDLOT SECTOR
A. PHYSICAL
Inputs eIt L s
Subsector Fzeders Feedera Faed Local Lot Exporn Len F:essad Wesghr (0000 &)
{No. '000} {('009 ¢ DWT! (£ ' 000} Fad *N0N.  Fad .00 Lo Export Tocal
Total 796 176 1,054 1235 515 41 217 258
Local Feedlot 194 29 133 168 . 41 - 41
Export Feedlot 603 147 921 RS - 217 258
B. FINANCIAL (S million)
Cactle [nputs_Srom ourgnrs To Value
Subsector Throughput Other Ocher Value Added/
('000) Sectors Exrernal Total Sactors Extarnal Tocal Added Head ($)
Tocal 796 431 24¢€ 678 721 : 730 Sg 66
Local Feedlot 194 68 29 97 107 : 109 12 60
Export Feedlot 603 363 219 580 414 t 622 41 68
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4.2.3 Cost of Production

The cost of producing beef in feedlots is estimated as follows:-

Local Export
Feediot Feedlot
Average weight in (kg dwt) 151 242
Average weigit out (kg dwt) 210 360
$ perkgin 2.32 2.48
$ per kg out 2.63 2.83
Beef producec per head (kg dwt) 59 118
Total feediot costs p2r head ($) 148 361
Total costs per incremental kg ($) 2.51 3.06
- (excluding purchase price)
Total costs per kg ($) 2.58 2.68
(including paarchase price)

4.2.4 Value Added

Table- 18 shows that. the feedlot sector contributed a total average value added of
about $53 million per year between 1991/92 and 1993/94. This is only 2% of the
total cattle industry value added, although further value is added to feedlot-
produced carcases iri downstream sectors. Almost 78% of the value added comes
from export feedlots where value added is about $68 per head ($209 89/90)
comnpared with $60 per head (842 89/90) for local feedlots. The change indicates how
the margins have narrowed significantly in the export feedlot sector.
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5. PROCESSING SECTORS
5.1 THE ABATTOIR SECTOR
5.1.1 Introduction

Most abattoirs in Australia process both sheep and cattle, and a number process
pigs as well. The exceptions are the large northern beef export abattoirs and a small
number of sheep - only abattoirs in south-eastern Australia. The value chain model
estimates separate casts and returns for processing sheep and cattle. Sheep and
cattle slaughtering are therefore analysed as separate activities even though they
are often carried out in the same abattoir.

The abattoir sector experiences widely fluctuating fortunes depending on the
difference between livestock and meat prices. The model provides a picture of the
situation in 1991/92 - 1993/94 which is not necessarily representative of the total
industry situation ovar a longer period.

There are three types of abattoirs processing livestock for human consumption:-

(1)  Export alattoirs, licensed and supervised by the Australian Quarantine
Inspection Service (AQIS) of the Commonwealth Department of Primary
Industry and Energy (DPIE). Expor: abattoirs are automatically
approved to supply meat for Australian consumption in all States.

(1)  Local abattoirs, constructed in accordance with the Australian Code of
Practice for Construction and Equipment of Abattoirs and operated
under the supervision of meat inspectors employed by the various State
authorities. Local abattoirs complying with the Code are registered as
Approved Interstate Trading Establishments and are free to trade in all
States.

(111)  Local abattoirs. approved and licensed by State authorities to process
livestock for local (within State) consumption only.

5.1.2 Cattle Abattoirs

The cattle abattoir sector can be divided into two subsectors - export abattoirs (cattle
only and mixed cattlz/sheep) and mixed domestic cattle/sheep abattoirs. The small
local abattoirs (slaughterhauses) are not significant with respect to total throughput,
and do not warrant iaclusion in the cattle model. The sheep component of the mixed
beef/sheep abattoirs ;s discussed separately under the sheep model.

For the purposes of the 1991/92-1993/94 update expert and domestic cost figures

have been derived from recent benchmarking studies undertaken by the MRC for
both cattle and sheey..
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Export Abattoirs Processing Cattle Only

Almost all export abattoirs use on-the-rail dressing systems, wita the hide removed by
mechanical hide puller, and employees working from fixed posisions along the.chain.
The type and number of hide pullers, the arrangement of associated equipment, and the

number of slaughtermen which can be accommodated on the chain, determine plant
production rates.

The capacity of Australian export beef plants ranges from around 200 head to over 1,200
head per day. The average capacity of the majority of plants is about 400 head per day.

A "tally" system is used to determine the number of slaughtermen employed on the
chain for any given daily throughput. The tally for a plant is influenced by the layout of
the dressing floor and its equipnient. For example a beef drassing floor using an upward
hide puller has a different tally to that of a floor using a downward hide puller.

In the model, data has been collected from a number of sites operating under various
award and tally agreements. A tally system for the boning room: is also in operation in
Australian sites, with sides of bieef assigned tally based on weight

Mixed Domestic Beef/Sheep Abattoirs Processing Cattle

A few of the 160 larger domestic abattoirs have daily capacities as large as some of the
export abattoirs. However, a more typical example of a largz domestic abattoir is a daily
kill in the order of 120 to 140 head of cattle and 1,200 to 1,400 smallstock, with the
smallstock kill including sheep, lamb, pigs and, in some plants, goats. In some cases
these larger domestic abattoirs are publicly-owned operatiors.

The major difference between the export and the large domestic abattoirs is that
domestic abattoirs usually sell bone-in carcases. This reduces th+ need for large boning
rooms and extensive freezing systems. Also, some of the trade is :n the basis of a fee for
service with the abattoir returning the carcase, edible offz]l and hide to the owner for
marketing. As a result of a reduced level of activities, most dom:estic abattoirs tend to

have smaller boning room, freezer and by-products operafions. This is reflected in a
lower use of services and a smalier labour force.

The operation of all domestic abattoirs is controlled by the relevant State Authorities.
This can extend to limiting the daily, weekly or monthly production to a figure specified
in the operating licence by the Authorities.

Licensing systems for the construction and operation of abattcirs are in force in all
States, but there has been a recent trend towards a relaxation of the previously rigid
licensing conditions and many public (State-owned) abattoirs ar: now privately owned
and operated. In considering the capacity for the mixed domestic beef/sheep abattoir
model, an allowance has beern made for these changes bv selesting a slightly higher
throughput of 200 head of cattle and 1,200 smallstock per diy.
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External Inputs

Table 19 illustrates the break down of external costs for the two types of abattoirs.

Labour costs include manning for yards, slaughter floor, boning room, by-product
handling, administrstive duties, etc. Along with differences in throughput, the
higher labour cost in export abattoirs reflects the higher proportion of meat boned-
out and packaged. Packaging costs include materials used for the export of boneless
cuts, meat meal, other by-products and offals. Payments for services represent fuel,
electricity and water. AQIS fees cover the meat inspection services. Consumables
reflect costs of clothiag, knives, etc.,, while general administration expenses cover
advertising, accountancy, insurance and other cosis which do not vary with

production levels but have been assigned a per kilogram DWT breakup for
consistency.

TABLE 19 : EXTERNAL INPUTS PURCHASED BY THE CATTLE
' ABATTOIR SECTOR

($ million)

- % of % of % of

Cost Item Total/a  Total Domestic Total Export  Total
Cost Domestic Export

Cost Cost
Labour - 740.6 58.3 140.7 61.1 599.8 57.6
Packaging and Transpcrt 122.8 9.7 3.0 1.3 119.8 11.5
Services 95.4 7.5 20.5 8.9 74.9 7.2
AQIS 42 4 3.3 9.3 4.1 33.0 3.2
AMLC/MRC 314 2.5 10.0 4.3 21.4 2.1
Interest 417 3.3 6.8 3.0 34.9 3.4
Consumables 12.3 1.0 3.1 1.4 9.2 0.9
Repairs and Maintenance 1414 11.1 27.0 11.7 114.4 11.0
General Administratior. 43.3 3.4 10.0 4.3 334 3.2
Total 1271.3 100.1 2304 100.1 1040.8 100.1

a/ Differences due to rouwading.

Linkages with Other Sectors

Tables 8, 31 and 32 ‘in Annex 6 show in detail the mputs and outputs of the beef
component for export and domestic abattoirs. The total cattle abattoir sector shows
very strong forward and backward linkages with the other industry sectors:-
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(i)  The cattle abattoir sector supplies $5.21 bill:on in total outputs, of which
95% is sold to other sectors where further value is added. The value of
products sold to other sectors is:-

A $ 358 million to tanneries,
3 $ 583 million to wholesalers,

I $ 235 million to CMP,
I $ 916 million to retailers, and

$2,837 million to exporters.
I (ii) The physical inputs and outputs include':-
Inputs - Qutpufs
1,771,060 t DWT 739,910 t DWT of boneless primals
of livestock 621,068 t DWT of other boneless beef
I 410,082 t DWT of beef carcases
61,141 t DWT of beef offals
41,196 t DWT of other by-products
I 569,498 t DWT of rendered by-products
6.9 million cattle hides
- . 1.1 million calf skins
I Table 20 presents physical and financial transactions for local and export cattle
X abattoirs. '
l TABLE 20 : SUMMARY OF PHYSICAL AND FINANCIAL RESULTS FOR
THE CATTLE ABATTOIRS SECTOR
l A. _DPHYSICAL
. . Other Rendered
Throughput Inputs Boneleas Bonelesa Carcases Offals By Ca:tle calf By~
l Subsector No. ('000 t Dwr) Primala Other Products Hides Skina Products 1
{*000) {'000 t) {('000 t) ('000 ) {to00t) (*001 ) (*300) {*000) -{(*000 r}
'1: DT IWT DT Qutputs _DIT T DT
_:I‘Otal 8,062 1,771 7490 621 410 61 41 6,173 1,089 569
- Bxport Abattoirs 5,370 1,361 749 621 - 53 35 5,170 - 498
l Doamestic Abattoirs 2,692 410 - - 410 9 6 1,503 1,089 12
B. PINANCIAL (§ million)
Cattle Inouts Prom Qutouts To Value
Subsector Throughput Other Other valus Added/
_(*000) Sectors _ External Total Sectors Bxternal Total. Addedl Head ($)
Total 8,062 3,937 1,271 5,208 4,929 285 5,214 6 0.76
Bxport Abattoirs 5,370 3,044 1,041 4,084 3,848 250 . 4,091 It 2.55
Domestic Abattolrs 2,692 893 239 1,123 1,081 35 1,116 -8 -2.82
A Outputs are greater than inputs in terms of weight because lives:ock inputs are specified as
dressed weights. In fact, livestock enter the abattoir as liveweight with the difference in
weight contributing to offals and by-products as outputs.
I B4 AACM INTERNATIONAL
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The main differences between local and export abattoirs are:-

()  External costs per head processed (excluding livestock) are estimated to
be about, $194 for export abattoirs and about $86 for domestic abattoirs.
This difference reflects the extra labour and packing materials used in

boning cperations at export abattoirs, and the large proportion of calves
in domestic abattoir throughput.

(i1) When the cost of by-products recovered are deducted, the per head
processiag cost declines to'$40 in domestic abattoirs and $67 in export
abattoirs. By-products are worth about $46 per head for domestic cattle
($86-$4() and $127 per head for export cattle ($194-$67).

Value Added

Total value added ia the cattle abattoir sector is estimated to be about $6 million.
This reflects the generally low profits earned by abattoirs, and is the reason for the
rationalisation that has occurred in recent years. Costs, income and value added
per kg of carcase weight processed are estimated to ba:-

$/kg DWT
Costs - livestack 2.223
- Cther costs 0.718
- total costs 2.941
Income - rneat and offals 2.560
- by-products 0.384
- total income 2.944
Net Value .Added 0.003

Very small movements ir. livestock prices have a big impact on net value added in
the cattle abattoir sactor. For example, an increase in cattle prices of less than $1
per head without a proportionate increase in beef prices would eliminate the
0.3 cent/kg margin, convarsely a $1 decrease in cattle prices would more than
double the margin. Since the 1989/90 update cattle prices have increased six
percent. Since short-terma fluctuations of this magnitude are commonplace, and
much larger fluctuations occur over longer periods, investment in the beef abattoir
sector is highly risky. Whilst average returns can be reasonable in the long run,

substantial financial resources are required to sustain operations during periods of
low or negative returns.
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5.1.3 Sheep Abattoirs

Almost all sheep are slaughtered in abattoirs which also process cattle. While sheep
processing costs up to the point of a dressed carcase do differ between abattoirs, the
major cost variations depend on whether abattoirs produce carcases for the domestic
trade or bone carcases for export. The sheep abattoir model described as "mixed
export” is assumed to bone out about 70% of carcases, whereas the "mixed domestic"
sheep abattoir is assumed to process mainly lambs and only bone out about 18% of

carcases. Over the entire sheep and lamb slaughtering sector, about 42% of animals
slaughtered are boned out.

Tally systems are used to determine dressing chain and boning room manning, with
the tally depending on the Industrial Award which is apolicakle to particular plants.

As in beef plants, the tally only applies to skilled labcur ard the total number of
employees is much greater than the employees on tally.

Traditionally, all plants processing sheep used on-the-rail dressing systems with the
skin being removed manually from the carcase whilst it was suspended by the hind
legs from a rail. A recent innovation is the inverted dressing system based on skin
removal with the carcase suspended by the front legs. This has allowed the
introduction of a number of mechanical skinning aids which, in turn, have resulted
in increased tally. In some plants which have adopted the inverted dressing system,
a tally in excess of 100 sheep per man per day has been negotiated. However, the

greatest advantage of the inverted dressing systemis the reduction in the number of
unskilled labourers. ’

The model selected for both export and domestic processing has been based on

benchmarking data that includes both the traditional aad inverted dressing
systems.

The processing speed on a sheep chain is generally set by the time needed to
complete the inspection of carcases, heads and viscera. Most chains are capable of

processing in excess of 3,000 sheep per day, but are limited to between 2,800 and
3,000 by the inspection requirements.

The breakdown of cost categories for domestic and export sheep abattoirs is shown
in Table 21.

Details on each cost item are the same as those used in the beef abattoir model
explained in Section 5.1.2.
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I TABLE 21 : EXTERNAL INPUTS PURCHASED BY THE SHEEP

ABATTOIR SECTOR
($ million)
‘ % of % o % of
Cost Item Total/a Total Export Totzl Domestic Total
- Cost " Export Domestic
Cosr, Cost
Labour 227 57.9 139 57.9 89 57.9
i Packaging and Transport 19 5.0 9 3.9 10 6.6
Services 33 8.5 25 10.3 9 5.7
AQIS 15 3.8 10 41 5 3.3
AMILC 18 4.5 6 2.6 12 7.5
Consumables 8 2.0 5 2.2 3 1.7
General 28 7.2 17 7.0 12 7.7
I Interest 9 2.3 6 2.6 3 1.9
Repairs 35 8.8 23 9.5 12 7.8
I Total 392 100.0 239 100.1 153 100.1
2/ Differences due to rounding. .
I R Linkages With Other Sectors

. Tables 5, 26 and 27 in Annex 7 show in detail the inputs and outputs for the export
and domestic sheep.abattoirs and for the total sheep slaughtering sector. The total

cattle abattoir sector shows very strong forward and backward linkages with the
other industry sectors:-

(i)  The sheep abattoir sector generates about $1.09 %illion in total outputs
of which 96% pass forward to other sectors where ‘urther value is added.
B The values of products moving forward to otaer sectors are:-

$ 125 million to OMP,

$ 131 million to tanneries,

$ 119 million to wholesalers,
$ 269 million to retailers, and
$ 405 million to exporters.
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(i) The physical inputs and outputs include':-
Inputs - Cutputs

661,700 t DWT 298,546 t DWT of boneless meat
of livestock 363,154 t DWT of sheep/lamb carcases
19,822 t DWT of sheep offals
33,085 t DWT of other by-products
94,312 : DWT of rendered by-products
13.1 million lamb skins
20.2 million sheep skins

Table 22 presents physical and financial transactions for local and export sheep

abattoirs and reveals some significant differences between the two sheep abattoir
models. In particular:- :

(1) External costs per head processed (excluding livestock) are estimated to
be $15.05 for export sheep abattoirs and $8.83 for domestic sheep

abattoirs This difference is due to higher boning room costs in the
export operations.

- -

. (i) When tte costs of skin and by-produci recovery are deducted, the
average cost of sheep processing falls to $8.07 for export sheep abattoirs

head for sxport abattoirs ($15.06-$8.07) and $6.35 per head for domestic
abattoirs ($8.83-$2.48).

TABLE 22 : SUMMARY OF PHYSICAL AND FINANCIAL RESULTS FOR
THE SHEEP ABATTOIRS SECTOR

"_A. PHYJICAL

2 Throughput Irputa Boneleas  Carcages Offala Cther Sheep Lamb Rendered

B Subgector No. (000 t DWr) Heat By-Products Skins Sxins By-Products
{'000) {*000 t) (000 t) ('000 t) ('000 t) ('000) {*000) ('000 t)

- . 4 DT _DWT__ cutputs DWT

Total 33,239 -1 299 363 20 33 20,186 13,054 74
Bxport Abattoirs 15,898 325 231 94 10 16 12,635 3,262 57
Darestic_Abattoirs 17,342 33 58 259 10 17 7,550 9,791 37

B. PINANCIAL ($§ million)

Sheep Inouts Prom . Qutputs To : Value
Subgector Throughput Othur Other Yalue Added/
(*000) Sectuors Exzernal Total  Sectors External Total Added Head ($)

Total 33,235 Si6 392 918 1,048 46 1,094 176 5.31
Rxport Abattoirs 15,898 2nl 239 440 467 28 495 55 3.45
Doestic Abattoirs 17,342 3.5 153 478 581

pX:] 599 122 7.01

Outputs are gre: ter then inputs in terms of weight because livestock inputs are specified as
dressed weights In fact, livestock enter the abattoir as liveweights with the difference in
weight contributing to offals and by-products as outputs.

I and $2.483 for domestic sheep abattoirs. By-products are-worth $6.99 per
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Value Added

Total value added in the sheep abattoir sector is estimated to be $176 million, of
which nearly 70 percent comes from domestic abattoir operations. Costs, income
and value added per kg carcase weight processed are estimated to be:-

$/kg DWT

Costs - livestock 0.794
- other costs 0.593

- wotal costs 1.387

Income - :meatand offals 1.358
- by-products 0.296

- wotal income 1.654

Net Value Added 0.267

As with cattle, very small movements in costs or prices can have a big impact on the
net value added in the sheep abattoir sector. Since the 89/90 update sheep prices

have dropped more than 20 percent, this has had a major impact on the net value
added.

5.2 THE OTHER MEAT PROCESSING (OMF) SECTOR

5.2.1 General

This sector represents @ combination of meat processors, including those which
produce:-

* pet food;

* sausages;

e emulsified praoducts (frankfurts, devon, etc.);
* hamburgers; and

other products (canned meats; continental smallgoods; corned, salted
and roasted beef; and meat pies).

OMP as defined sx¢ludes boning rooms which operate independently from abattoirs.

These boning rooms are considered as part of the abattoir sector, even though their
location and ownership are separate.

5.2.2 Linkages with Other Sectors

External Inputs

The cost of manufacturing processed and prepared meats was obtained by
combining costs for produ.cers of the products listed in Section 5.2.1. Table 23 shows
the total costs for processing beef and sheepmeats into outputs from the OMP sector.
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TABLE 23 : EXTERNAL INPUTS PURCHASED BY THE OMP SECTOR

($ million)

Cost Item ' Cattle Sheep
Raw Materials (Excluding Meat) 66 81
Labour 16 16
Services 18 17
Packaging 26 41
Transport 9 14
Overheads 12 15
Total 147 183

These costs include the cost of manufacturing and incidentais, but not marketing
expenses. An allowance for marketing expenses and other costs which do not vary

with the level of output is made in overhead costs. Cost calculations are based on
dressed weight (DWT) equivalents.

Cattle

The cattle OMP sector purchases $235 million worth of beef and beef by-products
from the abattoir sector. This represents only 4.5% of the total value of abattoir
outputs but, given the low margins earned by abattoirs, this is still an important
source of income for the cattle abattoir sector. In physical terms, these purchases
consist of the equivalent of 109,000 DWT tonnes of bonelzss beef, 1,300 DWT tonnes
of offal and 41,200 DWT tonnes of "other by-producis” (refer Table 7 for the
composition of other by-products). Table 24 shows that total onitputs from the sector
are valued at $477 million per year and consist of:-

Tonnes DWT 3 Million
Pet food 163,229 156
Sausages and smallgoods 62,544 202
All other' 32.175 119
Total 257,948 477

All other includes continental goods; corned, salted and roast beef: meat pies; canned meat
products; and hamburger meat.
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TABLE 24 : SUMMARY OF PHYSICAL AND FINANCIAL RESULTS FOR
CATTLE OTHER MEAT PROCESSING SECTOR

A. PHYSICAL

Qutputs (L) DWT

laoputs

Sausages Pet Bmlsified Hamburger Aldl

* {t Dwr} Pood Producta Heat Other
Boneleas Beef 1¢8,603 16,396 36,007 42,320 - 30,045
Other By-Producta 41,196 3,827 123,464 -~ - 1,857
Ooffala 1,254 - 3,758 - - 171
Total 181, 063 20,324 163,225 42,320 ~ 32,175
B. PINANCIAL ($ million)
_Inputs Proam Qutputa To

Cther Other value

Sectors Bxternal Tctal Sectors Bxternal Total Added
235 147 382 65 411 477 95

Sheep

Table 25 shows that the sheep OMP sector purchased $125 million worth of

sheepmeat and sheepmeat by-products from the sheep abattoir sector.

This

represents 11% of shee) abattoir output, and consisted of the equivalent of 106,533
DWT tonnes of boaeless mutton, 7,317 DWT tonnes of offal, and 33,085 DWT tonnes

_of other abattoir by-products.

Total outputs from the sheep OMP sector are valuad at $415 million and consist of:-

"Tonnes $ Million
Sausages and other emulsified goods 60,586 196
Pet food 152,266 143
Other proiucts’ 14,367 54
Total 201,691 396

Includes canried meats; continental products; canned, salted and roast meats; and meat

pies.
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TABLE 25 : SUMMARY OF PHYSICAL AND FINANCIAL RESULTS FOR
SHEEP OTHER MEAT PROCESSING SECTOR

A. PHYSICAL

Outputs (t)
Inputs Sausages Pet Emulsified Jdther
(t) Food Products Products

Bonelass Mutton 106,533 15,666 56,384 24,049 14,364
Offals . 7,317 732 10,965 5,017 -
Other By-Products 33,085 - 74,918 15,126 -
Total 88,25% 16,395 152,266 44,191 14,364
B. FINANCIAL ($ million)
Inputs From Outputs To

Other Other V'alue
Sectors External Total Sectors External Total ldded

125 183 307 53 343 396 N T _

5.2.3 Value Added

The shortage of reliable data on the OMP sector, the diversity of meat and non-meat ingredients
used, and the necessarily large number of assumptions and "guesstimates”. make the estimation
of value added in the OMP sector less reliable than for the other sector;. Other meat processing

is essentially a salvaging operation which converts othenvise unsaleable material into
marketable products.

53 THE TANNERY SECTOR

5.3.1 General

Hides and skins are the most important single by-product of the .abattoir sector. They contribute
just under 45 percent of the total by-product income for cattle slaughtering and 60 percent of the
by-product income for sheep. The tanning industry purchases rew hid:s from the cattle abattoir
sector in fresh or salted/dried form and converts them to serai-prosessed forms or finished -
leather. However, some hides and most lamb and sheep skins, and calf skins, are salted or dried:
and exported in unprocessed form. In many cases, abattoirs diy or salt sheep and lamb skins
before export by dealers. The model includes this activity (drying/saliing) in the tannery sector
in order to estimate the value added. A new development in the sheep model is the emergence
of the fellmongery sector where the wool is taken from the skin and fuzther processing occurs.

53.2 Cattle Hides

The various forms of cattle hides include green hides (ie. raw), salted or brine cured hides, dried
hides, pickled hides, wet blue hides, crust leather and finished leather The model analyses the
conversion of green hides to salied or dried hides; to wet blue hides; and to finished leather.

The quantity of hides converted to other forms is not signifizant and is not included in the
model.

Hides are cured at abattoirs by stack salting, brine curing or drum salting. Salted hides are then
converted to semi-processed or finished leather, or exportcd to overseas tanneries. An
increasing number of green hides are being processed directly ta the wet blue stage to avoid the

N
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overseas tanneries. An increasing number of green hides are being processed
directly to the wet klue stage to avoid the cost of salting. This has resulted in the
construction of wet blue plants in close proximity to abattoirs. The wet blue process
is capital-and not lahour-intensive and prices are cornpetitive on the world market.

Table 26 breaks down the external inputs to the cattle tannery sector. Wet blue
operating costs include labour, freight-in, chemicals, services, handling, packaging,
repairs and mainter.ance, selling costs and freight-out. Wet blue fixed costs include
supervision, administration, debt and working capital interest, insurance, etc..
Leather processing -osts include wet blue hide costs, freight-in, chemicals, labour,
services, etc.. Fixed cost items are similar to those for wet blue operations.

TABLE 26 : EXTERNAL INPUTS PURCHASED BY THE CATTLE

TANNERY SECTOR
($ million)
Cost Jtems Cost % of Total

($ millior)
Freight 3.1 1.9
Processing 82.2 50.3
Shipping 10.4 6.4
Commission i0.9 6.7
Selling Costs 2.2 1.4
Labour 42.0 25.7
Overheacds 12.6 N
Total 163.4 100.1

Just over 20 percent of hides are processed to the finished leather stage - the
remainder are exported unprocessed, or semi-processed to the wet blue stage (19%)
and then exported.

Table 27 shows thai: tanrers purchase almost all the cattle hides produced by the
abattoir sector at a total cost of $358 million. All sales are external and total $606

million which repressnts 6% of the external income generated by the cattle and beef
industry.
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TABLE 27 : SUMMARY OF PHYSICAL AND FINANCIAL RESULTS FOR

CATTLE TANNERY SECTOR
" A. PHYSICAL
Outputs
Inputs Wet Blue Pinished galted Calf Salted Total
{'000 hides) Hidea Leather Skins Hides Plecea
(*000} {'000) ('000) ('000) ('000)
Raw Cattle Hidea 6,973 1,523 1,635 - 3,815 6,973
Raw Calf Skins 1,089 - - 1,089 - 1,08%
Total 8,062 1,523 1,635 1,088 3,815 8,062
B. FINANCIAL ($ million)
Inputa Pram outmits To
Other Other Value
Sectors Bxternal Total Sectora Bxternal Total Added
358 163 521 - £06 6§06 85

The cattle tannery sector generates net added value of $85 million in the process of

transforming raw hides worth $358 million to manufactured products worth
$606 million.

5.3.3 Sheep Skins

Utilisation of Australian shespskins has been based on the waol recovered from the
skin. Currently the vast majority of skins are exported ia a dried or salted condition

where the prime objective is wool recovery. Sheep and lamtb: skins can be divided
into six categories:-

(1)  Air Dried.
(11)  Drum Salted.
(1)  Pickled.
(iv) Tanned - Wool-On.
(v) Tanned - Wool-Off.
(vi)  Fellmongered (wool removal).

Table 28 shows the average external input costs of the various skin processing
techniques. All costs are similar to those detailed for the cattle tannery sector.
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TABLE 28 : EXTERNAL INPUTS PURCHASED BY THE SHEEP TANNERY

SECTOR
($ million)
Cost Jtems Cost % of Total
($ million)

Processing 454 37.7
Shipping 10.5 8.7
Commission 9.3 7.7
Freight and Handling 7.5 6.2
Packaging 2.7 2.2
Labour 32.4 26.9
Overheads 12.6 10.5
Total 120.4 99.9

Table 29 shows tha> the sheep tannery sector (which includes salting and drying
activities) purchases skins worth $131 million from the sheep abattoir sector:
Average price for skins was just under $4 for both lamb and sheep skins (cf. $5.50

89/90) . Just over 10% of skins are now fellmongered onshore and this trend seems
set to continue.

All sales from the sheep tannery sector are externa!l (ie. to consumers outside the
meat and livestock industry) and amount to $277 million. This represents 10% of
total external non-wool income for the sheep industry. The sheep tannery sector
generates net value added of $25 million in the process of transforming raw material
worth $131 million to preserved and manufactured products worth $277 million.

TABLE 29 : SUMIMARY OF PHYSICAL AND FINANCIAL RESULTS FOR

A. PHYSICAL
Qutputs
Inputs Wool on Pellmongered 3alted Dried Total Pellmongered
(*000 skina) Tanned Skins Skina skins Skins Pleces Fool
{r000) {*000) {'000) (*000) ('000) {000 kg)
Sheep skins 24,186 1,817 2,321 5,470 6,782 16,350 3,250
Lamb skins 11,054 1,501 992 1,438 6,083 13,014 1,389
Total 3.1,239 3,318 3,313 3,908 12,866 29,405 4,639
B. FINANCIAL ($ miliion)
Inputa Prom Cutputs To

Other Other value
Sectors Bxternal Total Sectora Bxtarnal Total hdded
131 120 251 - 277 277 25
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6. MARKETING SECTORS

6.1 THE WHOLESALE SECTOR

6.1.1 General

Meat wholesalers provide a link between abattoirs and retail butcher shops. The
model treats the wholesale sector as a "buyer” of meat from the abattoir sector. In
reality there is often no change in ownership between the two sectors as some
wholesalers purchase livestock and process them through service abattoirs. In order
to calculate value added in the abattoir sector, it wias necessary to estimate a
transfer price between the abattoir and wholesale sectors (ind between abattoirs
and exporters where the same principles apply). Only in New South Wales where
there is a wholesale meat market can these prices be estimatzd, and in the absence
of other reliable information these prices were used Jor the sector as a whole.
Operating costs include all freight, labour and packaging.

The wholesale sector handles carcases which it buys from abattoirs and delivers to
food service outlets, butcher shops and supermarkets. For bezf, about a third of the
value of wholesale turnover is boneless beef. About two-thirds of wholesale sales are
to'the food service sector (restaurants, fast food outlets, institutions etc). One-third
of the beef trade thereforz consists of sales of beef to retail butchers and
supermarkets. Two-thirds of sheepmeat wholesaling cor.sists of lamb carcases.

6.1.2 Beef Wholesaling

Table 30 shows the estimated physical and financiai trarsactions for the beef
wholesale sector. Wholesalers buy $583 million worth of heef from the abattoir
sector. About $101 million of this is beef carcases ani offsls and the remainder

boneless beef. The total quantity of beef handled by wholesalers is estimated to be
220,000 tonnes (DWT).

Beef sales from wholesalers to retailers are estimated o total about $239 million,
and to the food service operators about $470 million. Total sales of $710 million
represent an average 22% mark-up on ex-abattoir prices.

Wholesalers add value to beef by boning out, storing, iransporting it to butchers,
and combining beef from different sources so that butchers obtain the mix of
products their customers dernand. This basic trading activity adds 22% to the ex-
abattoir value of beef and generates a net value added of $24 million, or 1% of beef
industry value added.

€6.1.3 Sheepmeat Wholesaling

Table 31 shows estimated transactions between the sheepmeat wholesale sector and
other sectors. Wholesalers buy about $119 million werth of sheepmeat from the
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abattoir sector with she majority in carcase form. The cost of meat inputs represent
91% of total wholesaler costs.

Sheepmeat sales from wholesalers to retailers total 3115 million. Sheepmeat worth
$35 million is sold by wholesalers to the food service sector.

TABLE 30 : SUMMARY OF PHYSICAL AND FINANCIAL RESULTS FOR
THE BEEF WHOLESALE SECTOR

A. PHYSICAL

Cutputs (t)
Inputs Bonelesa Carcaaes offal Othex sones Totai
(t DWT) Primal Other Retalil and Cutputa
Heat Pat

Bonelesa Primals 122,713 49,944 - - - 72,769 - 122,713
Boneless Other 55,896 - 55,896 - - - - 55,896
Carcases 41,506 - - 18,553 - 19,757 9,517 41,506
Offals 817 - - - 887 - - 863
Total 221,002 49,944 55,896 18,553 887 92,526 9,517 221,002
B. PINANCIAL ($ million) - -
Inputs Prom A Outputs To T

Other Other talue
Sectors Bxternal Total Sectors External Totral added

583 103 686 239 470 709 24

TABLE 31 : SUMMARY OF PHYSICAL AND FINANCIAL RESULTS FOR
THE SHEEP WHOLESALE SECTOR

A. PHYSICAL

Outputs (t}
Inpuzs Retail Retail Retail Ozher Bones Total
{t) (Dwi) Borne:less Carcases offals Aetall and outputs
Heat Pat %

Boneless Meat 26,892 2,.66 - - 24,526 - 26,892
Carcases 58,956 4,:.17 44,158 - 1,217 6,426 58,956
Offala 2,022 - - 2,032 ~ - 2,032
Total 74,434 5,-00 44,158 2,332 19,480 6,326 87,360
B. PINANCYAL ($ million!
Inputs Prom _ Outputs To

Other Other Value
Sectora Rxternal Total Sectors External Total Added

118 11 130 115 3s 150 21
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6.2 THE RETAIL SECTOR

6.2.1 General

The model includes two retzil subsectors - butcher sheps and supermarkets. The
approximate allocation of baaf and sheepmeats (excliding offals and sausages)

between butchers and superraarkets is:-

Beef
Tcanes % of
Butchers 243,971 58.9
Supermarkets 156,594 411
Total 4:)3,685 100.0

6.2.2 Beef Retailing

- Sheepmeat .
Tennss % of
128 445 58.3
921 967 41.7
220412 100.0

Table 32 shows that retail bezf sales, including beef saurages and offals, total about

$2.6 billion of which $1.6 Liilion passes through butchers.

This represents an

average butcher shop turnover (from beef) of $274,39G per anvum or $5,280 per

week.

The estimated quantity and velue of butchers' beef sale:: are:-

Butcher Shops Average Beef
‘otal Beef Product Saiss _Sales per Shop ($)
{Tonnes DWT) (3 millio1} dnaual Weekl
Retail Cuts 157,418 1,277 413,275 4217
Sausages, Mince, etc. 69,375 3145 54,203 1,042
Offals 1,382 3 781 15
Bones and Fat 9121 i 133 _3
Total 237,296 $1,594 274,392 $5,277
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TABLE 32 : SUMMARY OF PHYSICAL AND FINANCIAL RESULTS FOR
THE BEEF RETAIL SECTOR

A. PHYSICAL

Qutputs (DWT t)

nputs Retail Sausages & Offala Bones &
(VWT t) Cuta Mince Fat
Total Sector
Boneleas Primals 211,556 199,540 - - -
Carcases 24,137 142,036 84,324 - 11,024
Offals 2,022 - - 2,022 -
Sausages 10,224 - 19,82¢ - -
Total 438,856 341,566 104,144 2,022 11,024
Butchers
Boneless Primals 38,627 67,941 - - .
Carcages 170,344 118,520 74,036 9,143
Offala 1,382 - - 1,382 -
Total 211,077 186,460 74,934 1,382 9,199
Supermarkets
Boneleas Primals 132,929 131,600 - - -
Carcases 33,795 23,506 10,289 - 1,825
Offala 640 - - 640 -
Sausages 10,224 - 19, 82¢ - -
Total 137,588 155,106 30,108 _ 640 1,825
B. FPINANCIAL ($ million)
Inputs From _ Qutpu:s To
- O her Cther Value
- Sec:tors 2xternal Total Sectors Bxtemmar Total Added
Butchera 632 773 1,405 - 1,5%% 1,598 193
Supermarkets 488 358 947 - 1,00¢ 1,009 §2
Total 1 221 1,131 2,352 - 2.607: 2,607 255

Total supermarket beef zales of about $1 billien consist of:-

Retail Cuis

Sausages, Miace, aic.

Offals
Bones and Fzet
Total

Supermarket
Total Beef Produst Sales
(DWT Tonnes; ($ rillion)
155,106 894
30,108 112
640 2
_1.825 02
187,588 1,009

Retailing is a higl value-added activity and the trend towards selling more
elaborately prepared meats suggests that value added will increase in the future.
Total retail sales of $2.6 billion are the channel tkrough which 34% of the beef

industry's non-milk :xternal income is obtained.

Whilst gross value ::ddec is high (114% c£.109% 84%30), so too are costs. Average
costs and margins for buichers and supermarkets (rom retailing beef) are detailed

in Table 33.
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TABLE 33 : AVERAGE COSTS AND MARGINS FOR RETAILING BEEF

Total

Butchers Supermazkets  Sector

Total Sales ($ million) 1,598 1,009 2,607
Less: Cost of Beef Purchased ($ m) 632 538 1,221
Retail Operating Costs {($ m) 678 338 986
Sub-Total ($ m) 1,310 835 2,206

Total Gross Margin ($ m) 298 113 411
Gross Margin/kg DWT ($) 1.20 0.30 0.93
Gross Margin % of Sales 18.6% 11.8% 15.8%
Fixed Costs (3 m) 94 30 144
Total Net Margin g/ ($ m) 193 39 255
Net Margin/kg DWT ($) 0.80 0.33 0.60
Net Margin % of Sales 12.1% 6.:% 9.8%

a/ Equivalent to net value addec.

Net value added for the retail beef sector is estimated to be about $255 million
which is 9% of total value acided for the beef industry.

6.2.3 Sheepmeat Retailing

Table 34 shows that retail sheepmeat sales, includirg sheepmeat sausages and
offals, total about $1.3 billion of which $749 million is hancled by butchers. This
represents an average butcher turnover from sheeprreats 3f about $129,000 per
annum or $2,475 per week. Summarised sheepmeat sales dzta for butchers are as

follows:-
Butcher Shops Average Sheepmeat

Total Sheepmeat Saes Sales per Shop ($)

(DWT Tonnes) ($ millim) A-mual Weekly

Retail Cuts 100.082 581 191,428 1,951
Sausages and Mince 37,825 155 26,602 512

Offals 1,991 4 652 13

Bones and Fat 1.805 0.2 26 0.51

Total 137,696 $745 $128,708 $2,476
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TABLE 34 : SUMMARY OF PHYSICAL AND FINANCIAL RESULTS FOR
THE SHEEP RETAIL SECTOR

A. PHYSICAL

Outputa (DWT t)

Inputsa Retall Sausages & 0itals Bones &
(EMT ) Cuts Mince Pat
Total Sector
Boneleas Meat 12,722 12,555 - - -
Carcases 2¢7,690 158,883 57,040 - 3,115
offals 2,633 - - ,581 -
Sausagea 5,604 - 15,448 - -
Total 218,650 171,478 72,488 2,581 3,115
Butchers
Boneleas Meat 8,096 8,015 - -
Carcagea 120,343 92,067 37,825 - 1.80S
Offals 2,032 - - 1,991 -
Total 10,477 100,082 37,825 1,991 1,805
Supermarkets
Boneless Meat 4,626 4,580 - - -
Carcases £7,341 66,816 19,215 - 1,310
Offals 601 - - 589 -
Sausages 15,604 - 15,448 - -
Total 1(8,173 71,396 34,663 389 1,310
B. PINANCIAL ($ million® _
Inputa Prom Outputs To
. Otaar Other Value
Sec:iora External  Total Sectors Rxternul Total Added
Butchers 243 405 624 - 749 749 126
Supermarkets 2.7 270 487 - S20 540 52
Total 415 675 1,111 - 1,289 1,289 178

Total sheepmeat sa.es from the supermarket subsector of about $540 million
consist of:-

Supermarket

Total Sheepmeat Sales
(Tonnes DWT) ($ axdidion)

Retail Cuts 71,396 117.5
Sausages and Mince 34,663 20.

Offals 589 .2
Bones and Fat 1,310 01
Total 107,959 339.6

The gross value added thryugh sheepmeat retailing r=presents 195% of the value of
sheepmeat purchased by the total sector. Total reta:l sales of $1.3 billion are the

channel through which 47% of the sheep industry's non-wool external income is
obtained.

Average costs and margins for butchers and supermarkets which retail sheepmeat

. are estimated in Tabe 35.
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TABLE 35 : AVERAGE COSTS AND MARGINS FOR RETAILING
SHEEPMEAT

. ‘ _ Butchers  Superm.arkets Total Sector

Total Sales ($ million) 749

5:0 1,289
Less: Cost of Meat Purchased ($ m) 219 217 436
Retail Operating Costs (3 m) . 313 2(4 517
Sub-total ($ m) 532 471 953
Total Gross Margin ($ m) 218 118 337
Gross Margin/kg DWT ($) 1.67 1.8 1.41
Gross Margin % of Sales 29% 22% 26%
Fixed Costs ($ m) 92 £6 158
Total Net Margin ($ m) a/ 126 €9 178
Net Margin/kg DWT($) 0.96 0.8 0.75
Net Margin % of Sales 17% 10 7% 14%
a/ Equivalent to net value added.
- Net value added for the retei' sheepmeat sector is estimated ‘o te $178 million.

-

6.3 THE EXPORT SECTOR

The overall importance of t1.¢ export sector in the Australiia Meat and Livestock
Industry is demonstrated belyw:-

Cal ie Sheep

¥

Indutry Industry  Total
Exports ($ m) 3269 761 4,030
Domestic Meat Sales ($ m) 2,606 1,289 3,895
Total External Sales excluding Milk and Wool ($ m) 7,668 2,751 10,409
Exports % of Total Sales excludiag Wool and Milk 42% 28% 39%
Exports % of Total Meat Sales {ziciuding by-products) SE% 37% 51%

These figures indicate that, exclnding milk and wool, the .attle industry is more
dependent on exports than the sheep industry. The tot:l ind 1stry (cattle and sheep)
obtains 74% of its total inco:re, and 81% of its export in:ome, {ri.m beef.

The export sector as defined excludes the export of hidss, skins, dairy products and
other by-products. Where these items are exported, they ars assumed to move

directly from the sectors it which they are produced withcut passing through an
exporting sector.

L
I 6.3.1 General
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In a change to how export costs are measured, the export meat sector incorporates
all activities in the movement of meat from abattoir, to the point where the products
are loaded onto ships for overseas destinations. At this point ownership is assumed
to pass to foreign enfities (at the FOB' value) and the goods are considered to have
left the sector. For livestock exports, costs are measured to the point where livestock
arrive at overseas destinations (at the CIF value).

It is recognised that this is a simplification of the true picture. Meat or livestock can
change hands several times between the abatteir or farm, and the point of overseas
delivery. In some cases the abattoir sector retains ownership up to the point of

delivery. In other cases Australia-owned entities add further value by processing
and/or distribution ir: overseas markets.

Two subsectors form the export sector - one involves meat and the other live animal
exports. Beef exports are the most important and generate 96% of the gross cattle
export income. The equivalent figures for sheepmeats, and the total Meat and
Livestock Industry, are 62% and 89%, respectively.

Extermal Inputs

Table 36 shows the breakdown of external costs for the cattle and sheep export
sector.

TABLE 36 : EXTERNAL INPUTS PURCHASED BY THE EXPORT SECTOR

($ million)
Meat Export _ Live Export

Cost Item Cattle Sheep Cattle Sheep
Freight and Handling 12 15 13 10
Insurance - - 1 9
Shipping Costs - Live - - 26 111
Interest 43 8 2 6
Levies 26 8 0.3 - )
Quarantine - . 4 3
Commission 4] 5 -
Contract Shearing - - - 4
Fodder/Agistment/Feedlotting Cost - - 4 31
Total 122 49 50 174

" FOB = Price + the cost of fre:ght on board (FOB) the ship

2 . . . . . . . . .
CIF = Price + insuran:e + freight (insurance and freight insurred in shipping meat and
livestock overseas).
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6.3.2 Live Cattle and Beef

The export focus of the Australian beef industry is highlighted by the fact that beef

export income is 43% of total industry income (excluding milk) and 56% of total
l meat income (excluding by-products).

i Live Cattle

This subsector handles about 193,000 cattle per annum (2.3% of turnoff). The main
destinations are in Asia. Average CIF value per hezd is zstimated to be $682,
yielding a total export income of about $131 million. Total costs are $123 million of
which 60 percent represents the cost of livestock purcaases Shipping makes up
most of the external costs. Net value added post farm gate is estimated to be about
$8 million per annum or $43 per animal. This compares with an average value
added of $58 per head for beef passing through the domestic and export beef

I marketing channels.

Beef Exports

_ Table 37 shows that total exports of beef products (at FOB values in 1991-1994)
averaged $2.84 billion and consisted of-

Quanftity % of Estimated % of
Product (000 t DWT) Quantity Yaluz($ m) Value

| Boneless Primals 466 39.0 1,152 51.2
Boneless Other 457 38.2 318 28.8

Beef Carcases 183 15.3 135 15.3

Beef Offals 58 _48 _ i35 47

Total 370 100.0 2,337 100.0

TABLE 37 : SUMMARY OF PHYSICAL AND FINANCIAL RESULTS FOR

I THE CATTLE EXPORT SECTOR

A. PHYSICAL

outputs (000 t DWT)
Inputs Boneless
{'000 t CWT) Primals

Uive Cattle
{'000 hd)

Bonelesa
Other

Carcases (Offals

Boneless Primals 466 466 -
Boneless Other 457 - 457
Carcases x83
Offals 58
Live Cattle ('000 hd)

183 -
. - - 53
192.9 - - - - 19

[ I T ]
v

B. PINANCIAL ($ million)

Inputs Proa

Qutputs To
Other Cther Value
Sectors Exte:rnal ‘otal Sectors Bxternal Total Aaded
Live Cattle 73 54 123 - 131 131 8
Beef 2,837 120 2,960 3,138 3,133 L7
]
y ‘Total 2,910 172 3,082 3,269 3,263 L87
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The cost of exporting beef on a FOB basis averaged 14 cents’kg and totalled $122
million. Total value added from beef exports is estimated to be about $179 million
which represents 6% of total export sales or 21 cents/kg of shipped weight.

6.3.3 Live Sheep and Sheepmeats

Live Sheep

The live sheep subsertor handles about 4.8 million sheep annually (13% of turnoff)
of which most are shorn Merino wethers for the Middle East. Average CIF values
are estimated to be $57 per head yielding a total income of about $293 million
(including $15 million in wool). Total costs are about $254 million of which 31%
represents livestock purchases and 69% external costs most notably shipping and
feeding costs. Net vaiue added post farm gate is estimated to be around $38 million,
equivalent to about $7.92 per sheep exported.

Sheepmeat Exports

Table 38 shows that 2xports of sheepmeats between 1991 and 1994 averaged $469
million per year and consisted of:-

Quantity % of Estimated % of
Product (000t DWT) Quantitv  Value ($ m) Value
Boneless Sheep:neat 159 51.3 185 394
Sheepmeat Carcases 141 455 268 57.2
Sheep Offals 10 _ 3.2 16 34
Total 310 100 469 10

The cost of exporting sheepmeats on a FOB basis averaged 13 cents’kg DWT to total
$40 million. Total value added is estimated to be around $23 million which is 5% of
total export sales or 7 5 cents/kg DWT.

TABLE 38 : SUMMARY OF PHYSICAL AND FINANCIAL RESULTS FOR
SHEEP EXPORT SECTOR

A. PHYSICAL

Qutputs ('000 t DWT)

Irputs Bonelesa Carcases Otfala Live gheep
(*00C t DWT) Sheepmeat {'000 hd)
Bonelesa Sheepmeat 1¢9 159 - . -
Carcagea 141 141 K -
offals 10 - - 19 -
Live gheep (No. Head) 4,835 - - - 4,835
B. PINANCIAL ($ million)
Inpyts Prom Qutputs To
Othar Cther Value
Sectors Rxternal Total Sectora Externai Total Added
Live Sheep 83 174 254 - 293 293 38
Mutton and Lamb 405 40 445 469 469 23
Total 485 214 700 - 761 761 62
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