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Australian markets for pigs and pigmeat

The pig and pigmeat industry consists of three sectors: pig production, primary pigmeat processing in abattoirs and boning rooms, and secondary processing (manufacturing) of ham, bacon and smallgoods. The industry produces fresh pigmeat (fresh pork) and processed pigmeat products. This chapter outlines the markets for pigs and pigmeat in Australia. It describes pigmeat products produced and sold on the Australian market, the main trends and characteristics of domestic production and consumption of pigmeat, and pig and pigmeat prices. It also outlines key trends in pigmeat exports and imports, and the profitability of Australian pig producers and processors.
2.1
Pig and pigmeat products

The main products made from pigs in Australia are primal cuts of meat, which are commonly categorised into shoulders, middles and legs. From these, other cuts are taken (such as loins, butts and bellies). Pigmeat cuts are either sold in the fresh pork market (through retail outlets and the food service industry) or used in the manufacture of bacon, ham and smallgoods. 

Although primal cuts are the main products, almost all of the pig is sold. Fresh offal (such as pig heart, kidney, tongue and liver) for human consumption is sold domestically through retail outlets and the food service industry, as well as being exported to several Asian markets. Offal is also occasionally used as an ingredient in certain manufactured meat products (ProAnd Associates 1999). Parts of the pig that are not sold for human consumption are sold for pet food, rendering, blood meal, and hide and skin manufacturing. Other potential pig products include biological derivatives for use in pharmaceuticals (ProAnd Associates 1999).

2.2
Production of pigmeat

Pig production is a relatively small sector of agriculture in Australia. In 2003‑04, it accounted for about 2 per cent ($0.9 billion) of the gross value of agricultural production. The value of pig production was less than beef and veal ($6.7 billion), lamb and mutton ($2 billion) and poultry ($1.3 billion) (ABS 2005c, p. 5). Australia accounts for about 0.4 per cent of world production of pigmeat, lower than its share of world production for beef and veal (3.5 per cent) and lamb and mutton (7.1 per cent) (FAO 2005). Agriculture contributes roughly 3 per cent of Australia’s gross domestic product (ABARE 2004a, p. 486). 
Businesses in the Australian pigmeat industry supply two domestic markets: the fresh meat market (which is largely shielded from international competition) and the processing market (which is exposed to international trade). It is widely believed that around 40 per cent of domestic pigmeat is sold as fresh pork (see, for example, Spencer 2004, p. 48), but no firm statistics are available. A number of pigmeat businesses supply fresh and processed pigmeat to overseas markets.

Although quarantine restrictions mean imported pigmeat does not compete directly with domestic production in the fresh meat market in Australia, imports nevertheless affect the prices of fresh meat. This occurs because domestic production can flow to either the fresh or processed market, so price variation in one market can lead to domestic supply shifting between markets (with consequential price effects). PIC Australia noted:

[Because] the processed market and the fresh market are inextricably linked, any artificial downward pressure placed on pork product supplied into the processed sector in turn has a similar price lowering effect on the Australian fresh pork sector. (sub. 15, p. 3)

Figure 2.1 illustrates a stylised pig product supply chain. It is most easily interpreted from the bottom, commencing with the pig producer that uses several inputs to produce pigs for slaughter. These pigs are then an input into primary processing, which produces fresh meat for consumption or export, as well as pigmeat used in secondary processing (manufacturing). The manufacturer can use domestically produced and/or imported pigmeat to produce ham, bacon and smallgoods. These pigmeat products can then be consumed domestically or exported.

Many businesses in the pigmeat industry are vertically and/or horizontally integrated. In some cases, vertical links extend from pig production through to the secondary processing of pigmeat into bacon, ham and smallgoods (appendix B, section B.1). In 2004, four of the five largest abattoirs owned associated pig production operations. Some businesses have also formed horizontal links by merging or entering alliances. The NSW Farmers Association — NSW Pork noted:

Horizontal links exist among producers through the use of co-operatives and alliances especially with small to medium size piggeries in the Far North Coast, Grenfell, Mid West and South East Riverina regions. This strategy is becoming increasingly important in the industry. (sub. 20, p. 8)
Figure 2.1
Pig product supply chain
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Some pig producers and processors have links to overseas businesses. Australia’s largest pig producer (QAF Meat Industries), for example, is Singaporean owned, while food manufacturer George Weston Foods (a subsidiary of Associated British Foods) controls Australian secondary processors George Chapman’s, Don Smallgoods and Watsonia (Watsons Foods).

Pig production

Pig production involves pig breeding and growing, mainly for slaughter. In Australia, most pigs are housed in large sheds where temperature and feed can be controlled. Shed design and production methods vary as new technology and improved animal husbandry are introduced to the industry. The traditional method of production involves housing pigs in concrete floored pens. More recently, pigs are being housed in deep litter systems (where pigs live on straw in more open areas). There are also some smaller specialised ‘pasture production’ systems (where pigs spend some time in paddocks). Innovation in pig production technology largely reflects an increasing focus on improving product quality, meeting the requirements of specific markets and boosting operational efficiency.
Many pig producers sell a slaughtered product to processors. This means ownership changes hands after slaughter (‘over the hooks’), with payment being related to the hot standard weight of the dressed carcass. Apart from pigs produced by a vertically integrated enterprise, most are sold under contractual arrangements. Many pig producers sell a carcass that must be within a tightly specified weight range and fat level, or heavy price discounts are incurred. Pigs grow relatively quickly (with the time from when a sow is mated until her progeny are marketed being commonly about 40 weeks), so the pig producer has a small window in which to sell. This situation has implications for the pig market, particularly for pig prices and the risks faced by pig producers. In some cases, abattoirs kill pigs under contract for producers, manufacturers or wholesalers (without ownership changing hands), and the producers, manufacturers or wholesalers then on-sell the processed pigmeat.

In addition to pig producers that breed and grow out pigs ready for slaughter, some farms specialise in either breeding or growing out pigs (often under contracts). In 2003, Victoria had 153 contract growers, compared with 145 in New South Wales, 116 in Queensland, 80 in South Australia, 34 in Western Australia and seven in Tasmania (APL unpublished). 

Pig production has undergone significant structural change over the past 30 years or so (as in other countries and other agricultural industries), and this change appears likely to continue. Between 1970‑71 and 2002‑03, the number of pig producers 

declined by 94 per cent, falling from around 40 000 to just over 2300. Most of this adjustment occurred before Australian quarantine arrangements were revised in the 1990s, allowing imports of uncooked pigmeat initially from Canada and then later from Denmark. From 1970‑71 to 2002‑03, pigmeat production increased by over 130 per cent (figure 2.2) (appendix B, section B.1). The rise in pigmeat production was due not only to increased capacity (sows) among the remaining pig producers, but also to an increasing number of slaughtered pigs per sow and an increasing yield of meat from each carcass (resulting from improved genetic stock and animal husbandry). The average slaughter weight in Australia (73 kilograms) is lower than that in many of the major producing nations such as Canada (85 kilograms), the United States (88 kilograms), China (78 kilograms), Denmark (78 kilograms) and Poland (87 kilograms) (APL 2004c, p. 37).

Figure 2.2
Pig producers and pigmeat production, Australiaa
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a( Producer numbers are based on the number of establishments with breeding sows or gilts (intended for breeding). b(Producer numbers are not available for 2003‑04. 

Sources: ABS, Livestock Products, Australia, Cat. no. 7215.0; ABS, Agricultural Commodities, Australia, Cat. no. 7121.0; ABS unpublished.

A small number of large producers now undertake a large proportion of Australian pig production. In 2003, the 3 per cent of producers with 1000 or more sows managed over half the breeding stock. Nevertheless, the majority of producers had small herds (with fewer than 100 sows) (figure 2.3). Many producers with small herds have other forms of income such as grain production and, in the past, have entered the market when pig prices are high and exited when pig prices are low. 

The average herd size, which was less than 10 breeding sows during the 1960s, had increased to around 152 sows by 2003 (table 2.1). In 2003, Victoria had the largest average herd size (198) followed by Queensland (182), and both States had 15 producers with 1000 or more sows. In contrast, Tasmania’s average herd size was 42, and that State had no producers with 500 sows or more. 

Figure 2.3
Distribution of pig producers and breeding sows, by herd size, Australia, June 2003
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Source: APL unpublished.

Table 2.1
Distribution of pig herd, Australia, June 2003

	
	
	
	
	Proportion of producers, by herd size

	
	Herds
	Breeding sows
	Average herd size
	1–49 sows
	50–99 sows
	100–499 sows
	500–999 sows
	1000 sows or more

	
	no.
	no.
	no.
	%
	%
	%
	%
	%

	NSW
	708
	101 436
	143.3
	68.5
	11.4
	16.1
	2.0
	2.0

	Vic
	401
	79 473
	198.3
	59.4
	14.5
	18.0
	4.2
	3.7

	Qld
	416
	75 661
	182.1
	61.8
	6.0
	26.0
	2.6
	3.6

	SA
	457
	52 003
	113.7
	68.1
	14.2
	13.3
	2.2
	2.0

	WA
	281
	41 145
	146.7
	54.4
	16.4
	25.3
	1.1
	2.8

	Tas
	58
	2 448
	42.1
	77.6
	8.6
	15.5
	0.0
	0.0

	NT
	3
	374
	124.7
	66.7
	0.0
	33.3
	0.0
	0.0

	Australia
	2 323
	352 541
	151.7
	64.2
	12.1
	18.8
	2.4
	2.6


Source: APL unpublished.

Most pigs are located around Australia’s grain producing regions, reflecting the relatively cheap cost of land and the reliance on grain as the major source of feed (figure 2.4) (Sheales, Apted and Ashton 2004, p. 13). Australian Pork Limited (APL) noted:

In New South Wales, the industry is heavily concentrated in the south of the State; in Queensland it is concentrated in the Darling Downs; while in Victoria it is more dispersed around the north. (sub. 37, p. 45) 

According to the most recent Australian Bureau of Statistics (ABS) Population and Housing Census, approximately 3500 individuals were directly employed in pig farming in 2001 (figure 2.5). In 2001, there were few statistical local areas where pig farming accounted for more than 3 per cent of total employment. The exceptions were Clifton (3.5 per cent) in the Darling Downs (Queensland), Murgon (3.3 per cent) and Wondai (3.2 per cent) in the Wide Bay–Burnett region (Queensland) and Corowa (3.2 per cent) in southern New South Wales. 

Figure 2.4
Number of pigs, by statistical local area, 2001 
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Source: ABS, Agricultural Census 2001, unpublished.

Official estimates of employment in primary pigmeat processing for each statistical local area are not available, with employment figures for meat processing not disaggregated according to the different types of meat produced. Sheales, Apted and Ashton (2004) addressed this issue by assuming pig production accounts for a fixed proportion of meat production and, using national slaughter figures for pigs and other livestock, estimated that pig processing accounted for approximately 0.3 per cent of employment (on average) in eight of Australia’s major pig farming areas. This may, however, understate employment in pigmeat processing in areas where the proportion of the pigs slaughtered is higher than the national average. In Corowa, for example — which is home to Australia’s largest pigmeat processor QAF Meat Industries (formerly Bunge) — pigmeat processing is likely to account for a greater proportion of meat processing employment than the estimated national average of around 16 per cent. It should also be noted the pigmeat industry (like any other industry) is also likely to contribute to employment indirectly by supporting other related industries (such as transport). 
Figure 2.5
Pig farm employment, by statistical local area, 2001 
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Source: ABS, Population and Housing Census 2001, unpublished. 

Feed is a major component of pig producers’ total costs. Grains used include wheat, barley, sorghum and oats. Other feedstuff such as animal protein meal are also fed to pigs. The Victorian Farmers Federation — Pig Group noted:
During normal seasonal periods feed costs account for between 55–60 per cent of overall production costs. This percentage significantly increased during the last drought where feed costs during winter increased to 70 per cent of overall costs which brought the domestic price of wheat to over $300 per tonne. (sub. 30, p. 5) 
Pig production generates waste products (such as air and water pollution) that need to be managed (figure 2.6). As pig production systems become larger, pig producers need to continually develop more effective environmental management practices. Some inquiry participants noted that they are updating and improving their environmental management activities. The pig industry in South Australia, for example, is taking steps to increase the use of deep litter based systems, which Primary Industries and Resources South Australia expects to lead to ‘improved water use efficiency and environmental benefits’ (sub. 36, p. 4). Further, Windridge Farms noted they are moving the bulk of their pigs to new grower sites and they anticipate this will facilitate better environmental management (sub. 18, p. 2).
Animal welfare issues can also emerge in the pig industry, with different production systems, husbandry, transport and processing having different implications. These issues may grow in importance in the future. Some inquiry participants have noted their concern about the potential costs related to animal welfare requirements. For example, NSW Farmers Association — NSW Pork observed: 

New regulations, particularly regarding environmental and animal welfare requirements, may require in the not too distant future, considerable investment with … no increased return, and potentially increased cost of production in the case of welfare requirements. (trans., p. 281)

Concerns about animal welfare are discussed further in chapter 7, section 7.10. 

Figure 2.6
Pig production and the environment
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Source: OECD 2003a, p. 29.

Primary processing (abattoirs and boning rooms)

Primary processing involves slaughtering and (in some cases) boning pigs into key pig cuts either for sale on fresh pork markets or for use in secondary processing (manufacturing). Although abattoirs that slaughter pigs vary considerably in size and scope of operation, all undertake similar processes. The end products of these processes are whole carcasses, half carcasses, edible offal and other byproducts.

In the boning room, the carcass is divided into primal cuts. Generally, these processes are labour intensive, with the carcasses being cut up by electric saw, and boned and sliced by knife. Each primal cut undergoes a range of treatments depending on the end use of the product — that is, either sale in the fresh pork market (through the food service industry and retail outlets such as supermarkets, butchers and restaurants), or use in the manufacture of bacon, ham and smallgoods.

Structural changes in the pigmeat processing sector over the past 15 years reflect trends in the wider meat processing industry. Pigmeat processing developed from a base of local processors spread throughout pig production regions. Technical limitations on storing and transporting pigs meant that processors were restricted to areas within easy reach of production and storage facilities. Over time, improved transport and storage facilities have eased this constraint, making rationalisation possible with many abattoirs increasing in size and becoming more specialised, while many have closed. 

Between 1992‑93 and 2003‑04, the five largest abattoirs increased their share of the national pig slaughter from 32 per cent to 53 per cent, while the 20 largest abattoirs increased their share from 75 per cent to 91 per cent (DAFF unpublished; PC 1998, p. D8). In some parts of Australia, the meat processing industry is particularly concentrated — for example, the Perth Pork Centre kills about 95 per cent of all the State’s pigs (Western Australian Department of Agriculture, sub. 17, p. 1). 

Among the 20 largest pig abattoirs, some of the biggest establishments have become export oriented, and concentrated on slaughtering pigs. Between 1996‑97 and 2003‑04, the number of export accredited abattoirs that processed pigs increased from six to 14; also during that period, pigmeat exports increased from around 9 kilotonnes to 56 kilotonnes (DAFF unpublished; PC 1998, p. D8). Many processing plants have also increased in size (although they remain small compared with plants in North America and Europe) (chapter 5).

Some abattoir and boning room operators, however, have reported that their facilities are being underused. AusPork Australia noted:

[AusPork’s Daylesford abattoir has] capacity to kill 6500 to 7000 pigs in a single shift per week but [is] only killing 3500 to 4000 today due to the consequences of the drought and industry uncertainty.

[The Daylesford Pork Products boning room’s] capacity is up to 2000 pigs per week but is currently only doing 250 pigs per week. (sub. 32, p. 1)

Subsequently, the Daylesford facility was closed and the stock are now slaughtered and processed at Big River Pork in Murray Bridge (South Australia) (Auspork Australia, trans., p. 394). 

Most of the 20 largest pig abattoirs are located near major pig production regions (figure 2.7). Since data on these abattoirs were collected during 2003-04, the Primo Australia (Scone), Gumby (Daylesford), FC Nichols and Watsons Foods abattoirs have either closed or announced their closure. 

The production of pigmeat represents only a small part of total meat production. The precise proportion is difficult to determine: as discussed above, meat processing industry statistics available from the ABS include all slaughtering and meat production, so official disaggregated data on businesses producing and processing pigmeat are not available. Previous studies have estimated that primary pigmeat processing accounts for around 11–12 per cent of total meat processing turnover (PC 1998). This estimate suggests pigmeat processing contributed roughly $180 million to gross domestic product in 2000‑01 and directly supported 3100 jobs (appendix B, section B.1).

Figure 2.7
Location of 20 largest pig abattoirs, Australia, June 2004a
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a The Watsons Foods, Gumby (Daylesford), Primo Australia (Scone) and FC Nichols abattoirs have since either closed or announced their closure. Castle Bacon and Darling Downs Bacon have merged. Processor size is based on levy data collected by the Australian Government Department of Agriculture, Fisheries and Forestry.

Sources: Sheales, Apted and Ashton 2004, p. 44; DAFF unpublished.

Secondary processing (manufacturing)

Secondary processing involves the further processing of pigmeat cuts into bacon, ham and smallgoods through curing, cooking and smoking. Although smallgoods use all meats, the majority of meat used is pigmeat. The pigmeat used in secondary processing can come from local boning rooms or be imported from other countries.

As for the primary meat processing industry, no official disaggregated data are available for the secondary meat processing industry. While the industry’s employment and turnover remained relatively stable during most of the 1990s, turnover appears to have increased during the early 2000s (figure 2.8). In light of significant changes made in 2000‑01 and 2001‑02 to the way in which manufacturing data were collected, caution is advised when comparing values across years.

Although many manufacturers are small family owned establishments, large companies such as George Weston Foods, KR Castlemaine and Primo Smallgoods dominate total sales. Spencer (2004) estimated that the six major pigmeat manufacturers account for more than 60 per cent of total production.

Figure 2.8
Turnover and employment in bacon, ham and smallgoods manufacturing, Australiaa
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a Given changes in 2000‑01 and 2001‑02 to the way in which manufacturing data are collected, caution is advised when comparing values to earlier years. Employment numbers for bacon, ham and smallgoods manufacturing are not available for 2001‑02 or 2002‑03.

Source: ABS, Manufacturing Industry, Australia, Cat. no. 8221.0.

Several large manufacturers are located near major metropolitan areas. Major smallgoods factories are located in Perth (Watsons Foods), Melbourne (Don Smallgoods), Brisbane (Hans Continental Smallgoods) and Sydney (Primo Smallgoods). A number of bacon, ham and smallgoods manufacturers are also located in regional areas, particularly near meat producing areas.
Finding 2.1
Australia’s pig production and primary processing sectors continue to experience significant structural change, as in many other countries. Pigmeat production has increased, while the number of pig producers has declined substantially. The primary processing sector has also become more concentrated, with many abattoirs becoming more specialised.

2.3
Consumption of pigmeat

Australian per person consumption of meat is among the highest in the world, although Australian per person consumption of pigmeat is relatively low. In total, ABARE estimated that annual consumption of the main meats (beef, lamb and mutton, pigmeat and poultry) averages around 100–110 kilograms per person (Sheales, Apted and Ashton 2004, p. 18). 

While the level of total meat consumption has remained relatively steady, the composition of meats consumed has changed over time. The major trend in meat consumption in Australia over the past 25 years has been a shift away from red meat towards poultry and pigmeat. Annual per person consumption of pigmeat in Australia increased from around 14 kilograms to 23 kilograms between 1970 and 2004 (figure 2.9). Nevertheless, Australia’s annual per person consumption of pigmeat remains low compared with that in the United States (30 kilograms), Canada (34 kilograms) and several European and Asian countries (for example, France 36 kilograms, Spain 66 kilograms, Germany 53 kilograms, China 33 kilograms and Hong Kong 50 kilograms) (APL 2004c, p. 77).

APL’s figures suggest that roughly 40 per cent of pigmeat consumed in Australia is fresh (sub. 37, p. 75). The South Australian Farmers Federation noted: 

Australian per capita consumption of pig meat is rising and is the fastest growing fresh meat of choice in Australian homes. Sales in the March [quarter of] 2004 rose by 22 per cent on previous March quarter levels. (sub. 5, p. 6) 

There is little information, however, about how much fresh pigmeat is sold in Australia, or how fresh pigmeat consumption has changed over time. This restricts analysis of the Australian pigmeat market and, in particular, whether increases in total pork consumption are mainly for fresh or processed meat.
Figure 2.9
Annual per person consumption of main meats sold in Australia
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Sources: ABARE 2004b, p. 150; ABARE, pers. comm., 9 March 2005. 

Demand for fresh pork is sensitive to changes in the price of pork and in the prices of other types of meat (box 2.1). NSW Farmers Association — NSW Pork noted: 

… chicken, beef and lamb … compete as substitutes for pork on particularly a price basis. (sub. 20, p. 10)
	Box 2.1
Meat consumption and prices

	Fresh pork consumption varies depending on its price, the prices of other meats and household income. Vere, Griffith and Jones (2000) used quarterly income, price and consumption data for the period 1970–96 to estimate the effects of prices and income on meat consumption. Their results suggest:

· a 1 per cent increase (decrease) in the price of pork would decrease (increase) pork consumption by 1.59 per cent 

· a 1 per cent increase (decrease) in the price of beef would increase (decrease) pork consumption by 0.41 per cent 

· a 1 per cent increase (decrease) in the price of chicken would increase (decrease) pork consumption by 0.65 per cent

· a 1 per cent increase (decrease) in consumer income would increase (decrease) pork consumption by 0.12 per cent.

Price and income effects can offset each other, particularly when an external factor such as drought affects several industries’ prices.

	Source: Vere, Griffith and Jones 2000, cited in Sheales, Apted and Ashton 2004, p. 18.

	

	


Movements in retail prices for pork, chicken, lamb and beef are reflected in figure 2.10. Despite an increase in retail pork prices early in the decade, pigmeat consumption increased overall (although it declined slightly in 2001) because consumers also faced higher prices for substitutes such as lamb and beef.

Changes in fresh pork consumption also reflect changes in consumers’ tastes. The pigmeat industry has undertaken marketing in an effort to increase pork’s share of meat consumption, providing information on how to cook pork and promoting a healthy image for pork. Other meat industries such as lamb and beef have also undertaken promotion campaigns to increase consumption of their products both domestically and in export markets.

Figure 2.10
Australian retail meat prices (nominal)a
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a Prices are based on initial reference prices for each type of meat, which are then adjusted in subsequent periods using ABS price indices. These estimated prices need to be interpreted as indicators of the relative affordability of different meats over time, rather than as estimates of the prices paid for specific products.

Source: ABARE unpublished.

2.4
Pig and pigmeat prices 

This section describes prices paid in Australia for pigs and pigmeat products. These include the price that the processor pays for the pig; the wholesale price paid by retailers, the food service industry and manufacturers of pigmeat; and the retail price paid by the consumer for fresh pigmeat or manufactured products. The prices paid for the various cuts and other products are important in determining the overall return from each pig.

Pig prices

Most pigs in Australia are sold under contract, with producers and buyers agreeing on price for given carcass specifications. A small proportion of pigs — around 
4–5 per cent — are sold through saleyards (Sheales, Apted and Ashton 2004, p. 17). Pig contracts are divided into ‘porker’ contracts and ‘baconer’ contracts. Porkers are lighter pigs generally used for fresh pork, while baconers are typically heavier pigs used for the manufacture of bacon, ham and smallgoods. 

Pig prices (saleyard and contract) have varied considerably across years (figure 2.11). Prices were relatively high from the end of 1999 until the end of 2001, partly as a result of expanding export demand. From January 2002, they decreased following an appreciation of the Australian dollar (which encouraged imports) and an increase in domestic pig turnoff (Sheales, Apted and Ashton 2004, p. 17). From June 2004, however, prices rose relatively quickly, and by September 2004 were higher than at the same time in 2002 and 2003. Prices subsequently remained relatively stable until the end of 2004. 

Figure 2.11
Pig contract and saleyard prices (real), Australiaa
Hot standard carcass weight
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a(Prices are expressed in 2003‑04 dollars, using the consumer price index.

Sources: ABARE unpublished; ABS, Consumer Price Index, Australia, Cat. no. 6401.0; APL unpublished.

Pig prices also vary within years (figure 2.12). Historically, they have followed a seasonal pattern, falling through the first half of the year, then rising to a peak in November and December as manufacturers increase demand in anticipation of the Christmas consumption of hams. Several producers noted, however, that the expansion of imported pigmeat has meant domestic prices are no longer rising as much in the lead-up to Christmas. 

For years prices have traditionally increased leading up to Christmas however this phenomenon no longer applies now that imports are more readily available. It would seem that the threat of imports is all that is required to keep domestic prices down. (South Australian Farmers Federation, sub. 5, p. 7)

My best sale price prior to Christmas was around about $2.50 live weight, down a long way from previous years. (A.J. and D.K. Stick, trans., p. 184)

Figure 2.12
Seasonal baconer contract prices (nominal), Australia 

Hot standard carcass weight
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Source: APL unpublished.

While the example above is commonly used to illustrate the impact of imports on domestic pig prices, imports are likely to affect domestic prices throughout the year. An increase in import volumes during June and July when prices are traditionally low, for example, may deepen a seasonal price trough.

Pig prices in Australia appear to have a close relationship with world pig prices. Movements in Australian pig prices generally follow pig prices in the United States, which is both a major pig producer and heavily involved in world pigmeat trade. US prices are also closely linked to Canadian and Danish prices (Sheales, Apted and Ashton 2004, pp. 22–3) (box 2.2). In general, Australian pig prices are higher than those in the United States, Canada and Denmark, although price differentials vary over time.

	Box 2.2
World pig prices 

	Pig prices in the United States, Canada and Denmark exhibit a close relationship (see below). This is largely because these countries are major pigmeat exporters (appendix C, table C.2), so their domestic prices are heavily influenced by the prices that their exports receive on international markets.

Pig prices in the United States, Canada and Denmark declined from mid‑2001 to the end of 2003, but increased in the first half of 2004. Australian pig prices (saleyard) exhibit a similar trend to pig prices in the United States, Canada and Denmark, albeit with a lag of around six months. One reason for this lag may be seasonal factors. Australian prices tend to be relatively high around Christmas (December), when North American prices tend to be relatively low. 

The price differential between the two markets could make it more profitable for some North American businesses to export pigmeat to Australia at such times, rather than supply other markets. Danish pigmeat prices do not display a similar seasonal trend, but relatively high Australian summer prices can still make Australia an attractive market. 

US, Canadian, Danish and Australian pig prices (nominal)a
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a Average pig prices based on dressed carcass weights, expressed in nominal Australian prices. There may be differences across countries in the way in which carcasses are trimmed which may affect the prices paid per kilogram but will not affect relative price movements. There may also be differences in the size and type of deductions from the gross pig prices quoted in each country. Australian pig prices are based on weekly average saleyard prices from the five mainland States, averaged by month and weighted by pigmeat production volume. Canadian pig prices are based on the weekly Ontario auction price (pool and pool plus average), averaged by month. Danish pig prices are based on weekly prices for slaughter pigs, averaged by month. US pig prices are based on monthly prices for barrows and gilts (national base 51–52 per cent lean) converted to dressed weight equivalent using the conversion factor of 1.389.

	Sources: ABARE unpublished; APL unpublished; x-rates.com 2004a, 2004b, 2004c.

	

	


Apart from the influence of world prices, seasonal demand and variations in import volumes, pig prices in Australia may also be influenced by existing pricing practices for pig contracts. Ludvigsen Family Farms noted:

The price we receive is set on a few hundred pigs sold at Ballarat [Victoria], at Dublin [South Australia] and places like that around Australia — three or four — and they're generally some of the worst pigs from the smallest producers and they’re the ones that the abattoirs avoid and only go to when they're short. So we see huge fluctuations and then the response to that — we’re pegged against a load of rubbish. Our industry has got to address that. That price is the basis for prices made by abattoirs around the country. This market is very open to manipulation, and often is. (trans., p. 369)

Wholesale pigmeat prices

Wholesale prices are the prices paid at the point at which pigmeat products enter the retail distribution sector, which is when they leave the processor or manufacturer, or are sold by a produce wholesaler (Spencer 2004, p. 15). Imports compete directly with pigmeat sold by domestic processors to supply the manufacturing industry, so changes in the competitiveness of imports are likely to directly influence wholesale prices for fresh pork. These impacts on wholesale prices eventually flow through to other parts of the supply chain, affecting prices for pigs and retail pigmeat products (appendix B, section B.2).

Retail pigmeat prices

The pigmeat market is composed of many different submarkets for various cuts and specialised products, and there are various prices for different pigmeat products. Pigmeat retail prices, however, generally trend with long term pig prices and domestic wholesale prices (appendix B, section B.2). In 2001, the general level of nominal retail prices rose for pork legs, loin chops and bacon, reflecting an increase in pig prices over the same period (figure 2.13).

Implications of joint production

The overall return from each pig (comprising the returns for the various pig cuts and other products), together with costs, determines the profitability of pig production. To maximise profits, producers and marketers will seek out markets providing the highest net return on each cut. Although international trade can reduce the domestic price for certain products (such as legs), it can increase the price of others. By exporting products to markets in which they have relatively high prices, Australian pig producers/marketers can sometimes obtain a higher net return than by selling products domestically at a relatively low price. 

Further, the import of pigmeat gives consumers the opportunity to increase the consumption of products that they highly value. The importance of legs in pigmeat imports, especially from Canada, confirms that legs are a relatively highly valued part of the carcass for Australian consumers. With trade, consumers can buy more legs and at lower prices than if trade did not occur. 
Figure 2.13
Retail prices of pork legs, loin chops and bacon (nominal), Australia 
	[image: image14.emf] 400

 600

 800

1 000

1 200

1 400

1 600

1 800

June 1998 June 1999 June 2000 June 2001 June 2002 June 2003 June 2004

Cents per kilogram

Pork legs  Loin chops  Bacon middle rashers




Source: ABS unpublished.

2.5
Exports and imports

Australia is becoming more integrated into international pigmeat markets, with trade in pigmeat to and from Australia increasing significantly in the past six years (albeit from a small base). According to the US Department of Agriculture (USDA 2005b), Australia was the sixth largest exporter of pigmeat (by volume) and the eleventh largest importer of pigmeat (by volume) in 2004 (where the European Union is treated as one entity) (appendix C, section C.1). 

World pigmeat trade is driven by demands for specific types of cut and by producers’ abilities to deliver products of a given quality at a given price. Australian producers, like producers in other countries, are displaying an increasing capacity to maximise their return on each specific cut or pigmeat product by identifying niche (or specialised) markets in which demand for certain products is high or their products have price or quality advantages. World markets will continue to be subject to external shocks that can create both opportunities and setbacks for domestic producers and processors. Three important factors influencing the volume and pattern of Australian exports and imports have been disease outbreaks in other countries, reduced quarantine barriers in Australia, and fluctuations in exchange rates.

Exports

Exports of pigmeat have increased substantially, rising from $56 million in 1997‑98 to $195 million in 2003‑04 (figure 2.14). From 1999 to 2001, Australian pigmeat exporters benefited from favourable exchange rates and disease outbreaks in other exporting countries. The outbreak of Nipah virus in Malaysia (in 1999) and foot and mouth disease in Chinese Taipei (in 1999) and Europe (in 2001), for example, created significant export opportunities in Asian markets such as Singapore and Japan. Between 2001‑02 and 2003‑04, however, the value of Australian exports decreased by 29 per cent, partly as a result of Europe’s recovery from foot and mouth disease and an appreciation of the Australian dollar relative to the currencies of other major competitor countries (Canada, Denmark and the United States). This meant product that previously would have been exported was diverted to the domestic market (chapter 4, section 4.1). The value of Australian exports during the latter half of 2004 were also below that of the same period in 2003.

Figure 2.14
Pigmeat exports from Australia
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Source: ABS unpublished.

In 2003‑04, the main export markets for Australian pigmeat were Singapore and Japan, which together accounted for 73 per cent of exports by value and 63 per cent of exports by volume. The main product sold to Singapore is chilled carcasses, while higher priced cuts such as middles (loins and bellies) are the primary products sold to Japan. Other significant markets include New Zealand, the Philippines and Hong Kong (appendix B, section B.3). In many cases, Australian producers have tailored their product for these markets and invested in business relationships with overseas buyers:

Western Australia exported 89 tonnes of mainly fresh/chilled pigmeat to Japan in 2001, but this trade was not sustained due to the exacting demands of this market, which requires cuts or products from larger carcass specifications not currently produced in Western Australia. This creates issues which need addressing, including supply and the need for alternative markets for the other unwanted cuts. However, the potential value of the Japanese market for export of product from Western Australia makes the necessary development work worthwhile. (West Australian Pork Producers’ Association, sub. 34, p. 20)

Australian exporters (along with exporters in other countries) are required to meet relevant quarantine arrangements in destination countries and, in some cases, non‑quarantine requirements such as tariffs and quotas (chapter 7). 

Imports

Before July 1990, quarantine regulations prohibited the import of pigs and fresh or processed pigmeat except for canned pigmeat and some imports from New Zealand (box 2.3). From July 1990, imports of frozen uncooked pigmeat from Canada have been allowed into Australia, although Canadian imports arriving after late 1992 have had to be boned before export and processed on arrival in Australia. Since late 1997, uncooked and boned pigmeat imports from Denmark have been allowed under a protocol similar to that for Canadian imports. Recent changes to Australian quarantine regulations have also opened the way for pigmeat from other countries (such as the United States) to enter Australia. Australia has no tariffs or quotas on pigmeat imports and has bound its tariff rate under World Trade Organization rules at zero.

Imports of pigmeat have increased significantly, rising from $40 million in 1997‑98 to $219 million in 2003‑04 (figure 2.15). In 2003‑04, Canada and Denmark supplied around 53 per cent and 42 per cent respectively of Australian imports by volume. By value, Canada supplied 43 per cent of imports and Denmark supplied 52 per cent. A large component of imports (around 45 per cent by volume) is classified as ‘other boneless frozen imports’ and is not specified as being leg, middle or shoulder. Industry sources suggest, however, that Canada supplies mainly legs and Denmark supplies mainly middles. (APL, sub. 37, p. 37; Ludvigsen Family Farms, sub. 3, p. 4; Perfect Pork, sub. 26, p. 3) 

Danish and Canadian imports arriving in Australia are boned, so the tonnage cannot be directly compared with Australian pigmeat production, which is calculated on a carcass weight equivalent basis. When imports and domestic production are converted to a comparable basis, imports make up a large share of total supply to 

	Box 2.3
Quarantine measures in Australia

	Since May 1990, quarantine regulations have undergone significant changes: 

· May 1990 — Imports of uncooked, unfrozen pigmeat are allowed from the south island of New Zealand.

· July 1990 — Imports of uncooked, frozen pigmeat are allowed from Canada.

· Late 1992 — Imports of uncooked, frozen pigmeat from Canada must be boneless before export and processed (cooked) on arrival under quarantine control.

· May 1996 — Imports of unfrozen pigmeat are allowed from Canada, provided the pigmeat is uncooked, boned (bone out) and processed (cooked) on arrival under quarantine control.

· November 1997 — Imports of cooked pigmeat are allowed from Canada, provided the pigmeat is boneless.

· November 1997 — Imports of uncooked, boneless pigmeat are allowed from Denmark, provided the pigmeat is processed (cooked) on arrival under quarantine control.

On 10 May 2004, the Director of Animal and Plant Quarantine announced a new quarantine policy for pigmeat imports. Implementation of the new policy followed an import risk analysis by Biosecurity Australia, which recommended that imports of pigmeat be permitted subject to conditions depending on the health status of the exporting country. Australia’s new pigmeat quarantine policy recommends risk management measures such as assessing country, zone or herd disease freedom; testing the carcass; cooking, freezing, curing or canning; boning; and removing certain tissue parts of the carcass (such as the head, neck and major peripheral lymph nodes). 

Under the previous import policy, uncanned, uncooked pigmeat could be imported from Canada, Denmark and the south island of New Zealand. Pigmeat from Canada and Denmark had to be boned before export and cooked on arrival, to address the quarantine risk associated with porcine reproductive and respiratory syndrome (which does not exist in Australia). Pigmeat cooked in Canada before export and canned pigmeat (from any country) that had been heated to 100°C were also permitted.

Although the new import policy recommendations are more stringent than those previously facing Denmark and Canada, they open the way for more countries to export to Australia (provided they can satisfy the new requirements). Market access requests have been made by several countries, including Brazil, Chile, some EU member states, the Republic of Korea, South Africa, Chinese Taipei and the United States. According to ABARE, only Brazil and the United States have the industry size and proven export performance to be capable of shipping large quantities of pigmeat to Australia. Given the animal disease status of Brazil, however, the United States is the most likely potential large scale supplier in the near future. APL, Australia’s peak body representing pigmeat producers, recently challenged the new import policy in the Federal Court. 

	Sources: Biosecurity Australia, pers. comm., 6 December 2004; DAFF 2004b; PC 1998; Sheales, Apted and Ashton 2004. 


Figure 2.15
Pigmeat imports to Australia
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Source: ABS unpublished.

the secondary processing sector (appendix B, section B.4). The Productivity Commission estimates that Canada supplied 28–38 per cent of legs used by the Australian secondary processing sector in 2003‑04, while Denmark supplied around 
32–3 per cent of middles. These shares increased in the latter half of 2004, to 
31–41 per cent and 33–4 per cent, respectively.

Several inquiry participants indicated that pigmeat imported from Canada and Denmark is both competitively priced and of a high quality:

[Let] us consider the importation of middles from Denmark. These middles while being very competitive on price are also unquestionably superior in meat quality with significantly more meat in the belly area. i.e. the slicing yields off imported Danish middles are often between 15 per cent and 20 per cent superior to the Australian product. This is in part due to two main factors. The first is the superior genetics leading to improved meat yield in the belly portion and the second is a superior grading system that more accurately represents the quality of the carcass. (Hans Continental Smallgoods, sub. 22, p. 9) 

… meat for further processing is readily accessible from Denmark and Canada. These products are consistently high quality and processors are able to purchase to exact specification and quantity. (Tasmanian Island Pork Alliance, sub. 23, p. 4)

It is … our impression that the reason why the Australian meat processors are buying Danish middles is that they … can get more uniform products (in weight, size and exact specifications) and in bigger quantities from individual suppliers than they can from Australian suppliers. You get what you order and in the quantity you have ordered. It is our impression that this is a problem for the Australian pigmeat sector which is more fragmented and diversified (different cut weights and sizes which are not optimal for a processor) in its supplies of pork cuts. (Danske Slagterier, reproduced appendix D) 

The average price of all Danish pigmeat products exported to Australia is generally higher than the average price of Danish pigmeat products sold to the rest of the world (box 2.4). This may partly reflect Australian importers’ preference for higher value cuts of pigmeat, such as middles, as well as the value added to pigmeat when it is boned to meet Australian quarantine requirements. Even when Danish exports are disaggregated by tariff code to reflect the main product exported to Australia (frozen boneless pigmeat), the average prices received by Danish processors from Australian importers appear relatively high compared with the average prices paid by importers in other countries. The average export price to Australia for Danish frozen boneless pigmeat, for example, has been consistently higher than the product’s average export price to EU countries for the past few years and, at times, has been comparable to the price received in the highly priced Japanese market (figure 2.16). Some limitations with international trade data prevent a more detailed price analysis (box 2.5). Further, price data for Canadian exports are not available at the same level of disaggregation.

.
	Box 2.4
Danish export prices for pigmeat

	In 2003, Denmark produced about 1.9 million tonnes of pigmeat, imported about 0.1 million tonnes and exported 1.7 million tonnes, making Denmark the largest pigmeat exporter in the world. About two thirds of exports went to other EU countries. Assuming there are no internal barriers to pigmeat trade among EU producers, prices received by Danish producers should be higher within the European Union than outside, given tariffs and quotas. In 2003, however, the Danish industry appeared to receive higher prices for all exports to non-EU countries (DK15.38 per kilogram on average) than for all exports to other EU countries (DK13.57 per kilogram on average). 

One explanation for the differential could be differences in the quality of pigmeat supplied to different markets. Prices received for products with similar specifications (such as carcasses and bacon) are higher in non-EU countries than in EU countries. In contrast, prices received for byproducts, canned meat and other processed products are higher in EU countries than in non-EU countries.

Average prices received by Danish pigmeat exporters to Australia (DK20.14 per kilogram, or about A$4.65 per kilogram) in 2003 were higher than the average for all Danish exports to non-EU countries (DK15.38 per kilogram), but broadly consistent with average price received for exports to the Japanese, US and UK markets (DK21.99, DK20.85 and DK17.50 per kilogram respectively). Some care is required interpreting export value returns as the trade costs (such as insurance and post–port shipping) may not be included in reported free on board prices.

	Source: Danske Slagterier 2004.

	


Figure 2.16
Monthly average export prices for Danish frozen boneless pigmeat (nominal)a
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a(Exports are classified as 0203 29 55 frozen boneless meat of domestic swine (excluding bellies and cuts thereof).

Source: Eurostat Comext database (accessed 20 January 2005).

	Box 2.5
International trade data

	It is often difficult to compare trade statistics for specific commodities. The Harmonised System for the classification of commodities is the internationally agreed nomenclature. The Harmonised System classifies goods to six digit codes — for example, 0203 29 refers to frozen pigmeat. Unfortunately, many different products and specific cuts are covered by this classification. Nevertheless, because it is an international standard, it allows a price comparison. 

Beyond this, each country can assign further digits to disaggregate trade data which are not standardised. In its most detailed data, the European Union classifies to eight digit codes (for example, 0203 29 55 refers to frozen boneless meat of domestic swine, excluding bellies and cuts thereof). Pigmeat that leaves the European Union under this code may be assigned a different code when it arrives in the destination country. Australia, which classifies to 10 digits, may assign the same commodity the code 0203 29 00 41 (which refers to meat of swine, frozen, boneless, middle cuts). 

	

	


While the volume of Australian imports fluctuates substantially from month to month, it generally increases in the latter half of the year — for example, imports peaked in 2003 during October and December. This pattern is partly due to processors importing pigmeat legs for the Christmas peak in ham consumption (figure 2.17).

Figure 2.17
Australian imports of pigmeat from Canada and Denmark, by month
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Source: ABS unpublished.

Overall, Australia receives a relatively small share of total Danish and Canadian pigmeat exports. In 2003, Australia accounted for just over 1 per cent of pigmeat exports from Denmark and less than 5 per cent of pigmeat exported from Canada (Danske Slagterier 2004; USDA 2004b). 

In December 2004, Australia received the first US frozen boneless pigmeat imports since the new quarantine policy was announced in May 2004. The US Department of Agriculture expects US pigmeat exports to Australia to increase in 2005, but notes much of this growth may come at the expense of Canadian exporters.

[Australia’s pigmeat] imports are forecast at near record levels in [calendar year] 2005, with the US share expected to increase about 10-fold over the minimal levels achieved upon gaining access in the last quarter of 2004. Longer term, imports from the United States are expected to rise steadily, perhaps following the growth trends established by Canada and Denmark following their entry into the market in the 1990s.

… [The US Embassy in Canberra] expects that US imports will reach 10 000 [metric tonnes] in 2005, nearly seven per cent of total imports. It is expected that most of the growth in imports from the United States will come at the expense of Canadian product. (USDA 2005a, pp. 3, 21)

Finding 2.2
Australia has become increasingly integrated into the world pigmeat market over the past six years, with pigmeat imports rising from $40 million to $219 million, and exports increasing from $56 million to $195 million. 
2.6
Profitability

Like many industries, the profitability of businesses in the Australian pigmeat industry varies over time, with good years and bad years (figure 2.18). In general, producers appear to have experienced favourable returns from 1999‑2000 to 2001‑02, reflecting a number of factors, including the depreciation of the Australian dollar and disease outbreaks in competing countries. 

Many inquiry participants highlighted that the profitability of their pig production enterprise(s) declined substantially in 2002‑03. ABS estimates support these claims, revealing that the Australian pig farming sector recorded a loss of around $150 million in 2002‑03 (ABS 2005b). Inquiry participants have also noted, however, that profitability began to recover in 2004: 

During 2003 which was the worst drought in Australia in 100 years … This caused our farm to go in debt $400 000 through that bad period. (W. Evans, sub. 9, pp. 1–2)

In the last two years the main factor affecting profitability has been the high price of grain as a result of the 2002 drought. The total feed bill for the piggery rose by $31 000 in the last eighteen months while in this period pig prices have remained at low levels. (Yirani Farm, sub. 10, p. 1)

On farm profitability: 



2001‑02 reasonable profit



2002‑03 a significant loss



2003‑04 small profit. (Blackwood Piggery, sub. 13, p. 1)

I think that most of the growers would agree in the last four or five months that the pig market has improved. (Hans Continental Smallgoods, trans., p. 206)

Information on profitability provided by participants is confirmed by company reports from the parent company of Australia’s largest pig producer and primary processor, QAF Meat Industries. QAF reported that its Australian primary production subsidiaries (referred to as ‘QAF Meats’) lost S$45 million (earnings before interest and tax) in 2003. The loss was attributed to:

… one of the worst droughts in Australia’s history. The drought resulted in poor harvests which led to grain shortages and sharply escalated grain prices. This resulted in extreme high costs of animal feed on an unprecedented scale. Selling prices of pork were also adversely affected by dumping from farmers who were exiting the industry. The operating loss was also worsened by the sharp appreciation of the Australian dollar which exacerbated the operating loss when translated to Singapore dollars. (QAF 2004, p. 15) 

More recent evidence suggests that prices received for pigmeat have increased while prices paid for feed have decreased from the high prices experienced during 


the recent drought. A QAF Ltd report to the Singapore Stock Exchange for the quarter ending December 2004 stated:

The Group’s primary production segment comprises mainly QAF Meats, a fully integrated meat production business which is located in Australia. Sales in this segment grew by 9 per cent to $281.0 million in [financial year] 2004.

Operating profits of $3.7 million was achieved in [financial year] 2004 and this was a sharp reversal from an operating loss of $41.3 million in [financial year] 2003. The turnaround in operating performance was the result of QAF Meats achieving higher product selling prices as well as significantly lower raw material and animal feed costs in the second half of [financial year] 2004. This was in contrast to the unprecedented high raw material and feed costs experienced throughout [financial year] 2003 which resulted from a severe drought in Australia. 

… The operating performance of QAF Meats will improve [in financial year 2005] due to higher product selling prices, substantially lower production and feed costs as well as higher productivity. These factors will lead to a higher profit contribution from QAF Meats. (QAF 2005, p. 10)

Figure 2.18
Sales revenue, costs and income of pig producers (real), Australiaa 
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a(Data are based on an APL survey and do not represent all pig producers. Income is defined as sales revenue minus total costs and is measured in 2003‑04 dollars. The number of businesses that participated in the survey ranged from 18 to 30.

Source: APL, cited in Sheales, Apted and Ashton 2004, p. 15.

APL indicated that the pig production sector made a profit in eight out of the 11 years from 1993‑94 to 2003‑04 (table 2.2). The financial data presented in table 2.2 are based on an annual industry survey. Respondents are selected from family run and corporate businesses, but all are considered ‘serious, commercial pig producers’ (typically with more than 100 sows) (APL 2003d, p. 128). The sample size varied from seven (in 2002‑03) to 30 (in 1997‑98). 

APL noted that profitability needs to be considered against the capital employed in the industry and that producer returns needed to be sufficient to facilitate further investment in the industry:

… over the last 10 years there have been only three years (2000, 2001 and 2002) where profitability has approached what could be regarded as adequate levels for long-term business sustainability. (sub. DR62, p. 10)

This is a capital intensive industry and having an absolute profit of a nominal amount on a capital intensive industry, as one would be aware, is really not going to mean very much. (trans., p. 443)

Table 2.2
Profitability for surveyed pig producers (nominal), 1993–2003

	Year
	Profit/loss per sow
	Sample size

	
	$
	No. of farms

	1993‑94
	81
	29

	1994‑95
	14
	28

	1995‑96
	134
	22

	1996‑97
	147
	26

	1997‑98
	–216
	30

	1998‑99
	47
	28

	1999‑2000
	536
	27

	2000‑01
	437
	24

	2001‑02
	608
	18

	2002‑03
	–105
	7

	2003-04
	– 41
	13


a Data are based on APL surveys and do not represent all pig producers. 
Sources: APL, sub. 37, p. 48; APL 2003d; APL, pers. comm, 23 February 2005.

Several inquiry participants commented that reduced profits in recent years have resulted in a decline in pig producers’ equity in their farms: 

Producers have incurred significant debt in the last few years because of drought, low prices and high feed costs. Finance has been used to maintain the day to day operation of the farming business. (South Australian Farmers Federation, sub. DR63, p. 7)

… the recent Ernst and Young survey of pork producers highlighted how the larger producers have lost equity of approximately 40 per cent over the 2001–2003 period. (APL, sub. DR62, p. 10)

The Commission received little (publicly available) industry data on the returns pig producers receive on capital or changes in their businesses’ equity position (the Ernst and Young survey of pigmeat producers is not publicly available).

Another measure of profitability is the pig-to-feed price ratio (figure 2.19). This measure suggests the profitability of pig production was substantially lower in 2002‑03. In the second half of 2004 (to November), however, there were substantial increases in this ratio for feed wheat (37 per cent), barley (41 per cent) and sorghum (22 per cent).

Figure 2.19
Pig‑to‑feed price ratio
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Source: ABARE unpublished.

The ABS has estimated profitability for the Australian primary and secondary processing sectors for 1999‑2000, 2000‑01 and 2002‑03. These estimates suggest that bacon, ham and smallgoods manufacturers received relatively small profit margins between 1999‑2000 and 2002‑03 (table 2.3). Profitability for the manufacturing sector appears to have improved between 2000‑01 and 2002‑03, possibly due to a decline in pig prices and greater access to lower cost pigmeat imports.
Table 2.3
Estimates of profitability for bacon, ham and smallgoods manufacturers (nominal)a
	
	Operating income
	Operating expenses
	Profit before tax

	
	$m
	$m
	$m

	1999‑2000
	1 553
	1 570
	– 17

	2000-01
	1 692
	1 689
	3

	2001‑02
	na
	na
	na

	2002‑03
	2 178
	2 118
	87


a Given periodic changes to the way in which the ABS calculates these estimates, caution is advised when comparing values across years. Profitability estimates should thus be interpreted as indicative. na Not available. 

Source: ABS, Australian Industry, Cat. no. 8155.0.

The profitability of the Australian meat processing sector as a whole increased from 1999‑2000 to 2002‑03, but pigmeat processing makes up a small proportion of Australian meat processing so it is difficult to identify from this information how the profitability of primary pigmeat processing has changed over time (table 2.4). Reports of reduced throughput among some pig abattoirs and boning rooms suggests the profitability of the primary processing sector for pigmeat is unlikely to have mirrored the upward trend in profitability that is evident for the Australian meat processing sector as a whole since 1999‑2000. The Northern Co‑operative Meat Company, an export pigmeat processing and boning room operator, noted:

The trading position over the last three years shows the significant hardship being encountered by our co-operative. Every board meeting this year has devoted time specifically to whether or not the boning room operations should continue. (sub. 45, p. 3)

Table 2.4
Estimates of profitability for meat processing sector (nominal)a
	
	Operating income
	Operating expenses
	Profit before tax

	
	$m
	$m
	$m

	1999‑2000
	7 098
	6 988
	188

	2000-01
	8 369
	8 062
	306

	2001‑02
	na
	na
	na

	2002‑03
	9 637
	9 242
	372


a Given periodic changes to the way in which the ABS calculates these estimates, caution is advised when comparing values across years. Profitability estimates should thus be interpreted as indicative. na Not available.

Source: ABS, Australian Industry, Cat. no. 8155.0.

While several different sources and indicators suggest profitability has improved in recent months, the industry is concerned about the economic sustainability of many domestic producers and processors and their longer run competitiveness. Chapters 3, 4 and 5 discuss these issues.
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