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Correspondence

A number of inquiry participants raised concerns that imports of frozen pigmeat are highly subsidised and are affecting the competitiveness of the Australian industry. This view appears to have been primarily based on the Organisation for Economic Cooperation and Development’s producer support estimates. 

The Productivity Commission consulted with ABARE and Danske Slagterier on this issue. This appendix reproduces correspondence between Dr Neil Byron (Presiding Commissioner, Productivity Commission) and Dr Brian Fisher (Executive Director, ABARE) and correspondence between the Commission and Mr Knud Buhl (Head of Office — Brussels, Danske Slagterier).
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27 January 2005

Dr Brian Fisher
Executive Director
ABARE

GPO Box 1563
CANBERRA 2601

Dear Brian

As you are aware, the Productivity Commission is currently undertaking an Inquiry into the
Australian Pigmeat Industry. An issue of concern to me is that some participants have come to
believe imports of frozen pigmeat, in particular middles from Denmark, are highly subsidised and
are affecting the competitiveness of the Australian industry.

A number of participants have drawn my attention to the producers support estimates (PSE)
calculated by the OECD which attribute comparatively high levels of support to EU pig producers. I
note that ABARE considered this issue in its report, Economic assessment of the effects of pigmeat
imports on the Australian industry, observing that:

In 2002, the last year for which estimates are available, producers in Australia, Canada and the
United States were only lightly assisted — receiving 4 per cent 7 per cent and 5 per cent
respectively of their revenue from government programs (OECD 2003). These figures are in
marked contrast with the situation in the European Union (of which Denmark is a member)
where producers receive 26 per cent of their earnings from the government.

However, I currently see little evidence to give credence to the view that Danish producers are
heavily subsidised. The Productivity Commission investigated the PSE estimates in its recently
released Draft Report and has been attempting to reconcile the OECD estimates for the EU with
evidence of the characteristics of the Danish pigmeat industry. For example:

o The OECD estimate is an average over 15 countries. The level of assistance provided by
different national governments, will vary between countries.

— There do not appear to be any individual government programs or budgetary outlays that
point to large subsidies to Danish pig producers.

» Assistance is provided to EU producers in two ways: (1) directly, and (2) by ‘market support’
. mechanisms, such as tariff quotas, that are designed to increase prices within the EU compared
to world prices.
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— The remaining percentage points of the PSE for the EU are attributed to ‘Market support’
assistance, yet we are unable to identify large government expenditures to account for the
support and Eurostat statistics show that Denmark achieves higher prices exporting to non-

EU countries than to other EU countries (over 30 per cent of Danish pigmeat is sold to non
EU countries).

 If, prices in the EU were 20 per cent higher than world prices (as suggested by the PSE
estimate), why would the Danish industry export such a high percentage of production?

— One answer may be export subsidies, but there are few export subsidies for pigmeat, and
those that do occur are normally occasional, and measured in tens of millions of Euros in a
market whose value of production is about 20 billion Euros. EU exports of pigmeat are about
1 000 000 tonnes, and Danish exports are about 600,000 tonnes. A 20 per cent export subsidy
would equate to approximately 500 Euros per tonne, about 500 million Euros for the EU, or
about 300 million Euro for Denmark. We cannot find any evidence of subsidies of this scale.

- In the absence of export subsidies, firms export because they can achieve higher prices
overseas than on their domestic markets.

o If EU internal prices are at/below world prices for particular grades/cuts of pigmeat, it is very
difficult to argue that the tariffs/quotas/ tariff quotas have significantly raised EU prices,
especially when we know that most quotas are substantially under-filled.

While the OECD does not calculate a PSE for the Danish pigmeat industry, it does argue that a net
exporting country, with no policies specifically affecting the imports or exports of a given
commodity ‘corresponds to the case of zero Market Producer Support’ (see OECD 2004,
Methodology for the measurement of support and use in policy evaluation, p.14).

I would be grateful of any views you or your staff might have on these ‘troublesome’ observations.
Has ABARE undertaken analysis that steps beyond the EU estimate and considered its applicability
to the Danish pigmeat industry specifically?

Over and above clearly setting out the arguments against government assistance, it seems to me that
an important role for this inquiry could be to dispel a myth (that on first glance appears to be easy to
fall for), that estimates of EU assistance to the pigmeat industry are evidence that the Danish
industry is exporting heavily subsidised pigmeat to Australia.

Yours faithfully

Dr Neil Byron
Commissioner
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Dear Neil

In your letter dated 27 January, you raised a number of questions in relation to your inquiry on the
Australian pigmeat industry. These questions focussed on the Danish and EU pigmeat industries. In
addition to the letter, follow up communication from your staff indicated that any assistance that could
be provided on the relative cost of feed grains in Denmark and other EU countries would be useful.

This letter provides a broad response to your request, with the attached documents providing
underlying data and source material.

The majority of questions raised focussed on the apparent inconsistency between the OECD estimates
of support provided to EU pigmeat producers and the fact that Denmark (and the Netherlands) have
been exporting pigmeat products with no apparent export subsidies. A reason for seeking clarification
from ABARE is that ABARE included a reference to EU support in our publication Economic
assessment of the effects of pig meat imports on the Australian industry.

Although we do not have definitive answers to your questions, after confering with the OECD
Secretariat we can confirm the following information about the underlying data used to calculate
Producer Support Estimates (PSE) by the OECD:
* That the commodity specific PSE for pigmeat in the European Union predominantly (about 90
per cent) comprises a category termed market price support:
o For a country that is a net exporter, market price support is calculated by comparing
unit export values with farm gate/domestic prices;
» For EU pigmeat, exports to Japan are excluded from the calculation of unit
export values because these exports are deemed to be of a ‘high quality’;
» The exclusion of exports to Japan reduces the export price used in the
comparison;
»  The OECD adjusts the unit export value by subtracting estimates of processing
costs in France in order to make it comparable with the domestic price;
¢ According to the OECD calculations, the domestic price exceeds the modified unit export
value, thereby providing a positive estimate of market price support to pigmeat producers;
¢ This estimated market price support has been in the range of 22-24 per cent of the value of
production in recent years (2000 to 2002);
¢ The main other support present in the estimated EU pigmeat PSE is from direct government
payments at the sub national level (ie by individual EU member governments) in the form of
expenditure for on-farm services, interest subsidies and environmental programs;
o While there are payments to pigmeat producers by other EU member governments, the
OECD is not aware of any specific assistance or payments from the Danish
government to Danish pig farmers.

Obc re Tel +61 2 6272 2000 GPO Box 1563 Canberra Edmund Barton Building
www.abareconomics.com Fax +61 2 6272 2001 ACT 2601 Australia Macquarie Street, Barton, ACT 2600
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The presence of market access barriers, such as tariff quotas, can only provide market price support
for a net exporting country if there are explicit or implicit export subsidies provided or if there are
restrictions of trade within the country.

The European Union does not require the export of some pigmeat products and does not
provide a deficiency payment to pigmeat producers or processors — as such, no implicit export
subsidy appears to exist for EU pigmeat.

In recent years, the European Union has provided export subsidies for pigmeat products;

o The volume of EU subsidised exports were 58 per cent, 8 per cent and 7 per cent of
total exports for 1999-00, 2000-01 and 2001-02 respectively (the last three years for
which notifications are available). The value of subsidised exports for the same period
were less than one per cent, 1.4 per cent and 9 per cent of the total value of exports.

o Over the three years, the volume of subsidised exports averaged 24 per cent of total
EU exports while their value averaged 4 per cent of total value of EU exports.

o For 1999-2000, The European Union has utilised roll over provisions of export
subsidies to avoid breaching its volume and value commitments for pigmeat export
subsidies.

o The current volume and value limit on EU pigmeat subsidised exports are 443.5 kt and
191.3 million Euros.

o The products for which export subsidies were provided do not include the products
exported to Australia;

* A report by the Danish Bacon and Meat Council indicates that EU export
refunds have been provided on highly processed pigmeat products (sausages
and cooked hams) rather than uncooked cuts and carcasses.

While there are controls on the movement of live animals within the European Union, there are
no controls on the movement of pigmeat products that would represent an artificial barrier to
intra-EU trade;
o The European Union has standardised labelling and health regulations to ensure the
free movement of goods throughout the EU territory;
o Administrative and transport costs however make pigmeat prices in some areas of the
European Union higher than prices in the export dominated areas.

As evidence to disprove a substantial price difference across the European Union, you have noted that
the EU tariff quota for pigmeat has a very low rate of fill.

However, work by ABARE (Podbury and Roberts, 1999, WTI'O Agriculutral Negotiations:
Important market access issues) indicates that tariff quota underfill may occur for many
reasons and that the presence of persistent underfill of tariff quotas does not of itself indicate a
lack of economic demand for imports at the in-quota tariff rate. For example:

o Some of the administrative arrangements that can lead to underfill of quotas include
allocation of the quota into non commercial quantities, allocation of the quota to
exporting countries which have very high cost industries, restriction of the quota to a
subset of the relevant tariff lines that has a low level of commercial activity and
limitations on the use of goods imported within the tariff quota.

Although the EU pigmeat tariff quotas have no end use requirements and are not allocated to
specific supplying countries, these quotas are small in volume and are divided into a subset of
the pigmeat tariff lines.

o The European Union has six pigmeat quotas with a total volume of about 123,000
tonnes. Most of these quotas are small (3,000 to 6,000 tonnes) and the returns from
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costs in meeting the EU requirements for imported pigmeat to the European Union.
This could be one reason for the quotas being persistently underfilled.

ABARE also has data indicating that, in some years and for some products, average prices received
for Danish pigmeat sales in the European Union are lower than those obtained for exports even after
excluding the high valued exports to Japan. For example average prices received by Danish producers
for bacon in the European Union were lower than average export unit values in 2001, 2002 and 2003.
Similarly average unit prices received from sales in the European Union of pig carcasses (fresh or
frozen) were lower than corresponding export unit values in 2002 and 2003. This raises doubts about
the appropriateness of using the OECD MPS and PSE estimate for EU pigmeat producers to ascertain
the level of support for Danish pigmeat producers. In an attempt to address this issue, we contacted
the OECD secretariat to enquire about the availability of PSE estiamtes for specific EU member
countries. While they confirmed that efforts to produce such estimates have occurred in the European
Commision and in EU member states, they advised that the results of those efforts are not publicly
available.

In addition to the questions raised in your letter, your staff have also indicated the need for
information on the comparative cost of grain in the European Union. Based on published figures by
the European Commission, there is evidence that the price of barley is higher in Denmark than in most
EU countries. We have included the source and original data underlying this claim in the attachment.

The information provided indicates that there are no apparent production subsidies to Danish pigmeat
producers or export subsidies on products exported to Australia. In addition, returns to Danish
producers are closely linked to prices obtained on international markets. I hope this information is
useful to your inquiry. Please contact myself or my staff if you have further querries.

Yours sincerely
7.
Al R

BRIAN FISHER

Executive Director
16 February 2005

Attached:
Danish Pigmeat Data

DANSKE SLAGTERIER STATISTICS 2003
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Exports to EU countries

2001

Tonnes UK Italy Germany France Other EU Total
Live pigs and sows 0 1,474 70,706 29 3,990 76,199
Bacon 120,389 71 1,952 992 3,887 127,291
Carcases, fresh/frozen 2 17 63,424 0 617 64,060
Cuts 131,491 132,101 155,358 64,359 62,621 545,930
By-products 26,560 4,122 21,062 7,950 44118 103,812
Canned meat 21,698 1,586 15,331 1,908 15,301 55,824
Other processed porducts 6,870 89 1,132 6,047 7,594 21,732
Total 307,010 139,460 328,965 81,285 138,128 994,848
Share 30.9% 14.0% 33.1% 8.2% 13.9% 100.0%
1000 DKr UK Italy Germany France Other EU Total
Live pigs and sows 155 36,650 941,808 2,328 50,870 1,031,811
Bacon 3,085,686 2,351 71517 27,967 110,332 3,297,853
Carcases, fresh/frozen 57 324 781,487 0 7,651 789,519
Cuts 2,262,198 2,178,789 3,046,394 1,096,402 1,481,630 10,065,413
By-products 136,652 52,253 149,737 107,990 181,029 627,661
Canned meat 618,939 28,879 368,683 46,368 368,800 1,431,674
Other processed porducts 221,707 1,958 37,367 127,481 189,020 577,534
Total 6,325,395 2,301,205 5,396,998 1,408,536 2,389,328 17,821,462
Share 35.5% 12.9% 30.3% 7.9% 13.4% 100.0%
Unit value 1000 DKrit UK Italy Germany France Other EU Total
Live pigs and sows 0.00 24.86 13.32 80.28 12.75 13.54
Bacon 2563 33.11 36.64 28.19 28.38 2591
Carcases, fresh/frozen 28.50 19.06 12.32 0.00 12.40 12.32
Cuts 17.20 16.49 19.61 17.04 23.66 18.44
By-products 5.15 12.68 7.1 13.58 410 6.05
Canned meat 28.53 18.21 24.05 24.30 2410 2565
Other processed porducts 3227 22.00 33.01 21.08 24.89 26.58

Total 20.60 16.50 16.41 17.33 17.30 17.91
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2002

Tonnes UK Italy Germany France Other EU Total
Live pigs and sows 85 3,164 73,855 19 5,256 82,379
Bacon 113,982 351 1,946 468 4,037 120,784
Carcases, fresh/frozen 0 7 66,934 0 663 67,604
Cuts 141,517 133,696 162,192 50,435 66,176 554,016
By-products 22,017 4,931 24,255 6,766 61,465 119,434
Canned meat 22,199 1,770 15,706 2,195 17,885 59,755
Other processed porducts 6,825 102 921 5,916 7721 21,485
Total 306,625 144,021 345,808 65,799 163,204 1,025,457
Share 29.9% 14.0% 33.7% 6.4% 15.9% 100.0%
1000 Dkr UK Italy Germany France Other EU Total
Live pigs and sows 3,389 65,862 863,299 1,879 54,237 988,666
Bacon 2,717,585 10,518 58,897 15,811 111,941 2,914,752
Carcases, fresh/frozen 7 75 581,511 0 5,862 587,455
Cuts 2,037,473 1,775,938 2,388,595 689,310 1,371,008 8,262,324
By-products 112,653 65,184 182,296 126,315 153,425 639,873
Canned meat 593,692 27,952 352,989 59,151 412,912 1,446,696
Other processed porducts 210,311 2,179 31,590 117,539 189,614 551,233
Total 5675109 1,947,709 4,459,178 1,010,004 2,298,998 15,390,998
Share 36.9% 12.7% 29.0% 6.6% 14.9% 100.0%
Unit value 1000 DKrit UK Italy Germany France Other EU Total
Live pigs and sows 39.87 20.82 11.69 98.89 10.32 12.00
Bacon 23.84 29.97 3027 33.78 27.73 2413
Carcases, fresh/frozen 0.00 10.71 8.69 0.00 8.84 8.69
Cuts 14.40 13.28 14.73 13.67 20.72 14.91
By-products 512 13.22 7.52 18.67 250 5.36
Canned meat 26.74 15.79 2247 26.95 23.09 2421
Other processed porducts 30.81 21.36 34.30 19.87 24.56 2566

Total 18.51 13.52 12.89 15.35 14.09 15.01
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2003

Tonnes UK Italy Germany France Other EU Total
Live pigs and sows 106 2,611 81,125 77 2271 86,190
Bacon 117,149 566 3,259 44 4,604 125,622
Carcases, fresh/frozen 3 323 66,540 1 2,578 69,445
Cuts 157,564 132,106 212,900 44,460 67,909 614,939
By-products 20,749 4,676 28,041 7,021 69,424 129,911
Canned meat 10,711 806 8,502 1,372 10,009 31,400
Other processed porducts 4,815 63 1,345 4,625 6,937 17,785
Total 311,096 141,151 401,712 57,599 163,734 1,075,292
Share 28.9% 13.1% 37.4% 5.4% 15.2% 100.0%
1000 Dkr UK Italy Germany France Other EU Total
Live pigs and sows 4,744 52,303 834,340 3,054 32,512 926,953
Bacon 2,728,280 14,094 85,163 1,637 118,941 2,948,115
Carcases, fresh/frozen 70 2,607 546,530 5 21,339 570,551
Cuts 2,227,357 1,583,873 2,611,276 559,822 1,372,607 8,354,935
By-products 101,121 75,834 175,982 128,244 159,836 641,017
Canned meat 264,049 12,944 195,259 36,523 231,902 740,677
Other processed porducts 117,333 1,395 36,315 91,505 157,926 404,474
Total 5,442,954 1,743,049 4,484,865 820,789 2,095,065 14,586,722
Share 37.3% 11.9% 30.7% 5.6% 14.4% 100.0%
Unit value 1000 DKrit UK Italy Germany France Other EU Total
Live pigs and sows 4475 20.03 10.28 39.66 14.32 10.75
Bacon 2329 24.90 26.13 37.20 25.83 23.47
Carcases, fresh/frozen 2333 8.07 8.21 5.00 8.28 8.22
Cuts 14.14 11.99 12.27 12.59 20.21 13.59
By-products 4.87 16.22 6.28 18.27 230 4.93
Canned meat 24.65 16.06 2297 26.62 2317 23.59
Other processed porducts 2437 2214 27.00 19.78 22.77 2274
Total 17.50 12.35 11.16 14.25 12.80 13.57

Source: Danske Slagterier, Statistics 2002 & 2003
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Exports to non-EU countries
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Unit value 1000 Dkr/t
Live pigs and sows
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Carcases, fresh/frozen
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By-products

Canned meat

Other processed porducts
Total

Japan
0

189

4
221,032
2,116
5,680
1,497
230,518
39.6%

Japan

0

10,999
95
6,240,628
17,887
111,414
39,357
6,420,380
56.1%

Japan
0.00
58.20
23.75
28.23
8.45
19.62
26.29
27.85

USA
88

36,707
1.277
13,102
952
52,127
8.9%

USA

135
2776

0
1,177,530
14,712
322,149
27,163
1,544,465
13.5%

USA
135.00
31.55
0.00
32.08
11.52
24.59
28.53
29.63

Russia
19

7

619
76,334
24,263
2,243
3,951
107,436
18.4%

Russia
1,288
379
6,697
793,941
144,493
46,907
78,815
1,072,520
9.4%

Russia
67.79
54.14
10.82
10.40

5.96
20.91
19.95

9.98

Other countries
251

727

1,402

91,427

73,372

11,198

14,349

192,756

33.1%

Other countries
18,879

24,866

15,793
1,375,370
486,511
247,712
232,232
2,401,365
21.0%

Other countries
75.22

34.20

11.26

15.04

6.63

2212

16.18

12.46

Total excl. Japan
271

822

2,021

204,468

98,912

26,543

19,252

352,319

60.4%

Total excl. Japan
20,302

28,021

22,490
3,346,841
645716
616,768
338,210
5,018,350
43.9%

Av. excl. Japan
74.92

34.09

11.13

16.37

6.53

23.24

17.57

14.24

Total
271
1,011
2,025
425,530
101,028
32,223
20,749
582,837
100.0%

Total
20,302
39,020
22,585

9,587,469
663,603
728,182
377,567

11,438,730
100.0%

Average
74.92
38.60
11.15
22.53
6.57
22.60
18.20
19.63
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2002
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Share
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Total

Share

Unit value 1000 Dkr/t
Live pigs and sows
Bacon

Carcases, fresh/frozen
Cuts

By-products

Canned meat

Other processed porducts
Total

Japan
0

28

1
233,065
4,663
4,062
1,553
243372
40.5%

Japan

0

1,720

15
5,761,288
90,562
97,640
38,643
5,989,869
57.8%

Japan
0.00
61
15.00
24.72
19.42
24.04
24.88
24.61

USA
135

38,027
1,361
13,265
1,107
53,899
9.0%

USA
1,002
4916

0
1,044,734
13.412
310,431
27562
1,402,057
13.5%

USA
334.00
36.41
0.00
27.47
9.85
23.40
24.90
26.01

Russia
2,035
748
1,826
498,147
144,764
17,028
42,223
706,771
6.8%

Russia
72.68
46.75

8.49
7.68
4.01
20.22
18.09
6.77

Other countries
277

982

368

99,364

72,356

11,450

13,909

198,705

33.1%

Other countries
19,362

24,927

3,934
1,335,254
410,310
245,927
221,200
2,260,911
21.8%

Other countries
69.90

25.38

10.69

13.44

5.67

21.48

15.90

11.38

Total excl. Japan
308

1,133

583

202,277
109,776

25557

17,350

356,984

59.5%

Total excl. Japan
22,399

30.591

5,760

2,878,135
568,486
573,386
290,985
4,369,739
42.2%

Av. excl. Japan
72.72

27.00

9.88

14.23

5.18

22.44

16.77

12.24

Total
336
1,134
583
435,342
114,439
29,619
18,903
600,356
100.0%

Total
22,399
32311

5,775
8,639,423
659,048
671,026
329,628
10,359,608
100.0%

Average
66.66
28.49

9.91
19.85
5.76
22.66
17.44
17.26
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2003

Tonnes

Live pigs and sows
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Total

Share

1000 Dkr

Live pigs and sows
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By-products
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Total

Share

Unit value 1000 Dkr/t
Live pigs and sows
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Carcases, fresh/frozen
Cuts

By-products

Canned meat

Other processed porducts
Total

Japan
2

2

0
235712
1,469
5,310
1,488
243,983
39.3%

Japan

0

91

27
5,210,200
16,151
103,027
34,524
5,364,020
56.1%

Japan

0.00
45.50

0.00
22.10
10.99
19.40
23.20
21.99

USA
87

55,153
998
14,857
1,326
72,422
M.7%

USA

158
2313

0
1,155,036
11,263
308,879
32,639
1,510,287
15.8%

USA
79.00
26.59

0.00
20.94
11.29
20.79
24.61
20.85

Source: Danske Slagterier, Statistics 2002 & 2003

Russia
1,786
660

0
250,107
125,824
10,729
18,757
407,862
4.3%

Russia
74.42
41.25

0.00
6.47
3.93
17.97
16.16
5.62

Other countries
295

970

168

118,510

87,887

11,487

13,181
232,497
37.4%

Other countries
19,195

2541

2,059
1,378,834
414,051
241,215
194,417
2,275,184
23.8%

Other countries
65.07

26.20

12.26

11.63

4.71

21.00

14.75

9.79

Total excl. Japan
321

1,073

168

212,326

120,936

26,941

15,668

377,432

60.7%

Total excl. Japan
21,139

28,384

2,059

2,783977
551,138
560,823
245,813
4,193,333
43.9%

Av. excl. Japan
65.85

26.45

12.26

13.11

4.56

20.82

15.69

1.1

Total
323
1.075
168
448,038
122,405
32,251
17,156
621,415
100.0%

Total
21,139
28,475

2,086
7,994,177
567,289
663,850
280,337
9,557,353
100.0%

Average
65.45
26.49
12.42
17.84

4.63
20.58
16.34
15.38
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The Productivity Commission (the Australian Government's principal review and
advisory body on microeconomic policy and regulation) is currently undertaking an
Inquiry into the Australian Pigmeat Industry (see
http://www.pc.gov.au/inquiry/pigmeat/index.html . An issue of concern is that some
Inquiry participants have come to believe imports of frozen pigmeat, in particular
middles from Denmark, are highly subsidised and are affecting the competitiveness of the
Australian industry. A number of participants have drawn my attention to the producers
support estimates (PSE) calculated by the OECD which attribute comparatively high
levels of support to EU pig producers. I note that another Australian government agency,
ABARE (see http://www.abare.gov.au/), considered this issue in its report, Economic
assessment of the effects of pigmeat imports on the Australian industry, (see
http://abareonlineshop.com/product.asp?prodid=12824 ) observing that:

In 2002, the last year for which estimates are available, producers in Australia, Canada
and the United States were only lightly assisted - receiving 4 per cent 7 per cent and 5 per
cent respectively of their revenue from government programs (OECD 2003). These
figures are in marked contrast with the situation in the European Union (of which
Denmark is a member) where producers receive 24 per cent of their earnings from the
government. However, I currently see little evidence to give credence to the view that
Danish producers are heavily subsidised. The Productivity Commission investigated the
PSE estimates in its recently released Draft Report (see
http://www.pc.gov.au/inquiry/pigmeat/draftreport/pigmeat.pdf) and has been attempting
to reconcile the OECD estimates for the EU with evidence of the characteristics of the
Danish pigmeat industry. For example:

* The OECD estimate is an average over 15 countries. The level of assistance
provided by different national governments, will vary between countries.

* There do not appear to be any individual government programs or budgetary
outlays that point to large subsidies to Danish pig producers.

* Assistance is provided to EU producers in two ways: (1) directly, and (2) by
'market support' mechanisms, such as tariff quotas, that are designed to increase prices
within the EU compared to world prices.

* Direct assistance contributes around 4 percentage points to the PSE for the EU.
Danish producers mainly receive similar forms of assistance to that provided to
Australian producers, for example, R & D, extension, fuel rebates, promotion assistance,
etc.





[image: image15.png]* The remaining percentage points of the PSE for the EU are attributed to 'Market
support' assistance, yet we are unable to identify large government expenditures to
account for the support and Eurostat statistics show that Denmark achieves higher prices
exporting to non-EU countries than to other EU countries (over 30 per cent of Danish
pigmeat is sold to non EU countries).

* If, prices in the EU were 20 per cent higher than world prices (as suggested by the
PSE estimate), why would the Danish industry export such a high percentage of
production?

* One answer may be export subsidies, but there are few export subsidies for
pigmeat, and those that do occur are normally occasional, and measured in tens of
millions of Euros in a market whose value of production is about 20 billion Euros. EU
exports of pigmeat are about 1 000 000 tonnes, and Danish exports are about 600,000
tonnes. A 20 per cent export subsidy would equate to approximately 500 Euros per tonne
about 500 million Euros for the EU, or about 300 million Euro for Denmark. We cannot
find any evidence of subsidies of this scale.

b

* In the absence of export subsidies, firms export because they can achieve higher
prices overseas than on their domestic markets.

* If EU internal prices are at/below world prices for particular grades/cuts of
pigmeat, it is very difficult to argue that the tariffs/quotas/ tariff quotas have significantly
raised EU prices, especially when we know that most quotas are substantially under-
filled. While the OECD does not calculate a PSE for the Danish pigmeat industry, it does
argue that a net exporting country, with no policies specifically affecting the imports or
exports of a given commodity 'corresponds to the case of zero Market Producer Support'
(see OECD 2004, Methodology for the measurement of support and use in policy
evaluation, p.14). I would be grateful of any views you or your staff might have on these
observations regarding the support to the Danish pigmeat industry. Could you confirm
the support arrangements for the industry and those available for the export of middles to
non EU countries? Unfortunately the Pigmeat Inquiry being undertaken by the
Productivity Commission has a very short timeframe to report within and so I would
greatly appreciate a prompt reply to this query.
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January 28™, 2005
Kbu
Kbu@agridan.be
TIf.: +32 2 230 27 05

Inquiry into market support arrangements for Danish pig producers

Thank you very much for consulting us on the above mentioned issue.

First of all we shall confirm that we fully agree with your general observations on market support
and price relations. The EU pigmeat sector has always been one of the most liberal animal sectors
within the CAP with very few market support measures applied and during the latest years these

measures have been very seldom used. Supply and demand have been determining the price level.

Regarding tariff quotas it is correct that the EU-GATT-quota on about 70.000 tonnes has always
been substantially under-filed (mostly under 10%).

Regarding export subsidies we shall confirm that there have — except for a short period (6 weeks)
in the beginning of 2004 - been no export subsidies on fresh/frozen pork since July 2000. In this
connection it should also be stressed that our main export product item for Australia — i.e. middles
— have never been eligible for export subsidies.

Once again thank you for contacting us and should you need any further explanations please do
not hesitate to contact us.

KBHdokumenter:53248.1 / 28. januar 2005





[image: image17.png]Email letter from Productivity Commission to Danske Slagterier

7 February 2005

Thank you for your prompt reply to my colleague. The information is very useful in
improving our understanding of EU and Danish market support arrangements for
pigmeat production in Denmark.

I would be grateful if you could assist us further on four issues we do not fully
understand.

First, EU statistics indicate that farm gate prices for pigmeat in Denmark are below
the EU average. We are puzzled as to why this is so, and any explanation for this
differential would be appreciated.

Second, we are not sure if the 'bonus payment' referred to on the Danske Slagterier
website
http://www.danskeslagterier.dk/smcms/Danske_Slagterier_UK/Statistics/6671/6694/6
697/Index.htm?ID=6697 refers to a bonus for the quality of the pigmeat supplied, or if
it represents a member's share of the profits of the respective co-operative. Your
clarification will be appreciated.

Third, our analysis of Danish export data indicates that the Australian market provides
Danish exporters with above average returns for the type and quality of pigmeat
supplied. On the other hand, some submissions to our inquiry have suggested that
Danish pigmeat is being sold to Australia at prices below the wholesale price in
Denmark. We would be grateful if you could confirm which view is correct. Any
evidence you can provide (for example, average Danish wholesale price for the type
and quality of pigmeat exported to Australia) will be gratefully received.

Fourth, economic theory suggests that the size and efficiency of the Danish pigmeat
processing sector could provide an important competitive advantage to the Danish
industry. On the other hand, some participants in the inquiry have suggested that the
Australian processing sector is as efficient as the Danish processing sector. We would
be grateful for any information you could provide on the efficiency of the Danish
processing sector. We would be particularly interested in any evidence on the average
cost of processing a pig (either on a per pig or per kg basis).

Once again, many thanks for your assistance to date. We look forward to your reply.
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February 18, 2005
Kbu

Kb@agridan.be

TIf: +32 2 230 27 05

Thank you very much for your e-mail of February 7. 2005.
We are very sorry for the delay in answering your questions.

You start by mentioning that we by fax and e-mail of January 28, 2005 have improved
your understanding of EU and Danish market support measures for the pig meat
production. In this connection we hope that we have clarified that there never has been
domestic Danish support measures and very few EU support measures for many years for
this sector and in case of any EU support measures there have never been any support for
the specific product - i.e. middles - which we export to Australia.

Now your questions:

Number 1

Firstly it should be mentioned that the farm gate prices, which each EU-member country
reports to the EU-Commission each week, are not comparable between the countries even
if this perhaps was the intention when the calculation of an EU-average price (pigs over
50 kg with a lean meat content between 50% and 60%) was established. Different local
preferences in slaughter weight and different methods of measuring the lean meat content
means different prices. The EU-Commission has acknowledged this fact and is only
using the weighted average price as an indicator of the market situation and to see in
which direction the market moves.

Concerning your specific question as to how Danish prices compare with the EU-average
the situation is the following:

When marketing the Danish pork production on 130 different markets world wide the
average price is significantly higher than the EU-average. This is due to our ability to
access practically all markets in the world and to supply high quality uniform tailor
made cuts in big quantities and in accordance with our clients specifications. In that way
we are able at any time to match each specific item of the pig with the market segment
that world wide is paying the best price.

The difference between the average price for Danish pork and the EU average is also
influenced by the fact that Denmark is exporting to countries outside the Union, and here
we have been hit by the low rate of exchange for especially the US dollar as a lot of this
export is invoiced in US dollars. Also on our most important market outside the EU -
Japan - we have been hit by competition from low-rate-dollar US exporters.
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has been reduced but the Danish average is still higher than the EU-level.

Unfortunately our costs for producing at a high standard are also higher than the EU-
average. That goes in particular for the labor costs. The salaries for slaughterhouse
workers in Denmark are no doubt the highest in the world.

Due to this high cost situation combined with the currency situation the farm gate price
for pigs is for the time being lower in Denmark than the EU-average although as
mentioned it can be difficult to establish the exact difference. Measured over a longer
period the Danish farm gate price is however at least matching the EU-average.

Number 2

You are quite right in your last assumption. The bonus payment has nothing to do with
quality but represents the members (the pig producers) share of the profit of the
cooperative slaughterhouse company. Bonus is paid once a year after the results of the
financial year has been established and published and this bonus varies from company to
company depending on the size of its profits.

Number 3

You are correct about the better prices but it is impossible to compare these prices with
domestic wholesale prices on the same product i.e. middles. Bacon is not really eaten in
Denmark, as we have no preferences for it. Middles are therefore "designed" for and
exported to "bacon eating" countries such as UK, Japan, Australia etc. Therefore in fact
we have no wholesale price for this product in Denmark. If comparisons should be made
it should be with the UK prices. In this connection it should also be mentioned that for
climatic reasons consumption of bacon varies seasonally and therefore also "anti-
cyclically” between UK and Australia and prices varies therefore accordingly.

Number 4

As you know the products we are selling on the Australian market are de-boned middles
for further processing and it is our impression that the Australian meat processing
industry is just as efficient as the Danish one. It is also our impression that the reason
why the Australian meat processors are buying Danish middles is that they from
Denmark 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 pig meat 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.

The strength of the Danish pig meat sector has always been that we are very efficient in
supplying our customers worldwide with tailor-made "semi processed" cuts for further
processing.

Finally we must say that we are not able to give you an average cost of processing a pig
as it depends on a lot of things. The only thing we can say is that - as mentioned above -
costs are high in Denmark and therefore higher than in almost all the countries with





[image: image20.png]which we are competing, but as also mentioned above, we have been able to create
preferences for our products globally due to efficiency in supplying uniform, tailor-made
cuts in bigger quantities. So the higher costs are counterbalanced by a better marketing
price for the meat.

Once again thank you for contacting us and should you need any further clarifications
please do not hesitate to contact us again.
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