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European Union

The European Union (EU) contains one of the largest pools of wealthy consumers (households earning in excess of US$50,000/year) in
the world. While a lucrative market, the EU’s continued protectionist stance towards agricultural imports has restricted Australia’s ability
to grow exports to this market.

Challenges and opportunities in the EU for Australian beef include:

- Australia’s primary barrier to growing beef exports to the EU - The United Kingdom (UK) is Australia’s largest market for beef
remains the highly restrictive, low volume tariff rate quotas. The within the 28-member union and its exit from the EU (expected
high tariffs applied on imports outside the two main quotas to occur in March 2019) creates an attractive opportunity for
makes further trade commercially prohibitive. Australia to improve its current market access.

- Australia and the EU have commenced the process of securing - Australia’s trade to the EU is made up of a large portion of high
a closer bilateral trade partnership and formal Free Trade value chilled primal cuts, primarily targeting foodservice and
Agreement (FTA) negotiations are anticipated to begin in early catering which prefer Australian product for its size, quality
2018. The outcome of these negotiations will be the main and consistent supply. Continuing to capture niche, premium
determinant of Australia’s future prospects in the region. markets remains Australia’s biggest opportunity outside of trade

negotiations.

Population Households earning* .?. Households earning* .?.
>US$35,000/year AR >US$50,000/ear (B°F
: in 2017 I in 2017 Dot in 2017
: In million : ¢ Inmillion households : ¢ In million households
Source: BMI Research, 2017 estimate & 2021 forecast Source: BMI Research, 2017 estimate & 2021 forecast Source: BMI Research, 2017 estimate & 2021 forecast
. includes EU 28 member states . . includes EU 28 member states . . includes EU 28 member states
. . *Disposable income *Disposable income

Australian beef exports — _/I‘ Australian beef exports — _/I‘ Proportion of key cuts _/|‘

volume ““ value “" ""

@ Chilled grass — 22% Striploin — 14%

Chilled grain — 75% @ Chilled — 99% Rump — 13% L
Frozen grass — 0% Frozen — 1% Topside/inside —12% :
® Silverside/ :

@ Frozen grain — 3%
outside — 1%

® other — 50%

Total 17,873 tonnes swt Total A$238.4 million

Source: Department of Agriculture and Water Resources Source: A$ 000, MAT (Moving Annual Total) November 2016 Source: DAWR, CY 2017
. (DAWR), CY 2017 . I toOctober 2017 EU excluding Croatia. Source: ABS/GTA N

Australian beef exports 4 Meat consumption
by country ““I

@ Netherlands — 45%

United Kingdom — 34%: : © 2017
ltaly — 13% : 2021
@ Other — 8% 1.05 113
I
Pork Poultry Beef Sheepmeat*®

¢ ¢ In million tonnes cwt
R Source: European Commission (2017 estimate, 2021 forecast)
. Source: DAWR, CY 2017 . . *Sheepmeatincludes goatmeat
© Meat & Livestock Australia, 2016. ABN 39 081678 364. MLA makes no representations as to the accuracy of any information or advice contained in MLA's Market snapshot and excludes all liability,
whether in contract, tort (including negligence or breach of statutory duty) or otherwise as a result of reliance by any person on such information or advice. All use of MLA publications, reports and
information is subject to MLA's Market Report and Information Terms of Use. Please read our terms of use carefully and ensure you are familiar with its content.

FOR FURTHER INFORMATION VISIT US ONLINE AT:
www.mla.com.au or email us at: marketinfo@mla.com.au MLA INDUSTRY INSIGHTS | European Union | January 2018 | 1 H



Consumers T1

The EU is a large per capita consumer of beef by global
standards. However, within the market, consumption levels
range between countries, driven by varying degrees of
economic development and beef’s role within the traditional
cuisine.

EU per capita meat consumption
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* Western Europe, includes (country codes) BE, DK, FR, DE, EL, IE, IT, LU, NL, PT, ES, UK, AT, Fl and SE

* Eastern Europe, includes CY, CZ, EE, HU, LV, LT, MT, PL, SK SI, BG, RO and HR
Primarily limited to Western Europe, the EU was one of the
largest beef consumer markets in the world in 2017, at just under
8 million tonnes cwe — behind the US but comparable to that of
China and Brazil.

Within the EU, the UK accounts for about 16% of total
consumption across the region and, at 19.3kg in 2016, is one of
the largest per capita consumers in the market. France, Germany
and lItaly are the other major consumer markets in the region.

Overall EU consumption growth in animal protein appears
limited, with many countries close to economic maturity and host
to an ageing population. Beef is also challenged by consumer
concerns over animal welfare, the environment and emphasis on
locally produced products.

Beef consumption across the EU
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Foodservice Q

Although limited in volume, the majority of Australian beef
exported to the EU is destined for foodservice.

The foodservice sector (inclusive of the UK, Spain, Germany,
Italy, France and the Netherlands) is dominated by full service
restaurants, pubs and clubs and quick service restaurants.

Outlet number and value by key foodservice channel
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Production 0

The EU is a significant producer of beef, but most production is
derived from a dairy-based herd. In 2017, beef production was
an estimated 7.89 million tonnes cwt (almost four times that of
Australia). The UK has maintained its position as a large beef
producer within the region, accounting for 11% of EU production
in 2016, but behind France (19%) and Germany (14%).

While there was a short-term recovery in 2016 and 2017, due
to a milk price induced liquidation of the dairy herd, beef
production in the EU is expected to continue its gradual
decline, in line with a falling herd and reduced local demand.

Further ahead, EU beef production will also be influenced by a
reduction in funding available through the Common Agriculture
Policy.

The EU is not self-sufficient in beef, with demand exceeding EU
production capabilities. By 2030, the European Commission
estimates that the EU will require 353,000 tonnes cwe of beef
imports to cover the domestic shortfall.

EU beef production and consumption
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Imports outside the EU account for just 4% of EU beef
consumption and the majority of imported product is sourced
from South America, due to lower import prices and their ability
to trade outside quota.

Brazil, the imported beef market leader, supplies a lower cost,
mostly frozen product into the EU (which declined 16% in the 12
months to September 2017 to 55,000 tonnes).

Imports from Uruguay (which increased 12% to 43,000 tonnes
swt), Argentina (which increased 8% to 36,000 tonnes) and the
US are of higher quality and comprise mostly chilled product.

Beef imports by supplier*
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Under the weight of increasing global supplies, EU import
prices eased from most major external suppliers in 2017,
particularly Argentina, Uruguay and the US.

However, import prices from Australia edged higher due to
high local cattle prices and tight supplies, compounded by a
stronger Australian dollar. Beef import prices from Brazil also
increased, as the Real recovered from where it bottomed out
in 2016.

Market access

- Australia’s current market access — involving low volume import
quotas and high out of quota import tariffs — is the greatest
limiting factor preventing an increase in exports to the EU.

- Australia predominantly exports beef under two quotas; the
High Quality Beef (HQB) Hilton country specific quota (7150
tonnes with 20% in-quota tariff) and the HQB global grainfed
quota (45,000 tonnes with 0% in-quota tariff shared on first-
come first-served basis with US, Uruguay, NZ, Argentina).

- Access above these quotas is prohibitive for most product,
attracting import duties of 12.8% plus up to €3/kg (or about
A$4.60/kg).

- Australia’s current beef trading regime with the EU is in stark
contrast to the majority of its other export markets — which
are embracing either free trade or import regime reform.
Transformation of these EU import arrangements will be a
necessary component of any FTA negotiations.

- Since 1979, Australia has had access to a country specific
Hilton quota and has consistently filled the majority of its
annual allocation. An exception was in 201617, when tight
grassfed cattle supplies and subsequent high prices in Australia
hindered the trade.
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Australia has often been a high contributor to the HQB global
grainfed quota, using 29% of this shared quota in 2016-17.
Strong demand for high quality Australian beef has led to the
EU now being Australia’s fourth largest grainfed beef export
market.

Australian global grainfed quota usage
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- The HQB global grainfed quota reduced from 48,200 tonnes to

45,000 tonnes following the provisional entering into force of
the Canada—EU FTA in September 2017.
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Brexit ,4'13\

- Prior to the UK’s exit from the EU (expected in March 2019)
it must negotiate the terms of departure and its future trade
relationship with the single market.

- The UK will need to develop a new trading regime incorporating
its own World Trade Organization (WTO) tariff schedule, as
well as adjusting its bilateral relations accordingly. This has the
potential to have a significant effect on Australia’s red meat
access.

The UK is Australia’s single largest red meat export market within

the EU, and Australia has long had historical ties with the country.

In the decade prior it joining the EU, the UK accounted for as
much as 34% of Australian beef exports globally.

Australian beef exports to the UK
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- The UK hosts a large population of wealthy, beef eating
consumers. While red meat consumption growth prospects
remain limited, imports will likely remain considerable and Brexit
provides Australia an opportunity to improve its access to a high
value market.

- While a large producer of beef, the UK is still a net beef importer.
Benefiting from unrestricted access, Ireland supplied 68% of
UK imports in 2017 with an additional 23% coming from within
the EU.

UK figures
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If no trade relationship is agreed upon by March 2019, imports
and exports between the UK and EU will default to World
Trade Organisation (WTO) Most Favoured Nation rules.

The UK government has indicated it would continue the level
of Common Agriculture Policy support to local beef producers
out to 2020, but longer term the level of farm subsidies and
other support measures are uncertain. Agribenchmark data
indicates 5-26% of typical UK beef finisher income in 2016
was derived from government payments.

The EU is the UK’s single largest trading partner, overall and in
the case of red meat, and the future regime hinges on whether
the exit is smooth (a free trade agreement is reached before
March 2019) or disorderly (the relationship reverts to WTO
trading rules).

The UK must finish negotiating the terms of its exit from the EU,
prior to engaging other countries in formal trade negotiations.
The Australian government has expressed an appetite to
pursue future trade opportunities with the UK through an
eventual FTA.

The UK economy has been resilient post-Brexit vote — in
part supported by a significant devaluation of the currency —
however, there is significant risk that a disorderly Brexit could
result in an economic slowdown and inflated food prices,
which could impact overall demand for meat.
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Market access overview

Trade agreements Import tariffs
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Major challenges

* The shared global grainfed beef quota shrank following the implementation of the EU-Canada Comprehensive Economic and Trade Agreement (CETA). The quota will reduce to 45,000 tonnes however, given the
change occurs midway through the fiscal year, the 2017-18 quota will likely be between the existing pre- and post-CETA quota.

Australian beef exports to EU — summary table
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Volume - by major cut (in tonnes swt)
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