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Price and national production
outlook

Lamb prices follow a generally seasonal pattern,
rising early in the year before declining in spring
as spring lamb supply becomes available.
Nonetheless, monthly average trade lamb prices
generally performed towards the upper end of the
five year range in 2014-15 and have remained
steady through July and into August this year.
While we still expect that prices will come off as
supply comes online in the spring, our overall
forecast is that prices will increase moderately in
2015-16 — up 1.2% (AUD) for the period.

These moderately higher prices have been
sustained as supply has increased over the past
five years, especially from Victoria. Slaughter
rates were elevated for much of 2014 and into
early 2015, especially in Victoria.

We have held the view for some time that these
higher slaughter levels, underpinned by
increasing turn off rates as a proportion of total
flock, were not sustainable. Recent data lend
support to this view, as slaughter has began to
contract faster than normal in Victoria ahead of
the spring peak. We are still around a month
away from the major spring flush of lambs. Our
forecast for a 1.0% decline in lamb production in
2015-16 is in line with ABARES’ estimate.

Figure 1: Eastern States Trade Lamb Indicator
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Figure 2: Weekly lamb and sheep slaughter by state
250,000

QLD NSW SA VIC TAS

200,000

150,000

100,000

50,000

O L
2010 2011 2012 2013 2014 2015

Source: Meat and Livestock Australia



Domestic consumption

Despite higher lamb supply over the last five
years, the long term trend in Australia is one of
declining lamb consumption. 40 years ago, the
average Australian consumed 21.1kg of lamb
and mutton every year, the second most popular
meat after beef (62.0 kg per year). By 2013, (the
most recent data available) lamb had fallen to
fourth place and per capita consumption had
fallen to just 9.9kg per year.

Figure 4 shows that just as per capita
consumption of lamb and beef has steadily
declined, consumption of chicken, and to a lesser
degree pig meat, has increased. We see price as
the primary driver of this change: the nominal
retail price of chicken meat has hardly risen since
the early 1990s (479.7 AUc/kg in 1991 compared
to 556.5 AUc/kg in 2013) and in real terms — a
price decline in real terms. Pork has likewise
seen slower price growth than red meat, at least
since the early 2000s (see Figure 3).

The lower price growth and increased popularity
of chicken and pork at the expense of lamb and
beef reflects the relative ease and stability of
production costs for intensive chicken and pigs
compared to extensive rangeland lamb and beef.
The higher prices also reflect the export market
opportunities for Australian lamb and beef
producers.

Figure 3: Nominal retail price, selected meats (AUc/kg)
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Figure 4: Per capita meat consumption, Australia (kg per annum)
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Exports

While domestic per capita consumption of lamb
has been falling, exports of processed lamb have
been generally on the rise and have been the
destination for much of the additional lamb supply
over the last five years.

Export growth has been strong to China, the
Middle East, and to a lesser degree the US, over
the last five years.

Live exports, however, have generally trended
downwards since the early 2000s, although
experienced an upturn in 2014. MLA estimates
that 2.3 million sheep were exported last year, of
which 83% were from Western Australia. While
this is a recovery from the 1.97 million sheep
exported in 2013, it is well down from the almost
7 million in 2001. MLA forecasts the moderate
recovery to continue, reaching around 3 million
by 2018.

We forecast the AUD to bottom out in Q1 2016 at
68 US cents. This represents an upside for local
prices and is good news for Australian
agricultural producers.

Figure 5: Share of Australian production Figure 6: Volume of Australian live sheep
exported (by carcase weight) exports (head per annum)
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Figure 7: Volume of Australian lamb exports by destination (tonnes per month)
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Climate update

Many parts of Australia saw a disappointing
autumn break, with autumn rainfall patchy
and below average in many regions. Better
rainfall in the past month has improved
confidence somewhat but challenges remain,
compounded by the presence of El Nifio
since May this year.

Figure 8: Australian rainfall deciles —July
2015

Source: Bureau of Meteorology

El Nifio causes generally lower winter and
spring rainfall in northern and eastern
Australia. The impact of “classic” El Nifio
patterns is shown in Figure 9. This can
hamper spring pasture growth in major sheep
regions in eastern Australia. Moreover, the
increase in clearer skies associated with lower
rainfall can lead to an increase in frost events,
potentially causing higher lamb mortality
rates.

Figure 9: Winter-Spring Mean Rainfall
Deciles for 12 moderate-strong classical El
Nifio events
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Figure 10 shows the three-month rainfall
outlook to November, which forecasts below
average rainfall in Cape York and parts of the
Kimberley but above average falls in most of
Western Australia, South Australia, western
New South Wales and south-west
Queensland. The east coast is expected to
experience around average conditions. The
impacts of El Nifio events are disparate and
difficult to forecast, substantially clouding the
outlook.

Figure 10: Australian rainfall outlook —
September to October 2015
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Regional update: New South
Wales

New South Wales has Australia’s largest sheep
flock, accounting for 26.7 million sheep and
lambs across 15,760 farms in 2013-14. Flocks
are concentrated mostly in the southern
highlands, central west, Riverina, south coast
and New England.

Across much of the state the season has seen
generally colder than average temperatures but
around average to above average rainfall with
expectations of a good spring break.

ABARES farm survey data show that last season
was a stronger year on average for New South
Wales lamb producers. Cash income rose to
$162,000 while profit jumped to $59,000. The
rate of return (excluding capital appreciation) was
2.7%.

Figure 14: Farm income and profit — New

South Wales lamb producers
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Figure 13: Head of sheep per square
kilometre —2011 Agricultural Census
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Conditions on the Southern Tablelands and South Coast

Conditions are almost as good as they could possibly be for this time of year. Rainfall has been
good and pasture is plentiful. The winter has been colder than usual and the first warm days will
see a strong spring break. It would be hard for things to be much better than they are at present.

Lambing percentages have been good and prices are holding up well. The wet conditions have
caused some issues with foot rot in the Monaro Region (Cooma, Jindabyne, Berridale and
Bombala).

Paul Barnes, Ben Simmons and Trisha O’Connor
NAB Agribusiness
Southern Tablelands and South Coast




Regional update: Victoria

Victoria has Australia’s second largest sheep
flock, accounting for 15.4 million sheep and
lambs across 10,365 farms in 2013-14. The
Western District and south-west Victoria is the
state’s biggest lamb region, although northern
and north-east Victoria are also important areas
for lamb production.

Across much of the state the season has seen
generally colder than average temperatures and
below average rainfall in many areas. However,
the impact on the industry has been more
disparate — conditions have been generally more
favourable in the south-west than in northern and
north-east Victoria.

Turnoff rates have been increasing over a
number of years, which we see as ultimately
unsustainable. There is a risk that dryness in
Northern Victoria this season could see further
destocking and flock dispersal ahead of summer
to avoid flogging paddocks. Looking beyond the
coming season, if breeding ewes continue to be
slaughtered at elevated levels it will become
harder to maintain lamb production levels.

ABARES farm survey data show that last season
was a weaker year on average for Victorian lamb
producers. However, this largely reflects a
disappointing cropping season, hitting profits for
mixed lamb and cropping producers rather than
weakness in lamb. Cash income fell 25.4% to
$104,000 while profit crashed 90.2% to just
$4,000. The rate of return (excluding capital
appreciation) was off 50.0% to 1.1%.

Figure 11: Head of sheep per square Figure 12: Farm income and profit — Victorian

kilometre —2011 Agricultural Census lamb producers
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Conditions in South-West Victoria

People are generally optimistic about the season. Sheep health is sound, lambing percentages
are strong, pastures are looking good for this time of year and although it’s been a cool winter the
lower rainfall has limited lamb losses.

Looking ahead, we’re hoping to get a strong season but El Nifio is probably the biggest worry at
this point. If we see decent spring rain we should do well but if the tap turns off lower pasture
growth may be a concern.

Liz Duncan
Regional Agribusiness Manager
South-West Victoria




Regional update: Western
Australia

Western Australia has Australia’s third largest
sheep flock, accounting for 14.4 million sheep
and lambs across 5,651 farms in 2013-14. The
Great Southern and South West have the highest
sheep densities, along with parts of the
Wheatbelt closer to Perth.

The Western Australian market is heavily
focussed on export. MLA estimates that of the
2.3 million sheep exported last year, 83% were
from Western Australia.

ABARES farm survey data show that last season
was weaker on average for Western Australian
lamb producers after a particularly strong season
in 2013-14. Cash income fell to $255,000 while
profit slumped to $101,000. The rate of return
(excluding capital appreciation) was 3.2%.

Figure 11: Head of sheep per square Figure 12: Farm income and profit — Western
kilometre —2011 Agricultural Census Australian lamb producers
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Conditions in southern Western Australia

The season so far has seen reasonable rain which has sustained crops and pastures however

generally not heavy enough yet to see the required run-off

into dams. Some parts of the

wheatbelt have experienced good rain recently however certain regions in the Great Southern are

still a little dry.

That said, pastures are looking pretty good at present, we are just looking for some good rains to

replenish dams coming into summer.

David Wallace
Regional Agribusiness Manager
Western Australia — South




Regional update: South Australia

South Australia has Australia’s fourth largest
sheep flock, accounting just shy of 11 million
sheep and lambs across 6,314 farms in 2013-14.
Most production is concentrated in the south-east
of the state.

Like parts of Victoria, this season has been
characterised by colder than average
temperatures and below average rainfall in many
areas. The season has seen higher lamb losses
and slower weight gain and is likely to push the
timing of spring lamb supply back a few weeks
this year.

ABARES farm survey data show that last season
was a strong year on average for South
Australian lamb producers. Cash income
continued to rise to $212,000 and profit was up to
$83,000 on average. The rate of return
(excluding capital appreciation) rose from 2.1% in
2013-14 to 2.8% in 2014-15. Evidence of more
hand feeding this season points to an increase in
costs which may see margins under some
pressure this season.

Figure 15: Head of sheep per square
kilometre —2011 Agricultural Census

Figure 16: Farm income and profit — South
Australian lamb producers
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Conditions in South Australia

It’s been a colder than average season across most of south-east South Australia and rainfall has
been generally below average.

Losses are up somewhat because of the cold but more importantly weight gain has been more
difficult and we’re seeing increased hand-feeding to get the weight gains.

We're around three to four weeks from the major flush for spring lamb although that could come a
little later due to the slower weight gains this season.

Malcolm Pridham

Regional Agribusiness Manager
South Australia — South
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Disclaimer

This document has been prepared by National Australia Bank Limited ABN 12 004 044 937 AFSL 230686 ("NAB"). Any advice contained in this document has been prepared without
taking into account your objectives, financial situation or needs. Before acting on any advice in this document, NAB recommends that you consider whether the advice is appropriate for
your circumstances. NAB recommends that you obtain and consider the relevant Product Disclosure Statement or other disclosure document, before making any decision about a product
Including whether to acquire or to continue to hold it. Products are issued by NAB unless otherwise specified.
So far as laws and regulatory requirements permit, NAB, its related companies, associated entities and any officer, employee, agent, adviser or contractor thereof (the "NAB Group") does
not warrant or represent that the information, recommendations, opinions or conclusions contained in this document ("Information") is accurate, reliable, complete or current. The
Information is indicative and prepared for information purposes only and does not purport to contain all matters relevant to any particular investment or financial instrument. The
Information is not intended to be relied upon and in all cases anyone proposing to use the Information should independently verify and check its accuracy, completeness, reliability and
suitability obtain appropriate professional advice. The Information is not intended to create any legal or fiduciary relationship and nothing contained in this document will be considered an
invitation to engage in business, a recommendation, guidance, invitation, inducement, proposal, advice or solicitation to provide investment, financial or banking services or an invitation to
engage in business or invest, buy, sell or deal in any securities or other financial instruments.
The Information is subject to change without notice, but the NAB Group shall not be under any duty to update or correct it. All statements as to future matters are not guaranteed to be
accurate and any statements as to past performance do not represent future performance.
The NAB Group takes various positions and/or roles in relation to financial products and services, and (subject to NAB policies) may hold a position or act as a price-maker in the financial
instruments of any company or issuer discussed within this document, or act and receive fees as an underwriter, placement agent, adviser, broker or lender to such company or issuer.
The NAB Group may transact, for its own account or for the account of any client(s), the securities of or other financial instruments relating to any company or issuer described in the
Information, including in a manner that is inconsistent with or contrary to the Information.
Subject to any terms implied by law and which cannot be excluded, the NAB Group shall not be liable for any errors, omissions, defects or misrepresentations in the Information (including
by reasons of negligence, negligent misstatement or otherwise) or for any loss or damage (whether direct or indirect) suffered by persons who use or rely on the Information. If any law
prohibits the exclusion of such liability, the NAB Group limits its liability to the re-supply of the Information, provided that such limitation is permitted by law and is fair and reasonable.
This document is intended for clients of the NAB Group only and may not be reproduced or distributed without the consent of NAB. The Information is governed by, and is to be construed
in accordance with, the laws in force in the State of Victoria, Australia.
Analyst Disclaimer: The Information accurately reflects the personal views of the author(s) about the securities, issuers and other subject matters discussed, and is based upon sources
reasonably believed to be reliable and accurate. The views of the author(s) do not necessarily reflect the views of the NAB Group. No part of the compensation of the author(s) was, is, or
will be, directly or indirectly, related to any specific recommendations or views expressed. Research analysts responsible for this report receive compensation based upon, among other
factors, the overall profitability of the Global Markets Division of NAB.
United Kingdom: If this document is distributed in the United Kingdom, such distribution is by National Australia Bank Limited, 88 Wood Street, London EC2V 7QQ. Registered in England
BR1924. Head Office: 800 Bourke Street, Docklands, Victoria, 3008. Incorporated with limited liability in the State of Victoria, Australia. Authorised and regulated by the Australian
Prudential Regulation Authority. Authorised in the UK by the Prudential Regulation Authority. Subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. Details about the extent of our regulation by the Prudential Regulation Authority are available from us on request.
US Disclaimer: If this document is distributed in the United States, such distribution is by nabSecurities, LLC. This document is not intended as an offer or solicitation for the purchase or
ﬁale of any securities, financial instrument or product or to provide financial services. It is not the intention of nabSecurities to create legal relations on the basis of information provided
erein.
Hong Kong: In Hong Kong this document is for distribution only to "professional investors" within the meaning of Schedule 1 to the Securities and Futures Ordinance (Cap. 571, Laws of
Hong Kong) ("SFO") and any rules made thereunder and may not be redistributed in whole or in part in Hong Kong to any person. Issued by National Australia Bank Limited, a licensed
bank under the Banking Ordinance (Cap. 155, Laws of Hong Kong) and a registered institution under the SFO (central entity number: AAO169).
New Zealand: This publication has been provided for general information only. Although every effort has been made to ensure this publication is accurate the contents should not be
relied upon or used as a basis for entering into any products described in this publication. To the extent that any information or recommendations in this publication constitute financial
advice, they do not take into account any person’s particular financial situation or goals. Bank of New Zealand strongly recommends readers seek independent legalffinancial advice prior
to acting in relation to any of the matters discussed in this publication. Neither Bank of New Zealand nor any person involved in this publication accepts any liability for any loss or damage
whatsoever may directly or indirectly result from any advice, opinion, information, representation or omission, whether negligent or otherwise, contained in this publication. National
Australia Bank Limited is not a registered bank in New Zealand.
Japan: National Australia Bank Ltd. has no license of securities-related business in Japan. Therefore, this document is only for your information purpose and is not intended as an offer or
solicitation for the purchase or sale of the securities described herein or for any other action.
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