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Key points

. The Trans Pacific Partnership delivers tariff reductions and
improved market access for Australian agricultural products.
With TPP countries representing a third of Australian
agricultural exports, these benefits are potentially significant.
However, as a multilateral agreement, the TPP will likewise
reduce tariffs and improve market access for other agricultural
exporters within the TPP region. In certain circumstances this
could see Australia’s competitive position left steady or even
eroded by the agreement, although lower tariff rates overall
remain advantageous.

o The full details of the TPP are yet to be released, and hence a
comprehensive assessment of the costs and benefits to
Australia is not currently possible. At this stage, there is little
clarity around any concessions made.

Figure 1: Australian agricultural exports,(AUD billions, 2014)
Pork ETPP
Wool mnon-TPP
Cotton
Sugar
Horticulture
Wine

Sheep meat

Dairy
Cereals and grains
Beef

0 2 4 6 8 10

Source: DFAT and NAB Group Economics

Contents

Protein 3

Grains, cereals and sugar 4

Dairy 5

Fibres 6

Wine and horticulture 7
Contact

Phin.ziebell@nab.com.au

Figure 2: Agricultural exports and TPP share over time (AUD millions)
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Protein

Beef

Beef is Australia’s biggest agricultural export, valued at $8.4 in 2014.0ver half
of Australian beef exports by value are destined for TPP countries, with the
US in particular, as well as Japan and Korea being key markets. Japan — the
second biggest destination for Australian beef — will cut tariffs for beef to 9%
over 15 years and eliminate most offal and all processed meat tariffs within
15 years. However, it is important to note that this tariff reduction will
remove the competitive advantage Australian beef was to enjoy as a result of
the recently negotiated Japan-Australia Economic Partnership Agreement
(JAEPA). JAEPA cut Japanese tariffs on Australian chilled and frozen beef, but
the TPP will see lower tariffs for all agreement nations, improving the relative
position of the US and Canada into the Japanese market. Indicative tariff
schedules are shown in figures 3 and 4, assuming a straight line reduction in
Japanese tariffs.

Elsewhere, Canada and Peru will eliminate all beef tariffs within 10 years, and
Mexico will remove tariffs on beef carcases and cuts within 10 years and
‘other offal’ upon the TPP entering force. The US will also remove price based
safeguards for Australian beef.

Lamb and mutton

Australian sheep meat exports were valued at just under $1 billion in 2014, of
which 38% was destined for TPP countries. All TPP countries except Mexico
will eliminate tariffs on Australian sheep meat as soon as the agreement
enters force. Mexico will remove tariffs within 8 years.

Pork

Australia is not a major pork exporter, although 70 % of Australia’s pork
exports went to TPP countries last year. The agreement will reduce Japanese
pork tariffs and eliminate Malaysian and Mexican tariffs. As Australia is a net
importer of pig meat, it is not clear that Australia will stand to gain
significantly from the agreement.

Figure 3: Japanese beefs tariffs — pre-TPP agreement
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Figure 4: Japanese beef tariffs — post-TPP agreement
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Grains, cereals and sugar

Australian grain and cereal exports were
valued at $8.2 billion in 2014, however less
than a fifth of this amount was destined for
TPP countries.

Wheat, barley and rice

The TPP provides tariff reductions and
improved market access, particularly for Japan.
Japanese wheat and barley mark ups will be
reduced by 45% within 10 years, while new
quota volumes will be created (size not yet
known). Mexico will remove tariffs on wheat
within 10 years and barley within 5 years. Peru
will eliminate tariffs within 5 years and Canada
as soon as the agreement enters force,
although Canada is already a major grains
exporter. Japan will also create a new 6,000
tonne quota for Australian rice, growing to
8,400 tonnes after 12 years.

Sugar

Around one third of Australia’s sugar exports
($510 million of $1.5 billion) were destined for
TPP countries in 2014. The agreement will
grant and additional 65,000 tonnes to
Australia’s US quota upfront, as well as 23% of
future additioanl WTO quota allocations. DTAT
suggests that this could allow exports to the
US to exceed 400,000 tonnes by 2019-20Japan
will remove its tariff and lower its high polarity
sugar levy, Canada will remove tariffs on
refined sugar, Mexico will give Australia 7% of
any tariff rate quota and Vietnam will remove
in-quota tariffs. While positive, these
developments fell short of some industry
participants’ expectations.

Figure 5: Generic 15t Australian milling
wheat (AUD/tonne)
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Figure 6:ICE no.11 sugar (AUD/tonne)
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Dairy Figure 7: Whole milk production (million Figure 8: Major dairy exporters by value
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Fibres

Wool

Australia exported $2.4 billion worth of wool
in 2014, although the majority of this was
destined for China. TPP countries only
accounted for 3.4% of Australian wool exports
last year. Nevertheless, the TPP will remove
tariffs on Australian wool upfront. Wool textile
products produced within the TPP zone will
also enjoy preferential treatment within the
zone.

Over the long term, combined with increasing
Chinese labour costs, this may see increased
textiles manufacturing in the TPP region.
However, it is not clear that this will materially
improve the prospects for Australian wool
exporters, given the structural changes in the
industry.

Cotton

Like wool, TPP countries are not a major focus
of Australian cotton exports (12% of a total of
$2 billion in 2014), reflecting the dominance of
the Chinese textiles industry. The agreement
does see most countries eliminating tariffs
upfront, although US tariffs will follow the
previously signed Australia-US Free Trade
Agreement, in which tariffs will be removed by
2023.

Figure 10: Wool - Eastern Market Indicator
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Figure 11: Cotlook A cotton (AUD/tonne)
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Wine and horticulture

A quarter of Australia’s $2.4 billion horticulture
export industry was destined for TPP countries
in 2014. The TPP will see lower Japanese tariffs
for Australian oranges within 6-7 years
(depending on season) and remove Japanese
fruit juice tariffs within 10 years. All Canadian
and most Peruvian and Mexican horticultural
tariffs will be removed as soon as the TPP
enters force.

45% of Australia’s wine exports (of a total of
$1.9 billion) were destined for TPP countries in
2014. The TPP will improve Australian market
access in Malaysian, Vietnamese, Peruvian and
Canadian wine market, but other wine
producers, such as the US, will also see
improved access.

Seafood

Vietnamese, Peruvian and Canadian seafood
tariffs will be removed upfront, and those in
Japan and Mexico will be eliminated over 15
years.

However, Australia is now a net importer of
seafood, and it is not clear what improvements
other TPP nations will have to the Australian
seafood market.

Figure 12: Volume weighted wine grape
prices by variety (AUD/tonne)
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Figure 13: Net seafood exports — Australia
(AUD millions monthly)
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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 independent{y 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.

Sub{ect 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
Infgr.mfat]on.(ljf any lawbplrohiblts 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
urchase or sale 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 herein.

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
legal/financial 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.

Ja?an: 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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