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Meat in the sandwich.

- So far over 2020, the meat sector has been
sandwiched between drought on one side and
COVID on the other.

- The net effect of these pressures has been a
steep fall in farmgate prices and lower profits.

- Importantly, though, the meat sector

maintained profitability through the lockdown.

- While the global recession and pandemic are
casting a dark shadow over the outlook, we
believe the sector is relatively well-placed to
meet medium-term challenges.

Nathan Penny, Senior Agri Economist
@ 6493489114
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Welcome to the inaugural edition of Monthly Meat Matters.
Each month we’ll feature a topical development in the industry
and follow that with three sector snapshots. The snapshots
will cover lamb and beef price developments every month and
one more sector. This month, we are taking a look at Venison
prices, but in future months we will include commentary on
mutton and wool prices (noting that wool isn’t strictly a meat,
but obviously it’s the key associated product of the sector).

The proverbial ‘meat in the sandwich’.

So far in 2020, the meat sector has been sandwiched between
the drought on one side and COVID on the other. Throw in the
peak sheep slaughter and the pressure on meat processing
capacity over autumn became extreme.
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While processing capacity pressures have, for the most part,
eased, the damage has been done. Farmgate meat prices
posted steep falls of between 20 and 30 percent at one stage
this year. And to give you a sense of the steepness of the price
falls, per kg lamb prices normally fall around $1.10/kg from the
spring price peak to the summer low. This season prices fell
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around $2.50/kg or over double the normal fall. It was a similar
picture for beef prices (using P2 steer), with the fall of around
$1.50/kg, also more than double the normal $0.65/kg fall.

The other upshot has been increased costs for farmers as
they have held onto stock for longer than they would have
otherwise. These additional costs and the steeper than
normal farmgate price falls have combined to lower profits.

A saving grace for the meat sector has been that it was in a
strong position prior to the drought and virus outbreak. Both
beef and lamb prices sat at or near record prices at the end
of 2019. Moreover, mutton prices were at levels normally
reserved for lamb. The strong first half incomes offset the
lower second half incomes, so that farmers were generally
profitable for the season as a whole.

Price outlook is mixed...

More recently though, these combined pressures have eased.
We’ve had rain in most places and the move to Level 1 has
helped to increase meat processing capacity. Lockdown
restrictions have also eased in key markets, improving meat
demand, particularly from restaurants and the like.

As a result, farmgate meat prices have stabilised and begun to
tick higher. On a monthly average basis, farmgate meat prices
have recouped between 6% and 8% of their recent declines.

...with the global recession balanced by ongoing
supply disruptions.

While this uptick has further to run, the medium-term outlook
for meat prices is more mixed, with the impact of the global
recession balanced by supply disruptions such as the ongoing
impact of African Swine Fever.

We expect beef prices will come under relatively more
pressure than lamb prices. We expect US beef production will
eventually recover as meat plant capacity returns, putting
downward pressure on manufactured beef prices in this key
market. As for lamb, New Zealand and Australian lamb supply
remains constrained on the long-established trend of falling
sheep numbers, and on this basis, we expect lamb prices to
remain relatively firm.

We also expect premium products to struggle more than
more standard products as global households tighten their
belts through the global recession. Those premium products
may include meats like venison, prime beef or lamb cuts and
finer wools too.

All up, the sector is relatively well-placed to
meet medium-term challenges.

The meat sector has proved relatively resilient to date and by
and large the sector remains profitable. Indeed, June lamb
prices sat comfortably (13%) above the average of the past
five Junes, while beef prices (P2 steer) were only 4% below
on the same basis. And while the global recession and COVID
pandemic are casting a dark shadow over the outlook, we
believe the sector is relatively well-placed to weather the
coming storms over the medium term.
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Sector snapshots.

Lamb. Lamb farmgate prices

From record highs in 2019 to a record seasonal price fall, lamb _ SNZperkg $NZ perkg _
prices have been on quite the rollercoaster ride over 2020.
From December 2019 through May, per kg prices fell over a
quarter, while the drop from the spring peak to autumn low
was a massive $2.50/kg. More recently, though, lamb prices

have begun to rebound, with prices up 6% over June.
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Looking to the spring, we expect relatively healthy prices,
albeit well down on last spring’s record $9.00/kg high. Over
the next two or three months, easing lockdown restrictions 3 L
globally are likely to translate into improving demand and 5 L
further moderate lifts in lamb prices. However, we expect 2008 2009 2012 2013 2016 2017 2020
prices will not kick on from there over the spring as the

global recession weighs on incomes and household demand,

particularly in Europe and the US.
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Beef. Beef farmgate prices

Beef prices have ridden the same rollercoaster ride over the 7 . SNZperkg $NZperkg -
past year. Steer and bull prices fell by 22% and 24% through
April, respectively, while the spring peak to autumn low was by
beef standards a massive $1.50/kg. Meanwhile, the beef price
rebound kicked in a little earlier than lamb’s, with steer and
bull prices up 7% and 8%, respectively, over May and June.

Source: AgriHQ

On the beef price outlook, however, we are relatively
circumspect. As noted above, we expect US beef production

will recover as meat plant capacity returns, putting downward 11 —P2Steer  ---Bull —M Cow F1
pressure on manufactured beef prices in this key market. 0 0
Also, with prime beef cuts heavily reliant on the restaurant 2008 2009 2012 2013 2016 2017 2020

trade and the global economy in recession, we expect these
prices to remain subdued. All up, we expect farmgate beef
prices to sit at or below average levels over the spring.

Venison. Venison prices

Venison prices have been hard hit over 2020. From a relatively 19 o SNZperkg SNZperkg .,
healthy $8.50/kg, stag prices have fallen 29% to $6.05/kg. 11 | L1
Indeed, the golden period for venison - prices hit $11.43/kg in 10 | L 10
October 2018 - is now well and truly over. 9| L9
The short-term outlook offers some respite. The key German j i | j
market has managed the pandemic relatively well to date, and 6 L6
as lockdown restrictions there subsequently ease, demand 5 L 5
should improve and prices too. However, in the medium 4] L4
term, we expect the global recession will weigh on household 3] _ |5
incomes, and as households tighten their belts, demand for O I I
premium products like venison is likely to soften once again. 2008 2009 2012 2013 2016 2017 2020

As a result, we expect venison will post below average prices

this spring.
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Contact the Westpac economics team.

Dominick Stephens, Chief Economist
@ 16493365671

Michael Gordon, Senior Economist
@ 6493365670

Satish Ranchhod, Senior Economist
@ 6493365668

Nathan Penny, Senior Agri Economist
@ 6493489114

Paul Clark, Industry Economist
@ 6493365656

Any questions email:
economics@westpac.co.nz
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