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Stn1ctural Change in the Australian Lamb Industry 

Terence 'Farrell 
NSW Agriculture 

P.O.Box 99L 
Annidale NSW 2350. 

Abstract 

Retail market share for Iamb has declined relative to beef, pork and chicken. Altered 
eating habits and new competitors such as fast food have eroded market share further. 
The export sector has expanded while the domestic sector has declined. The food 
service sector of the domestic industry has increas.ed substantially during the past two 
years. The retail sector has contracted due to price competition from supermarkets and 
chain stores which continue to use larnb as a loss leader. 

Traditional selllng systems based on subjective quality descriptions are being replaced 
by grid pricing and forward contracts which reward industry participants who supply to 
specification. Producer marketing groups have formed strategic aiHances ~ith 
wholesalers, retail groups and food service suppliers to secure high value, low volume 
markets. 

A contributed paper presented to . the 39th Annual O.onf¢rence of the Australian 
Agricultural.EconomicsSociety, University of Western Austra,Ii~~ Febtu~ry 14-,.19t 19~5· 
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1. Introduction 

fvfeasurement of structuntl change within primary industries has alrnost become a science 
within itself as models have increased in comple.xity during the past decade. 
Unfortunately simplistic model Stntcturcs are often discounted in favour of highly 
manipulated models which provide the correct signs etc, but. are of little practical use ln 
further applications to the same industry due to changes in data fonnation, new 
technology and operating procedures. No attempt bas bee11 made within this paper to 
measure the extent of structural chm1ge within the Australian lamb industr). The author 
endeavours to provide a practical understanding of developments which ha\'e Ot'Curred 
within the lamb industry during the past five years. The lamb industry is experiencing 
a very dynamic stage in its development and it is very possible that. it will to continue to 
change more during the next two years. 

2. Background 

Retail lamb prices have increased by approximately 10 per cent during the fiscal year 
from 1992 .. 93 to 1993-94 while domestic consumption of lamb decreased by 7 per cent 
during the same period {AMLC 1994a). Figure 1) shows the decline in 1at.nb (DLC) and 
beef (DLB) consumption relative to increases in chicken (DCC) and pork (DPC) 
consumption during the decade 1982 to 1992. Figure 2, shows the retail price of lamb 
relative to beef, pork and chicken. Note, that the retail price of chicken and pork 
decreased prior to the 1990-91 fall in Iamb prices. Lamb exports have increased by over 
20 per cent during the past two years within established markets such as the United States 
and Canada (AMLC I994b). New markets in South Africa and china are also 
contributing to the strong export recovery. 

Mullen and Alston (1994) estimate own price elasticity of demand for lamb to be in the 
range of -0.34 to -.2.07. The own price elasticity is thought to be inelastic for traditional 
lamb cuts supplied to older consumers (See Mullen and \Vohlgenant 1991) and more 
elastic for traditional lamb, trim lamb and value added cuts purchased by young 
consumers. This argument folJows from the notion that lamb was once a staple part of 
the diet for elderly consumers and that modem consumers are exposed to a wider choice 
of home cooking products and greater access to take aways and restaurant meals. 

3. Consumer Attitudes To·waa~d Lantb 

Lamb industry competitors such as beef, pork and chicken once represented the 
altemative sources of animal protein however., there is now a greater range of meat and. 
meat substitute products which ate consumer ready (such as frozen meals) and may also 
be considered as competition to Jamb products. 
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1~ta(l~rionat1~mb,productswerenot conducive to 'food service industrieswUh,Cl!Jbs t1rtd 
SGhools consuming the ·l~rger portion of lamb ns roasting l<!g~. 1'hes<> are tradi~ionally 
low .pdced, high vol.ume markets. Table l~ sho.ws the .market share for lamb and .!Jcef 
products as a percentage. of the total market.. During the J}US~ two years the 
restaurants/cafe and hotel/motels markets h~1ve h1creasGtl their use of high valtte larnb Ht 
c.onjunat.ion with the, development o.f newlatnb products by the AMLC such as trir11l.arnb 
(1994 data is unavailable at prescmt). 

TABLE l. 

Market Share for Lnmb and Beef Products as a Percentngc of the Total Market 199'2. 

Commercial Sector Lamb Beef 
Restaurants/Cafes 3 36 
Hotels/Motels 6 37 
Clubs 14 46 
Fast Foodstrakeaways 1 26 
Catering 5 49 

Institut:iomtl Sector Lnmb Beef 
Schools 19 14 
Hospitals 9 36 
Nursing/Retirement 6 34 
Prisons/l\.1i U tnry 6 48 

===.:;:=·==;:;:========.=;:::=======:;:==:::::;======;:::======;:=::;:=::;== 
(Derived from AML.C 1992, FigureS) 

Lamb has always been a low priced commodity compared to other competitive products. 
Consumers claim that lamb is still regarded as a secondary product relative to. beef and 
that lamb still relains its "fatty Jmage11 (AMLC l994c). The AML~C 1'tr'im tambu 
campaign was established to overcome .problems associ~ted with these concerns 
however, the campaign was rejecred by traditional retailers. AMLC discovered that 
retailers were not informed adequately about: yields and profits from marketing hnnb as 
trim lamb and most thought that consumers only require traditional ;.cuts. M·ore recent 
AMLC campaigns focused on satisfying the concerns of reta,Uers as weU as the 
cons\Imer. 

In g¢neral consumers have incr.ea.sed th~ir ¢Qn$1Jmpt.ion of veg~tables and, cmnpl¢x 
carbohydrates while decreasing proc:lucUi ,perceived a$l1¢lng 'f;iUQnf.ng $ti9h 11s sugar· ~nd 
red meat. Tab[e .. 2, identifies. the current concerns of collst1tners regardiugf®dJl,nq,fdod 
quality. 



Sour~e! Oa.ngar Resel!f~h Group. 

The grear.est concern which consumers have regarding food. i~th~ volume and,. rnix.of 
chemicals used in producing th~ product. 'rh1s surve,y info~ation. will .. ·b~ . of 
com~iderable concem to the intensive chicken and pork 'indu~tdes. The Australian beef 
industry has already suffered as a. result of a <,;Otton tra$h $¢tlr~ and furtherlncide,Jce 
could rapidly destroy expon .nmrk¢ts~ The larnb i'nc:Iustry should b~ in ~a Javourqble 
position to mnrketa clean green image given thnt, veryf~w lambs a.r:e f¢dlm ortre~~ed 
with hormones and other forms of growth·stimulU"nts. 

4. Retail Butchers 

A;ppro.ximately five. retun butcher~ leave the. ·.Austr;all~P· ·tvt~~tt. lnl!ust~y eVer~ ~¢ck 
{MATFA 1995). Truditlonal retail butchers are bein~fom~c:J to 1¢.av~ (he lntiustry for 
a number of rea$ons. The develppment of~qpermarket~ h~we GAl1S~d·~on~um~r~ Jo ·$ftqp 
.in multiston~y complex{:s whh easy acc~ss. Sm,111 ~et~U~r b~t¢hgrsh8p&··~~v~: v~r~ liW~ 
buying power hence th~y t~ndto. be $uppliedwlth :towqu~H~yq~r?~s€:~.f :~C!t~if!~~tch~rs. 
who were situat~d on m~in street~.hnve 'found; t~ntGPn~urn~t~ •. ~~~:p.atJdn~:gl~G~~·;fla~~ 
bee? convened to clearways and Jhar cons~mers do· tenq\~o ,~~qp·.,vije~~·Jh~y ~~n-~O~··fin4 
a e~sy parklngpositJon. Retail. hl1tchersht rnany .e~s~:s,p~nD~Vr(~?tq.;to·k~~p.th~.ir~tore~ 
operating after se\~en•.pm !lml m!lny ~;hoo$e.to§t~yop~nlQJiy:~::;p!J)90J'),'·•·:~·y~x R9P$¥q1e~· 
:llreforced to shop ar supermarkets Jfalt lh~ bpu$enold'·~~¢QpaOt$"r~rewor,k;in~;plm~JQ',fiv~· 
$hifts. · · 



K1t!nY. retailers. have not:. kept .up with .c?ll$~m~r <J¢.iJi~nd :fot"pr%fv1~$ ~~fil~h;·~r:.¢~ 
hmovative nnd have vet)' little fat GOf~t~nt •... COJlSm1Jer~·dt}rnr>~ kti¢~·'tJ}~,~~rJ1~§·P:f't~tAH; 
CQts and: hioe their sh()rtc.omin~s (asp~rccive<lhY\ret~llc~) PJ': ~h~l~pirt~:qti$\J~~rm~r~~l~ 
wh~rc they cnn choos<~ n product trom the pr¢pnck~d ~reas·with ft.i¢;'piice;pt¢v:ioLJSf~· 
re¢orded on thQ In bel for them. · 

The·lnrge decllne in smtdl r¢toU butch¢r outlcJs hils hPcl ~GOfi$itl¢r~blc-·imp~\·otPtl.'prim?ty 
and secondary wholesalers. l>rimnry Whole$filt;!rs }\t~ dc}flo¢d .ns thps¢ ·who .~upply 
ret.ailers direct from an abaU<lir~ Secondury wholesalers &t~ .(l¢fincd: as tho$~ \w]lo 
pqrchnse lambs from n number of primary \VhPlOSftf(,!tSAlnd ~eseHl~f11bS '!,O rcti{ilcr~t 
The NSW and lhe South. Australian industries, have been domimH~d by sec.ond~ty 
wholesalers, whereas the Victorian.1mdQl>'IJ)aod \VA, m!lrkQtsar¢.domimH.e~ PY'l?rimncy 
wholesalers. .Secondtlry wholesutcrs have, suffered a large• d~oUnc irtnumbers .as fl1i:\PY 
of their retai.l clients have left the indtJstry (often owlp~ debts)~ Th~ decriue ~oct 
subsequent removal of HomebtJsh: and Riverstone abattoirs in .Sydney i.s often qu.oted ;1$ 

the reason why there are· so matty secondnry wholesalers operating in NSW. An 
increasing number of secondary wholesalers are Phanging thf!ir buslne$s ·fo<;us away 
from supplying retailers to become specialised boning woms and meat paoking phH\ts. 
for food service m.ark~ts. 

l\1any NS\V and QL.D wholesalerspqrchase lambsfrof1l Victoria, Tasmania and South 
Austral.iu. Shipments of \VA lnmbs have alsob~cn sold in Sydney nnd l3rishane rru'trkets. 
The comparative low cost of intersJate carcase transport is an important factor to c<>nsid(!r 
in lamb suppJ.y and dgrt1and n1oc:Jets. NSVv nod QLD abattoir proGessing prh;cs are in 
some cases four dollars more ex(JGnsive than Victorhm Abattoirs whichmnkes interst~tte 
transport a viable opdon. 

5. Food Service 

the food service sector of the domestic industry bas replaced the S\Jpermarket Jndl.Jstry 
as the largest growth segment durirtg the pa~t two years. Food service. openttot$ are 
perceived to be better business people oomp.ared to rc.taHers as they· are:rnorc ·awqre or 
cutting yields, meat quality {such as pH .and. ten(l(!ffie$S ~nd colour m¢a$t!r~s)' And 
specialised markets S\JGh .as rpsJat.mmts and ttidines. They also bave·rnore i'nv(!stment 
in technology. st1ch as packing machines, cookers pnd q4ick chill~rs. Jlo.oc.I servic¢ 
operators regulacy meat yield tests anclmay calct1Jate .colitsto .. me nean!st cent:henc.erth~Y 
demand to purch~se lamb carcases by specific;ation.s. arrdforwar<f,contnH!ts. Th~ grpwth 
of this new industry segment results in . ~ numb¢r of new proPJems fr.n: ¢c;onoml$t. 
working Witll supply and demand data. Collslder .tflefollowhH~ tore(} examples~ 

L(lmb carcases are generat~y traded as afreshprodv.et~taJ.<ing no.wort}{b~n ,f~vc.,q~r$ {{91Jl 
fann to the retail shop, New prodt1Gt .. ~~ck~ging anq s.tqrJng te~hniqt:l¢SiQ~Y~ .~da~J¢g·. 
l,amb pr~ducts .to. be stored for.:periods ft9~: tw?~.·~Pt.p·.~i~.·VI~~Rs. '\V:imq.ut :Ap~ 
dctedora~ion '.in.product qt1ality .•. Thl1S1.mOnUltyor qvartU~ ~yppty .~nq, d¢m~mtt'9.qt~;Jn~y~ 
oQw be mor~ reliabl~ th~m weekly q~ta. ·· · · · ·· 



The food· service sector of the Jndtlstryprep;,lre$_·rtl<lhY,prod~¢!~::~ftJ¢:~-~l~?$r'lt9~itiid~Jittly 
suph ~s b~ckstrups, this enables~~ high voh•met pf:n!Ylttln ~o:?~ .$~~~P~~Hn~~·d-J<)r'IAJrib 1 
Anyone ann lysing •'Trim lam.b" conSl1tttpUon~voulg'n¢(!d,Jo~on~id~rth(\ H~Y~lg~,mmtoh 
being boned for domestic rnnrkets foruses.ofb~r th:w.nmn~-tfilPlttdhg\ · 

Many cnrcuses which ore consigned tO th~ food S¢tvi~e indttstcy ;i\S9Jh\V,¢'lh~ Jj~tcrntH 
fat and kidneys rermrv~d. 'Th i.s proocss may. reduce (.;:an~~se weight by 4P JQ Jiye p~r 
cent. As more d<>mcstic proces$ors build r~nd~ring plants at ~~auofrs lh¢ :mtmber .qp 
processors removing fats will Increase. At present th~J)u~nber of l~mbs being splg f~J$ 
into fats out is not knm.vn as some.nhattoirs only ;emovef3tS 'When .itfilii.ts th(!;.:p~tCl1~}i¢r 
and other proccss()rs may only r({move fat for lamb sold <in .their own. sutte but not. for 
other states. 

OJ1ce a lamb has been broken ttp into retail <::IJIS by th<;! food servipe s.ector vuriO\tS ·parts 
of one carcase may be delivered tn a number of st~Hes. «'Phis ptocess m~R¢s trit<:klnz 
supply and demand very difficult as often records anH10lprovided ontf¢.stinatlorls. Jf 
destinations are known yQt.nnas also have the problem of working out whe.tht!r the lamb 
product was a high or low value part of the carcase. 

5. Supcfr.uarkcts 

Supennarkcls have increased their market share during; ~he past three y~ars to 57 p~r cent 
of lhe total red meut marker. Thep~1rchasing power oftht:! top .three sutJerm~rket_ohain~ 
often results in many of the higher quality Jambs being dlrccled:.to these tn~tkets wlth 
s~condary wholesalers purchasing the remainder of th(! l~rnb b~ing off¢teo, Th¢ 
purchas.ing strategies of the top three supermarkets is v~stly different One oomp~ny 
purchases Jambs on farm nnd through sah~yards ~sing commission b!Jyers. The .sec~n.d 
company purchases lambs from a number of selected whol~<;fllers .toti~ht ~-p¢cific<!tions.~ 
'l'he third utilises a range of purchasing methods Including. contracts and·prodl1¢¢tgroups~ 

Super markets continue to use lamb and pork 1s loss .leaders to f!ttract. consum~rst Uy 
conducting business in this fashion they have c, ;otributed:to. the decltnednretaH b!JfGlwr-s 
however~ they have also been more responsive t9 the m:~eds and con¢¢ms of consum¢rs 
in terms of service and prOdttct variety. Small retail butchers Who \Vi.sh to comp¢tc with 
supennarkets have to compete on quality of product a11d s.ervice~ 

6~ Lamb Trading 

The lf!mb industry has be<!n very slow to a(ioptmfltketing sy~~~m~ ·bMeP qp.on ¢PJ~~Hve; 
description svch as CALM and ov~rtbehook. (OTHJ•n~r,k~tfn~-. T~~:J~cJ< (.)f~p::¢ffJPiCJll 
objective grading (description) systems wrthi'n th¢ indt!stry ·~tiH~9'~§YpPJr~ieh~hrWb.hhl 
the domestic retail market as;consumer feedback was ~o~teach~.Wil~trip'PtQQPc7r~-· Wh~~ 
use of product ¥rading and: therefore expe.cted increa.se~ io:'PrO:d~gti9n:' pr:P:~eS$~~g; ~od 
m~rkelingefficiencyassociatedwithd~y¢JopmenJofni~h~:mnrk¢:l~r:vl~t~ln.m~9Ptnestk~ 
industry such as "Elit.c. Lamb" and "Trim Lamb'' w~r~deJay~p pntit~arly 192a~ 



The t~ngth and complexity of *h~ dorn~sdc mnrketing: chain from fnnnto ret~U outlet$ 
was the pdmary impedinl(,mt to early adoption ofvalu<l based trading. I~arnbs which 
pnss through a domestic retail supply channel may change' hands up to rourtbnehe.fore 
reaching .the retailer or rionl consu.rner. MuPh of th(:) background .information is lost 
through· the ~weraging S}1Stern which occurs whhinthe dornestic :industry as 11o~¢tL~bove~ 
As a. general observntion the greater the number of peopl{!; involved in the marl<.~t cht)in 

the greater the calling from the final consumer to ndd more descripttirs and tracking 
d<wkes to the curre.nt grudlng system. 

Lamb exporters and food service opcraJors derived market advantage from adopting grid 
trading and utiHsjng forward conlrncts to secure supply from lamb producers. Exporters 
were early adopters of the livestock ident:ific~nion and description system (LIDS) becat.1sa 
additional information was seen as a direct benefit toward meqting . tight, product' 
specification. Exporters usually purchase lamb direc~h' from the paddock or o:ver the 
hook therefore~ they are aware of the lambs backgroynd such as~ in \Vhich district the 
larnbs were grown. the approximate age of the lamb~ the breed mix nnd the type of 
pasture the lamb was produced on. Each of these factors affect me~lt quality and ct1rcase 
yield and theref()re also purchase and selling prices. 

During l992 and 1993 the Meat Resenrch Corporation (MRC) funded the development 
of the Livestock Identification and Descripfion Systern (LfDS) whlch enables carcas~ 
weight and GR measurement (tissue dopth 110 mrn over 12 rib) to be reqorded and 
placed on a ticket which is attached to the carcase. LIDS information was developed lo 
be used by producers. processors, wholesalers and retailers to establish an objective 
trading system based on carcase weight and fat score. 

The underlying objective of LIDS was to move the domestic .industry away from 
subjective grading where various industry participants were gaining financial benefit by 
misdescribing lamb and lamb products. Development and implememation of weight 
grades and fat categories by Aus .. Meat threatened to expose industry members who 
enjoyed the cover of a market which was not regulated by prod vet grades ~o~l accunue 
product description or market Intelligence. The adoption of LlDS was &tifJC:!d by some 
processors r<!fusing to weigh or fnt score carcases. inaccurate GR measuremcmts (or 
claims of inaccurate measuremem)~ destruction of tickets at wholesale level and 
inconsistency between competing ticket programs. Thus, conflicting marJq:~ts signals 
remained within the industry. 

Several critics of LJPS suggests that the informaJion which it offers to processors and 
wholesalers is irtsufficient to provide an accurate dC:!scription ofvarioq~ types ofhtthJ:>s. 
They claim that additional meat qualiJy .chamcted$tlcs st1ch as c;onfQtmadon, :rri<~at 
colour. fat colotJr, age. tenderness and breed type should al$P b~ provi,ded within :fhe 
description to ensure a complete gra4ing system is develop.¢q. Other less sttbst~ndv¢ 
an~uments favour abolishirg the grading prospective altogeth¢rb~c~us~rin .theirppinlQn, 
salespeople work.ing within wholesale companies ~re cap~ble of gmc.Ung.lgmbs mor~ 
precisely, consistently and economically than new technology. · 



The principal objective in developing a.n objl!ctivc grading syst~m is thatlt shoykt !Jn~bl¢ 
buyers and sellers to trade lamb prod\lcts without having to view lh~m. Clearly, 'utll¢SS 
the grading system is extensive enough ~o flllow this (hGn~ ~omc aspect of ihg. lamb 
quality will require subjective assessment when ·being lraded. 'rh~ lamb descripfion 
debate is very similar to the soJe by description debate which occupied the wool industry 
ft1r almost a dec{lde. An effective solution rnny luke some considerable time. 

Subjective selling. systems such as public auctions in sal¢yards and mtddock sales have 
been the preferred method of selling lambs by producers and agents. AClL '1991, found 
that OTH nmrkating provides. producers with returns which were 15 per cent higher than 
saleyard ~elling however~ very few pnxlucers have confidence ln tho system to achhwe 
the best price. Agents encourage their clients to sell in the lraditional manner as it 
requires them to do a lot less work for their commission ie. they do not have m fM score 
and welgh every lamb. Furthem1ore Jiv~§t.ock agents did not understand processor 
specification requirements since buyers f()r certain processors woulcl purchase lambs 
outside of the specification for a higher price than the price offered fQr the specified 
product. Livestock buyers also benefit by purchasing lambs via the traditional method 
as they can purchase lnrge lois of lambs whhout having to visit a large number of 
producers. Exporting companies who use f<>rward contracts b~nefit by hiwing producers 
S\lpply lambs of the correct weight and fut score to a pre planed schedul~ which has 
considerable benefit in product quality und meeting production targets .. 

7. Producer lVlarkcting Gfoups 

Producer marketing groups encourage producers to supply lambs to specifications with other 
producers on the basis of similar breed -types, product specifications or production cmvironm.ent. 
The clients of PMGs are small retailers, food service companies or exporters who require high 
quality lamb consistently. Th:e desire to establish marketing groups arose from cjjsenchantt:!d 
producers who could not derive a premium from the market place due to the price averaging 
system and industry participants who were not receiving the consistent high quality products 
which they required to meet specialised market segments. There are currently up to thirty six 
producer marketing groups operating at various levels of the market chain throughou~ QLD. 
NSW, VIC, SA and 1 AS. 

The advantage of supplying through a marketing group is that producers have u r<'!gular high 
value market for their lambs. Furthem1ore, they ma.y use the network. to supply excess lambs on 
forward contracts as a group or individua,Uy. Other benefits to producers include lhe ex~hange 
production ~md mnrketing techniques and knowledge of further proce.:;sing and consun1ers 
requirements. The disadvantage to producers is that (here i$ rnor¢ work involved 'in understanding 
and meeting production requirements and tighter market specifications. 
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8. Surnrnar')' 

The Australian L~u11.b industry has undergone a substantial amount of 
structural change during the past five years~ The ruost: significant: 
change has been the develop of the livestock identlfication and 
description systen1 for Iambs and the inarmse use of forward contracts 
and developn1ent of producer nlarl<eting groups. Other clurnges such 
as the reduction in the retail sector and the growth ln the food service 
sector of the industry \Vill affect lan1b suppJ.y and consumption data 
significantly. Factors such as whether or not a lamb has fats in or out 
tnay influence the carcase weight of a Ian1b by up to five per cent~ 

The retail segment of the industry \ViU continue to decline causing 
secondary \vholesalers to focus on alternate mterprises such as honing 
lmnbs for the high quality lo\v volurne food service n1aikets. Retailers 
which offer a high quality product \vith a high standardof service are 
n1ore likely to survive the high level of price competition from major 
supennarkets. Sn1all retail outlets and boniJ'lg operations have 
benefited by developing strategic alliances with producer n1arketing 
groups which supply a consistent high quality product throughout the 
year. 
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