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1. Introduction

Background

South Korea, Japan, Taiwan and China have banmed E&J bovine and ovine products
since the outbreak of BSE in the Union in 1997 .W¥#gard to bovine products, all EU
member states (except for Bulgaria and Romaniag hawvegligible or controlled BSE risk,
according to the OIE (World Organisation for Aninkégdalth), requiring the lift of third
countries’ import ban on EU bovine products. Therd/@rade Organisation (WTO)
agreement on the application of Sanitary and Phyiitery Measures (SPS) considers that
WTO members applying the OIE standards meet thgailwns under the WTO Agreement.

According to the WTO SPS agreement EU’s BSE siddes not justify a third country
import ban of EU bovine products. To support artyrfel trade policy decision of the EU with
regard to possible exports of EU bovine and ovimglpcts to South Korea, Japan, Taiwan
and/or China, insights into market potentials @fsen products in these four countries would
be necessary. This study aims at providing thesights.

Research question

What is the export potential of EU beef and veahtnedible and non-edible offal of bovine
animals and edible and non-edible offal of sheepdanth Korea, Japan, Taiwan and China in
the case that these countries would lift their immpan on these products?

Approach

The study is a quick scan of market potential ofligdf and veal meat, edible and non-edible
offal of bovine animals, and of edible and non-&ldivine offal in four Far East Asian
countries. The study estimates the potential Elbexmlue of these products to these
countries, based on general economic trends, meatumption and import trends (current
and expected), and interviews with agribusinesd’taaders’ representatives (exporters in the
EU as well as importers in the Asian countries eoned). The estimation is featured as a
first round, comparative static analysis, which liegpthat the quick scan does not take into
account competitors’ responses to changing markadiions (e.g. demand increases, price
changes, EU suppliers appearing on the marketpassible substitution effects.

Focus is on three groups of bovine products: vesdtiedible offal and non-edible offal of
bovine animals, for which EU’s export potentialseach of the four markets (South Korea,
Japan, Taiwan and China) will be estimated. Asrtiport ban also effectively bans the
imports of EU’s ovine offal, and the EU meat bussbas indicated to have an interest in its
trade, export opportunities of edible and non-edddfal of sheep will be explored, too.

2. Key economic features of the four countries

For a description of key (economic) features offthe countries of this study, we focus on
two indicators: gross domestic product (or incoarg] the ease of doing business.

The four countries of this study all rank in thp-26 world economies of the world. China is
the second largest economy since 2010, after thee WBe economy of Japan is the third
largest of the world, while South Korea rankd' #d Taiwan as number 23. China has been
a fast-growing economy with consistent annual ghonates of around 10 per cent over the
past 30 years. Also South Korea and Taiwan — twgidAtigers’ — achieved rapid economic
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growth in the last three decades. The Japanesemgpion the other hand, showed double
digit growth figures in the 1960s, followed by muolwver growth rates in the 1970s and
1980s, and only modest growth rates since thenc@hetry’s per capita income levels are
yet very high, in nominal terms more than twice léaeels in South Korea and Taiwan
(42,800 euro, see table 2.1). The purchasing padjeisted income per capita of these three
countries, though, is rather similar. Accordingtie World Bank classification China is a
developing and a upper-middle income country, wlethe other three countries qualify for
the developed and high-income country criteria #@eld Bank, World Development
Indicators, on www.data.worldbank.org). The ecormostiucture of these countries show a
dominant role for services, followed by the indystector. Agriculture adds almost 10 per
cent to China’s national income, yet only 1.5-3 @anmt in the other three countries.

Table 2.1 Key economic data of China, South Kofeayan and Japan

China South Korea Taiwan Japan
GDP nominal 5878 trillion 1423 trillion 423 bn 5458 trillion
US$ (2010)
Population, 1,336,718 48.7 23.1 126.5
million (2011)
GDP pc nominal 4,382 20,265 18,300 42,820
US$ (2010)
GDP pc PPP 7,544 30,200 34,740 33,805
uss®
GDP growth % | 10.3 6.1 10.5 3.9
(2010)
GDP per sector
(%)
Services 43.6 57.6 69.2 75.7
Industry 46.8 39.4 29.2 22.8
Agriculture 9.6 3.0 1.6 1.5
Exports US$ 1581 trillion 466 bn 308 bn 765 bn
Imports US$ 1327 trillion 418 bn 282 bn 637 bn

Source: CIA World Fact Book. Note 1) Purchasing PoRarities (PPPs) are currency conversion raggstith
convert to a common currency and equalise the psing power of different currencies. In other wottisy
eliminate the differences in price levels betweeuntries in the process of conversion.

Doing business indicators are objective measuresisiness regulations for local firms in
183 economies, measures, assessed and ranked\WytlieBank and IFE(World

Bank/IFC, 2012). The indicators provide importarformation about the institutional
environment in each of the countries included, ognat the ‘ease’ of doing business in a
comparative way. In the 2012 list, China ranks ®e(table 2.2). This is slightly below the
country’s 2011 ranking (87), which is mainly dueatdecline in the ranking in the protecting
investors’ indicator. However, over the longer pdrii.e. since 2004, the score on the
indicator for Trading across borders is declinighge to increasing costs of exports and
imports (illustrative is that one needs 21 daysxport and 24 days to go through all import
procedures). Korea’s ranking improved significarfithm rank 15 in 2011 to 8 in 2012.

! Economies are ranked on their ease of doing bssifiom 1 — 183. A high ranking on the ease ofgloi
business index means the regulatory environmenbig conducive to the starting and operation aicallfirm.
This index averages the country's percentile raggkon 10 topics, made up of a variety of indicatgigng
equal weight to each topic.



Improved procedures to start a business and deglimading costs (related to procedures and
handling) have contributed most to the higher nagkn 2012. Taiwan’s 2012 ranking is
almost similar to 2011: 25 versus 24. Procedunelscasts around starting a business and
paying taxes have improved, while investment ptaiealeclined. Japan’s ranking did not
change, but starting a business takes more timéandre costly in 2012 than it was in 2011,
while taxes increased and procedures became moeecbnsuming. In fact, Japan’s ranks on
these two indicators are particularly low, affegtitis overall rank at the doing business list
adversely.

Table 2.2 Doing business rankings in China, Kofeéyvan and Japan: overall and in
selected items that are important for foreign @iréwvestment and trade

Overall Starting a | Protecting | Paying Trading Enforcing
ease of business | investors | taxes across contracts
doing borders
business
China 91 151 97 122 60 16
Korea 8 24 79 38 4 2
Taiwan 25 16 79 71 23 88
Japan 20 107 17 120 16 34

Source: World Bank/IFC, 2012.

To sum up briefly, the four Far East countriesar®ng the major economies in the world,
with strong growth potentials (except for Japanarkét access to China is complicated with
time consuming procedures and high costs.

3. Meat consumption, consumer preferences and importsin the four Far East countries

Trends in meat consumption depend on consumereetes, their income and the (relative)
price of meat. Consumers’ preferences are impdytdetermined by culture and habits.

Table 3.1 below shows that meat consumption ise@amportantly over the last decade in
China, South Korea and Taiwan. The figures als@atd that consumers in all four countries
have a great preference for pig meat, with poutteat in the second place. Though,
compared to the per capita levels of pig meat andtgy, the consumption of beef and veal is
also significant in Korea and Japan. Per capith dre@ veal meat consumption is relatively
small in China and Taiwan. Sheep meat consumpsi@kg/pc in China, only 10 per cent of
the per capita pig meat consumption. In the otitweet countries, sheep meat consumption is
less in than 0.5kg/pc, with no consumption atralTaiwan. Note that per capita consumption
of beef and veal in Japan has increased over tioéevpleriod considered. For comparison,
EU-27 per capita meat consumption are 11.4 kg bemf/31.9 kg pig meat, 1.9 kg sheep
meat and 20.4 kg poultry meat (s@@w.stats.oecd.orgoultry meat in RTC [ready to cook],
all other meat in cwe [carcass weight equivalent]).




Table 3.1 Meat consumption in kg/pc/year

Beef and veal Pigmeat Sheepmeat Poultry
1990 2005 2010 1990 2005 2010 1990 2005 2010 1990 2005 2010
China 1.0 4.4 4.6 20.6 35.2 37.0 0.9 2.7 3.0 3.4 10.9 12.3
Japan 8.4 8.6 9.5 15.3 20.8 18.7 0.5 0.3 0.2 13.5 16.8 13.9
Korea 5.8 10.3 11.4 12.8 26.1 30.3 0.2 0.1 0.1 6.3 12.5 15.5
Taiwan 2.0 4.0 5.5 38.4 42.0 35.5 XX XX XX 17.7| 28.0 28.2

Source: FAOStat (Food Balance Sheets); Food cap2gd#®) own calculations based on FAO for meat
consumption and World Bank for population data.

Import trends

Table 3.2 showing the degree of self-sufficiendi¢ates that all countries but China are net
importers of meat. Only China is more than selfisigint in beef and veal and in pig meat.
Although self-sufficient in beef and veal, China et been traditionally a red-meat
consuming country. Consumers are unfamiliar witeflz@d lamb as a main menu item. Beef
and lamb have not been commonly available to Ckisesasumer and so, domestic prices for
beef and lamb remain almost double that of pork@mdtry (chicken) (Redfern Associates,
2010). For beef and veal, Japan and Korea havié-susiciency rate of 40 per cent, while
this is only a mere 4 per cent for Taiwélence, these countries have to import a substantial
share of domestic consumption of these types at.nk@r sheep meat, China is almost self-
sufficient, whereas Japan is importing all sheeptrsensumed and Korea produces only a
guarter of the domestic use.

Table 3.2 Degree of self-sufficiency (in % as sh&reonsumption that is produced
domestically) in meat

Beef and veal Pigmeat Sheepmeat Poultry
1990 2005 2010 1990 2005 2010 1990 2005 2010 1990 2005 2010
China 110.3 98.8 100.8 101.3 100.5 100.4 98.9 98.7 98.4 97.0 97.4 98.9
Japan 53.4 45.9 42.3 82.7 47.1 54.5 0.6 0.6 0.0 83.6 59.4 76.3
Korea 51.4 39.7 42.2 99.7 72.6 76.0 10.4 50.8 24.5 98.0 90.1 86.3
Taiwan 9.8 5.9 4.4 128.7 96.5 93.2 XX XX XX 100.0 88.2 83.6

Source: FAO/OECD

Trends in imports of meat are presented in fouplyggdbelow. China’s imports of bovine and
sheep meat are relatively low (in recent yearsvamnage 30,000 ton and 70,000 ton per
annum, respectively), with sheep meat showing soonsistent growth over the period and
beef imports increasing again after it turned tactically zero between 2005 and 2007. Pig
meat and poultry meat imports show great fluctutiover the period 2000-2010, with an
overall declining trend in the first part of thecdanium, followed by growing imports since
then. The country’s 2010 import volumes of pig aodltry meat were 200,000 ton and
almost 700,000 ton respectively (figure 3.1).
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South Korea’s imports of pig meat shows a strorgeiase over the period 2000-2010. The
country’s imports of bovine and poultry meat in@eg continuously since 2004 to reach
about 320,000 ton of beef and veal, and 375,000t@oultry meat in 2010 (Figure 3.2).
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Figure 3.2 South Korea’s imports of meat, 2000-20i.@on (Source: OECD-FAO, 2011)

| | | | !
2000 2001 2002 2003 2004 2005 2006

Japan imported 1-1.2 million ton of pigmeat annulying the last decenium (figure 3.3).
Compared to the early 2000s Japan imports of bavieat is about one fifth less in recent
years, but the trend is increasing again since 2834 the country’s poultry meat imports
show a declining trend over the first half of tif@0@s, stabilising around 400,000 ton in more
recent years. Imports of sheep meat have beenaffy600 ton per annum over the period
2000-2010.
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Over the last decade Taiwanese imports of meat h@ee increasing for all but sheep meat.
Poultry meat imports show the most rapid increass the period 2000-2010. Imports of
bovine meat shows an increasing trend too, reac80¢000 ton in 2010 (Figure 3.4).

140
120 -
100 -
——Bovine meat
80 -
- Pigmeat
60 Sheepmeat
40 - Poultry Meat
20 +
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Figure 3.4 Taiwan’s imports of meat, 2000-20101000 ton (Source: Imundi, USDA/ERS)

Summing up, meat consumption increased importavity the last decade in China, South
Korea and Taiwan, whereas it slightly decreasethpan. Per capita consumption levels of
beef and veal are growing in all four countried, these are still relatively low in China and
Taiwan, while per capita consumption levels in dagad Korea are close to average EU-27
levels. Except for China, these countries impaigaificant share of their total bovine meat
consumption. In 2010 the four countries importedragimately 1.2 million ton of bovine
meat. Chinese imports of edible offal of animalsstiyorefer to offal of swine, whereas Korea
and Japan import largely offal from bovine animals.



4. Major foreign suppliersof bovine and ovine meat at Far East marketsand EU
positions

Major foreign meat suppliers at Far East markets

In value terms, total bovine and ovine meat impoftthese four countries add up to almost
US$ 5 billion (or 3.8 billion eur8)per annum — see totals per category, per colintiyable
4.1. Bovine meat is by far the major category, héag about US$ 3.5 billion on average in
2008-2010. Sheep meat imports were about US$ 36i@meand edible offal valued
approximately US$ 1.1 billion. Note that the impoof beef/veal is largely in frozen form in
China, Korea and Taiwan, whereas Japan imports fresk/chilled beef/veal meat than
frozen meat.

Major suppliers of bovine and ovine meat produtth@ Far East market are Australia, New
Zealand and the USA (see table 4.1). China’s ingpafrbovine products (0201 and 0202) are
largely from Australia, Uruguay, Brazil and New Xeal, while the other three countries are
largely supplied from Australia, New Zealand ane t)SA. Australia and New Zealand are
practically the only countries exporting ovine mathese four countries. Edible offal (0206)
is largely supplied by the USA, Canada, next totfalis and New Zealand to these markets,
yet China and Taiwan import significant amountsrfreU countries (edible offal of swine,
frozen). China’s imports of edible offal of animé&R06) mostly refer to offal of swine,
whereas Korea and Japan import largely offal fravifee animals.

Table 4.1. Major suppliers of bovine and ovine medathina, South Korea, Japan and
Taiwan (Total imports in million US$, share in pemtage of total imports, average 2008-
2010)

Bovine meat, Bovine meat, frozen| Meat of sheep and | Edible offal of bovine
fresh/chilled (0202) goats, fresh/chilled | animals, swine,
(0201) (0204) sheep, etc. (0206)
China Total: 7.4 Total: 41 Total: 134 Total: 589
Australia: 98% Australia: 37% New Zealand: 54% | Denmark: 36%
Brazil: 2% Uruguay: 30% Australia: 44% USA: 22%
Brazil: 22% Canada: 18%
New Zealand: 11% France: 16%
Korea Total: 229 Total: 716 Total: 15 Total: 108
Australia: 85% Australia: 48% Australia:83% Australia: 54%
USA: 13% USA: 36% New Zealand:17% | USA: 21%
New Zealand: 3%| New Zealand: 14% New Zealand: 11%
Canada: 4%
Japan Total:1229 Total: 912 Total: 122 Total: 366
Australia: 75% Australia: 67% Australia: 68% Australia: 38%
USA: 19% USA: 16% New Zealand: 31% | USA: 36%
New Zealand:3% | New Zealand: 9% Canada:10%
Mexico: 4% New Zealand: 8%
Taiwan Total: 86 Total: 300 Total: 74 Total: 37
North America: Australasia: 61% Australasia: 100% | North America: 66%
78% North America: 35% Australasia: 16%
Australasia:21% | Central America: Europe:10%
3% Central America: 5%

Source: UN Comtrade; Taiwan: national statistits, a
http://cus93.trade.gov.tw/ENGLISH/FSCE/.

2 Using an average 2010 euro/dollar exchange fateearo = 1.30 US dollar.
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EU’s meat exports to the Far East markets

Russia is EU’s major destination of its meat expahd next Japan, South Korea and China
are among EU’s major export markets outside thg4eld figure 4.1). Export of meat to
Japan has varied between 650 and 790 million eutioei years 2007-2010. Exports to South
Korea show a declining trend from 300 million eur®007 to 240 million in 2010, while
exports to China increased in recent years to r2@0million euro in 2010. Total meat
export to Taiwan was only 4-7 million euro in 20R@09 but then jumped to 23 million in
2010. EU meat exports to these countries are hkargédted to pig meat and edible offal of
swine (see Table 4.2).
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Figure 4.1 EU-27 major export destinations of nfaliproducts under HS-code 02), in
million euro (Source: Eurostat)

EU exports to China is mainly edible offal of bo#jrswine etc. (HS-code 0206, with a value
of 136 million euro in 2010 — see Table 4.2). lis ttategory the product edible offal of swine
frozen excluding liver (HS-code 020649) dominafdso, the EU exports edible offal of beef
(tongues, livers) to China, South Korea and Japeirthese values are very small, accounting
for about 600,000 euro to China and Korea, whilésEport of bovine offal to and Japan
was about 1.6 million euro. The major productthis 0206 category are ‘fresh or chilled
edible bovine thick and thin skirt (02061095) faugh Korea and ‘frozen edible bovine
tongues’ (02062100) for Japan.

In EU’s meat exports to South Korea, Japan and draitve meat of swine (020329: frozen
meat of swine etc) is by far the major type of nteaded at this moment. In the Annex Table
Al. EU’s total meat export to the four Far Eastrdoies is compared with export flows from
other major suppliers to these markets.



Table 4.2 EU meat exports (at 4 digit) to eactheffour countries (1000 euro), 2010.

China South Japan Taiwan |Total
Korea
0201 - Meat of bovine animals, fresh or chilled 4 4
0202 - Meat of bovine animals, frozen 124 8 132
0203 - Meat of swine, fresh, chilled or frozen 58967| 212001 722336 17856| 1011160
0204 - Meat of sheep or goats, fresh, chilled or frozen 75 165 4 244
0205 - Meat of horses, asses, mules or hinnies, fresh, chilled or frozen 924 924
0206 - Edible offal of bovine animals, swine, sheep, goats, horses, asses, mules or hinnies, fresh, chilled or frozen 136167 18543 7616 4046 166372
0207 - Meat and edible offal of fowls of the species gallus domesticus, etc, fresh, chilled or frozen 6030 7028 36896 1559 51513
0208 - Meat and edible offal of rabbits, hares, pigeons and other animals n.e.s., fresh, chilled or frozen 241 1 687 7 936
0209 - Pig fat, free of lean meat and poultry fat not rendered, fresh, chilled, frozen, salted, in brine, dried or smoked 1926 676 153 81 2836
0210 - Meat and edible offal, salted, in brine, dried or smoked; edible flours and meals of meat or meat offal 1296 572 20790 101 22759
Total 204826| 238829| 789571 23654 1256880

Source: Eurostat

Summing up, in 2010 the EU exported about € 1libhibf meat per annum to the four
countries, not being bovine and ovine products. U8eAustralia, New Zealand and some
other countries that are allowed to export boving @avine meat products to the four Asian
countries were able to export per annum US$ 3lBhibf beef and veal, US$ 350 million of
sheep and goat meet and US$ 1.1 billion of edifféd of bovine animals, swine and sheep to
these markets (in euro 2.7 billion, 270 million &%&0 million respectivelyy.In 2010, these
countries supplied approximately 56 per cent ofttii@ bovine meat market in Korea and
Japan, and some 95 per cent of Taiwan’s totahleawneat market.

5. Estimation of future growth of meat consumption and importsin thefour countries

Basic assumptions

Next to consumers’ preferences, meat consumptia@idare determined by income,
population and (relative) prices of meat (amongtmeasaeties and compared to meat
substitutes). The level of meat consumption forahing years, hence, will be affected by
each of the four Far East countries’ income devalems and the price developments of the
various types of meat. Income and (own-) priceteliéies of demand are being used to
measure the changes in consumption when incompraselchange.

Elasticity

Muhammad et al. (2011) estimate income and prastielties of demand for broad
consumption categories—such as food, clothing, &titut, and other goods—and for food
categories such as cereals, meats, and dairy dctdssountries. Estimates of these
elasticities are widely used in economic modelstim@pplied in agricultural market and
policy analyses, such as the USDA’s Baseline mddelGlobal Trade Analysis Project
(GTAP) model, the International Food Policy Reskdnstitute’s IMPACT model and the
OECD-FAO Aglink-Cosimo model. One finds, howeveayearal adjustments to the
elasticities from the Muhammad et al. publicatioreach of the models mentioned. There are
several reasons for doing so (among others becdusepert knowledge’), yet one important
reason is that the models mentioned differ in tesfreggregation of countries and products
(e.g. total meat or several types of meat, sudiea§ pig meat etc.), that does not match the
specification from Muhammad et al.. As we will nefe OECD-FAO projections for
production and consumption projections in next péthis study (largely because the model
has the advantage that results are presented mitigs i.e. tons), we will use the income

% Based on an average 2010 euro/dollar exchangefrateuro = 1.30 US dollar.
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elasticities of Aglink-Cosimo as the source fatigating the income sensitivity for the
demand for meat in the countries of our study {abke 5.1).

The income (or expenditure) elasticity for meat sueas the percentage change in demand
from a percentage change in overall income (ot sganding). The income elasticities are
less than 1, indicating that when income increasts1 per cent, part of that increase will be
used for more meat consumption — for example iletdld China’s income elasticity of
demand for meat is 0.675, indicating that with i gent income growth, demand for beef will
increase by 0.675 per cent. Income elasticitiesrfeat are relatively high compared to
income elasticities for cereals (rice) or potat@ssmeat is a more luxurious food item in
household expenditures, consumed increasingly wicames raise. Also, the income
elasticity for meat is largest in the poorer costand declines in magnitude with affluence.

Table 5.1 Income elasticities of demand for meats

Beef & veal Pig meat Sheep meat Poultry
China 0.675 0.550 0.600 0.600
Korea 0.300 0.400 0.600 0.600
Taiwan 0.300 0.400 0.523 0.500
Japan 0.436 0.375 0.299 0.297

Source: OECD-FAO (Aglink-Cosimo model)

Income

Income developments are taken from the 2011 OECD/P4ricultural Outlook. Projections
of GDP growth presented here cover the period B91® and are based on OECD and
World Bank macroeconomic projections (OECD-FAQO’'stl0ok presents projections up to

2020). GDP growth rates for the four Far East coestare presented in table 5.2.

Table 5.2 Projections of real GDP growth rates
Average 2011 2012 2013 2014 2015 Average
2009-10 2011-2015
China 9.7 9.7 9.7 8.5 8.6 8.3 8.9
Korea 2.9 4.3 4.8 4.0 3.3 3.0 3.9
Taiwan®” | 4.5 4.5 4.2 n.a n.a n.a A3
Japan -0.9 1.7 1.3 1.1 0.7 0.9 1.1

Source: OECD/FAO, 2011, p. 48; 1) Source data Tiaimational Statistics Republic of China (Taiwa2d{1
and 2012 are projections); 2) assumed average mgwawth, based on average income growth 2011-2012.

Estimations of meat consumption in the medium term

We take GDP projections and income elasticitiedeshand for the four types of meat as a
base, and use them to estimate the possible denefdp on the meat markets in the four Far
East countries for the next years up to 2015. €kalts are presented in table 5.3.
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Table 5.3 Projected meat consumption in Far Easttaes, in 2015 (kg per capita), based on
income elasticities and economic growth

Consumption in kg/pc

Beef &veal Pig meat Sheep meat Poultry

2010 2015 2010 2015 2010 2015 2010 2015
China 4.6 6.2 37 44.9 3 3.7 12.3 16.0
Korea 11.4 12.1 30.3 32.2 0.1 0.1 155 17.4
Taiwan 55 5.8 35.5 37.8 0.0 0.0 28.2 31.6
Japan 9.5 10.0 18.7 19.7 0.2 0.2 13.9 15.3

Source: 2010 levels from FAOStat, 2015 levels: aaiculations

The results in table 5.3 indicate that especiallhina demand for meat would expand
significantly, with an annual consumption growthaobund 6 per cent for beef and 5 per cent
for other meat types, which implies an increasecpeita of 20-35 per cent over a five-year
period depending on the meat type. Annual meatwopson growth is much more modest

in Korea and Taiwan (1.2-2.4 per cent), and in d4p&8-0.4 per cent).

Impact of consumption growth on import needs

Perceptions of the scope of market opportuniti€Shima might largely be based on the high
income growth figures reported by the country’ poessible authority. However, projections
of agricultural market developments published byODEFAO (2011) downplay the effects of
high income growth on the agricultural markets, hadce on the meat markets. There are
two reasons for that. One reason is that Chinalragh level of savings; only part of the
income growth is spent on consumables such as fidod.implies that the effect of the
income elasticity of demand for meat is less thaggssted by the number in table 5.2. The
second reason is that consumption is not only eftelby income (growth) but also by price
(changes). Demand for beef is highly sensitive r@sgonsive to price changes: the price
elasticity for beef is -0.92, according to the AgHCosimo database. In the case production
and imports are not responding timely and adegué&tedn increased demand for beef (that is
caused by income growth), prices may rise quickiih the effect that demand decreases
again. The crucial factor is, hence, to what extmaply can respond to increasing demand.
Beef production in China is not a big sector ammtipction growth has not been very dynamic
in the last decade (see FAOStat). Next, China’omnpolicy is rather restrictive, being very
strict on veterinary import regulations, applyingystem of import licenses and allowing only
a few countries to export to China (e.g. USDA/FR811).

The results of the interplay between income ancepaievelopments as well as import policies
and their effects on supply and demand are illtesiray OECD-FAO (2011) meat import
projections for China and the other countries ia study. The model simulations point at a
per capita consumption growth that is largely ceddry domestic production growth.
However, meat import needs do increase over thes ygato 2015 as Table 5.4 shows.
Although the increase in absolute amounts is nettsigularly high for China, the volume
more than doubles within a five-year period from08D ton up to 79,000 ton. Also the other
three countries will import an additional 25-35,306 beef and veal meat in 2015 compared
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to the 2010 levefs China and Japan together will import an additidi8g000 ton of sheep
meat in 2015, while Korea’s import is projectedierrease somewhat.

Table 5.4 Projected meat imports in Far East cagjtin 2010 and 2015 (1000 ton)

Beef &veal Pig meat Sheep meat Poultry

2010 2015 2010 2015 2010 2015 2010 2015
China 31 79 190 243 75 79 677 622
Korea 315 336 371 417 3.7 35 120 89
Taiwan 130 160 60 n.a. 0.0 0.0 110 n.a.
Japan 711 747 1110 1160 31 37 428 377

Source: OECD-FAQO, 2011
Note: Taiwan is not included in the projections:nogstimations

In value terms the projections of the increaseavfiie and ovine meat imports might imply
an expansion of the market of almost €450 millisee(table 5.5). Additional imports are
calculated by using an average import unit val@s€bl on import values and quantities in the
years 2008-2010), which is then multiplied by tddigonal import volume projected by the
OECD-FAO (2015-2010 projected levels, see table FHe estimated additional import
value of beef and veal meat is almost similar fom@ and Japan (€130-140 million),
followed by Taiwan and Korea. The 2015 import valie sheep meat have been calculated
in a similar way, which leads to an estimated €30an for these countries (note that, given
the consumption pattern in that country, Taiwaniport of sheep meat and other ovine
products are assumed to remain close to zero i8)26Lrthermore, imports of edible/non
edible animal products may increase in the comaayg; too. Assuming a 5-10 per cent (as
the overall average) increase of imports of suddpcts (which are not in the OECD-FAO
projections) would add another €50-100 milliontie scope of the Far East market.

Table 5.5 Estimated additional beef and ovine nmeport values in Far East countries in
2015, compared to 2010

Beef &veal Sheep meat
2010 Unit Change in | Increase of 2010 Unit | Change in | Increase of import
value import import value value import value 2015 compared
(€/ton) volume 2015 compared (€/ton) volume to 2010 (million euro)
(1000 ton) | to 2010 (million (1000 ton)
euro)
China 2,700 48 128 2,700 4 6.8
Korea 3,100 21 66 2,900 -0.2 -0.6
Taiwan 3,100 30 93 0 0.0 0
Japan 3,400 36 124 4,200 6 25
Total 135 411 10 31

Source: UNComtrade. Notes: 2010 Unit values arevéihges per ton, calculated as import value divided
import quantity. In case of beef/veal, the unitueals weighted by the share of fresh/chilled anddn beef/veal
in the total quantity of beef/veal imported. Taiwarassumed to have a similar unit import unit edlr beef
and veal as Korea has.

* For Taiwan (not included in the OECD-FAO projens) we assume that the import increase follows the
2005-2010 trend, which would lead to an increassoafe 30,000 ton of beef/veal.
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In conclusion: the estimations of future growtmu#at consumption of bovine and ovine
meat in the four far East countries result in aagmable import growth, that, in value terms,
amounts to €500-€600 million by 2015. This would &ol the current annual average (based
on 2008-2010 data) import of around €3.8 bn (US$®N, see chapter 4)

6 EU export opportunitiesin casetheimport ban would belifted

Estimations of market opportunities are also basged questionnaire sent to EU meat
exporters and meat importers, restaurants and tloaghs in the four Far East countries. The
guestionnaires to the EU meat industry were chéuhéirough the UECBV, the European
Livestock and Meat Trading Union, and country repreatives collected answers from the
industry and reported the (summarised) findingmftbe questionnaires to the author of this
study. Dutch agricultural counsellors based infoesible for China, Japan, Taiwan and South
Korea, reported findings from interviews and regesnto the questionnaires from companies
and/or traders in the Far East countries. BelowdHhimdings are summarised.

6.1 Interviewswith EU exporters

Observations reported below are from respondeots &ight EU member states: Belgium,
Denmark, France, Germany, Ireland, NetherlandsinSpal the UK.

Chances on the Chinese market are estimated tggesh, due to the size and assumed
growth potentials of this market. One respondetiineges for the whole EU meat industry
possible sales up to €400 million p.a. for beef&8d million p.a. for beef by-products. These
amounts of possible exports to China are basedwomaarket evaluation, contacts with trade
partners (including country visits) and reflectimrsimport statistics of China. Adding up the
estimations of export opportunities for individi#&) member states (from those that
responded to the questionnaire and indicated nushbesults into possible export values to
China of about €100-120 million on beef and beeplgducts. EU companies do see export
opportunities to China for beef (Germany, Francdahd, UK), veal (Netherlands, Spain),
sheep meat (Ireland and UK) as well as for edilfied &dom bovine and ovine animals (all
countries mentioned plus Belgium and Denmark) nyes$t of them find it very difficult to
indicate specific volumes or values that can bd salthe market. Barriers to trade (after the
BSE-ban would be lifted) are seen in animal he@tjuirements and approval procedures.
Respondents also indicate that import tariffs/dugéiee relatively high.

For South Korea, respondents see export opportgrespecially for beef and veal, with
possible sales in the first one to three yearo®120 million p.a. (for beef only) from the
whole EU. Respondents indicate opportunities fal,vespecially in hotels and restaurants,
and edible offal of bovine animals (feet, tailsnbs, casings). The evaluation of market
opportunities results from contacts with trade ipens and based on (own) evaluations of
import statistics. Respondents underline that tbeen market is very competitive, and
requires a specific approach in order to complywatal consumers’ demand. Barriers to
trade are seen in animal health requirements, edlyete BSE-ban against EU and approval
procedures.

® Using an average 2010 euro/dollar exchange ratesofo = 1.30 US dollar.
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For Taiwan, opportunities are seen in principalldeef and beef by-products but respondents
did not come up with an estimation of average tuengossible on this market (except for the
UK and Ireland; together these countries wouldlile to export beef and beef by-products
worth about €20 million p.a). Opportunities woubkdse for veal meat products to be sold in
restaurants and hotels, based on personal visitsieBs to trade are seen in animal health
requirements, approval procedure and BSE-ban adaihs

For Japan, opportunities are seen in principabéaf but respondents did not indicate an
average turnover that would be possible for thedustry in Japan, except for the UK and
Ireland, from where bovine exports could reach al§é8% million, and ovine products about
€10 million in three years-time after the lift bt ban. The Dutch industry has been able to
export (high-quality) bone-in and boneless meatipets, and several by-products (e.g. veal
bones used for soup) to Japan before the ban Wwaslilced, and based on that assumes good
market prospects in case Japan would allow madastss again. Barriers to trade are seen in
approval procedure and BSE-ban against EU. Japacaghnise to be a difficult market,

where EU suppliers would face fierce competitiamnirAustralia and the USA.

6.2. Opinions of Far East businessrespondentsabout EU export opportunities

China (4 responses)

Two respondents reported they import pig meat loghpets from the EU and the other two
did not have (had) any contact with EU meat supglienports of beef and veal is now from
Australia, New Zealand and from North and South Acae Respondents did not have an
opinion on EU export opportunities for beef andlteaChina.

Korea (12 responses):

Few respondents see opportunities to sell EU ldefifger, chuck roll, short rib), yet most
respondents point at important restraints for Elte enter the market. Opportunities might
be low as EU meat has a negative imagine due to(EEREmeat is not safe’). Moreover, it
may not be able to compete with supply from the US#stralia and Canada as prices are
(thought to be) higher while the EU supplies woutd match Korean demand in terms of
taste (Korean consumers like marbled meat). Theghtrbe some opportunities for mutton
but that market is particularly small.

Taiwan (10 responses)

Taiwanese companies are pretty reserved with regdaEt) export opportunities, as they
indicate that they/the consumers do not know thadityuand taste of EU bovine meat well
enough to make a good judgement of market persgsctCompanies point at the fact that
little EU beef was shipped to Taiwan even befoeeithport ban was implemented. Prices for
EU products might be too high, also due to trarspion costs (higher than for meat
imported from the USA and Australia) and imporiftar

Japan (10 responses):

Some companies say there is no opportunity for EBdtibut others see opportunities
especially for certain bovine products e.g., béffl atongue and veal (although the veal
market might be very small). Most companies ingidahat the price is a major
obstacle/bottleneck for EU meat. Other factors meeed include (the lack of) flexibility to
adapt to Japanese specifications (e.g. packagiagacity to meet demand, quality of meat

14



(e.g., degree of marbling). The negative imagensfafe EU meat due to BSE is also
mentioned as an important factor that may limitfa&at market opportunities in Japan.

Brief evaluation of the answers from the questiam@sa

All responses from the EU meat industry are posiéisout the opportunities to (increase the)
exports to the Far East, after the ban on bovigkeoame meat would be lifted. Most
respondents find it difficult to indicate an expealue that would be feasible in the one to
three years that follow the lift of the ban. Yeinse do, sometimes on EU level and
sometimes on a country-level, which all togetheuldsuggest a possible export market of €
500-600 million for the EU meat industry in theseif Far East countries. The responses of
the Far East business indicate, however, thapthtsntial market may be limited to some
extend by higher EU prices than those of competiédmd doubts whether the EU products
would be able to supply the Asian consumers acogriti the specifications demanded.

7 Conclusions

Present market situation

China is a highly populated, developing countryhvatfast-growing economy. Income
growth in South Korea and Taiwan (both high-incaroantries) remains significant. Meat
consumption increased importantly over the lasadedn these three countries. Per capita
consumption of beef and veal are increasing ifoall countries, yet these are still relatively
low in China and Taiwan, while per capita consumptevels in Japan and Korea are close to
average EU-27 levels. Except for China, these ecmsimport a significant share of their
total bovine meat consumption. In 2010 the foumtoes imported approximately 1.2 million
ton of bovine meat. Major suppliers of the four coies’ import needs of bovine and ovine
meat are Australia, New Zealand and the USA, wthes other countries (Canada, Brazil,
Uruguay) playing a minor role. Currently the EUgelly exports pig meat and edible offal of
swine to these markets. Imports of bovine and omeat products and by-products from the
EU are banned.

Market outlook: expected future imports

Expected consumption growth in these Far East cesnwill result in further increasing
imports of beef, veal and ovine meat products wapgproximately € 500-600 million by 2015
(including edible offal), bringing the total markedlue of the bovine and ovine products
imported to some € 4.3-4.4 billion in 2015. Theiaddal imports projected for the coming
years up to 2015 are estimated to consist of €wiiion of beef and veal meat products,
around € 30 million sheep meat products and € 3DAillion of edible/non-edible animal
products.

EU export opportunities in perspective

China’s income growth is impressive and meat denmacréasing. However, consumers
prefer pig and poultry meat, while the consumpbtbbeef and veal is also very sensitive to
price increases. South Korea, Japan and Taiwaveayecompetitive markets, where meat
suppliers from Australia, New Zealand and the US#éehstrong market potions as they are
able to respond to local demand in terms of tastkeodher specifications (e.g. adapt to
packaging requirements, line-up with local disttibn channels). These established foreign
suppliers are well positioned to benefit from thereasing import needs in the Far East.
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Based on personal contacts and own market suriz&ygxporters have identified substantial
opportunities for exporting beef, veal and ovineatrand by-products to the four Far East
countries, once the import ban would be lifted.€pithe increase of imports expected for
these markets, significant potential exports te¢heountries can be justified. However,
respondents from the four Far East countries qutlg expectations of EU exporters,
pointing at several weaknesses of the EU supply ([@adequate match with local taste, little
adaptive to local specifications, too expensive)other issue is the perception of traders and
consumers in these countries that EU beef meatsafa because of BSE. Because of this
image, quick wins in terms of rapidly gained mariedres may be difficult to achieve in case
the import ban would be lifted.

The lift of the import ban also implies only a fistep in a process of gaining market access to
the Far East. In order to enter these market$ thexporter has to comply with all veterinary
and food safety requirements, and requirementsmfiocmity assessment (e.g. health and
export certificates, establishment approval). Thight imply investments on the EU side,
necessary to adapt to specifications of standa&aqlsned for entering the Far East market.
Furthermore, the technical discussions betweentopaathorities and the process of
administrative procedures and protocols befora@nsnt can take place may take quite

some time (probably a few years).

Additional note

Market access, once allowed, turns into export dppdies only if EU suppliers can adapt to
local demand and would be able to offer a competiproduct. The responses of the EU meat
industry to the questionnaires indicate that sofitbem have started to build up contacts in
the Far East countries. However, the results ofjtrestionnaire also learn that there is much
uncertainty about EU’s prospects in the four FastiBaarkets; these markets are relatively
unknown while Far East importers may also havie lkhowledge of what the EU meat
industry may offer them. This calls for more invastts in (collecting and distributing)
market intelligence information and promotion aitids (e.g. by associations) on these
specific markets, whereas companies should invedsiie marketing strategies specifically
targeted to these Far East markets (e.g. focusirgpecifications of demand, identifying
local and foreign competitors and/or partners, expg the state of the market infrastructure
and distribution channels that can/should be usecdse a serious interest in these markets
exist. There are opportunities for EU meat expmthe Far East, yet for a balanced overall
evaluation of the prospects of the EU meat industthese countries, more solid information
on (product-specific) market developments and $ige@iquirements to enter these markets
successfully is necessary.
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ANNEX 1 Importsof meat by Far East countriesfrom major suppliers

Table Al. Imports of meat (HS-code 02) by Chinajt8dorea, Taiwan and Japan from
major suppliers (2010, in US$, rounded figures)

Australia Canada New Zealand USA EU27
China 145 225 100 400 200
Korea 650 100 120 670 240
Taiwan
Japan 1800 1200 210 2500 790

Source: UNComtrade
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ANNEX 2 Questionnaires

Questionnaireto EU meat exporters

Company specific information, requested in questi@and 2, will be treated confidentially,
and will not be reported in the study in a way thatn be traced back to the individual firm.
These questions are included in the questionnaifitther) categorise the respondents.

The study focuses on beef, veal, edible/non-edititd of bovine animals and of lamb. Please
answer the questions with these products in mind specify among these products if (you
find) necessary. Only question 8 refers to (in @pal) all kinds of meat, which you then are
requested to specify.

Company name and city/country of main office

1. What is the total sales of your company (approxaiyatrange)?

2. What share of total sales is from exports?

3. Which meat products do you export?

4. What are your major markets in the EU?

5. What are your main markets outside the EU?

6. Do you see opportunities to export to China, Taivgouth Korea, Japan in case these
countries lift the import ban. (Please provide anguts for your assessments and indicate
the basis of your assessments (e.g. own markedretganarket research reports, contacts
with clients, etc.). Clarifying the background afuy assessments is essential to be useful
for this report):

For China:

a) Yes, | see opportunities, especially for (beef|vedible offal of bovine animals, non-
edible offal of bovine animals, edible offal of lapmon-edible offal of lamb [pls
make a choice]) meat and the possible sales ifirthi@ne to three years could be
around ...... euro per year

b) No, | do not see these opportunities. The majoiidrmcks for EU meat to be sold in
these countries are (tariffs, public standardsa@n@fuirements [please specify],
private standards [please specify], others...... )

For Taiwan:

a) Yes, | see opportunities, especially for ........ (psafy the type of meat) meat and
the possible sales in the first one to three yeantd be around ...... euro per year

b) No, | do not see these opportunities. The majatiidsmcks for EU meat to be sold in
these countries are (tariffs, public standardsa@n@fuirements [please specify],
private standards [please specify], others...... ).

For Japan:

a) Yes, | see opportunities, especially for ......... @pecify the type of meat) meat and
the possible sales in the first one to three yeantd be around ...... euro per year

b) No, | do not see these opportunities. The majatiidsmcks for EU meat to be sold in
these countries are (tariffs, public standardsan@fjuirements [please specify],
private standards [please specify], others......).

For South Korea:
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a) Yes, | see opportunities, especially for .......... (medfy the type of meat) meat and
the possible sales in the first one to three yeandd be around ...... euro per year

b) No, | do not see these opportunities. The majoiidracks for EU meat to be sold in
these countries are (tariffs, public standardsa@n@fuirements [please specify],
private standards [please specify], others...... ).

7. Do you have an interest in improved third countarket access for (any) meat product in
any other country than this study focuses on, igeg, please indicate what market
barrier you face to which country and what meatipoi(s) (tariff line or description) are
affected. Please fill in the following table (exdeih necessary)

Country Market barrier Meat product(s)

Questionnaireto Asian importers

This questionnaire is part of a study that expldihesexport potentials of EU bovine and
ovine products in South Korea, Japan, Taiwan arnida&Cihe study is executed by the Dutch
Agricultural Economics Research Institute LEI-Wagegen UR.

Company name and city/country of main office
1. Which meat products do you import?

2. Where is your imported meat from? (per main meatlpct category, list two to three
most important countries of origin)

3. Do you have (had) contacts with EU meat suppli#frs@, from which EU countries and
what kind of meat did they offer?

4. Do you see opportunities for EU meat of which imtpsicurrently banned (bovine and
ovine products) to be imported by China, Taiwanjt8dorea, Japan (pls indicate the
country you are focusing on) in case the import foanhese products is being lifted
c) Yes, | see opportunities, especially for ..... [spdaneat and the possible sales in the
first one to three years could be around ...... eurgd®dollar per year

d) No, | do not see these opportunities. The majaitdracks for EU meat to be sold in
my country are (tariffs, public standards and/guieements [please specify if
possible], private standards [if so, which stand@Jdother reasons [please specify]).

Next are two questions on company specific inforomatThese are included in the
guestionnaire to (further) categorise the respotsddinis information will be treated
confidentially, and will not be reported in thedun a way that it can be traced back to the
individual firm.

5. What has been (the range of) the total sales aof gmonpany in 2010/20117?

6. What has been (the range of) the total value obitegl meat in 2010/20117?
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