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SUMMARY 

The New Zealand meat export industry is characterised by the 

predominance of exports of carcas s meat (sheep and lambs) and bulk 

packs of manufacturing grade beef. Over the decade from 1970, 

there has been some movement toward a higher proportion of further 

processed meat exports but the change has been slow and not univers

ally supported. 

The re is sufficient evidence available to suggest that in many 

major markets, a move away from traditional export forms toward 

more consumer packs would be well received. Such a move would 

result in higher export returns, lower freight costs per unit of meat, 

mo re stability in the market return, a better utili sation of capital 

in the processing industry and allow for a reduction in industry 

sea sonaH ty. 

Disadvantages associated with further processing have been 

identified. The most significant factor behind the identification of 

the claimed disadvantages is the "inertia of tradition" of the present 

industry. The major companie s in the industry have not faced 

sufficient competition from the more innovative participants in the 

industry and have therefore not had sufficient incentive (in terms 

of decreased stock supply and diminished profit) to fully investigate 

the advantages of further processing. Increased competition in the 

industry, following delicensing, and the influence of non-slaughtering 

processing and exporting companies, is likely to cause more sig

nificant movement toward further processing over the 1980's. This 

is especially so in view of the increased international cost competi

tivene ss becoming evident in the pre sent proce ssing sector of the 

industry. 

(iii) 





CHAPTER 1 

INTRODUCTION 

The meat industry is one of the major New Zealand export 

revenue earners. The industry earned $1,326 million in export 

receipts for the year ending June 1980, (Reserve Bank), and consis-

tently contributes 25-30 per cent of New Zealand I s total annual export 

earnings: 

TABLE 1 

Receipts from E~orts 

(~N. Z. mi11iQn, ~ear ending Jyne) 

Commodity 1976 1977 1978 1979 1980 

Meat 674.5 874.1 896.8 1196.4 1326.0 
27.1 % 26.3% 26.2% 29.2% 25.8% 

Wool 512.1 687.8 619.2 729.5 967.6 
20.6% 20.7% 18.1 % 17.8% 18.8% 

Milk Products 473.5 582.9 619.7 599.6 810.6 
19.0% 17.5% 18.1 % 14.6% 15.8% 

Othe r Animal 180.0 252.3 294.5 373.2 402.6 
Products 7.2% 7.6% 8.6% 9.1 % 7.8% 

Forest Products 197.6 267.1 288.2 320.6 501.2 
7.9% 8.0% 8.4% 7.8% 9.7% 

Other Primary 97.0 154.4 160.0 200.9 26.8 
Products 3.9% 4.6% 4.7% 4.9% 5.2% 

Manufac tured 343.6 491.0 511. 6 652.8 824.2 
Goods 13.8% 14.7% 15.0% 15.9% 16.0% 

Mi scellaneous 12.1 20.8 28.6 3 0.5 42.9 
0.5% 0.6% 0.8% 0.7% 0.8% 

TOTAL 2490.5 333 O. 4 3418.7 4103. 5 5144.8 

(Source: Reserve Bank of New Zealand, Bulletin September 1980:43 
(8):"323. ) 

1. 
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It employs an ave rage of 33, 000 people and the annual wage 

bill for the industry exceeds $325 million. 

New Zealand livestock and agricultural production is considered 

to be capable of considerable expansion and several alternatives have 

been proposed to increase overseas earnings by the agricultural 

sector. For example,Taylor (1980) postulated that a 5 per cent 

increase in the current lambing percentage from the existing ewe 

flock would result in 2.33 million extra lambs and an inc rease in 

exports of 30,000 tonnes of lamb. This represents a f.o. b. value 

of approximately $37 million, based on 1978/79 values for carcass 

meat. (Derived from figures published by the Department of Statistics). 

A second way of increasing agricultural production is by 

increasing the number of stock units. The Ministry of Agriculture 

and Fisheries have completed a survey of the Akitio County in 

Hawkes Bay indicating that a stocking rate increase of 50 per cent 

is not unreasonable. (The Agricultural Economist 1980, (1): 16-17). 

It is of little advantage, however, to increase the production 

of livestock for export if there is no available market for the increased 

output. One way in which markets can be inc rea sed is to move to a 

highe r degree of further proce s sing of meat. The examination of 

this alternative is the subject of this paper. 

Prior to 1900, over 90 per cent of New Zealand I s meat was 

exported in carcas s form. Today carcas s meat still contribute s 

approximately 50 per cent of export meat. Boneless and manufactur

ing grade meats make up 25 per cent of our exports and cuts. 0f meat 

contribute a further 15 per cent. The remaining 10 per cent is made 

up by fancy meats and other types of meat (see Table 2). 



TABLE 2 

Export Meat Production 

(000 tonnes Shipping Weight) 

Season Carcasses Bone1ess/ Cuts Other Total 
(Year Ending Manufac tur ing 

30 Sept. ) Weight % of total Weight % of total Weight % of total Weight % of total Weight 

1970/71 418.8 62.4 140.6 21. 0 55.7 8.3 56.0 8.3 671.1 

1971/72 405.7 59.3 147.6 21.6 70.9 10.4 59.8 8.7 684.0 

1972/73 388.2 55.6 180.1 2.5.8 63.7 9.1 66.3 9.5 698.3 

1973/74 344.4 56.5 147.9 24.2 . 63.9 10.5 53.8 8.8 610.0 

1974/75 345.2 52.1 173. 5 26.2 84.3 12.7 60.1 9.0 663.1 

1975/76 375.0 48.9 216.1 28.2 11 1. 9 14.6 63.1 8.3 766.1 

1976/77 364.7 51. 9 176.9 25.2 102.3 14.6 58.9 8.3 702.8 

1977/78 343.6 48.8 190.3 27.0 107.9 15.3 62.8 8.9 704.6 

1978/79 345.6 49.8 178.2 25.7 107.1 15.4 63.3 9.1 694.1 

1979/80 388.6 52.1 175.7 23.6 Ill. 8 15.0 70.0 9.3 746.0 

Source: N. Z. Meat Producers Board Annual Reports 

\.N 
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It can be observed that there has been a move away from 

carcass exports to cuts over the 1970's with carcasses falling from 

60 per cent to 50 per cent of the total and cuts rising from 8 per cent 

to 15 per cent. The remaining growth has been in the bonele ss / 

manufacturing sector. 

The question of whether to further process or not is a very 

complex one. The extra steps involved in further processing 

necessitate increases in the input of labour and capital. This 

re-allocation of scarce resources can only be justified if a net 

national benefit is identified. 

Many of the costs involved in further processing of meat are 

not readily available due to the confidential nature of internal com

pany records. Also some of the firms presently involved are only 

operating on a small scale, and costs derived from such operations 

may not necessarily be valid for use in analyses which involve larger 

scale operations. Details on shipping rates are also difficult to 

obtain. Rates are available for carcass meat, selected manufacturing 

meat markets and for cuts of meat. Rates are apparently unavail

able for most of the highly proces sed goods such as "prepared meals If. 

This study does not attempt to fully analyse the potential profit

ability of further processing. It does, however, identify reasons 

why it can be as sumed that further proce s sing is profitable as many 

companies are undertaking the establishment or expansion of further 

processing facilities. It could be assumed that where a profit poten

tial is identified, companie s will move to exploit the potential. 

This assumption may not be valid, however, with regard to 

the New Zealand meat industry. Institutional constraints, a 

commitment to pre sent type s of activity and the as sociated high 

level of capital investment, plus a present disinclination to borrow 
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addi tional capital because of recent substantial capital expenditure 

associated with hygiene regulations, make the validity of this assump

tion questionable. In addition, the existence of only very limited 

price competition in obtaining stock means that companie s are not 

compelled to achieve maximum potential profits in order to achieve 

a throughput satisfactory to their operation. 

In order to establish clarity with regard to the discussion the 

following presents definitions used in this paper~ "Further processing 

of meat" will refer to any activity which is performed on a dressed 

finished carcass and which results in the diversification of that 

carcass into such products as: 

(i) Manufacturing and boneless meat; 

(ii) Primal cuts (bone-in and boneless); 

(iii) Portion controlled cuts; 

(iv) Precooked meats and meals; and 

(v) Canned and preserved meats. 

Categories (i) and (ii) are referred to as "elementary processed 

products ll and the remaining categories are referred to as Ilhighly 

processed II meat products. IIProcessed meats II refers to all meat 

and all meat products except carcass meat and meat by-products. 

The industry is refer red to as the Ilproce s sed meat industryl! as 

opposed to the !!carcass meat industry!'. The term !Imeat industryll 

refers to both industries combined. 

The paper has been organised in the following way: Chapter 

Two contains reviews of previous work in the area and establishes 

the current industry position. Possible advantages and disadvantages 

are presented in Chapters 3 and 4. An assessment of the costs of 

further processing is given in Chapter 5 and Chapter 6 contains the 

concl usions. 





CHAPTER 2 

CURRENT INDUSTRY STATUS 

2.1 Previous Work 

The mo st recent study on the further proce s sing of meat is 

that of Beckman and Bourke (I980). As the result of a survey of 

firms involved in the production of processed meat products, they 

provide an analysis of the practices and attitudes of such firms. 

A paper for the working party of the Agricultural Production 

Council Meat Committee (1973) discusses the possible economics 

of the meat processing industry. The paper does not·present any 

definitive conclusions but recommends further and deeper analyses 

of costs versus returns. Various company Annual Reports discuss 

the question. A variety of Government Departments have engaged 

in cost analyses to prove or disprove the economic viability of 

producing a processed meat product as opposed to carcass meat. 

The majority of the se reports tend to be conflicting, depending 

upon the year the analysis was undertaken, the statistics used, and 

the cost estimate sources. 

These previous papers present the following arguments in 

favour of further processing: 

(i) Increased overseas earnings; 

(Ii) Current labour availability; and 

(iii) Freight savings. 

The arguments against further processing include the 

following: 

(i) Most beef and some mutton is already boned out and 

sold for manufacturing purposes; 

7. 
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(ii) Pos sible customer requirements; 

(iii) The necessity of doing market research in order to 

know customer requirements; 

(iv) Problems with product specifications, including 

quality, veterinary and other regulations; 

(v) Possible disruptions to supply and delivery of the 

product; and 

(vi) Indications that the costs of further processing in 

New Zealand are increasing more rapidly than in 

over seas countrie s. 

2.2 Extent of Further Processing in New Zealand 

2.2.1 Licence Situation 

The New Zealand Meat Producer's Board has issued 22 Meat 

Packinghouse licence s, 42 Export Slaughte rhouse licence s, 98 Meat 

Export licences and 6 Cannery licences as well as 4 Export Abbattoir 

licences within New Zealand. Most of the further processing is under

taken by those companies which hold Meat Packinghouse licences and 

by the main export slaughterhouses. Beckman and Bourke (1980) 

report that 85 per cent of the companies surveyed produce some type 
1 

of processed packaged meat product for export, over 70 per cent of 

which is accounted for by lamb products. One company, the Meat 

Export Development Company (DEVCO), accounts for 54.8 per cent 

of all proce s sed meat production reported in the survey. For most 

companies, processed meat products account for about 1 per cent 

of total product output. However, the increase in the number of 

Meat Packinghouse licence s provides evidence that there are more 

firms intere sted in becoming involved in furthe r proce s sing. Meat 

1 
Beckman and Bourke define processed products as all edible 
meat products in customer packs, requiring no processing prior 
to use, and which are: (a) frozen; (b) dried, concentrated or 
evaporated; or (c) manufactured smallgoods. 
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Packinghouse licences entitle the holding company to undertake 

further processing of carcass meat, but, unless held in conjunction 

with an export slaughterhouse licence, such a company is not per

mitted to slaughter animals. Therefore, a company holding a Meat 

Packinghouse licence must be able to buy slaughtered carcass meat, 

and add value to this product, effectively deriving profit from such 

activity. The growing number of firms undertaking this type of 

activity indicates that such operations are profitable and viable in 

the New Zealand situation. 

2.2.2 The Profit Motiye 

For all firms involved in the meat industry the question of 

whether to process or not is determined by one major priority: 

that of profit. Thus, in terms of firms being involved in the further 

processing of meat all other arguments become irrelevant unless 

it can be shown that the firm is capable of increasing its profit by 

processing to a higher degree. Profit increases may be defined 

either directly, in terms of increases in net receipts, or indirectly 

in terms of advantages which inc rease the profitability of other 

activities of the firm. 

2.2.3 Market Opportunity 

In orde r for a company to consider the production of a partic

ular product, it must bE) established that the product is able to be 

sold at a remune rative price in a suitable quantity. 

The investigation of new market availability has only recently 

become a significant part of a conscious effort by the New Zealand 

meat industry. The investigation of the extent of many markets, 

and the type of product required by different markets, is both a 

difficult and costly task to undertake. In addition, market evaluation 
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activity which indicates the absence of a suitable market can prove 

to be a costly investment for the individual firm. Some market 

intelligence work, has been unde rtaken by repre sentative authoritie s 

such as the New Zealand Meat Producer's Board and the Department 

of Trade and Industry. One such investigation was undertaken by 

Donaldson, Cook, McLisky and Sinclair (1979) (as an Export 

Opportuni ty Team). This re search cove red market inve stigations 

in Canada, the United States, and selected E.E.C. member countries. 

Their studies indicate that markets are available for processed foods 

from New Zealand. In the United States they identified several areas 

of potential market opportuni tie s including the following: 

(a) Canned corned beef; 

(b) . Beef extract; 

(c) Dried beef extracts and dehydrated meals; 

(d) Canned beef pies; 

(e) Cooked diced beef in natural·juices, canned or frozen, 

for the Hotel, Restaurant and Institution trade; 

(f) Frozen meat pie s; 

(g) Convenience lamb-based meals; and 

(h) Smoked lamb. 

They also sugge st that, instead of, or in addition to, large 

exports from New Zealand of frozen manufacturing grade boneless 

beef, destined for processing into hamburger patties, such patties 

be manufactured in New Zealand and then exported as a completed 

product. The team also found indications that processing in New 

Zealand would be acceptable, if not actually preferable, due to the 

high cost of labour in some potential importing countries. This 

applied particularly to Canada and Denmark. 

The team al so inve stigated meat market opportunitie s in 

Denmark, France and Germany. Their preliminary investigations 
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indicated that market opportunities for further processed foods did 

exist. Danish companies expressed interest in consumer packs of 

New Zealand lamb but in France, potential was not so great due to 

import re strictions as well as consumer re si stance to frozen food 

products in general. However, canned meat products were identified 

as having potential. The Federal Republic of Germany has a rapidly 

increasing demand for frozen meals, but lamb dishes were not con

sidered of great potential because of present consumer opinion. 

Thus, it is apparent that market opportunities do exist for New 

Zealand processed meat products and the se markets should not be 

considered to be inaccessible or non-existent. 





CHAPTER 3 

ADVANTAGES 

Many previous studies into the viability of the further processed 

meat industry have placed major importance on the advantages of 

inc rease s in foreign exchange earnings and reductions in shipping 

freight co sts. 

3.1 Foreign Exchange Earnings 

Agricultural based exports have the advantage over many other 

industries in that the import content of agricultural products is very 

low. This means that increases in output do not necessitate corres

ponding increases in imports, as is the case with many of New 

Zealand I s manufac turing industrie s. 

The processed food sector is one area where potential for 

inc rease s in export earnings exi sts, primarily because of market 

expansion opportunities and increases in per unit value. As higher 

returns are earned for further processed goods than the correspond

ing piece of meat in carcass form, more overseas funds are earned. 

Thus, instead of value being added in the market country, the value 

is being added in New Zealand and the profits from such value-adding 

activities are being retained within New Zealand. 

3.2 Shipping Costs 

Annual exports of meat from New Zealand are approximately 

740,000 tonnes (shipping weight). Container transport accounts 

for approximately 70-80 per cent of meat exported from New Zealand. 

Theoretically, export of further processed meat products, 

as opposed to the export of carcass meat, should result in considerable 

13. 
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savings in freight costs.as more further processed meat product 

than carcass meat can be packed into a container. Such potential 

savings are, however, offset to some extent by the differential 

freight rates charged. 

Table 3 shows the rates charged to different locations: 

TABLE 3 

Effgcti~e Freight Charge AccQrding tQ' 

De stinatiQn and PrQdyc t 

($NZ/tonne) 

De stination 
Lamb Lamb Mutton Beef Fancy Meats 

Carcasses Cartons Carcasses Cartons Cartons 
(net (gross (net (gross (gross 

weight) weight) weight) weight) weight) 

London 
a 

$547.21 $437.60 $461.16 $351.54 $368.16 

Stockholm 
a 

650.75 501.95 565.44 421.60 434.74 

Iran 
bc 

727.38 479.17 727.38 442.40 442.40 
d 

Japan 458.35 399.90 458.35 380.35
e 

337.50
e 

Hong Kong 
c f 

406.99 378.32
e 

416.27 370.50
e 

370.50 

Source: N. Z. Meat Producers Board Annual Report 1980 

a Applicable from 1 November 1980. Charge set in £ sterling; 
converted to $NZ at $2.48 per £. 

b Includes bunker surcharge of +14.91 %. 

c Effective at 30 September 1980. 

d Effective from 1 January 1981. 

e net weight 

f Includes bunker surcharge of +16.87% and currency adjustment 
of +5.08%. 

The above rates are, however, further affected by the existence 

of minimum container weights upon which the freight rate is charged 
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where the actual weight is at or below the minimum weight. These 

freight rates are presented in Table 4 for European destinations 

and actual average loadings are given in Table 5. 

TABLE 4 

Mjnimum Container Weight and Rate Charged 

(Safe Ports in the United Kingdom. Dublin. North Continent. 

Fos/Marseilles. Genoa. Pjreus) 

Minimum Weight Rate/Container 
(Tonnes) $N.Z. 

chilled lamb c/c 5.806 4150.69 

mutton MM c/c 6.000 2766.96 

mutton MX c/c 6,650 3066.72 

lamb alpha c/c 7.000 3834.96 

mutton MLI c / c 7.250 3343.41 

lamb, YL, YM, OL c/c 7.450 4076.71 

mutton, MHl, MH2, MLl, MF c/c 7.600 3504.82 

beef, frozen quarter s 7,847 3523.82 

lamb, PL, PM, OM c/c 8.000 4377.68 

lamb other c/c 8.128 4447.72 

beef bone -in, not in c tns 10.161 4547.32 

lamb bone-in, in ctns 10.500 4594.80 

beef bone -in, in c tns 11 .177 3929.16 

mutton bone-in, in ctns 11. 2 00 3932.31 

lamb, partially boned 13.000 5328.02 

beef bonele s s in c tns 15.200 5343.40 

beef boneless not in ctns 15.241 682 0.76 

lamb boneless in ctns 16.000 7001. 60 

mutton boneless in ctns 16.000 5617.58 

fanc y meats in ctns 11. 684 4301. 58 

Source: New Zealand Meat Producers I Board Annual Report 



TABLE 5 

Freight Rate Analysis 

Safe Ports in the United Kingdom. Dublin. North Continent, Fos/Marseilles, Genoa, Pireus 

Mutton Carcasses: 

ML1: 
ML2; MH1; MH2; MF: 
MX: 
MM: 

Lamb Carcasses: 

PL, PM, OM: 
YL, YM, OL: 
Chilled Carcasses: 

Mutton, bone -in ctns: 
Lamb, bone-in ctns: 
Beef, bone-in ctns: 

Min. Rate/Container Min. Load 
a 

£ stg$N. Z. Tonne s 

1342.70 3343.41 
1407.52 3504.82 
1231.58 3066.72 
1111.2()''c* 2766.96** 

1759.20 4377.68 
1638.26 4076.71 
1666.90 4150.69 

1579.20 3932.31 
1505.31 4594.80 
1575.96 3929.16 

7.250 
7.600 
6.650 
6.000 

8.000 
7.450 
5.806 

11. 200 
10.500 
11 • 177 

Mutton, boneless, in ctns: 2256.00 5617.58 
Lamb, boneless, in ctns: 2811.20* 7001.60* 
Beef, boneless, in ctns: 2143.20 5343.40 

16.000 
16.000 
15.-200 

Rate 
$N •. Z ./tonne 

461. 16 
461.16 
461.16 
461.16 

547.21 
547.21 
714.90 

351.10 
437.60 
351.54 

351.10 
437.60 
351.54 

Ave Load 
Tonnes 

6.992 
8.077 
6.463 
5.924 

7.900 
n/a 
Variable 

n/a 
II. 617 
n/a 

16.879 
15.164 
15.624 

Ave Rate 
$N.Z ./tonne 

478.18 
461.16 
474.50 
467.08 

554.14 
n/a 
Variable 

n/a 
437.60 
n/a 

351. 1 0 
461.73 
351.54 

a Includes U. K. transit storage charge s at £ 0.75 pe r tonne. Base buying rate pounds ste rling of 0.4033 
as published by the Bank of New South Wales, 16 January 1981. 

* Highest container rate. 

** Lowe st container rate. 

n/a loadings not available. 

Source: N.Z. Meat Producer's Board Annual Reports, Waitaki N.Z. Refridgerating Co. Ltd; P &0 Container Lines 
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In examining the rate charged per container of meat, it is 

apparent that the rate charged is not in accordance with progressive 

weight increments asmight be expected. Rather the rate is apparently 

determined by the value of the contents of each container. One may 

well que stion the validity of such differential rate s when the contents 

of a container are only of concern to the exporting and importing 

companies and, allowing for weight differences and distance carried, 

should not affect the cost of transportation to the shipping company. 

The minimum weights were set by the shipping companies and 

the N.Z. MeatProducers'Boardfollowing extensive trials in the late 

1960's and early 1970's to determine the maximum possible loading 

of containers with the various product types. These weights were 

used initially to set flat per container freight rates. In 1973, follow

ing representations from the industry, the minimum weights were 

reduced and a freight charge per tonne reinstated for weight in 

excess of the minimum. The reason for the imposition of minimum 

container weights was the desire of the shipping lines for a guaran

teed return for the transport of containers. This amounts to a charge 

per unit of volume used by the cargo rather than a charge per unit 

of weight car ried. It is full y accepted that the shipping line sneed 

a guarantee of freight revenue on a per ship basis, but this should 

be achieva.ble through the imposition of a flat charge per container, 

without regard to the contents. The present system, which involves 

a higher charge per container for processed meat, results in an 

extensive cross subsidisation from the processed meat container 

freight cost to the carcass freight cost. Any move to the export 

of further processed meat therefore involves a substantial gain 

to the shipping companie s through the imposition of the highe r cost 

per container for this type of product. The following example 

illustrates the possible impact of this form of freight charge: 
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Say 100 containers are involved in a shipment to Europe; under 

the present production pattern (Table 2) 50 per cent would carry 

carcass product, 25 per cent would be bonele.ss and manufacturing 

product {mainly beef), 15 per cent would be cuts and 10 per cent 

fanc y meats. The containe r distribution and freight co sts would 

therefore be as follows: 

Containers 

50 (carcasses - mainly lamb) 

25 (boneless beef) 

15 (lamb cuts - bone -in) 

10 (fanc y meats) 

Total Freight Charge 

Per Container 
Charge 

$4,377.68 

5,343.40 

4,594.80 

4,301.58 

Total 
Charge 

$218,884 

133,585 

68,922 

43, 016 

$464,407 

If those 100 containe rs were filled with a combination of product 

that involved a higher degree of processing (more bone-in cuts 

and boneless product), the following freight charges would apply: 

P§r Cgntainer Total 
Containers Charge Charge 

40 (carcasses) $4,377.68 $175, 107 

25 (bonele s s beef) 5,343.40 133,585 

20 (lamb cuts - bone-in) 4,594.80 91,896 

5 (boneless lamb) 7,001.60 35, 008 

10 (fancy meats) 4,301.58 43, 016 

Total Freight Charge $478,612 

This results in a gain to the shipping companies of $14,205 on the 

100 containers they are carrying ($142. 05 extra per container on 

average) with no extra costs incurred by the shipping lines. It is 
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apparent that extra weight is being carried as a result .of the higher 

content weight of the further processed product. The additional 

weight is 52.5 tonnes (assuming minimum container weights are 

achieved). The cost per tonne of this incremental weight is there

fore $270.57 •. As this extra cost is lower than the freight rate for 

carcasses, it is still in the interests of processors (in terms of 

freight cost) to export more further processed product, e;;pecially 

when it is considered that the equivalent of the additional weight of 

proce ssed product in carcass form is conside rabl y higher. However, 

it remains that the current method of setting freight rates, based on 

variable (between product type) minimum container weights and vari

able per tonne freight charges, creates a situation where the freight 

charge does not reflect the true cost of the transport service for 

any particular product when cross subsidisation is considered. This 

means that individual companies with an inte rest in improving the 

transport service will have considerable difficulty in arriving at truly 

comparable freight costs. 

In order to arrive at a useful basis for comparison, it is con

sidered more appropriate to evaluate freight costs on a charge per 

net saleable unit of meat basis. 

The follOWing lamb cutting yields (Table 6) were obtained 

from a meat processing company for the range of specifications 

they produce and are used to calculate excess shipping weight 

tonnage and the freight rate per kilogram of net saleable meat: 



S?ecification: 
Yield Range: 
Average Yield: 

Carcass grades 
used 

Average carcass 
weight (kg) 

Cuts description 

1 
50-60% 

56.0 

YM, PX, PM. 

15.1 

boneless sides, 
pi stolas 
boneless fores 
shanks 

TABLE 6 

Lamb Cutting Summary 

2 
60-70% 

61. 5 

YM, PM, PX. 

14.3 

leg steaks 
loin steaks 
rib steaks 

boneless necks 

bonele ss shanks 

boneless flap 

trimmings 

3 
70-80% 
77.0 

YM, PM, OM 

13.8 

legs 
boneless shoulders 
loins 

neck slices 

boneless breast 

knuckles 

spare ribs 

4 
80-90% 
89.0 

YM, PM, OM. 

13.8 

whole legs 
whole shoulders 
half legs 

half shoulder s 

loins 

boneless breast 

necks 

spare ribs 

5 

90-100% 
94.0 

YM, PM, PL, PH, PHH, 
YL, PX,OL, OM. 

14.2 

legs 
loins 
forequarters 

square cut shoulders 

flaps 

breast 

shanks 

racks 

N 
o 
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The se ave rage cutting yields have been applied to the minimum 

freight charges given for lamb in Table 5 to obtain the charge per 

kilogram of net saleable meat: 

TABLE 7 

Freight Charge Per Kilogram of Net Saleable Meat - Lamb 

(E. E. C. ) 

Specification Yields Carcass Equivalent 
Processed 

Freight Rate 

% $/kg $/kg 

Carcass 0.5472 

5 94.0 0.5821 0.4376 

4 89.0 0.6148 0.4376 

3 77.0 0.7106 0.4376 

2 61. 5 0.8898 0.4376 

1 56.0 0.9771 0.4376 

These derived freight costs indicate that a substantial freight 

penalty is paid through exporting lamb in the carcass form. The 

freight rates for further processed meat are significantly lower on 

a per kilogram basis than the der,ived meat freight costs and there

fore freight savings can be made through exporting in a processed 

form. These savings range from $0.14 per kg to $0.54 per kg 

depending on the degree of further processing. 

However, it is also apparent that the savings shown do not 

reflect the full freight saving that should be possible. As it can be 

assumed. that the cost of transport of a container of a given size 

is likely to be similar no matter what its contents (the establishment 

of freight rates based on the container as a unit being evidence of 

this), it can be suggested that the container freight charge should 
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be the same no matter what the contents. The present system pro

vide s for a lower freight rate on a weight basis for proce ssed meat 

but involves a proportionately higher loading factor per container. 

This means that, on a per container basis, there is a freight penalty 

associated with further processing. In order to remove the anomalies 

in the system, it is suggested that the basis of freight charges be 

standardised to either a per container basis or a per kilogram basis 

to enable the true cost of freight to be identified for the various 

products. A combined freight charge basis could be used where a 

common charge was established for the carriage of a container, to 

cover the costs of carriage of an empty container, with a set incre

mental charge to cover the costs associated with the carriage of 

inc rea sed weight without regard to the product making up that weight. 

3.3 Increasing Efficiency of Resource Use 

The development of the further processed meat industry can 

lead to increases in resource utilisation efficiency with respect to 

labour, plant and capital, and the original raw material, livestock. 

3.3.1 Labour Utilisation 

It is suggested that if the further processing of meat is expanded, 

this will result in an increase in labour utilisation. Primarily, this 

will result from an increase in the numbers of employees and a 

reduction in the unemployed. Secondly, the development of further 

processing, coupled with changes in the production pattern may be 

a way of reducing the seasonality of labour requirements through the 

carrying out of cutting operations on carcasses previously slaughtered, 

frozen and stored. This can result in longer term employment for 

seasonal meat workers. 
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Labour in the meat industry is being under utilised (Hilgendorf, 

1976), thus the return per unit of labour is not at an optimum. The 

Department of Statistics indicate that the output per unit of labour in 

the meat industry is dropping. In part this is due to the negotiation 

of high manning scale s in the freezing works and union re sistance to 

staff redundancy which is implied by the development of increased 

mechanisation in the industry. However, the development of further 

processing in the meat industry could have the effect of reducing this 

union resistance through the maintenance of job numbers in the industry 

via the transfer of job opportunities from the present chain operation 

to the further processing area. Labour can be diverted from mech

anised tasks being developed in the primary processing of carcasses 

to the manual tasks which tend to be more predominant in further 

proce s sing activities. In this way employment opportunitie s can at 

least be maintained and labour can be used in.the production of a 

higher valued product, so allowing a bette r relative economic return 

to the labour input which has become a high cost re source in the meat 

processing industry. 

3.3.2 Plant and Capital Utilisation 

There has been a substantial increase in the level of investment 

in the meat industry over recent years with the necessary upgrading 

of works to meet the hygiene requirements of New Zealand's markets. 

In order to use this capital efficiently, it is suggested that an expan

sion of further proce ssing ope rations be considered. Thi s would 

result in the output of higher valued products from the capital resource, 

and, as further processing is relatively more labour intensive, would 

require a less than proportional increase in capital investment. 
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3.3.3 Improyed Raw Material Utilisation 

For the past decade, 50-60 per cent of meat exports have been 

in the form of carcass meat. Most carcasses are sold to a variety 

of different wholesalers, butchers and supermarkets for subsequent 

cutting and processing operations. However, in these operations a 

certain amount of trim and unwanted by-products are removed from 

the carcass. Usually these items are considered of little value and 

are discarded or sold as pet food products and the like. As the 

scale of operation is often not sufficient to enable the efficient salvage 

and further processing of these items (e. g. butcher shops), there 

is a tendency for a high level of wastage. 

If much of this trimming (and by-product extraction) were 

undertaken prior to export, it is likely that it would prove profitable 

to utilise trimmings to manufacture higher valued products. 

Borthwicks have been experimenting along these lines. They are 

particularly involved with the production of portion controlled cuts 

for specific markets, and much of the cutting involves considerable 

loss of trimmings. However, they have found it economic to process 

the offcuts (by mixing with spices, herbs and the like), to produce 

a reformed Ilsteak" product. This product has proved to be quite 

palatable and is more tender than many other steaks. Although 

this product has not yet been marketed overseas, Borthwicks are 

very hopeful of its potential (Borthwicks Bulletin, January 1981). 

This type of product development can also have major implications 

for lower priced cuts, which now can be converted to higher valued 

meat products through a similar process. The development of the 

further processed meat industry in New Zealand could therefore 

allow more efficient use of the original raw material to be made 

through the use of previous waste material in new products. As 

the scale of further processing of meat increases the volume of 

material available for use as a by-product also increases. Such 
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an expansion in material availability can make the utilisation of this 

material in subsequent processing operations more attractive. There 

is a need for a significant volume of material to be available before 

many of the waste usage operations become economic. The collection 

of waste material from many freezing works may therefore be indicated 

as a viable operation for a separate processing entity. 

3.4 Positive Marketing Implications 

The export of alternative meat products may not only allow 

access to new markets but also acts to increase the stability of current 

markets, and satisfy changing consumer demands. 

3.4.1 Market Stability 

The export marketing of meat is unstable due to relative insta

bility of demand coupled with the seasonality of supply, and supply 

problems (e. g. shipping disruptions). In addition to this, the lagged 

response of production to demand changes further accentuates market

ing instability by imposing significant lead time s on the sati sfaction 

of movements in the demand structure. 

The further processing of meat offers opportunities for increases 

in meat industry stability by way of alterations in market dependence 

and the production of alternative products which are less subject to 

wide changes in demand and seasonality. In particular the Hotel, 

Re staurant and Institution markets of the world have more cons tant 

demands for specific products. Usually the volume and the price 

of such products are pre-arranged in the form of a contract and as 

such are not directly subjected to the usual influences acting in con

sumer markets. The potential of this market is only now becoming 

recognised, following recent market approache s to potential outlets 

(N.Z. Meat Producer, 1981, 9 (4): 4). Also excesses of supply 
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over demand (and vice versa), are easier to foresee and to regulate 

in such markets. By diverting input to alternative or required 

product output the situation of potential di sequilibrium can be allevi

ated prior to its actual occurrence. In economic terms further 

proce s sed meat products (e specially tho se which are highly proce s sed), 

appear to have lower price and income elasticities of demand on their 

markets than unprocessed meats. Thus price alterations or changes 

in real income do not tend to influence demand as significantly as in 

the consumer market. This is due to the increased importance of 

convenience in food preparation, which tends to negate or reduce 

the effect of price alterations. Thus the demand for further processed 

meat products is more stable than the demand for unprocessed meat 

products {O.E.C.D., 1977}. 

Fluctuations in the supply of the product are al so able to be 

reduced by producing a product of higher factor input and value. 

Most highly processed goods tend to have a longer shelf life than 

unprocessed meat products and thus the supply fluctuations can be 

reduced due to the superior storage ability of highly processed meat 

products. In addition, the need for storage space is reduced. This 

is an especially important factor where supermarket sales are 

concerned. 

Supply fluctuations may also be able to be reduced at the farm 

production level. Because a higher valued product is being produced, 

it may prove financially advantageous to the farmer to increase the 

level of intensive feeding of his livestock. This would enable him 

to produce his stock ready for slaughter over longer periods of 

time and will have the effect of extending the cur rent killing season. 

Seasonality reduction has the effect of (among other things) reducing 

the need for the present excess capacity of meat slaughterhouses. 

Therefore, through the production of a higher valued product the 



27. 

freezing companies may be able to offer the farmer cost advantages 

in return for the supply of stock at alternative times of the season. 

Reductions in supply fluctuations could be furthe r achieved through 

the sto rage of ca.rcas se s for proce ssing during the off- season. 

Thus, by the production of proce ssed meat products as opposed 

to unprocessed carcass meat products, an increase in the stability 

of the industry may be achieved. In part thi s could re sult from the 

expansion of markets which tend to be inherently more stable than 

traditional markets, and in part, by promoting a reduction in the 

seasonality of the industry as a whole. 

3.4.2 Consumer Preferences 

One of the main recent changes in the world meat market has 

been the inc reasing importance of self- service retail meats and the 

rapid growth of the Hotel, Restaurant and Fast Food industries. 

The patronage of the local butcher is being reduced as the increased 

importance of convenience meals has had the effect of encouraging 

more meat to be bought from supermarket outlets and has promoted 

increased food consumption away from home. Purchasing of meat 

from supermarket outlets has demanded the prepackaging of such 

meat, and has resulted in the need for increased sophistication of 

meat products, such as portion controlled cuts, pre-cooked meals, 

boil-in-bag products, etc. These changes mean that in order to 

satisfy world trends in demand, the meat industry has to produce 

products of a more diverse and sophisticated nature than previously. 

New Zealand's current carcass meat export policies could there

fore be considered obsolete in terms of foreign market trends. 

The necessity for change in meat export policies was recog

nised in 1972 by the Alliance Freezing Company. In presenting 

their submission to The Commission of Inquiry into the New Zealand 
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Industry they state that: 

II ••• no industry can expect to maintain its profitability 

in the face of changing market trends if its product range 

is static. Unless it has the ability and the desire to 

produce new and altered products, its market position 

will inexorably decline with time •. 11 (Alliance Freezing 

Company, 1972). 

In order to maintain current world markets and to allow for 

the expansion of the industry, New Zealand must attempt to adapt 

and modernise its output to cope with world changes. The increase 

in importance of consumer packs of meat has led to an increase in 

the amount of competition between meat products and has demanded 

a high degree of marketing activity to promote specific meat products. 

The New Zealand meat industry has in the past not fully adopted this 

marketing approach to consumers to the detriment of the industry as 

a whole. 

The increased demand for convenience in food preparation has 

meant that there has been phenomenal growth of frozen convenience 

meals. In the United States and member countries of the E.E.C. 

frozen convenience meals are the fastest growing "grocery" product 

in supermarkets. Also, due to the increased importance of these 

and similar products, there has been an increase in entry into this 

market, providing the customer with a large variety of alternative 

products of variable quality and type. In the United State s 33 per 

cent of total expenditure on food is spent on fast food products, and 

in 1977 30 per cent of all meals were consumed outside the home. 

This figure is likely to be even higher today. The development of 

this market has meant that meat products must meet specific 

requirements of particular markets which demand a standardised 

product. Thus, there has been an increase in the demand for 

portion-controlled meats, reformed meats, prepared meats and 

pre-cooked meats as well as completely prepared meals. 
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The market for meat has also been subje cted to technological 

change. Cooking method changes have exerted a significant influence. 

The most influential of these changes has been the microwave oven. 

In the United States, microwave ovens account for nearly all fast 

food preparations and many of the restaurant foods. There has there

fore been a demand for pre-grilled and browned meats, and increases 

in labelling requirements as well as changes in packaging of meats 

(with the previously used plastic packaging proving unsuitable). The 

New Zealand meat industry must face these changes in the consumer 

demand for meat products and must adapt its m.ode of operation to 

cope with these changes. 

3.4.3 Product Improyement 

New Zealand m.eat products which have been exported in an 

unprocessed form., subsequently cut, processed and packaged by 

the importer, have in the past been subjected to criticism (Riendler, 

1979; Cumberland, 1975). This product presentation has probably 

had a damaging influence on sales of meat, especially in the United 

Kingdom.. The problem. arise s because the New Zealand m.eat 

industry no longer has control over the form. and quality of m.eat 

products as presented to the consum.er. The establishm.ent of ade

quate quality control through a New Zealand based processing opera

tion could the refore re suIt in inc rease s in volum.e s demanded and an 

im.provement in prices. 





CHAPTER 4 

DISADV ANT AGES 

The question of whether to process further or not has been 

discussed and debated much over the last two decades, with few 

conclusions being reached. However, some strong arguments have 

been advanced against the further processing of meat products for 

export. The se include the following: 

(i) High costs of further processing; 

(ii) Tariff and te rms of trade dete rio ration; 

(iii) Poor return on capital; 

(iv) Limited scope for further processing; and 

(v) Company resistance to change. 

4.1 High Costs of Further Processing 

One of the main arguments against the further processing of 

meat is the high cost of further processing within New Zealand, both 

in terms of total costs and also in terms of the rate of cost increase 

in New Zealand as compared with other countrie s. Beckman and 

Bourke (1980) show that the firms themselves believe that further 

processing is costly and an investment which may not be to their 

advantage. Donaldson et al (1979) however establish that costs in 

New Zealand are not necessarily higher than some other countries, 

and that in fact for two countries, Canada and Denmark, current 

labour costs and anticipated future labour costs are believed to be 

lower in New Zealand (labour accounts for approximately 60 per cent 

of the costs of processing; McDougall, 1979). Waitaki/N.Z.R. Ltd 

have found that the stimulus for further processing to be done within 

New Zealand is coming from the United Kingdom as a re suIt of co st 

31. 
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savings in the further processing of meat in New Zealand rather 

than in the United Kingdom (Mr M. Ryder, pers. comm.). Thus 

the argument of highe r co sts of further proce s sing in New Zealand 

than elsewhere does appear to be open to further examination. An 

attempt to provide a useful cost comparison is presented in Chapter 5 

of this Discussion Paper. 

4.2 Effect of Trade Barrie rs 

One of the major arguments posed against the further process

ing of meats within New Zealand is that by exporting a product of 

higher value, New Zealand will incur higher tariff barriers and 

reduced quota allowances. There is no doubt that the export of a 

higher valued product results in the incurrence of a higher tariff 

in many cases; however, the extent and importance of this must be 

assessed. One of the points to bear in mind is the fact that New 

Zealand I s total meat production is small in relation to world con

sumption, and, in addition to this, the countries to which New Zealand 

exports are many and varied in both product demand, extent of 

internal production and also in trade restrictions. This diversity 

of markets should the refore allow for added value to be built into 

products for specific markets without incurring prohibitive trade 

penalties. 

4.3 Poor Return on Capital 

Capital resource availability is also cited by Beckman and 

Bourke (1980) as being a restriction on the development of the 

further processed meat industry within New Zealand. Over the 

last 10-12 year s the considerable inve stment in plant up- grading 

has limited the amount of finance available to companies for plant 

expansion. In addition to this many companie s are disinclined to 

enter into further financial commitments. Thus company resistance 
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to increased expenditure is a major restriction on the development 

of the further processed meat industry. Beckman and Bourke 

question the assumption that the return on capital investment for 

further processed meat is no higher and is probably lower than for 

other meat products. They state that by the production and adequate 

marketing of further processed meat products the firm may avoid 

some of the ripples in short-term supply-demand conditions, and 

thus gain some measure of control over pricing and distribution, 

so increasing the rate of return on existing and incremental capital. 

As discussed earlier in this pape r (Section 3.4, Marketing 

Implications), the development of the further proce ssed meat industry 

could lead to a more constant demand for meat products from the 

processed meat market, which in turn results in a more constant 

demand for working capital. The seasonality of financial demand 

with the purchase of stock at the commencement of the season, and 

the lag response of three to four months in payment for meat exports 

currently presents a burden on financial institutions (Reserve Bank 

Bulletin, 43:51-55). However, with the development and export of 

further processed meat products whose demand and market is more 

stable, and for which payment is more constant, the seasonality of 

the capital demands of the industry can be reduced. Thus the pro

motion of this industry within New Zealand, although it will require 

additional inve stment capital, can have the effect of reducing the 

seasonality of the demand for working capital, so reducing financing 

charges leading to a better net return on capital. 

4.4 Limited Scope for Further Processing 

Another argument against the further processing of meat for 

export has been the lack of scope for such activity. Notably the 

Meat Producers Board in their paper entitled l1Can Further Processing 

Help? 11 state that: 
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" rno st of our beef and sorne of our rnutton is 

already boned out and cartoned for manufacturing 

purposes, so tha:t essentially we are still talking 

about the further processing of larnb, rnost of 

which is still exported in carcass forrn. I' 

In thi s staternent the Board irnrnediatel y exclude s beef frorn 

consideration. However, beef can potentially forrn a substantial 

part of exports of further processed rneat. In part this can be 

achieved by processing manufacturing grade beef in further depth, 

adding value locally prior to export. The developrnent of portion 

controlled beef products, canned beef and pre-cooked rneals do 

provide potential rnarket alternatives which are likely to prove 

profitable (Donaldson et aI, 1979). 

In the 1979/80 season, 52 per cent of New Zealand's rneat 

exports were in the forrn of carcass rneat, 23 per cent boned and 

rnanufacturing and 15 pe r cent in the forrn of cuts of rneat. All of 

the se produc ts are proce ssed to an elernentary stage and there is 

considerable scope for adding value to these products by processing 

rnore carcass rneat to cuts, more rnanufacturing grade rneats to 

final products, such as hamburger patties, and by processing rnore 

cuts to portion controlled cuts and pre-cooked meals. Therefore, 

there would appear to be substantial scope available for the continued 

developrnent of further processing of rneat. 

4.5 Cornpany Re sistance to Change 

This problern, terrned the "inertia of tradition11 in the study 

by Beckrnan and Bourke (1980), is a further major restriction on 

the development of the further processing of meat. In general the 

rneat export cornpanies are quite satisfied with current product 
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output type and the associated financial returns and are not willing 

to alter their mode of production for two major reasons: primarily, 

the necessity for change in product. output type to keep pace with 

changing world trends is not recognised by the majority of meat 

export companie s (with some exceptions), due to the reluctance to 

change from the known to an unknown mode of production and market

ing. Secondly, the companies are unwilling or unable to accept the 

financial commitments required for the development of alternative 

modes of production. 

The profit earning potential of further processing does not 

appear to have been recognised by many of the companies currently 

involved in the meat industry. A marketing outlook on behalf of 

these companies is required, plus a significant change in senior 

management attitude s before the benefits of furthe r proces sing will 

be recogni sed. 

Overcoming the problem of "inertia of tradition!! is not easy 

for any industry. One way that it can be done is by circula-

tion of adequately detailed market prospect information to such firms. 

In addition, it will require the adoption of new ideas by innovative 

firms in the industry and the successful translation of the ideas into 

additional profits for the firms and the farmer suppliers before other 

companies will follow the example. Such adoptions may be able to be 

encouraged by outside agency assistance (e. g. the Meat Board, 

Government). The problem involves a lack of significant competition 

between p.1'ocessors in the industry and therefore there is a lack of 

a need for innovation and experimentation. Inve stment in a market

ing orientation is required by the companie s in the industry and 

there is a need to stimulate competition for product supply in order 

to encourage companies to take up new ideas and develop new 

opportunities. It is considered that much of the information, relating 
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to markets for processed products, is ci'lready available, but there 

is a lack of pressure for change in the establishment. It is antici

pated that the recent delicensing of the industry and the impact of 

independent meat exporters (i.e. non-slaughtering companies) will 

have a desirable effect on the New Zealand meat industry in terms 

of innovation and product diversification. 



CHAPTER 5 

COST ANALYSIS 

In order to establish the actual potential for further processing 

of meat products, the costs of production and export of furthe r pro

cessed meat products must be analysed and equated to both the finan

cial returns to the New Zealand industry and also to cost savings 

involved in processing locally rather than in a foreign market. 

Therefore the costs and returns of exporting further processed meat 

products must be compared to the costs and returns of exporting 

carcass meat. In many cases the actual market returns are unavail

able, however the total cost to the market for both types of product 

can be used as a suitable point of comparison between the two. 

The following cost comparison compiled by the New Zealand 

Meat Producer's Board for 5 May 1978 has been used as a basis 

for the current cost analyses (Table 8). 

The analysis in Table 9 shows that the savings from cutting 

lamb within New Zealand as opposed to within the United Kingdom 

are in the region of 30-40 cents per kilogram. The major change 

in this analysis from that presented by the Meat Board (Table 8), 

is the rapid escalation in United Kingdom cutting and packing costs 

and the development of New Zealand cutting and packing techniques 

which has enabled costs to be held relatively constant in New Zealand. 

(Note: the processing costs presented in Table 9 are those relating 

to a major processing company with a substantial involvement in 

this area). 

However, in addition to primal cuts, many companies are 

involved in processing meat to a further degree. Thus a cost com

parison of different lamb cut specifications should be considered. 

37. 
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TABLE 8 

Comparative Costs of Cutting Lamb in New Zealand 

Versus Cutting Lamb in the United Kingdom 

(5May1978, N.Z.M.P.B.) 

Lamb PM grade 

Sc hedule value 
Killing and freezing 
Cutting and packing 
Railage (Southdown-Auckland) 
Meat Export Levy 
Business and Administration 
Centrali sation 
Insurance 
Interest (8.5% 3 months) 

F.O.B. 

Freight 
Insurance (0.5% market price) 

C.1.F. 

Duty (20% C.!. F.) 
U.K. Internal Costs 
Commission (4.5% market price) 

TOTAL COSTS EX HOOKS 
SMITHFIELD 

C/C to cuts (95% yield) 
Cutting and packing 

Comparative costs to market: 

DIFFERENTIAL: +0.074 

c/c (14.2 kg) 
$/kg 

0.670 
0.287 

0.006 
0.008 
0.032 
0.005 
0.001 
0.021 

1.030 

0.325 
0.009 

1.364 

0.273 
0.104 
0.082 

1.823 

1.919 
0.400 

2.319 

Cuts (13.5 kg) 
$/kg 

0.705 
0.302 
0.343 
0.006 
0.008 
0.033 
0.005 
0.002 
0.030 

1.434 

0.255 
0.011 

1.700 

0.340 
0.104 
0.101 

2.245 

2.245 



TABLE 9 

Representative Cost Comparison to U.K. Market 

(December 1980) 

PM Grade lamb: 14.2 kg 
Cuts (94% yield) 

Schedule value 
Killing and freezing 
Cutting and packing 
Railage (e stimate) 
Meat Export Levy 
Business and administration 
Centralisation 
Insurance 
Inte re st (I 0% 3 months) 

F.O.B. 

Freight (Table 5) 
Insurance (0.5% market price) 

C.1.F. 

Duty (10% C. 1. F. ) 
U.K. Internal Costs 
Commission (4.5% market price 

TOTAL COST EX HOOKS 
SMITHFIELD: 

Carcass to cuts (94%) 
Cutting and packing 

COMPARATIVE COSTS TO 
MARKET: 

DIFFERENTIAL: +$0.3855 

Carcass Carcass 
14.2 kg 14.2 kg 
$/head $/kg 

16.046 1.1300 
6.360 0.4479 

0.121 0.0085 
0.109 o. 0077 
1.460 0.1028 
0.071 0.0050 
0.036 O. 0025 
0.621 0.0437 

24.824 1.7481 

7.770 0.5472 
0.200 0.0141 

32.795 2.3094 

3.280 0.2309 
2.241 0.1578* 
1.805 0.1272 

40.120 2.8253 

3.0056 
0.6071* 

3.6127 

39. 

Cuts 
13.348 kg 

$/kg 

1.2021 
0.4765 
0.3371 
0.0085 
0.0077 
0.1094 
0.0050 
0.0032 
0.0551 

. 2.2046 

0.4376 
O. 0162 

2.6584 

0.2658 
O. 1578* 
0.1452 

3.2272 

3.2272 

* These costs have been derived from the 1978 costs given by the Meat 
Board, Table 8. The 1978 costs have been inflated at 18% per annum, 
(20% gross inflation less 2% for improvements in technology). It 
should be noted that the devaluation of the $N.Z. versus the £ stg 
since 1978 would result in these costs being higher in $N. Z. than is 
given above. 
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It should be noted that the costs pre sented below in Table 10 are 

actual costs from a large meat proce ssing company, cutting in the 

region of 1,000 lambs pe r day (800-1,600 depending upon the 

specification), and therefore costs may not be representative of 

other operations. The specifications are for the United Kingdom 

market and range from primal cuts through to a boneless product. 

The analysis presented in Table 9 cannot be extended to a 

full compari son of the cost of product pro c e ssed in New Zealand 

versus the cost of a similar product processed in the United Kingdom 

due to a lack of United Kingdom proce s sing costs for the various 

specifications. However, the11margin available for United Kingdom 

processingll indicates the maximum United Kingdom cost before it 

became cheaper to process in New Zealand. In Table 9 it was 

indicated that a cost of $0.6071 per kilogram was incurred in the 

United Kingdom to process lamb carcasses to primal cuts. It is 

a reasonable assumption that this cost would not decrease with 

mo re extensive proce ssing and the refore it can be seen that even 

for the most extensive cutting (Specification(lv~ Table 10), it 

would be less costly to process in New Zealand. These relation

ships are able to be confirmed by the fact that some companies 

are at present exporting processed meat products to the United 

Kingdom using identical specifications to that used in this analysis. 

Further cost savings can also be made for specifications 

beyond the primal cut stage through the New Zealand Export 

Incentive Scheme. Under the new Export Performance Taxation 

Incentive (E. P. T.1.), portion controlled meats and prepackaged 

meats which have been processed beyond the primal cut stage 

qualify for a tax credit against tax payable of 7.7 per cent of the 

F.O. B. value of sales of that product. For specification (iv) in 

Table 10 this represents a furthe r cost saving of $0.2975 pe r kilo

gram ($3.8639 x 7.7%), reducing the total cost to an ex hooks 



TABLE 10 

Representatiye Costs Comparisons to U. K. Market 

According to Specifications 
(December 1980) 

$ per kg of final marketed product 

Specification Carcass (i) (i i) 

Final product weight kg. 14.200 13.348 12.263 

Schedule 1.1300 1.2021 1.2697 
Killing and freezing 0.4479 0.4765 0.5033 
Cutting and packing 0.3371 0.5143 
Railage 0.0085 0.0085 0.0085 
Meat Export Levy 0.0077 0.0077 0.0077 
Business and administration 0.1028 0.1094 0.1155 
Centrali sation 0.0050 0.0050 0.0050 
Inte re st (I 0% 3 month s) 0.0437 0.0551 0.0622 

COST TO F .0. B. 1.7481 2.2046 2.4898 

Freight 0.5472 0.4376 0.4376 
Insurance O. 0141 O. 0162 O. 0178 

CO ST TO C. 1. F • 2.3094 2.6584 2·9452 

Duty 0.2309 0.2658 0.2945 
U. K. Inte rnal costs 0.1578 0.1578 0.1578 
Commission (4.5% market price) 0.1272 0.1452 0.1601 

TOTAL COST EX HOOKS SMITHFIELD 2.8253 3.2272 3.5576 

Carcass to cuts equivalent: 94% 89% 
Equivalent carcass cost: 3.0056 3.1745 

Margin available for U. K. processing: 0.2216 0.3831 

(iii) (i v) 

10.934 8.733 

1. 4675 1.8374 
0.5817 0.7283 
0.6859 1.0077 
0.0085 0.0085 
0.0077 0.0077 
0.1335 0.1672 
0.0050 0.0050 
0.0742 0.0966 

2.9683 3.8639 

0.4376 0.4376 
0.0206 0.0258 

3.4265 4.3273 

0.3426 0.4327 
0.1578 0.1578 
0.1850 0.2317 

4.1119 5.1495 

77% 61. 5% ~ 

3.6692 4.5940 
~ 

0.4427 0.5555 
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Smithfield equivalent of $4. 8520/kg. This leaves a flmargin available 

for United Kingdom proce ssing II of only $0.2580 per kilogram, 

(assuming the tax saving is passed on to the U.K. importer). 

The costings identified in thi s chapte r indicate that New Zealand 

can supply processed lamb to the British market on a competitive 

basis. It is apparent that costs will vary according to the company 

concerned and prices will also move over a range. However, the 

degree of cost competitiveness identified in this analysis would indi

cate that there is a significant range over which costs and prices 

could move without seriously affecting the competitiveness of pro

cessed lamb supply from New Zealand to the United Kingdom. 



CHAPTER 6 

CONCLUSIONS 

The New Zealand meat industry stands to benefit from the 

rapi.d development of an economically efficient further processing 

sector. As increased overseas funds are able to be earned by 

exports of further processed meat products there will be opportuni

ties for increased investment in the industry and a better return to 

farmers. An increase in further processing necessitates a labour 

force increase, as well as increased levels of utilisation of both 

plant and capital. 

Also, current trends in consumer demand for meat towards 

convenience and pre-packaged goods necessitate a change in New 

Zealand I s meat export policie s. The New Zealand meat industry 

may not be able to survive in the long term by pitching its operation 

in anything but a competitive manner direct to the consumer. The 

industry can no longer depend on the export of traditional products 

with the expectation of consumer demand for a product not specifi

cally tailored to demand requirements. Therefore in order to 

maintain current access to world markets it is imperative that the 

New Zealand meat industry alte r its production patte rns to adapt 

to changes in world demand by placing more emphasis on the further 

processed meat industry in New Zealand. Unless such changes in 

outlook are accepted and acted upon by management and government, 

New Zealand must recognise that exports of carcass meats and 

othe r relatively unproce ssed meats, can onl y provide a diminishing 

share of New Zealand's foreign exchange earnings. 

The importance of the meat industry to the New Zealand 

economy, plus its opportunities for inc rease s in economic efficienc y 

43. 



44. 

make diversification of the industry production patterns of primary 

importance. The further development of the proce ssed meat sector 

is essential to the maintenance of a viable meat industry. Export 

of processed meat products designed to consumer specifications, as 

identified by over seas retail outlets, can contribute significantly to 

the long term viability of the meat industry, lead to an expansion in 

earnings of foreign exchange and result in better farmer returns 

for livestock. 

It is not suggested that the total industry should concentrate 

on further processing. Rather, the present export of unprocessed 

product for further processing in market countries should be viewed 

as an opportunity for expansion of New Zealand processing so as to 

gain control of the product through to a later stage in the marketing 

chain and to provide increased export revenue for New Zealand. It 

is apparent that some markets will always require unprocessed 

product. Such demand should be serviced only where these exports 

can be made without diminishing supply to markets requiring further 

processed product and/or where prices for the unprocessed product 

make the transaction particularly attractive. The emphasis must 

move towards export of further processed meat products and the 

development of appropriate markets. Carcass lamb and mutton 

exports and bulk manufacturing beef exports must be viewed as 

''last resort" exports which are ultimately available for further pro

cessing in New Zealand for more important developing markets. 

Such new markets will probably not involve the traditional 

system of importer s and use rs in pre sent markets for unproce ssed 

meat but will involve new importers and end users. New Zealand's 

contribution to the total meat supply is small, in world terms. It 

is essential that this small supply be directed toward the "top 

end" of the market where attractive prices can be gained for 
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specialist products in markets which involve hotel, restaurant and 

supermarket chains. The concept of a bulk supplier of undifferen

tiated product must be eliminated from our trading environment 

and converted into a positive marketing approach to supplying top 

quality processed product to consumer requirements, rather than 

meeting those of the importer. Only for that product which is com

pletely unsuitable for further processing, can the "disposal of an 

industrial product" attitude be continued. 
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