Traceability and U.S.
Export Markets
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Thank you. I'm pleased to be here today to talk on the subject of traceability and
international markets for U.S. beef exports. It's an interesting issue because
traceability is an important issue for the domestic beef industry, but it has
implications for the export market as well.




Value of Exports per Head Slaughtered
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Why are we talking about traceability and the export markets? This slide illustrates
how much the beef export market means to U.S. producers.

The value of exports per head peaked at more than $136 in 2003 — just before the
discovery of BSE in the United States. They fell to less than $31 the next year
when we lost access to most of our key export markets. This year, as you can see,
our beef exports are returning almost $160 per head for every steer and heifer
slaughtered in the United States. There’s no question that the export market is a
key revenue source for American beef producers.



Growth in Beef Consumption
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Here’s the projected growth for global beef consumption. Domestic consumption of
beef is projected to be relatively flat, and may even decline in the next 2-3 years.
The rest of the world is where the action is. Over the coming 8-10 years, global
beef consumption is projected to jump 15 percent — or the equivalent of 75% of
current U.S. beef production. Thankfully, U.S. beef production continues to
improve. Between 1980 and 2008, we saw the U.S. cattle supply drop nearly 14%
while beef production rose almost 24%. That equates to a 42% jump in production
per animal. That's the kind of progress we’re going to need to see globally if we're
going to feed two extra Chinas in 2050.




U.S. Beef Exports to Top Markets
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This slide shows the top U.S. beef export markets for this year, last year, and in
2003. You can see that Japan and South Korea were our No. 1 and No. 3 beef
export markets in 2003. Even though they have declined significantly since then,
they continue to be significant markets, and they have huge potential for growth.
They are markets that enjoy high-quality beef and have shown in the past that they
enjoy U.S. beef

Market access is a key for both Japan and Korea. We are still limited in Japan to
beef from cattle 20 months of age and younger, which restricts our export
opportunities there. In Korea, we are still recovering from protests there when U.S.
beef reentered the market in the summer of 2008. I'll tell you more about that later,
and explain why these two markets are critical to the issue of traceability.



Per Capita GDP and Beef Consumption
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Here we see the general correlation between per capita GDP income and beef
consumption. The United States is at the top of both charts, followed by Australia
and Canada. Brazil is an exception to the rule because it is such a large beef
producing country even with a low GDP.

These are among the key countries that we are focusing on. Japan, South Korea
and Taiwan are key markets for high-value U.S. beef exports. Mexico is our No. 1
market for volume of beef exports, including variety meat and offals. The European
Union is a growing market for high-quality beef, although access is limited by their
ban on hormone-treated cattle. Of course, Russia and China are both key
prospects because of their size and growing wealth — which will ultimately lead to
more beef and protein consumption.



Per capita beef consumption
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Here’s another view of some of the largest beef-consuming countries of the world.
Argentina, Uruguay, Brazil and Australia are not key targets for us since they are all
large beef-producing countries as well. Our primary targets are on the right side of
the slide. These are high population countries that are either affluent now or have
growing GDPs. These are countries where there is huge growth potential for U.S.
beef. And these are countries that do not produce enough beef to supply their own
needs.




GDP Growth
Outside the Developed World
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A minute ago we look at GDP and how it relates to beef consumption. This chart
clearly shows where the GDP growth is coming from. GDP growth in the U.S.,
Canada, EU and even Japan is expected to be fairly low in the coming year. South
Korea, Mexico, Russia, Taiwan and Indonesia are all key U.S. beef markets.

And, as you can see for China, it will be a prime target for us when we’re able to
gain access. Right now we’re not able to export to China.



Exports are up this year...
Weekly U.S. beef exports through Nov. 4
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Now let’s look at how U.S. beef exports are doing this year. Through Nov. 4, we'’re
up about 30 percent in the value of our beef exports compared to last year. Mexico
is the only major beef export market that is down from last year — and that’s
because Mexico is still slowly recovering from the global economic crisis of 2009.

Taiwan 6%

25%
Mexico

No ok wdPE




USMEF Food “Awareness” Spectrum
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All of that is leading up to our discussion of traceability. When we talk about the
international marketplace, we’re not talking about a homogeneous group of
consumers. This graphic was developed with input from USMEF’s international
staff looking at how issues related to food safety, animal welfare, traceability and
sustainability are viewed in those countries. We've listed a few here to give you a
sense for the diversity.

On the left side of the scale, you have countries that are not focused on basic
subsistence-level activities. There may be an awareness of the need for food safety
and traceability, but no one’s talking about animal welfare or carbon impact. They
are focused on putting food on the table. As Saint Thomas Aquinas once said, “He
who is dying of hunger must be fed rather than taught.”

On the right side of the scale are those countries where hunger is less of an issue.
Consumers have choices, and they are increasingly using factors like sustainability,
traceability and animal welfare to drive those choices. Some of this is change
comes from governments, but we are seeing more non-governmental organizations,
or NGOs, getting actively involved to convince and coerce corporations to adopt
private standards that not only affect what and how we can purchase, but they can
lead to changes in international trade.



Japan: In-store Beef Traceability
Kiosks
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If you travel to Japan, you'll see evidence of this in the stores. Consumers want to
know where their food comes from. They want to feel that they can trust the people
who produce and supply their food.

You may remember not too long ago how there were food safety scares in Japan —
mainly related to food imported from China. Since Japan imports about half the
food it produces, it must trust that the products it imports are safe.

There is no mandatory traceability requirement in Japan right now, but consumers
clearly value the information and use it to guide their purchases.

The shopper in this picture is using a computer and scanner in the grocery store to
check on the source of meat she wants to purchase, and to see information about
the producer. You will see “story beef” and “story pork” and even “story tomatoes”
with information on the producers. More and more, retailers in Japan are showing
pictures of producers on the packages of products to give consumers the feeling
that they’re buying food raised by someone they know.
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Our Competition...
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When BSE was discovered in the United States, Australia jumped into the market
with both feet. The truth is that Australian beef was already present in Japan, but
the issues surrounding U.S. beef caused Australia to change it's approach to
marketing there.

You may have seen Australia’s green “Clean and Safe” ads. Well, they've stepped
up the pressure in the past year by promoting their traceability program. Now that
U.S. beef is gaining more traction in Japan and sales are rising, this is one way they
can differentiate themselves from U.S. beef. Traceability is not mandatory in Japan
at this time, but if it ever becomes a requirement, Australia’s beef industry won’t skip
a beat.
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Australia’s not alone in promoting traceability.

Canada is actively promoting its traceability program in Japan. You and | know that
Canada has had more confirmed cases of BSE than the United States, but Canada
IS moving aggressively on traceability. That message is resonating with some Asian
nations. Canada right now is in the final stages of negotiating beef access with
China, and already has an access agreement in place with Hong Kong.
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Korea Beef Traceability System
(www.mtrace.go.kr): April 2009
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The story is similar in South Korea. In fact, Korea has implemented a traceability
program for its domestic beef. While Korea does not now require traceability from
farm to fork on its imported beef, it is not out of the realm of possibility that it could

come in the future.

Does traceability guarantee food safety? No. But it does give consumers a

measure of comfort. In markets like South Korea, giving consumers that
reassurance is very important.
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For those of you who don’t remember, this was the scene in Seoul, South Korea, in
the summer of 2008. When U.S. beef was brought back into the market, opponents
of the South Korean government used the U.S. beef issue as a reason to protest in
the streets. At times there were 100,000 or more candlelight protestors in
downtown Seoul protesting that U.S. beef is unsafe. As you can see in this picture,
the protests were pretty rough at times, but even the presence of thousands of riot
police did not cause the protestors to back down.

14



These protests in Korea are a classic case of a country’s private standard for food
safety that rocked the U.S. beef industry.

Now you and | know that U.S. beef is safe. We export the same beef we serve our
own families. But a political battle in Korea led to the spread of misinformation to
discredit the government of President Lee, who signed the beef deal with our
President Bush. The media there took the issue and ran with it, and consumers in
Korea — who cherish their right to protest — took to the streets in droves.

USMEF has been actively educating media and key opinion leaders in Korea, and
we ran an extensive imaging campaign there that continues today. I'm happy to say
that U.S. beef sales in Korea area rapidly rebounding and we’re taking market share
away from Australia, but Korea’s private standards have limited access to U.S. beef
and kept us from regaining the No. 1 market share we enjoyed in 2003 before BSE.
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Taiwan: Trial Traceability Coding
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And Taiwan is another case. Taiwan has been a loyal customer of the U.S. beef
industry, but when bone-in beef was set to be reintroduced there, we saw a
miniature version of the reaction we got in Korea. The furor has died down, but a
traceability program has been introduced to give consumers some of that same
piece of mind that consumers in Japan and Korea are seeking.
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Traceability

We can trace which farm the beef
came from, know the farmers’
names and how the animals

were reared.

Traceability isn’t just an issue with the countries we export to. Corporate private
standards are another area that is putting pressure on the beef industry globally to
implement traceability systems.

Here’s a screen shot from the McDonald’s website in the EU. This is a classic case
of private standards. McDonald’s is claiming to its customers that it holds its
suppliers to a higher standard.

McDonald’s loves to claim that it is first — first in traceability...first in animal
welfare...first in recyclable packaging. The challenge becomes more interesting
because of McDonald’s global footprint.
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U.S. Beef Exports Recovery

Thousand M T

B Variety Meats

This slide shows what happened to U.S. beef exports after the discovery of BSE in
our country in December of 2003. The recovery is happening, but | don’'t need to
tell you how much those years of reduced exports hurt us as producers.

The issue of traceability is not the same as BSE. However, the one connection
between these issues is that there is the potential for limitations on market access.
If a key beef importing nation like Japan or South Korea were to implement
mandatory traceability on imported beef, any nation without a traceability program
would find itself on the outside looking in.
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Lost beef export value due to BSE
(2004-2010)
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This will give you an idea of the impact of BSE on the U.S. beef industry. Since
2004, USMEF estimates that our industry has lost about $14 billion because of
reduced access for our beef products overseas. In Japan alone — which was the
No. 1 market for U.S. beef in 2003 — we estimate that our industry is still losing
about $70 million each and every month because we don’t have full access.

It's important to note that U.S. beef does have access in Japan and most other
markets right now, and we’re enjoying near-record export levels. Maintaining that
access is a key to ensuring that beef export levels remain high. Traceability isn’t
the only tool to ensure access, but it is one, and it's one that our competitors are
using against us right now.
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Thank you. I'll take any questions you may have.
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Welcome — personalize to the audience.
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