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Introduction 

A gross margin can be defined as the gross income from an enterprise less the variable costs 
incurred in achieving that income. Sale of pigs is the major income source for pork 
production; while the variable costs have feed and non-feed components.  

Feed cost can range from 50% to 70% of total variable costs. Feed costs are determined by 
grain price, feed additives prices, their proportions in the final ration and the amount of feed 
in kilograms used to produce a kilogram of pork. This is often referred to as the herd feed 
conversion efficiency ratio (HFC) – normally between 3.4:1 and 3.8:1.  

Non-feed costs will include labour, herd health expenses, electricity, cartage, fuel, slaughter 
levies, abattoir charges, repairs and maintenance. There will be variations between farms 
which reflect different production systems, or whether they mix feed on-farm, or buy 
complete rations for example. 

Gross margin information is often confidential and can differ greatly between farms. Most 
gross margin information comes from the collection and sharing of farmer data in 
benchmarking groups or studies. Benchmarking is the comparison of the farm’s enterprise 
data against a set of standards or another farm’s data from the same industry.  

Group participation is voluntary and there are strict confidentiality rules. Information that is 
shared in a public forum consists of group averages. It provides a guide to other farmers and 
informs them how they compare to the average of the group. For example a farm with poor 
biosecurity may have more disease issues which adds to herd health costs and depresses pig 
growth. This can result in longer finishing times, poorer carcasses, lower prices, and reduced 
margins. In this case improving biosecurity will improve margins. 

Benchmarking group examples 
Benchmarking groups have been conducted by Australian Pork, Pork CRC and the 
Queensland Department of Agriculture and Fisheries (QDAF). Example figures are shown in 
Table 1. The average cost structure is similar across industry. The major influences on cost of 
production are the cost of feed, how efficiently that feed is used by the herd and the 
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productivity of the herd. Contact Australian Pork Limited for information about industry 
benchmarking groups – there is no benchmarking group in NSW. 

Table 1: Two examples of the Gross Margin averages from two different pork industry groups. 

Benchmark group→ 

Parameter ↓ 

Queensland 
Benchmark group 
March 2018 * 

Pork CRC adapted 

2016/17** 

Difference  

L to R 

Pig meat price $/kg 
(all) 

$2.53 $2.70 +$0.17 

Herd Feed Conversion 
Ratio (HFC) 

3.61 3.7 +0.09 

Feed costs    

  

 

Feed $/T 460 365 -95 

Feed $/kg X HFC 1.66 1.35 -0.31 

Non-feed costs  

Labour $/kg 0.43 - - 

Herd health $/kg 0.15 - - 

Electricity $/kg 0.05 - - 

Other $/kg 0.41 - - 

Total Non-feed costs 
$/kg 

1.04 1.30 +0.26 

Average operating 
cost/ cost of 
production (COP) 
=Feed plus non-feed 
costs $/kg 

2.70 2.65 -0.05 

Margin $/kg -0.17 0.05 (+0.22) 
* Queensland data Sara Willis and John Riley PigBytes April 2018. 
** Data is adapted from an article by Dr Roger Campbell Australian Pork Newspaper March 2018. 

The group’s averages presented in Table 1 are a guide only. Basic production methods are 
similar between the two groups but herd size and operation efficiency will depend on the 
individual farm’s herd size, income, costs and management. The figures in Table 1 although 
not current highlight the fact that the cost of feed is the single most important cost in pork 

mailto:apl@australianpork.com.au
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production. Normally an increase in the HFC is seen as a negative result but if the feed cost is 
low enough and the pork price is high enough there can still be a positive margin. 

HFC is impacted by management, sow productivity, herd health, genetics, and ration 
formulation, feed particle size and feed waste through spillage from feeders. The pork 
producer should aim to reduce their HFC. A HFC of 4.0:1 means it takes 4 kilograms of feed 
fed to the herd to produce one kilogram of pork.   

In Table 2 there is a comparison of feed cost in dollars per tonne relative to different HFC 
feed costs. For example feed at $400 per tonne is $0.40 per kilogram. If it takes 4 kg to 
produce 1kg of pork then the feed cost on a HFC of 4.0 is $1.60 (4 x 0.40)/kg of carcass. 

Table 2: Feed cost relative to HFC. The lower the HFC, the lower is the amount and cost of the feed to 
produce a kilogram of pork; and the lower the feed cost portion of the overall cost of production. 

Feed $/T Feed COP /HFC 3.4 Feed COP/ HFC 3.6 Feed COP /HFC 3.8 

350  $1.19 $1.26 $1.33 

450 $1.53 $1.62 $1.71 

500 $1.70 $1.80 $1.90 

Source: Calculation - $/kg feed x HFC =feed cost of production per kilogram of pork 

 Looking forward 
The ongoing drought and its effect on grain supply and price are likely to result in high grain 
prices continuing and some difficulty in sourcing supplies of grain.  

Pork prices are on a firming trend which has put producers back into positive returns after 
the slump in demand and low prices through 2017-18. This positive market outlook is likely 
to continue in the lead time until Christmas which is traditionally the peak price period for 
Australian pork. 

African swine fever (ASF) and its impacts on China’s pig herd are beginning to affect world 
protein demand and price. China had approximately 50% of the global pig herd and 
accounts for around 50% of global pig meat consumption. Industry reports estimate the 
Chinese pig herd could contract by 50% from pre-outbreak levels by the end of 2019. 
(ABARES) 

The impact of ASF on world markets is still developing. Demand for Australian lamb and beef 
is increasing in China as an alternate protein source. The Australian pork industry is too small 
to have any large impact on export markets but countries that export pork to Australia may 
be influenced by changing world markets. ASF is still present in some European countries 
and could still spread further afield. The focus in the Australian industry is on biosecurity and 
keeping ASF out of our country.  

https://www.agriculture.gov.au/abares/research-topics/agricultural-commodities/sep-2019/african-swine-fever
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Further reading 
Primefact 1698 Factors affecting Pork Gross Margins 

Australian Pork Market Reporting 

Australian Pork Trade, Labour and Training 

ABARES Impact of African Swine Fever on Global Markets 

NSW DPI Weekly Commodity Reports 

Pork Biosecurity Manual 2019 
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https://www.dpi.nsw.gov.au/agriculture/budgets/livestock
http://australianpork.com.au/facts-figures/market-reporting/
http://australianpork.com.au/industry-focus/trade-labour-and-training/
https://www.agriculture.gov.au/abares/research-topics/agricultural-commodities/sep-2019/african-swine-fever
https://www.dpi.nsw.gov.au/agriculture/commodity-report
https://www.farmbiosecurity.com.au/wp-content/uploads/2019/03/National-Farm-Biosecurity-Manual-for-Pork-Production-2019.pdf
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