I * I Agriculture and Agriculture et
! Agri-Food Canada  Agroalimentaire Canada

. anadlan Dalry Trade Bulletm 2009

N . ‘:;“;!;]‘rf

Bulletin Highlights

e |n 2009, the situation of the Canadian dairy trade balance slightly improved due to a
decrease in imports, representing a $344 million in trade deficit.

e Dairy exports decreased 4% to 83,979 tonnes and for a total value of $229.9 million
(-10%). Exports of casein products and milk powders were down.

e Top dairy product exports included: cheese ($62.7 million), ice cream ($59.5 million),
whey products ($28.7 million) and products consisting natural milk constituents ($27
million) representing 27%, 26%, 12% and 12% of the exports share respectively.

e Dairy imports increased 40% to 313,373 tonnes and for a total value of $573.8 million
(-15%). Imports of whole milk powder and evaporated and condensed milk were
down.

e Top dairy product imports included: cheese ($250.8 million), milk protein substances
($91.4 million) and casein products ($62.2 million) representing 44%, 16% and 11%
of the total imports, respectively.

¢ Imports for Re-Export (IREP) declined 13% to 50,790 tonnes, accounting for16% of
total imports. IREP imports of whole milk powder and evaporated and condensed
milk were down.

o Dairy animal genetic (bovine embryos, semen and live dairy cattle) exports declined
44% to $99.7 million. Russia was the top destination for Canadian live breeding cattle
followed by the United States in 2009.

Figure 1: Canadian Dairy Trade Balance — Millions of Dollars (2000-2009)
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1. Canadian Dairy Trade Balance

The situation of the Canadian dairy trade balance (Figure 1) improved in 2009 representing a
$344 million in trade deficit due to decrease in imports. This represents an improvement of
$80 million or 19% over the previous year. Canadian dairy imports totaled $574 million and
exports stood at $230 million in 2009. Total dairy imports declined by 15% and exports fell
10% in value over last year. The ongoing deficit position is due in part to the appreciation of
the Canadian dollar which increased demand for imported products combined with the dairy
industry structure, which is designed to mainly serve the domestic market. The Canadian
dairy trade balance has been negative since 1999.

The continuing increase in the use of the Import for Re-Export Program (IREP) has been a
key driver of strong import numbers. Although dairy products imported under the IREP are
totally exported in form of further processed food products and also other dairy products.
However, imports under the IREP declined (13%) in 2009 over last year due to significant
decrease in imports of whole milk powder and evaporated and condensed milk under that
program. The IREP imports accounted for 16% of total dairy imports in volume in 2009.

In 2009 (Figure 2&3), the majority of Canadian imports of dairy products were from the
European Union ($217 million), North America ($194 million) and Oceania ($87 million)
regions which together accounted for 87% of total imports in value. The United Kingdom,
Unites States and New Zealand were the main country suppliers. Canadian exports to major
destinations such as North America ($80 million) and Middle East ($53 million) represented
58% of the total exports in value.
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With respect to Canada’s relations with the European Union (27), we observed an important
trade deficit. Canada’s exports of dairy products totalled $26 million (out of which cheese
export totaled $23 million) and we have imported dairy products worth $217 million from the
EU 27 (out of which cheese accounted for $156 million). In 2009, total Canadian exports to
the EU (27) declined by 35% due to significant decrease in exports of skim milk powder and
cheese. The decline was mainly due to weak demand caused by ample supplies in the EU in
20009.

Cheese is the primary dairy product traded between the two trading partners. The EU
benefits from a guaranteed access for cheese on the Canadian market. In fact, 66% of the
tariff rate quota (TRQ) for cheese (66% of 20,412 tonnes) is allocated to the EU. In
comparison, Canada was allocated 4,000 tonnes of cheddar cheese into the EU.




Despite a strong Canadian dollar vs. the United States dollar, there was an increase in the
value of exports to the US in 2009. Canadian exports to the United Sates increased in value
(+1%) to $77 million and declined in volume (-11%) to 28,698 tonnes. Total imports from the
United States declined in value (-14%) to $194 million however, went up in volume (+56%) to
264 tonnes in 2009 compared with last year.

International Dairy Prices

International dairy prices recovered strongly in the second half of 2009 from the record lows
of 2008 — mid 2009. Prices went up due to higher global demand as the world economy
strengthened and lower than expected milk production in the EU, Australia and New Zealand.

Overall, Oceania market yearly prices for whole milk powder, cheddar, butter and skim milk
powder fell on average 34%, 33%, 31% and 25%, respectively in 2009 over last year.
Western Europe yearly prices for whole milk powder, skim milk powder, whey and butter fell
on average 23%, 17%, 10% and 8% respectively over 2008 due to weak demand and ample
supplies.

2. Canadian Dairy Exports

In 2009, Canadian exports of dairy products totalled 83,979 tonnes for a total value of $229.9
million. This represents a 4% decrease in volume and 10% decrease in value over 2008. The
decline in terms of value was mainly due to decreased exports of milk powders and PCNMC
to Egypt ($16 million), South Korea ($8 million) and Cuba ($2 million).

However, exports of dairy spreads and ice cream significantly increased to the United States
($77 million) and Middle East countries such as Saudi Arabia ($22 million) and United Arab
Emirates ($16.8 million). The United States remained the primary destination for Canadian
dairy products accounting for 33% of the total value of shipments in 2009.

The EU 27 (mainly the U.K.) is a significant importer of Canadian cheddar cheese. Canada
benefits from specific market access for 4,000 tonnes of aged cheddar cheese on the U.K.
market. However, exports of Canadian cheddar to U.K. declined 26% in volume to 2,745
tonnes in 2009 due to fierce competition from Irish cheddar cheese in the U.K. market.

Canada also has a special access to the U.S. market for unpasteurized aged cheddar (833
tonnes), swiss and emmental cheeses (70 tonnes), and non-specified cheeses (1,141,
tonnes), all fulfilled in 2009, excluding the one for swiss and emmantal cheeses which was
not used at all.

Main Exports
The main products exported in 2009

(Figure 4) in monetary terms were cheese
which accounted for 27%, ice cream (26%),
whey products (12.5%), products
consisting natural milk  constituents

Figure 4: Exports of Dairy Products in 2009
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which accounted for approximately 55% of the total. Specialty cheese and fresh cheese
follow at 35% and 8% respectively.

a) Cheddar Cheese

Cheddar cheese exports slightly increased to 4,184 tonnes for a total value of $34.7 million
over 2008. The U.K. remains the largest market for Canadian cheddar accounting for 66% of
the total volume of cheddar exports generating $23 million in receipts in 2009. Smaller
guantities of cheddar were also sent to the U.S. (1,398 tonnes) and Iran (16 tonnes).

b) Other Cheese

Specialty cheese exports reached $22 million in 2009. In volume terms this constituted 3,902
tonnes, an increase of 13.5% from 2008. The United States remained the primary destination
for Canadian specialty cheese ($13.5 million), followed by Saudi Arabia ($7 million). In 2009,
exports of fresh cheese increased 17% to $5.4 million and were sent primarily to the United
States. Processed cheese was mainly exported to France.

Ice Cream

The second top exported product in 2009 was the ice cream. Exports of ice cream increased
14% in volume to 13,522 tonnes and 25% in value, $59.5 million over 2008 due to increased
demand in the Middle East countries. United Arab Emirates was the main destination (23%)
for ice cream followed by Saudi Arabia (22%) and Kuwait (13%) in 2009.

Demand for ice cream remains high in these countries due to high temperatures prevailing all
year round, demographic factors illustrated by the high proportion of children and young
adults and changing lifestyles.

Whey Products

After climbing in 2008, exports of whey products declined 5% to 30,162 tonnes and 10% in
value to $29 million in 2009. Whey protein concentrates saw largest decline in volume (16%)
and value (26%) among other whey products exports in 2009 as compared to last year. The
main destination for total exports was the US which accounted for 54% of total exports in
value.

Products Consisting of Natural Milk Constituents (PCNMC)

Total exports of PCNMC fell 39% in value terms to $27.2 million for a total volume of 7.4
tonnes. Top destinations for PCNMC such as milk protein concentrates and blended dairy
powders in 2009 were South Korea (45%) and Egypt (30%).

Milk Powders

The exports of skim milk powder fell 40% compared with last year with a total value of $24.5
million in 2009. Main destinations were Egypt with 25% of total exports in terms of volume
followed by Mexico (10%). Exports of whole milk powder decreased by 21% in quantity (506
tonnes) and fell 36% in value ($1.4 million) over last year. Singapore was the main
destination with 32% of total exports in volume followed by Egypt (30%).

In 2009, other products that experienced large declines in value were casein (-70%) and milk
albumin (-46%) representing a total of $853,688 of total dairy exports. The decline was
mainly due to lower exports to the US over last year.

3. Canadian Dairy Imports

In 2009, Canadian dairy imports increased 40% to 313,373 tonnes and declined by 15.5% in
value to $573.8 million over last year. The growth in term of quantity was mainly due to low
world prices coupled with strong Canadian dollar which led to cheaper dairy imports.




The largest suppliers in value terms were the European Union (37.8%), United States (34%)
and New Zealand (12%). It should be noted that both New Zealand and the European Union
have a TRQ country allocation; New Zealand for buttermilk powder (908 tonnes) and butter
(2000 tonnes) and the European Union for cheese (66% of the total cheese TRQ which is

20,412 tonnes).

Main Imports
Top products imported by value

(Figure 5) in 2009 were cheese
(44%), milk protein substances
(16%) followed by casein products
which accounted for 11% of the
total value of imports.

Figure 5: Imports of Dairy Products in 2009
(Value)
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In 2009, total imports of cheese

were 24,070 tonnes for a value of $250.8 million which primarily consisted of specialty
cheese (86% of the total value of cheese imports). Cheddar, processed and fresh cheeses
each made up 7.7%, 4.5% and 1.4% of the total value respectively.

The primary supplier was the EU followed by the United States. The main cheese suppliers
by country to Canada in 2009 and details about their key exports are outlined in Table 1. For
more information on cheese imports by variety and by country of origin, please visit the
Canadian Dairy Information Centre website: http:/www.dairyinfo.gc.calindex_e.php?s1=dff-fcil&s2=imp-
exp&page=imp

Table 1: Major Suppliers of Cheese to Canada by Type in 2009

Country Primary Cheese Imported Volume Value
(tonnes) (millions of $)
Italy Parmesan 3,084 $38.4
Romano 697 $7.2
Other specialty cheeses 570 $6.2
France Gouda and Edam cheeses 1,089 $16.5
Brie 784 $9.4
Other specialty cheeses 1,919 $15.2
Switzerland Swiss/Emmental 953 $10.7
Gruyeére and Gruyeére type 785 $10.4
Other specialty cheeses 51 $0.43
United States Cheddar and cheddar type 2,231 $14.3
Processed cheese 249 $1.8
Specialty cheeses 2,391 $23.1

Source: Statistics Canada, March 2010

Imports of specialty cheeses totalled 17,153 tonnes for a total value of $190 million in 2009.
The primary suppliers of specialty cheeses were Italy ($51.8 million), France ($41.2million),
United States ($23.1million) and Switzerland ($21million). Blue-veined cheese imports
declined by 9% to 1,095 tonnes for a value of $14 million. Italy was the primary supplier of
parmesan and romano cheeses and France was a large supplier of gouda, edam and brie.
Switzerland mainly supplied swiss/emmental and gruyere type of cheeses in 2009.




Cheddar and cheddar type cheese imports included 2,771 tonnes in 2009 over the previous
year for a total value of $19.4 million. Imports of processed cheese fell 36% to reach 1,150
tonnes in 2009 for a total value of $11.3 million. Switzerland was the primary supplier with
28% of total processed cheese imports in 2009 followed by the US (22%) and France (16%).
However, total value of processed cheese declined 23% over the previous year due to a drop
in the quantities imported from the US and France. Imports from the U.S. decreased 70% to
249 tonnes while imports from France declined to 182 tonnes in 2009 over last year.

Milk Protein Substances

The tariff classification for milk protein substances came into effect in September 2008. The
level of tariff rate quota is 10,000 tonnes which is administered on a fiscal year basis (April 1*
to March 31). In 2009, imports of milk protein substances represented 16% of total imports
in value ($91.4 million) and totaled 10,629 tonnes in volume. New Zealand, Switzerland and
Australia were the three major country suppliers representing 19%, 18% and 17.7% of the
total imports respectively.

Casein Products

Total imports of casein products fell 29% to 9,364 tonnes in 2009 for a total value of $62
million representing a 51% decrease in value compared to the previous year. The decline in
imports was due to low imports of casein from Argentina and Germany in 2009 which were
major suppliers in 2008. However, in 2009, New Zealand was the primary supplier of total
casein products accounting for 35% of the total value of imports followed by Germany (26%).
The total volume of imports was mainly comprised of casein glues (39%), casein (36%) and
caseinates (25%) of total casein imports in volume.

Whey Products

Whey products imports climbed 85% in volume to 208,679 tonnes in 2009 and fell 3.6% in
value to $38.3 million compared with last year. The rise in imports volume was mainly due to
historically low world prices in 2009. The majority of the imports came from the US. Whey is
primarily used in the making of feed.

Among other products that experienced a strong percentage growth in 2009 was milk.
Imports of milk rose to 24,940 tonnes in 2009 for a total value of $12 million which represents
10% increase in volume and 5% increase in value. The increase in milk imports was mainly
due to 11% increase in IREP use.

Whole Milk Powder

Whole milk powder imports significantly decreased in volume (82%) to 2,321 tonnes and in
value (87%) to $7.3 million in 2009 over last year. The decline was mainly due to significant
decrease in imports from the New Zealand. New Zealand dominates the global market in
whole milk powder trade. In 2009, China emerged as a major market of whole milk powder
imports after the melamine scandal that undermined confidence in domestically produced
dairy products.

Certain other products experiencing the largest declines in percentage terms were
evaporated and condensed milk and skim milk powder. Imports of these products were
decreased by 74% (909 tonnes) and 32% (2898 tonnes) in volume respectively due to
decline in IREP use.

3.1 Imports for Re-Export (IREP)

Imports of dairy products under IREP fell 13% to 50,790 tonnes in 2009. IREP imports fell
mainly due to significant decrease in imports for whole milk powder (79%) and evaporated
and condensed milk (78%). However, as illustrated in figure 6, the main products imported
under the IREP program which saw larger increase were fluid milk & cream (29,787 tonnes)
and butter, fats and oils (9,840 tonnes) which represented 59% and 19% of the total IREP
imports respectively. Imports of these products rose.




IREP imports are primarily used to make further processed food products such as various
cheeses, bakery products, blends, toppings, pastas and soups.

Figure 6: Main Products Imported under the IREP (2005 to 2009)
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As shown in Figure 6 above, imports of products under IREP experiencing the largest
declines were whole milk powder (2,601 tonnes), evaporated and condensed milk (952
tonnes) and cheese (2,776 tonnes) in 2009 compared with the last year.

4. Canadian Dairy Genetic Exports

As illustrated in Figure 7, Canadian dairy animal genetic exports (bovine embryos, semen
and live dairy cattle) reached $99.7 million in 2009 representing a 44% decrease over 2008.
The 2009 global economic crisis and diminishing milk prices have had a major impact on
dairy cattle exports. Nonetheless, dairy cattle exports generated the most revenue at $28.3
million and accounted for 29% of total genetics exports in 2009. The exports of dairy semen

generated receipts of $63.6 million, while exports of embryos generated $7.8 million in 2009.

Figure 7: Exports of Canadian Dairy Genetic Material, 2002 to 2009 (C$ millions)
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Russia was the top market for Canadian live breeding cattle in 2009, accounting for 45% of
total exports. This market was followed by the United States, Mexico and Serbia. The top
export destination for semen was the U.S. accounting for 35% of total receipts, followed by
the Netherlands (10%), Brazil (6%), Japan (5%), Spain (4.6%) and U.K. (4%). The largest
markets in 2009 for embryos were Germany (16%) followed by Australia (15%), Japan

(11.5%) and France (10%).

5. World Dairy Highlights

5.1 World Trade Organization (WTO) Agriculture Negotiations

e The WTO General Ministerial meeting was held in November 2009 to discuss the
outstanding issues on trade negotiations. While ministers reaffirmed the need to
conclude the round in 2010, prospects for near-term progress remain uncertain given
the persistence of significant gaps between key players, and particularly between the
U.S. and advanced developing countries such as China, Brazil and India on how to
advance the talks.

5.2 Other Highlights

e Canada began third Round of Comprehensive Economic and Trade Agreement
(CETA) negotiations with European Union in April 2010. Canada and the European
Union have had rounds of negotiations in October 2009 and January 2010. Canada’s
negotiations with the EU address a number of issues of interest to agriculture,
including market access, Sanitary and Phytosanitary (SPS) measures and
agricultural subsidies. The fourth round of negotiations is scheduled to take place in
Brussels during the second week of July 2010.

e Canada and the European Free Trade Association (EFTA) countries of Iceland,
Liechtenstein, Norway and Switzerland signed a free trade agreement (FTA) in
January, 2008 and came into effect on July 1, 2009. Under this FTA, Switzerland and
Liechtenstein face lower tariffs into Canada on Swiss and Gruyere cheeses and
cheese fondue while Iceland face lower tariffs on skyr. This agreement creates new
market opportunities for Canadian exports by eliminating or reducing tariffs on
agricultural products.

e After the conclusion of negotiations in August 2008, Canada and Jordan signed three
rounds of Free trade agreement (FTA) on June 28, 2009. Canada will eliminate tariffs
on all agricultural products upon implementation, with the exception of all over-
access supply management tariff lines (dairy, poultry, and eggs), which are excluded
from tariff reduction.

6. Outlook and Opportunities

Economic recovery, particularly in the developing world will be a key factor in driving demand
for dairy products into the medium term. Income growth and the ongoing westernization of
diet are expected to support dairy consumption in Asian markets. For example, demand from
China in 2009 increased following the ‘melamine scandal’ and economies in Asia appear to
be recovering from recession faster than expected, which is further fuelling demand.

As incomes rise and economic conditions improve, demand for more varied foodstuffs
increases.The number of value-added dairy products available to consumers has increased
considerably in recent years as processors are introducing more new products in hopes of
increasing dairy product consumption. Value additions can be attributes such as “less fat”
and “fewer calories.” Despite the short term supply and demand imbalances, the structural




trends such as population growth and urbanization are expected to continue to drive global
dairy consumption.

In general, continuing economic growth in the major dairy importing regions, particularly
developing countries, is expected to strengthen import demand and lead to increased trade in
dairy products. The long term future of dairy remains positive because of the unique position
dairy holds as highly nutritious food, and the world’s increasing appetite as population
continues to grow.
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