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Bulletin Highlights

¢ In 2010, Canadian dairy exports increased by 4% to 86,932 tonnes for a total value
of $227.2 million. Exports of butter, fats and oils and dairy spreads were up.

e Top Canadian dairy product exports included: ice cream ($56.9 million), cheese
($49.0 million), whey products (37.4 million) and products consisting natural milk
constituents or milk protein concentrates ($28.3 million) representing 25%, 22%, 16%
and 12% of the exports share, respectively.

e Dairy imports decreased by 11% to 278,956 tonnes for a total value of $609.9 million
(+6.5%). Imports of whey products and butter, fats and oils were down.

e Top Canadian dairy product imports included: cheese ($246.5 million), milk protein
substances ($94.8 million), casein products ($71.9 million) and whey products ($47.5
million) representing 40%, 15.5%, 12% and 8% of the imports share, respectively.

e Canadian dairy trade balance represented a $383 million in trade deficit in 2010.

¢ Imports for Re-Export (IREP) increased 6% to 53,591 tonnes, accounting for 19% of
total imports. IREP imports of milk & cream and evaporated & condensed milk were

up.

e Dairy animal genetic (bovine embryos, semen and live dairy cattle) exports slightly
increased (1.2%) to $100.9 million. United States is the top destination for Canadian
live breeding cattle while United States and Europe are prime destinations for dairy
bovine semen.
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Figure 1: Canadian Dairy Trade Balance — Millions of Dollars (2000-2010)
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1. General Overview

Canadian dairy industry functions under a supply management structure based on planned
domestic production, administered pricing and dairy product import controls. Under the WTO
agreement, most dairy products are subject to Tarrif Rate Quotas (TRQs) such as milk
(64,500 metric tonnes), cheese (20,412 metric tonnes) and butter, fats and oils (3,274 metric
tonnes), etc.

In 2010, total Canadian dairy imports were 278,956 tonnes ($609.9 million) and exports were
86,932 tonnes ($227.2 million). Canadian dairy imports have been higher than exports over
the years due to continuous increase in demand for imported dairy products. Moreover, the
continuing increase in the use of the Import for Re-Export Program (IREP) has been a key
driver of strong import numbers. Dairy products imported under the IREP are totally exported
in form of further processed food products and also other dairy products. In 2010, imports
under the IREP increased 6% to 53,591 tonnes over last year due to significant increase in
imports of evaporated & condensed milk and milk & cream under that program. The IREP
imports (see Figure 12) accounted for 19% of total dairy imports in volume in 2010.

Canada is not a large exporter of dairy products. Our milk and dairy production is primarily
destined to the domestic market. Major Canadian dairy exports include ice cream and
cheese.
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As illustrated in figures 2 and 3, the majority of Canadian imports of dairy products were from:
e North America ($241 million), European Union ($218 million), and Oceania ($88
million) regions which together accounted for 90% of total imports in value. The

United Kingdom, United States and New Zealand were the top country suppliers.

e Canadian exports to major destinations such as North America ($80 million) and
Middle East ($53 million) represented 58% of the total exports in value. The United
States, Saudi Arabia and United Arab Emirates were the top destination countries.

Dairy Trade with the European Union (EU)

Canada continues to observe an important trade deficit with the EU. Cheese is the primary
dairy product traded between the two trading partners (Figures 4 and 5). The EU benefits
from guaranteed access for cheese in 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 United Kingdom.




Canada’s exports of dairy products to EU totalled $14 million (out of which cheese exports
totalled $9 million) and we have imported dairy products worth $218 million from the EU (out
of which cheese accounted for $154 million) in 2010.
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Dairy Trade with the United States

Due to higher prices in 2010, Canadian dairy exports to the United States in monetary terms
increased by 8% in value ($83 million). Total imports from the United States also increased in
value (24.5%) to $240.7 million but declined in volume (12%) to 232.4 tonnes compared with
last year. Cheese is the primary product traded between the two partners as shown in figures
6and 7.
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International Dairy Prices

As illustrated in the figures 8 and 9, international dairy prices were relatively stronger in 2010.
Overall, Oceania yearly market prices for butter, cheddar and skim milk powder went up on
average by 64%, 27% and 26% over 2009, respectively. Western Europe yearly prices for
butter and skim milk powder increased on average by 26% and 8%, respectively.

Relative higher prices were driven by strong demand from Russia and China coupled with
limited supplies in major exporting regions (Oceania).

On the demand side, reduced domestic production in Russia and China further increased the
need for imported dairy products to maintain consumption. Lower production in Russia was
caused by drought while demand for domestically produced products in China has still not
recovered from the milk melamine scandal three years ago. This was further supported by a
weaker US dollar against the major currencies, making internationally traded dairy products
more affordable for importers.




Figure 8: Oceania Prices on Average Figure 9: Western Europe Prices on
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On the supply side, adverse weather conditions in major export markets such as New
Zealand and Australia played a major role in suppressing milk production in 2010. Australia
milk production fell 1.7% in December 2010, in part due to severe flooding.

2. Canadian Dairy Exports

In 2010, Canadian exports of dairy products increased 4% to 86,932 tonnes for a total value
of $227.2 million. Total exports went up largely due to a significant increase in exports of
butter, fats and oils and dairy spreads over last year. Top destination for butter, fats and oils
was the United States ($1.2 million), followed by the new destination countries: Netherlands
($0.99 million) and Germany ($0.55 million). Demand for dairy spreads was significant from
the United States ($11.6 million) in 2010 as compared to last year.

Overall, the United States remained the
primary destination for Canadian dairy
products accounting for 37% of the
total value of shipments in 2010.
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Exports of cheese totalled 8,963 tonnes in 2010 with a total value of $49.0 million. The
largest component of the exported cheese basket was specialty cheese which accounted for
approximately 46% of the total, followed by cheddar (40%) and fresh cheese (12.5%).

The EU (27) (mainly the United Kingdom) is a significant importer of Canadian cheddar
cheese. Canada benefits from specific market access for 4,000 tonnes of aged cheddar
cheese on the United Kingdom market. However, exports of Canadian cheddar to United
Kingdom declined significantly (64%) to 978 tonnes in 2010 due to fierce competition in the
United Kingdom market, in particular from Irish cheddar.




Canada also has special access to the United States market for unpasteurized aged cheddar
(833 tonnes), swiss and emmental cheeses (70 tonnes), and non-specified cheeses (1,141
tonnes), all fulfilled in 2010, excluding the special access for swiss and emmantal cheeses,
which was not used at all.

Whey products were the primary dairy products exported by volume followed by the ice
cream in 2010 (Table 1). There has been a steady increase in demand for Canadian ice
cream in the Middle Eastern countries. In 2010, 68% of the total ice cream exports were
mainly exported to United Arab Emirates ($18.1 million), Saudi Arabia ($14.9 million), Kuwait
($3.9 million), followed by Qatar ($1.2 million) and Bahrain ($0.754 million). Demand remains
high in these countries due to high temperatures prevailing all year round and demographic
factors illustrated by the high proportion of children and young adults and changing lifestyles.

Table 1: Major Exports by Volume (kg)

Dairy Products Top Destinations 2010 2009 Variance
Whey Products US, South Korea 31,793,652 30,161,971 5%
Ice Cream U.AE, Saudi Arabia 14,375,299 13,522,267 6%
Cheese US, Saudi Arabia 8,963,146 = 9,488,780 -6%
PCNMC Egypt, South Korea 6,417,109 7,395,238  -13%
Skim Milk Powder Thailand, Egypt 6,100,625 10,126,163  -40%

Source: Statistics Canada

Skim milk powder exports declined significantly to its primary destination, Egypt, last year.
Although import demand from Egypt remains strong, the top supplier countries of SMP to
Egypt in 2010 were the United States and

the EU countries. Figure 11: Imports of Dairy Products
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The largest suppliers in value terms were the United States (39%), European Union (36%)
and New Zealand (12%). It should be noted that both New Zealand and the EU have special
access to the Canadian market:

e New Zealand for buttermilk powder (908 tonnes) and butter (2,000 tonnes). Special
access for butter was all fulfilled in 2010 except for buttermilk powder as the market
is satisfied with domestic suppliers.

e The EU for cheese (66% of the total cheese TRQ), all fulfilled in 2010.




Cheese

Cheese imports to Canada are subject to a tariff rate quota (TRQ) of 20,412 tonnes. Any
imports above that level consist of those entering by way of supplementary import permits
which include IREP and over access imports.

In 2010, total imports of cheese were 24,630 tonnes for a value of $246.5 million which
primarily consisted of specialty cheese (82% of the total value of cheese imports). Cheddar,
processed, mozzarella and fresh cheeses each made up 7.2%, 4.8%, 3.3% and 2.8% of the
total value respectively.

Canada primarily imports cheese from the EU countries followed by the United States. The
main cheese suppliers by country to Canada in 2010 and details about their key exports are
outlined in Table 2. Information on cheese imports by variety and by country of origin is also

available on the Canadian Dairy Information Center’s website:
http://www.dairyinfo.gc.ca/index_e.php?s1=dff-fcil&s2=imp-exp&page=imp

Table 2: Major Suppliers of Cheese to Canada by Type in 2010

Country Primary Cheese Imported Volume Value
(tonnes) (millions of $)

Italy Parmesan 2,902 $37.6
Romano 607 $5.1
Other cheeses (e.g. Provolone, Mozzarella 781 $7.4
and Fresh cheese)

France Gouda and Edam cheeses 1,596 $23.5
Brie 852 $9.7
Other cheeses (e.g. Camembert cheese 1,609 $18.4
and Processed cheese)

Switzerland Swiss/Emmental 772 $9.1
Gruyere and Gruyeére type 766 $10.4
Other cheeses (e.g. Processed cheese) 247 $2.8

United States  Cheddar and cheddar type 2,103 $13.1
Mozzarella & Mozzarella type 1,263 $6.8
Cheese, grated or powdered 1,253 $10.9
Other cheeses (e.g. Fresh and Gouda type 2,500 $23.0
cheese)

Source: Statistics Canada

Among major imports by volume (Table 3), whey products imports declined largely due to
relatively higher world prices in 2010. Whey is primarily used in the making of feed. Other
major products experiencing the largest declines in percentage terms were butter, fats and
oils. This was mainly due to a 58% decline in IREP use.

Table 3: Major Imports by Volume (kg)

Dairy Products Top Suppliers 2010 2009 Variance
Whey Products us 160,635,858 208,678,804  -23%
Milk us 32,433,468 24,868,787 30%
Cheese US, France, ltaly 24,630,152 = 24,083,536 2%
Milk Protein Substances US, New Zealand 13,292,227 @ 10,630,270 25%
Butter, Fats and Oils US, New Zealand 7,441,405 9,850,558 -24%

Source: Statistics Canada

Milk protein substances (ingredients) imports saw an increase of 25% over last year due to
strong demand that is not satisfied by the domestic market. The tariff classification for milk
protein substances came into effect in September 2008. The level of the tariff rate quota is
10,000 tonnes which is administered on a fiscal year basis (April 1* to March 31%).




Imports for Re-Export Program (IREP)

In 2010, imports of dairy products under the IREP increased 6% to 53,591 tonnes. This was
mainly due to continuous increase in the use of IREP for milk and cream products. Raw milk
sourced from Canadian producers is significantly higher than world prices. Therefore, for
Canadian exporters to remain competitive, large volumes of milk and cream continue to enter
under the IREP to make dairy products for the export market.

As illustrated in figure 12, the main dairy products imported under the IREP program were
fluid milk (32,291 tonnes), cream (5,263 tonnes) and butter, fats and oils (4,124 tonnes),
representing 60%, 10% and 8% of the total IREP imports in 2010, respectively. Notably, milk
protein ingredients have also started entering Canadian market under the IREP.

Figure 12: Main products imported under the
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Imports under the IREP are primarily used to make further processed food products such as
various cheeses, bakery products, blends, toppings, pastas and soups.

4. Canadian Dairy Trade Balance

As illustrated in figure 1, the Canadian dairy trade deficit was $383 million in 2010,
representing an increase of $39 million (11%) over the previous year.

5. Canadian Dairy Genetic Exports

As illustrated in Table 4, the Canadian dairy animal genetic exports (bovine embryos, semen
and live dairy cattle) showed positive results in 2010 despite the lingering effects of the global
economy and low world milk prices experienced in 2009. Dairy genetic exports reached
$100.9 million, a slight increase over 2009 ($99.7 million).

Due to recovering markets and valued genetics, the exports of dairy semen generated
receipts of $76.9 million, a notable increase of 17%. Canada’s semen exports represent 20%
of world exports. The top export destination for semen was the U.S. accounting for 30% of
total receipts, followed by the Netherlands (8%), Brazil (6.6%), United Kingdom (6.4%) and
Spain (5%). Genomics is bringing efficiency and more accuracy to genetic selection. The
industry continues to assess and analyze their genomics strategy, ensuring that they are
adapting to both the rapid change and opportunity this new technology brings.

Total dairy cattle exports decreased to $16.9 million. The decrease in live cattle exports is
attributable to a reduction in exports to Russia. Nevertheless, we did regain some global
market share in 2010 such as Iran, Columbia, Ireland and the United Kingdom. The United




States remains Canada’s top market for live breeding cattle, accounting for 58% of total dairy
cattle exports. As contracts are negotiated with more countries, exports of dairy cattle should
push value back up closer to pre-BSE levels.

Exports of embryos generated $7.0 million in 2010 which is slightly lower to the previous year
($7.8 million). The largest markets in 2010 for embryos were Australia (13%) followed by
Germany (12%), France (10.7%).

Table 4: Exports of Canadian Dairy Genetic Material (C$ millions)

Dairy Genetics 2006 2007 2008 2009 2010
Dairy Cattle 1 21 99 28 17
Semen 69 73 71 64 77
Embryos 8 9 8 8 7
Total Exports 78 103 178 100 101

Source: Statistics Canada

6. World Dairy Highlights

World Trade Organization (WTQO) Agriculture Negotiations

e Year 2010 saw very little activity regarding the WTO negotiations. Meetings were
held at the end of 2010 and in mid-January 2011 to discuss the outstanding issues
on trade negotiations. However, 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.

Canadian Agriculture and International Trade Negotiations

e Trade negotiations for the Comprehensive Economic Trade Agreement (CETA)
between Canada and the European Union (EU) have continued to progress after
being launched in May 2009. Canada concluded 7" round of negotiations with the EU
in the end of April 2011. Canada’s negotiations with the EU address a number of
issues of interest to agriculture, including market access, Sanitary and Phytosanitary
(SPS) measures, agricultural subsidies and geographical indicators (Gls).

e Canada and Panama signed a Free Trade Agreement (FTA) on May 14, 2010. Upon
implementation, Canada will eliminate tariffs on all agricultural products with the
exception of all over-access supply management tariff lines (dairy, poultry, and eggs),
which are excluded from tariff reduction.

o Free Trade Agreement (FTA) between Canada and Columbia was signed in 2008
and received Canadian Royal Assent on June 29, 2010. However, Columbian
implementing legislation is still underway. Columbia excluded some agricultural
products from tariff elimination which includes dairy and Canada excluded all over-
access supply management tariff lines (dairy, poultry and eggs) from tariff reduction.

7. Outlook and Opportunities

Canada’s dairy trade balance is expected to remain in a deficit position. Imports under the
IREP will continue to grow and future growth is expected in imports of milk protein
ingredients. Demand will persist for imports of specialty cheeses and milk derived ingredients
as the domestic supply is not sufficient; at least not looking into the medium term.




For world dairy, the recovery of the global economy and the increasing percentage of Asian
and Middle East populations entering the middle class will remain the primary force fuelling
demand due to higher personal disposable incomes. Governments in these regions have
recognised the economic trend and have established programs and policies to increase
domestic production. Although significant increases in production have been prevalent, it will
take time for the farming infrastructure to fully develop. As a result, import demand will remain
strong moving into the medium term.

In addition to economic growth, the two largest populations in the world (China and India) will
continue to exert considerable pressure on world markets as domestic food safety remains a
concern for Chinese dairy consumers and production short falls in India encourage imports.
Economic growth, import demand from large consumers and production shortfalls (as
experienced this year) will provide the fundamentals for price strength into the medium term.

Upward trending health and wellness diets have been beneficial for dairy products. The
fundamentals — rising incomes and demand for low-fat products high in protein — will continue
to place low-fat dairy products in the spotlight. Yogurt consumption in particular is expected to
increase significantly looking into the medium-term as adults and children substitute the
product into their diets. An important factor in this trend is demand for low-fat/high-protein
foods that tastes good. The large selection of flavours in yogurt and the ability to add a wide
assortment of flavours to dairy should prove to be beneficial. Dairy product innovation will be
important to maintain and capture market share in this scope. Alongside healthy eating, the
general consumption habits of children and teens will remain an area of focus for producers
and processors as familiarity with dairy ensures it remains a staple product in their diets
throughout their lives.

Lastly, competition remains fierce as new, innovative and healthy products provide
consumers with an array of choices. Dairy has the advantage of always being a nutritious
product, a staple in the diets of people for thousands of years.
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