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Bulletin Highlights

e In 2008, the Canadian dairy trade deficit climbed 25% to reach $422 million.

e Dairy exports decreased by 20% to 87,269 tonnes with a total value of $254.7 million,
down 10% over last year.

e Top dairy product exports included: cheese ($67.6 million), ice cream ($47.3 million),
products consisting natural milk constituents ($46.2 million) and skim milk powder
($39.1 million) representing 26%, 18.5%, 18% and 15% of the exports share
respectively.

e Dairy imports increased by 4% in volume to 224,085 tonnes for a total value of
$677.3 million, up 9%.

e Top dairy product imports included: Cheese ($261.8 million) and casein products
($127.8 million) representing 39% and 19% of the total imports respectively.

e Imports for Re-Export Program (IREP) accounted for 26% (58,793 tonnes) of total
imports in 2008.

e Genetic exports reached $177.8 million in 2008, representing an increase of 73%
over 2007. The US and Russia were the top destinations for Canadian live breeding
cattle in 2008.

Figure 1: Canadian Dairy Trade Balance — Millions of Dollars, 1999-2008
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1.0 Canadian Dairy Trade Balance

The Canadian dairy trade deficit (Figure 1) was $422 million in 2008 which represents an
increase of $85 million or 25% in trade deficit over the previous year. Canadian dairy imports
reached $677 million and exports stood at $255 million in 2008. Total dairy imports increased
by 9% while 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.

Moreover, the continuing increase in the use of the Import for Re-Export Program (IREP) has
been a key driver of strong import numbers. However, dairy products imported under IREP
are totally exported in form of further processed food products and also other dairy products.
IREP accounted for 26% of total dairy imports in volume in 2008. As per figure 1, the
Canadian dairy trade balance has been negative since 1999.

As illustrated in figure 2 & 3, the value of Canadian imports of dairy products by country of
origin with the European Union (EU 27) represented 36% of total imports followed by North
America (primarily from US) which accounted for 33%, up 6% over last year. Canadian
exports by destination to Asia and the EU 27 increased in value both representing 16% each
of the total exports. However, exports to the major destination such as North America
declined by 27% representing 30% of the total exports in 2008.
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Canadian dairy trade balance declined with the EU 27 in 2008 mainly due to increased
imports (i.e. cheese and casein products) from lItaly, France and Germany. Total value of
exports to the US fell 30% due to decrease in exports of products such as specialty cheese
and dairy spreads. However, total volume of imports from the US climbed by 17% in 2008.
This follows a 1% decline in the value of the US dollar relative to the Canadian dollar in 2008.

International dairy prices significantly declined in 2008 due to ongoing financial crisis which
led to lower demand in the international dairy market. Western Europe yearly average prices
for whey powder, skim milk powder, whole milk powder and butter fell on average 56%, 29%,
16% and 1% respectively over 2007. Oceania market yearly average prices for butter and
cheddar increased by 20% and 15% respectively. However, prices for whole milk powder
(10%) and skim milk powder (27%) fell due to ample supplies in New Zealand.




Due to weak demand, supplies of products from the United States, the European Union and
the Oceania remain ample. Other factors such as the melamine issue in China also
undermined demand.

2.0 Canadian Dairy Exports

In 2008, Canadian exports of dairy products represented 87,269 tonnes for a total value of
$254.7 million. This represents a 20% decrease in volume and 10% in value over 2007
mainly due to significant decline (30%) in exports to US. However, the U.S. remained the
primary destination for Canadian dairy products accounting for 30% ($76 million) of the total
value of shipments in 2008.

The EU 27 (mainly the U.K) is a significant importer of Canadian cheddar cheese. Canada
benefits from special market access for 4,000 tonnes of aged cheddar cheese on the U.K.
market. Canada also has special access to the U.S. market for unpasteurized aged cheddar
(833 tonnes), swiss and emmantaler cheeses (70 tonnes), and non-specified cheeses (1,141,
tonnes).

2.1 Main Exports

The main products exported in 2008 (Figure 4) in monetary terms were cheese which
accounted for 26%, ice cream (18.5%), products consisting natural milk constituents
(PCNMC) (18%), whey (12.5%) and skim milk powder (15%) of total exports in 2008.

2.1.1 Cheese
Exports of cheese reached 9,808 tonnes in 2008 with a total value of $67.6 million (up 7%).
The largest component of the exported cheese basket was cheddar' which accounted for
approximately 60% of the total. Specialty cheese and fresh cheese follows at 33% and 7%
respectively.

a) Cheddar Cheese

Cheddar cheese exports slightly increased to 5,088 tonnes for a total value of $40.3 million
over 2007. The U.K. remains the largest market for Canadian cheddar. The United Kingdom
accounted for 73% of the total volume of cheddar exports generating $29 million in receipts in
2008. Smaller quantities of cheddar were also sent to the U.S. (1,197 tonnes), and the
Bahamas (100 tonnes).

b) Other Cheese

Specialty cheese exports fell by 7% Figure 4: Exports of Dairy Products in 2008
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2.1.2 Ice Cream

Exports of ice cream reached 11,861 tonnes for a total value of $47.3 million representing 3%
decrease in volume over 2007. United Arab Emirates was the main destination (26%) for ice
cream followed by Saudi Arabia (22%) and Kuwait (18%).

2.1.3 Products Consisting of Natural Milk Constituents (PCNMC)

The top destinations for PCNMC such as milk protein concentrates and blended dairy
powders in 2008 were South Korea (35%), Egypt (25%) and the US (17%). Total exports of
PCNMC rose by 35% in value terms to $46.3 million for a total volume of 13.9 tonnes.

21.4 Whey Powder

Exports of whey powder climbed 38% to 31,790 tonnes but fell in volume by 8% to $32
million in 2008. The main destination was the US which accounted for 58% of total exports in
value.

2.1.5 Skim Milk Powder

The exports of skim milk powder fell 26% in terms of quantity compared to 2007 and reached
10,269 tonnes with a total value of $39.2 million in 2008. Main destinations were Cuba with
29% of total exports in terms of volume followed by Egypt (18%).

2.1.6 Whole Milk Powder

In 2008, exports of whole milk powder decreased by 42% in quantity (443 tonnes) and fell
41% in value ($2.3 million) over last year. Main destinations were Egypt with 55% of total
exports followed by the US (23%).

In 2008, other products experienced large declines in exports value such as dairy spreads,
milk albumin and evaporated and condensed milk. In value terms, these products made up a
total of $4.2 million, which represents 2% of total exports.

3.0 Canadian Dairy Imports

In 2008, Canadian dairy imports reached 224,085 tonnes for a total value of $677.3 million.
This represents a 4% increase in quantity over the previous year. The largest suppliers in
value terms were the European Union (36%), United States (33%) and New Zealand (15%).
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).

3.1 Main Imports
The top products imported by

Figure 5: Imports of Dairy Products in 2008
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In 2008, total imports of cheese increased to 25,646 tonnes for a value of $261.8 million
which primarily consisted of specialty cheese (84% of the total value of cheese imports).
Cheddar, blue veined, grated or powdered cheddar, processed and fresh cheeses each
made up 7%, 6%, 6%, 5% and 1% 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 2008 and details about their key exports are outlined in Table 1.

Table 1: Major Suppliers of Cheese to Canada by Type in 2008

] Volume ' \_/alue

Country Primary Cheese Imported (tonnes) (millions of $)
Italy Parmesan 3,023 $38.0
Romano 792 $7.7
Other specialty cheese 316 $3.3
France Gouda and Edam cheese 1,593 $21.9
Brie 831 $9.5
Other specialty cheese 848 $11.2
United States Cheddar and cheddar type 2,503 $16.7
Processed cheese 830 $5.0
Other specialty cheese 624 $5.9

Source: Statistics Canada, March 2009

Imports of specialty cheese reached 20,310 tonnes for a total value of $222 million in 2008.
The primary suppliers of specialty cheese were Italy ($53 million), France ($48 million) and
U.S. ($20 million). Blue-veined cheese imports declined by 3% to 1,208 tonnes for a value of
$16 million.

Italy was the primary supplier of parmesan and romano cheeses and France was a large
supplier of gouda, edam and brie.

Cheddar and cheddar type cheese imports included 2,993 tonnes in 2008 over the previous
year for a total value of $21.7 million. Imports of processed cheese fell 41% to reach 1,794
tonnes in 2008 for a total value of $14.7 million. This represents a decline of 31% in value
over the previous year due to a drop in the quantities imported from the United States and
France. Imports from the U.S. decreased by 40% to 830 tonnes in 2008 over the previous
year, however the US remains the primary supplier of processed cheese, accounting for 34%
of the total value of processed cheese imports. Imports from France accounted for 23% of
the total value while declining to 276 tonnes in 2008. Other suppliers included Switzerland
($3.5 million) and Netherlands ($1.0 million).

3.1.2 Casein Products

Total imports of casein products reached 13,096 tonnes in 2008 for a total value of $128
million representing a 15% increase in value compared to the previous year. The total
volume of imports was mainly comprised of casein (60%) followed by casein glues for
Canadian manufacturing; caseinates (21%). Germany was the primary supplier of casein
products in 2008 accounting for 38% of the total value of imports. Argentina and New
Zealand were second and third with 30% and 15% respectively.

3.1.3 Whole Milk and Cream Powders

Imports of whole milk and cream powders fell 38% to 13,195 tonnes representing a total
value of $58 million in 2008. The primary supplier was New Zealand which accounted for
more than 90% of the total value of imports.

Certain other products experienced strong percentage growth in 2008. They included milk,
skim milk powder and condensed milk. Imports of milk rose to 22,718 tonnes in 2008 for a
total value of $11 million which represents 53% increase in volume and 51% increase in
value. The increase in milk imports was mainly due to 50% increase in IREP use. Imports of




skim milk powder and condensed milk increased to 4,240 tonnes and 1,631 tonnes
respectively due to large increase in IREP use. The main supplier of milk, skim milk powder
and condensed milk was the U.S.

Other products experiencing the largest declines in percentage terms were butter, fats and
oils and whole milk powder. Imports of these products decreased 44% and 39% in volume
respectively due to the decline in IREP use. These two products made up a total of 20,536
tonnes in volume which represents 9% of total imports in 2008.

3.4 Imports for Re-Export (IREP)

Imports of dairy products under IREP fell 8% to 58,793 tonnes in 2008. IREP imports fell
mainly due to decrease in imports for butter, fats and oils (63%), PCNMC (54%) and whole
milk powder (43%) over last year. IREP imports are primarily used to make further processed
food products such as various cheeses, bakery products, blends, toppings, pastas and
soups.

As illustrated in figure 6, the main products imported under the program by volume were fluid
milk & cream and whole milk powder which represented 47% and 21% of the total IREP
imports in 2008.

Fgure 6: Main Products Imported Under IREP in 2008
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Source: Department of Foreign Affairs and International Trade Canada (DFAIT)

Imports of products under IREP which saw the largest growth in percentage terms by volume
in 2008 were condensed milk (2,242 tonnes), fluid milk (23,498 tonnes), skim milk powder
(4,185 tonnes), whey powder (1,674 tonnes) and cream (3,794 tonnes).

Imports of products under IREP experiencing the largest declines were butter, fats and oils
(3,891 tonnes), products consisting natural milk and substitutes (0.813 tonnes) and whole
milk powder (12,490 tonnes).

4.0 Canadian Dairy Genetic Exports

As illustrated in Figure 7, Canadian dairy genetic exports reached $177.8 million in 2008
representing 73% increase over 2007. Dairy cattle exports generated the most revenue at
$99.2 million and accounted for 56% of total genetics exports in 2008. The export of dairy
semen generated receipts of $70.9 million, while exports of embryos generated $7.6 million in

2008.




The United States and Russia were the top two markets for Canadian live breeding cattle in
2008, accounting for 57% and 33% of exports, respectively. These two markets were
followed by Mexico, Serbia, Croatia, Cuba, Kazakhstan, South Korea and the Barbados. The
top export destination for semen was the U.S. accounting for 34% of total receipts, followed
by the Netherlands (7%), U.K. (6%), and Brazil (5%). The largest markets in 2007 for
embryos were Germany (13%) followed by China (9%) and South Korea, Japan and Australia
each at 7%.

Figure 7: Exports of Canadian Dairy Genetic Material, 2002 to 2008 (C$ millions)
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5.0 World Dairy Highlights

5.1 World Trade Organization (WTQ) Agriculture Negotiations

d The WTO talks collapsed again in Geneva at the end of July 2008. The meeting of
government ministers from selected countries and most Canadian provinces met to
salvage a new global trade deal. However, the talks failed with some reports blaming the
failure on the fact that the US, China and India could not agree to a compromise on farm
product trade rules.

U A wide variety of outstanding issues remain in the agriculture negotiations and also in the

wider negotiations on non-agricultural services and rules. Discussions on agricultural
trade between member countries are expected to resume again in near future.

5.2 Other Highlights

U As countries continue to negotiate the re-opening of their borders to live breeding cattle
from Canada, exports continue to recovery towards pre-BSE levels. In addition to cattle
exports to the United States, Russia, Kazakhstan, South Korea and the Barbados, in
2008, there were new shipments of dairy breeding cattle to Mexico, Serbia, Croatia, and
Cuba.

U On November 21, 2008, Canada and Columbia signed a Free Trade Agreement (FTA)
and a Canada-Peru FTA was signed on May 29, 2008. These agreements will provide
Canadian exporters of agricultural products preferential access in these markets.




U Canada and Jordan concluded their FTA negotiations on August 25, 2008 after three
rounds of negotiations. Canadian exporters will benefit from duty-free access including
agriculture and agri-food products.

0 Canada and the European Free Trade Association (EFTA) countries of Iceland,
Liechtenstein, Norway and Switzerland signed a free trade agreement (FTA) in January,
2008. The negotiations were launched in 1998 and concluded in June 2007. This
agreement reached the stage of second reading in the House of Commons. This
agreement will help creating new market opportunities for Canadian exports by
eliminating or reducing tariffs on agricultural products.

6.0 Outlook and Opportunities

The dairy market outlook for 2009 will largely hinge on the financial health of major
economies. At present, with the US, the EU and Japan already in an economic downturn,
world dairy consumption rates are expected to slow especially for higher value-added and
differentiated products. Demand for value-added dairy products (i.e. flavored milk) at the
international level is influenced by factors related to growth in household incomes and
economic conditions. Despite the short term supply and demand imbalances, the structural
trends such as population growth and urbanisation are expected to continue to drive global
dairy consumption.

Growing consumer interest in the role of nutrition for health and well-being is a primary driver
behind the success of the functional food market in Canada and internationally. With low-fat
milk and yogurt already in high demand, growth in the dairy products market is increasingly
driven by products with added ingredients offering functional properties to contribute to better
health such as vitamins, minerals, Omega-3 fatty acids, in addition to protein based and
organic products. There have been continuous developments in probiotic, omega-3, calcium
and vitamin enriched, as well as organic dairy products in Canada in last few years.

Consumer concerns about health and nutrition can be expected to play a key role in defining
global opportunities for the Canadian dairy industry.
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