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To understand the charscteristics and problems of internszticnal deiry trade it
is essential to have apprecistion of its qtruvture, the most "bnlflc ent aspect of
which is the extremely smoll proportion of world producticn traded internationally.

World milk production in the three years 1971-73 totallad eround 400 million
tons - of which two thirds wes produced in five countries where tra ¢itionally and
characteristically the bulk of production is intended for donestic consumption - i.e,
USSR, Unitad States, India, the ¥iC znd Polend. Corre spondingly, in the samne threée
years, total recorded world exports amounted to around 1.25 million tons of milk
solids, or sround 10 million tons of milk, Making due allowence for techniccl con-
version factors, and for warecordad trade, total net experts may have been as high as
12 million tons of nilk - i.,e. not more than 3 per Cuﬂt of" totel world productlon.

These figur s caphasize that the da oy ihdustry world Jide oxists mainly to
supply. 1ntur1a¢ nerkets, and make 1t cluer that the internctionzl market is toec snall
to absorb flucluntions in either production or conswipticn in the najor dairying
nations. '

Fer eramola, e fluctuation of 1 por cent in world nilk production, or consumption,

would emount te 4 million tons of milk. This is equivelent te 40 ner cent of recorded

internationgl trode, and it is cleorly unrerlistic to cxpoet thot international denend
could expand or contract to this extont, Similerly, o 4 per cent veriation in produc-
tion or comswption in thoe 1 ergest producer, the Zuropesn Cormmnity, is also scual to

40 per cent of international trode.

Deiry priccs cnd sunply con the internationsl merket heve fluctu;tud seveorcely over
the last decads. Minor fluctu;tlon in deiry output in the United States or in the
EEC, when exported or withdrsawn from the internationcl acrket, hove hed a large
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nultiplicr cffeuct on price ond supply, cousing considerchle instrbility on the
internationsl narket., Unlike other internationclly traded cormodities, for deiry
products it is uncomrion for non-traditional marksts to cmerge ns signifiennt -
although sporadic - buyors. Similerly, the growth of tradltlonnl developing -
country orkets while stendy is wmadramctic, nnd is subject to the constroints of
their volotile bolence-of-poyments situctions. While the densnd for nilk products
os feed oid is significrnt ond eon be expected to contimue to oxpend, as with con-
sunption generclly, food cid denand cennot be reoised or lowered ot will to match
whatever level of preduction noy have encrged in nny porticulsr year,

The conscquences of this situction for New Zorlond ns the worldls leorgest
dedry cxporter rre considerable, First, nlthough New Zecland supplies around one
third of the total voluie of dairy products traded internctionclly, this anounts
to less then 1 per cent of total world production., Correspondingly, New Zerland's
nerketing cetivities must reflect o recognition that it is unnble itself to in-
fluence the level of prices or Jemand on internntionel narkets. Rother, it is the
najor produccrs. of the northern henisphere whose influence is the nore significont,
and New Zeclond is necessarily ond seriously offected by the donestic dairy pro-
duction conditions ond agricultursl policies in thouse countries.

When these nations countries are in over supply, as thoy are ot present,
New Zecland deiry production cnnnot be channelled into either the northern hemdi-
sphere neorkets thenselves, or new or secondory :iarkets nt profitsble prices.
Unless New Zecland is oble to enjoy secure nccess tc the traditional northern
herisphere nzrkets, nt prices vhich afford ccononic returns, there can be no con-
fidence in thc long-teru future of New Zealand's dairy industry.

New Zc*lﬁnd regerds the present stote of the world dairy aoarket with porti--
cular concern. The fluctuations in production, éconsumption and trade over the
pest few yeors, ond the price in*thbilitv which hos cccomponied these fluctuations
hhve becn in the interests of neither producer nor con wier, mnd only reinforce
the need for the najor dairy producing cnd inporting ccuntries to work towards =2
stabilizing franework.

Product diversity

Jlso inportaont to en epprecistion of the charccteristics rnd structure of
world doiry trﬂdu, is o wreccgnition of the diversity -of products which nny be
derived frem milk, cnd of the end-uses for these products.

Milk conmprises nilk faot, weter and nilk protein or non-fat solids, The fot
cen be extracted to produce butter, or butter oil - the latter being used for re-
conbinction into nilk, or for industrizl spplicaticns, such ns the bcking ond con-
fectionery industries.. In coch of these forns, nilk fat is sensitive to competi-
tion fron vegetoble oils - in the form of norearine, os regords butter, or as o
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direct constituent in the case of recombined "filled nilk" or the baking and con-
fectionery industries.

Milk solids non-fat, sinil-rly, hove a variety of applications - for recom-
bination into liquid nilk for ccnsumption; or os o form of protein, for exanple,
in the nmufacture of aninel feed conpounds. In the laotter spplication phrti-
cularly, the demeond for the product is influenced by the ocvailability and price of
competitive proteins - fish wneal, soyabeon wedl, neat neal wna SO on.

Vorious combinctions of nilk fot and solids nen-fot ca n“bo”transformed into
cheese, the denend ond nerksts for which are influenced by tEStp raditions,
dietary habits and transport snd storage facilities. '

Each of these factors is reflected in the narket pattern. which has evolved
for the principal deiry product forns., By and larpe, butter and cheese are con-
suned a8 such predonincntly in the developed country nerkets of the northern heni-
sphere. While aninal feedstuffs »re o significzit outlet for solids non-fzt in
the nain producing cou“trlup, the dencnd for -sclids non~fat in international trade,
as for butier 2il, is principally fron doveloping countries for reconbination into
liquid :ailk, ‘

The world deiry proolcm, however, is onc of nilk - fat and protein - and while
narket buoyency for onc oroduct con counteract relotive depression for-cnotho~ over
a linmited period, the introduction of tability inte the world Jdairy econony will
involve the cstablishient of secure narket opportunities and remuncrative prices
for all nilk derivatives. '

National neasures

Given the predoninent influence on the internciional market of domestic pro-
duction decirions and policies of the najor producing n\tiono, an appreciation of
national deiry policies is 2lse intr-r-1 to an und ¢s+ﬂn ding of the characteristics
and structure of the world dalry narket. -

The nost significant fecture in thu ;e@:rj is the existence of producer price
support policies in both Burope and North .merica.. While the techniques vary, the
elements of these policies are ruch the same - first, the establishient of price
support levels which, whilce intended basicelly as o gucrantee to the producer, nay
also operste teo encourage or discournge production in & nanner unrelated to the
inpact of those price levels on conswption; secondly, the botqbllShAGnt of '
neasures at the fronticr designed to protect the support system, end hence the
donestic narket fro the influencs of international competition; thirdly the
possibility of government intervention in thc narket to purchase products when
narket prices fall below the support levels; ond fourthly, the availabllity of
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assistance neasures whereby surplus production purchased through govermment inter-
vention can b off-loaded onto the international narket 1t prices “below thosc pre-
veiling in the domestic market.

The linited capacity of the international narket to absorb additional
guantities of product hes already beon noted, The inportant points in the present
context are twofold. TFirst, the nanner in which donestic support policies can
operate to restrict internstional trade in n period of surplus doriestic production,
both by liniting the quantitics which nay enter the supported nerkets thenselves;
and, through non-comercial transactions, by liniting the scope of the inter-
national nerket. '

Secondly, it will be noted that the producer-price support pclicies tend to
concentrate and channel the problem of surpluses when these encrge. Where govern-~
nent intervention is involved, this logically cncompasses storcble products, which
concentrates the surglus into « narrow product ronge - mainly butter and skin milk
powder. It is these products, for which the international (2s opposed to :lomestic)
denand is restricted, rather thon olternative nill products for which better narket
opportunities may exist, that enter world tradec at governmentally assisted price
levels. Thus whgt oy often be a uerginal ond potentially menegecble difficulty
is negnified, znd becomes o potcntLillj unrienageable one, ceusing exaggerated
fluctuastions in 1ntcrnatlonul prices.

While techniques i1ight be evolved to stabilize or rationelize the situation
it is impliecit thut the policies which create narket distortions and srtificial
surpluses should also be subject to modification if any enduring solution is to be
cast, . :

While it is not the intention of this anelysis to. upvcot the monner in which
such modifications night be nade, it will be apparent that supporting farn incomes
by price supperts backed by government intervention buying, has artificially lifted
consuer prices and deipencd demand., It hes, on Vcc,blonu, stimlated uncconoitic
production, ond, in such instances particularly, constituted = "ignificant finan-
cial burden. Direct incoie supperts, on the other hand, reduce the need for con-
swaer prices fully to support feorm incomes, and do not have the sene potential for
a negative effect on conswiption, Llllgrly, they provide “the opportunity for
internal prices to respond nore effectively to competition, both fron conpeting
products, and fron competing internationzl suppliers. Correspondingly, the oppor-
tunities for establishing internsl u(UlllelUﬂ, and fur liberalizing frontier
ueasures should elso increase, '

The inportance of consunption in the ‘evelution cf worid dairy production and
trade cannot be undervalued, The past twenty years or so have been chuaracterized
by ten:dencics to foster and protect milk production while conswaption hes been, to
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a degree

, neglected by producers. The contraction of conswiptien in certain
important arc

as is evidence of this trend,

The consequence 1s, however, chat the burden of adjustaent has been thrust
to an unrcalistic extent ontc the snall sector represented by internationel trade.

Asccess opuortunities

The foregouing observations are not intendel to inply that sccess to the najor
developed country markets is completely prohibited., The range of frontier pro-
visions, hewever, is @ll cubracing extending fron discretionary licensing, quotas
and variable levies, threugh to ontright cemborzoes.  Both the voluue of access
relative to ceonsuwaption varies considerably from asrket to market, a2s do the con-
ditions under which such cceess is extended. Continuing mutual review of cccess
levels, for exanple, is not a widespread festure of inport policies.

Prices

~ The significant feature =bout pricc in world doiry production and trade is
the relative stzbility ond overall upward trend of support priccés in the najor
producing countries, contrasted with the prices for the small proportion of pro-
duction traced internationally, which have been consistently of o lower order,
and subject to several fluctuations in rosponse to the extrenes of shortage and
surplus genercted by the domestic support policies.

International co-operation

It would be misleading if this paper were not to refer to the numerous inter-
national arrangements participants in the world deiry trade heve concluded in an
¢ndeavour te introduce soiie stability into this volatile sector. These huave been
covered in thz docunientction prepared by the scerstarist and I de not propose to
traverse their provisions now, except te say that they are incomplete in their
coverage and no longer reflect current narket realitics. '

Trends in 1974/75 and outlock for 975/76

It seens to the New Zeclend delesation thot o narrative of the characteristics
and structure of world doivry production and trade is in itsell an inconplete basis
for the Dairy Sub-Group's work. Of significence te this work also is an ascessment
of recent developnents in preduction mnd trade, and of likely trends in the
immedicte future. To this end the New Zealand delegetion would offer the following
observations, '
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Total milk producticn in 1974 in the main dairying countries did not increasc
on 1973 levels., In the EEC, 1974 out»nut was only 0.6 por cent up; in Oceania
production dzeclined, and in Worth inerica it was the same as in 1973, Trends so
far in the first half of 1975 show & marginel 1 per cent decline in Western Europe
and no significant growth in milk production in the United Stcotes on 1974.

Despite stable nilk production, supplies have tended to exceed comercial
requirenents. In general, demand for ilk products has been adversely offected by
world-wide recession and by further increcses in support pricecs in North uierica
~and Lurope.

Cheese production in Western Europe expanded this year, but weakening denand
has resulted in increased stocks., Despite only &z noderate increase in skinm nilk
powder production in the EEC, a decline in internzl consunption, especially for
animal feed, has contributed to the serious growth in intervention stocks of skin
nilk powder, These stocks now stand at arcund 1 willion tons, 0.7 million above
nornal requirenents cnd well zbove the level traded annuelly on the international
narket. The existence of these stocks exerts considerable pressure on prices in
the international iarket.

In the United States, during 1974/75, internal consuaption of dairy products
declined while nilk production renained at year earlier levels. The result was z
steep decline in the imports of cheese, while iiports of butter and skii ailk
powder, which were at high levels in 1973/74 virtually ceased in 1974/75. This
withdrawal fron inporting by the United States hag had a significant multiplier
effect on the supply and price situction on the interncational narket, especially
for skin nilk powders. ' ’

In the case of butter, conswaption in the world'!s largest importing country,
the United Kingdon, in 1974 expanded duc to increased consuer subsidies and rising
nmargerine prices. But between now ani 1975, the butter support price in the
United Kingdon is planned to rise by rneerly 30 per cent to over £1,100 sterling
per ton, to harpmonize with the support price lovel in the Six, To date, the
United Kingdon has absorbed heavily increased quantities of butter from the Six
and this hos kept intervention stocks ot nodoraste levels, DBut o sismificant drop
in consumption within the EEC as & whole could cause a persistent Comnunity stock
build-up of butter unless the price to the consumer is held in reasonable relation--
‘ship with that fer nargerine, . _ ' '

In gencrzl, the international deiry situation in 1974/75 deteriorated compared
with the previcus year with nev ilabalances being induced by chenges on the demand
side, Jilthough producer support prices were raised substantizlly in developed
countries, uilk output rose only slowly, However, the resulting increase in the
price to conswier reinforced the Jdenpening effccts of the econonic recession on
world denand for :iilk products.
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Export receipts

The trawing prospects for some wairy prcducts, notably SiP and casein,
detericrated considercbly during the tu>lve nonths ended June 1975, The total
velue of Hew Zesland dairy exports Juring this periocd was 3290,4 nillion as come
pared with ©232,2 w:illicn in the yecr 1072/74. The erE of about $43 million
nmainly resulted froo greatly reduced voluns of SMP ond casein exports from
New Zealand. For the yoor ended June 1975 SiP exports fro: New Zealand azcunted
to 113,680 teng as conpared with 215,500 tens for the previous year. Total SMP
exports in. ths uenth of July 1975 wes 5,163 tons as coopared with 13,800 tens in
July 1974. Becosuse of the greatly reduced volune of exports New Qealand stocks
of SMP are currently running at high levels, ’

48 with &2 the demiend for casein has been depressed in the 1974/75 trading
year because of the prclonged recession in the zain industrizl Cﬁuntrlvo Caseln
exports in the year ended June 1975 totalled ¢l4.6 million compared with— '
$528.6 willion in 1973/74. In terac of voluie the decline wag even nore uppurent
with exports dropping from azhout 40,000 tens to 17,000-tens. The conditions foz-
butter and cheese were firm during 1914/7) ‘despite fewer opportunities for sales
in North iusrica. With the -Fﬁrk Accline in United Kingdom dairy production the
denand for Mww uc_‘uul butter nd checse was naintained. :

Qutlook for 167576

nt anCﬂthﬂh cre for =z slight increcse in vorld deiry

Producticn -~ prose:
production in n the 1975/76 vear. In ucst of the developed regions there has been
a decline in dairy cow nwibers olthough the rate of decline has slowed as a result
of high wnenpleynent, fouer off-Iarin job oppertunitics particularly in the United
States and the depressoed hwurket for beef, Furthernnr», in meny developed countries
governnents love increcsced the supnort prices for deiry products znd heve thereby

inproved the reletive profitebility oFf dediry faraing,
Dex: for daary products both for hwen consumption and stock

feeding purpeses is expected 4o renain rﬁl"tively stegmant, This assunies that the
conswicr suwsidy o putter in the Ualted Riao, ion os ;btu¢nbu wd thet subsidies

for livsstock feeds 2re net Jnc¢bm”uun

With the zreatly inproved nille supply and stock position United States import
denand for dairy preducts in generol and @F in porticular is likely to be swnall,

48 for as developing countriss arce concerned their cormercizl demond will be
curtailed for balance-of-poyments recsons, or through merked iuprovenent in the
domestic nilk supply position.
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Market outlook - the shori-tern outlook for dairy produchs is very :rmch
doninated by the virtuel stagnation ¢£ the market for sclids-not-fat products.
The EEC countries ere currently holding o substential pert of last season's pro-
duction.,  In light of this there is likely to be a continued imbclance in the
world trade of §fP with no appreciable reduction in world stocks occurring in the
near future, ’ : |

Unlike SMP, there are likely to be fewer problens with regard to butter and
cheese, = With the substential decline in United Kingdon dairy production the strong
denand for butter and cheese is likely to be naintained over the next twelve months.
Outside the United Kingdom the narket for butter and cheese is unlikely to be large
niinly beczuse of the improvement in the United States wilk supply position.
Overall the outlook for dairy trade in the 1975/76 season is for only slow growth.

Conclusion

If one cndeavours to swrearize the characteristics and structure of the world
deiry narket one night say that:

there is some access to the najor consunptidn ilarkets, but under tightly
controlled conditions;

there is a basically stable and rising domestic price situation in the najor
producing countries but & highly vclatile price situation for the 3 per cent
of world preduction troded internationally;

~ there are producer support policies which may inhibit consumption;.and
generate surpluses which in turn may be off-loaded onto a limited world
nerket. at subsidized prices; and

a degree of responsibility, discipline end co-cper.:tion in narketing policies
and practices., ’

If the negotiations are to result in the steady expansion of world dairy trade
under secure trading conditions, they must produce iiore access; a closer relation-
ship between internal support prices end world narket prices at levels which pro-
note conswiption; eand more nerketing responsibility, discipline and co-operation.



