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The Canadian delegation has been asked, along with other delegations, to
contribute to "an analysis of the specific characteristics, of the structure and the
problems of world trade in dairy products, including the direct or indirect impact
of trade barriers and trade distorting practices, taking into account the wide
leer51ty and 1nnurchanrrab111ty of producbs derived from milk®,

In replylng to thig invitation perhaps the best contribution that the
Canadian delegation can make i1s to briefly describs the structure and characteristics
of the dairy sector in Canada; relate this analysis to the problems in world dairy
trade as seen from a Canadian perspective; and then to outline the conclusions that
we draw from this analysis. : ' :

‘Structure and cl 1wracteristics of the Ca: idian industry .

The primary dairy sector in Canada plays a key réle in Cenadian farm production,
- Loth nationally and regionally. It provides a livelihood for about one quarter of
all farmers in Canada and accounts for about 20 per cent of total farm cash receipts.

At the beginning of 1975 the Canadian dairy sector comprised about 84,000
producers. Of this toLal,'about 192,000 were fluid milk shippers, 35;000 werc
industrial milk shippers and 30, OOO were shippers of farm separated cream. Dairy
production is centred in Central Canada (Quebec and Ontario) where three quarters
of production is concentrated. :

Dalrylng is based on a mixture of forage/concentrate feeding with concentrate
feeding particularly important during the relatively long winter. Costs have
increased rapidly in reccnt years, for ezample, second quarter cash input costs
in 1975 were 68 per cent above the 1970-72 average.



MTN/DP/VW/1.3
Page 2

Over-.the past dccadc 2 congiderable coatraction and restructuring of the
industry has taken placc. The total wmber of milk producers fell from about
190,000 in 1966 to 84,000 in 1975, "iz decline in the muiber of deduy Jarns
was acconmpanied by a chift from farm separated crean production to fluld and
manufacturing milk production. Howavers notwithstanding thesc significant
ad justments the dairy sector continues to face scriocus economic and social problems.
The difficultics in finding alternative use for resources, particularly human
resources characterized by a hipgh age structure ond a generally low level of
education, and the absolute number of producers involved, make the adjustment
proucess partiecularly comblex and difficult, I

Canadian mllk produc ion in 1974 was 16.7 billicn pounds. About 60 per cent
of this total was utilized in dairy factories with the remainder going for fluid
sales and uses on farms. The primary dairy industry supports a processing sector
of some 590 plants with a gross oubpub value of $1.5 billion annually and an '
enployment of 30,000, Over the years, while fluid use has commended a -growing
proportion of market supplies, total K conswaption of all milk and nilk products,
neasured in butterfat terms, has declined. Significant increases in per capita
cheese consumption have been more than offset by a decline in butier consumption.
More recently there has been a noticeable shift away from whole milk to low fat
milk ( 2 per cent BQF.) consurption, '

In trade temns, unull 1979, Ganada tended to be largely self-sufficient
(as meosured in buttorfat). Exports of cheddar cheese and skin milk powder
were offset hy °pcc¢ﬂ]tj cheese inporis. Between 1970 and 1974, however,. Canada
was a snall net importer of dairy products. In 1973 and again in 1974 nct. imports
of dairy products wecre oqulvulon1 to about 10 per cent of dome tice milk production.

Government dalry pO‘lciOS have been designed to onsure orderly marketing ard
continuity of supplies. Pricc support and siabilization measurcs have been bocked
by a central.y regulated “upD]J mane cenent systen, dés gned to balance overall
output with needs. Canada ig one or the iew couliries which has odupied . policey
of producer co-respons lbl¢lu} for surpluses. Under the supply nmanagenent systen
over-quota delivrries are subject to a penalty deduction from the narket price of
milk. The curront pensliy on over-quota deliveries is $4.00/100 1. ($£8.32/100kgs.)
of milk 2.5 per cent busterfat. Within quote milk is eligible for a deficiency
payment of %2.66/100 1h, (%5.85/100 kgzs.). However, cven in this case producers
are subject to penalties’Lf supply exceeds denmand. At the present tinme within-
quota milk is subject to.a lovy of 654/100 Llb.  in order to help finencc the cost
of mn export equalization fund.

Traditionally fiuid milk mnrketing has been regulated under provineial
pelicies, while Fedoral policy has been directed towards mllk and cream for
nanufacturing purposes. However, since deliveries of fluid milk shippers in excess
of fluid market rcoulrenents ere utilized as nonufocturing mill, the Federal



MTN/DP/W/13
Pege 3

Government has entered into an agreement with all provinces in order to limit
overal: manuf-cturing milk productior to market require ents. Currently the
market sharing quota for totsl manufa~*mring milk production is 10 billion pounds.
4s noted earlier, milk production in excess of this amount is not eligible for
deficiency payments and is in fact heavily penalized.

Prcblems in dairy trade

In the Canadian v1eu, the problems in the world dairy sector reflect both the
basic characteristics of the industry its olf as well as the effects of governmental

policies on production and trade.

1l Market instability

As thu Ganadlar 6016 zation noted at our last neeting, a principal feature of
international dairy trade for many years has been its Vvolatile and unstable
character. Ve ncoved from surpluses and low prices for most dairy products in the
late 1960's to relative ‘shortages ond rising prices in the early 1970's, In 1973
we saw an increuse in global dairy trade of about 43 per cent over 1972, but a
decline in 1974. In 1975 we are again faced with rapidly mounting stocks of

o
.

skim milk powder and declining prices

One source of market instability lies in the fact that dairying has a slow
production adjustnent capebility. By and lerge alternative opportunities for
utilizing resources engaged in daivying are l¢m1tod.. Thus resources tend to be
"locked into" dairying and it is difficult to nake adjustments to changing
economic circumstances. The recent rapid infletion in costs, experienced in most
developed countries, has compounded normal difficulties of production adgustnent.
Lfforts to pass onto consumers the higher cdosts of production have tended %o have

a dampening effect on demand.

4 second source of nark-t instatility lies in the marginal nature of dairy
trade. In terms of milk equivalent, total global exports of dairy products in
1973 anounted to barely 10 per cent of world production. The marginal nature of
trade reflects to a considerabic cxteat the fuct that in .most developed importing
countries, domestic dairy industries have developed to ensure essential supplies
of fluid nilk, and perishable mnilk products to consumers. Because of its
perishable nahurc, when production of fluid milk extends heyond immediate needs,
the only outlets are in menufactured dairy products, particularly butter and skin
nilk powder. Varidtions in donegtic silk production can have significant
1npllcatlons for internationgl trade, It hag heen estimated, for exanple, that
in Canada's case a variciion of 1-2 per cent in total milk produytlun results in
increases in manufacturing produce supplies of up to 10 per cent. In short, even
noderate variations in uilk supply, can have unexuoctou and destabilizing effects
on import nceds and export supplies in individual uountrleu.
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2. Impact of national policie

Governnents havc sought through national deiry poiicies to counter some of
the Inherent difficulties of the industry. More than any other sector, the dairy
industry in all najor inporting and exporting countries is characterized by a
high degree of government intervention., Virtually all developed countries have
inplenented domestic price support and income stabilization policies for their
dairy sectors. ' '

The effects of these policies on dairy trade have manifested themselves in
two ways: '

l. Toa larrc extent domestic St&blll”&ulon policies have been implenented
by price support nechanisns which have required the ancillary use of border -
controls, whether fto prevent the undermining by imports of domestic price support
levels or to ensure priority for the marketing of domestic supplies. The end
result has .een that world dairy trade has been continuously subject to more
non-tariff neasure than any other agricultural sector. The lack of secure terms
of access for the major competitive exporters has had a detrimental effect on
their production, investment and foernm incomes. While there would appear to be a
linit to the extent production could be expanded in efficient exporting countries
to meet an unrestricted expansion of inport access for dairy products, the present
situation is such as to inhililn the optimwa utilization of resources in efficient
exporting countries.

2o Dairy inceme stabilization anéd price support policies have tended to
result in the periodic creation of burdensome surpluses which have been dispused
on international markats through various forns of export aids. It is not always
a question of the levels of domestic support encouraging excess production in
‘total. In some cascs 1t is the fact that the mix of policies brings forth
inappropria ¢ pronortlona of fats v.rsus non-fat-solids. AL the noment there is
too much skin milk powder. Tuc youl: ago it waz excessive butter stocks
Governments havc found it difficult to "fine-tune® their dairy policies to the

extent necessary to balance suprply with narket requirements.

Faced with hurdensone surpluses governnients have tended to take the easiest
way out. Export subsidization has led other countries toc adopt offsetting import
restrictions or to provide competitive export aids in order to protect traditional
nmarkets. The present skin milk powder situation is a prime example of excess
_projuctlon lenulnr to competitive surplus ﬂLqPOSd! effortu, costly to all parties.
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Conclusions

From the Canadian perspective the analysis of the characteristics and problems
of dairy trade lead to the same conclusions as we advanced in our last statement
to this group, namely the negotlations should deal with the three interrelated
issues of inport occess, export subsidization and narket instability. In addition,
there appears to be 2 definite need to develop a framework for improving the
international co-ordination of national policies as they relate to international
dairy trade. In short, the guestion we need to address is how to find a
rultilateral basis for equitably sharing the burden of adjustients needed to
securce the stable expansion of internaticnai trade in dairy products.



