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Executive Summary

This paper reviews the current state 
of the Canadian dairy industry in order 
to highlight the potential effects of a 
liberalized global market on the domestic 
market. The authors argue that there is  
need for advanced discussion on a liberal-
ized dairy market because domestic 
policies in foreign states are already 
positioning their dairy industries to function 
under a liberalized framework, and the 
international community is convening to 
discuss liberalized multilateral agreements 
with negligible support for continued supply 
management. 

These international conditions point toward 
the possibility that the Canadian dairy 
industry will be forced into a framework for 
which the Canadian industry is ill-prepared. 
To investigate the competitiveness of the 
domestic dairy industry, the authors review 
influential domestic and international 

factors, in combination with anticipated 
industry scenarios to identify the likely 
consequences of a liberalized dairy 
environment. The paper finds that the 
Canadian dairy industry is not positioned 
to succeed if the dairy industry were to 
liberalize in short order. In this scenario, 
the U.S. dairy industry would likely 
devastate the Canadian dairy industry by 
flooding the market with low-cost dairy 
products. In addition, Canada would not 
be positioned to benefit from access to 
emerging markets due to an inability to 
offer cost-effective products. Finally, this 
paper provides a road map for future 
reform using domestic and international 
focused policies that work to increase 
Canada’s competitive advantage in a 
liberalized dairy framework.
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Introduction 

“ ”
International forces are currently 

working to liberalize the markets 

for agricultural products...

The Canadian dairy industry is run by 
supply management systems that control 
production quotas, administer prices and 
regulate imports by placing limits and 
tariffs (Canadian Dairy Commission, 2010; 
Drummond, 1960). Supply management 
is not unique to the dairy industry, as the 
Canadian poultry and egg industries are 
managed this way (Lang, 2011). Provincial 
and federal marketing boards that collabo-
ratively manage prices, production quotas, 
subsidy payments, export  programs, book-
keeping, and among other duties, run the 
dairy supply management systems.   

Initially, supply management was applied 
to the dairy industry to stabilize prices for 
producers and consumer, and to secure 
supply for processors. However, the 
industry’s ability to fulfill these measures 
is a contested issue, as critics argue that 
supply management is detrimental to 
consumers and market efficiencies (Tamilia 
& Charlebois, 2007). On a global scale, 
supply management contributes to trade 
distribution through domestic support 
programs, setting prices, and placing 
limits and tariffs on imports. International 
forces are currently working to liberalize 
the markets for agricultural products in an 
effort to stabilize prices. The Doha Round is 
an international agreement directed toward 
this objective; however, there is no sign of 
the agreement coming to a close. 

The Doha Round would have many 
implications for the global dairy industry. 
In the Canadian context, it would mean 
the elimination of supply management and 
freer market access to and for Canadian 
consumers, with many implications for 

farmers, consumers and the agricultural 
sector at large. This paper will discuss 
the impact of the Doha Round on the 
Canadian dairy industry and present a 
broad policy framework that could enhance 
the industry’s competitive advantages in a 
liberalized global market.

Canadian Dairy Farmers 

The Canadian dairy industry is the third-
largest domestic agricultural sector. It 
employs roughly 26,000 farm workers and 
20,500 processing workers (Agriculture 
and Agri-Food Canada, 2009a). In 2008, 
$5.3-billion was generated from dairy 
production, which translated to $13.1-
billion in sales. In 2008, the industry 
represented 15 per cent of the food and 
beverage sector in Canada, making it the 
third most-valuable agricultural sector 
(Agriculture and Agri-Food Canada, 2009b).

The majority of farms are located in 
Quebec (49 per cent) and Ontario (32 per 
cent), a statistic that has remained largely 
constant over the past decades. Since 
1920, the number of herds has decreased 
while milk production has grown by 60 per 
cent, suggesting that industry efficiencies 
have improved over the past decades 
(Government of Canada, 2010a).

The Canadian Dairy Industry— 
An Introduction to Supply Management
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Compared with the average Canadian 
farmer, dairy farmers generally have 
more total assets and higher net worth 
(Statistics Canada, 2011a). In 2009, the 
average net worth of a cattle and milk 
production farm was $2.5-million, up by 
$0.5-million from 2005. The majority of 
dairy farm assets are tied up in long-term 
assets such as land, buildings, machinery, 
equipment and quotas. Assets generally 
outweigh liabilities. These figures suggest 
that the Canadian dairy farmer is well 
positioned to invest in farm operations 
and expand production should the market 
demand. 

Canadian herds are primarily made up 
of Holsteins, a larger cow that produces 
optimal yields in mild temperatures 
(Jenness, Wong, Marth & Keeney, 1999).  
In 2009, compared with all dairy breeds, 
the Holstein represented 92 per cent of all 
milk lactations in Canada, produced the 
highest domestic milk yields (9,793 kg) 
and the lowest compositions of fat (3.76 
per cent) and protein (3.19 per cent). 
Canadian Holsteins have a competitive milk 
yield when compared with international 
non-hormone-treated cows. This places 
Canada in a unique position to have 
a competitive advantage on fluid milk 
production and genetics design exportation 
(International Committee for Animal 
Recording, 2011). 

Dairy Trade
In 2010, dairy exports amounted to over 
$225-million in revenue and dairy imports 
amounted to over $610-million in revenue; 
74 per cent of trade was imports (Dairy 
Products Exports, 2011; Imports of Dairy 
Products, 2011). The disparity between 
export-import is slowly becoming more 
pronounced. In just one year (2009 to 
2010), the value from dairy exports fell 
by $3-million and the value from imports 
rose by $37-million (Canadian Dairy Trade 
Bulletin, 2009 and 2010; Statistics Canada, 
2011b). Of the total imports in 2010, 40 
per cent of the profit came from cheese, 
followed by 15 per cent from milk protein 
substances and 4 per cent from butter, fats 
and oils derived from milk (Canadian Dairy 
Imports). Canada’s most profitable exports 
in 2010 came from the “Others” category 
(50 per cent), which includes ice cream 
(48 per cent of the category) (Statistics 
Canada, 2011b). Cheese and whey were 
responsible for 21 per cent and 16 per 
cent, respectively, of the total export 
profits. 
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Milk and creams made up only 5 per 
cent of the export profits, while skim 
milk powder represented 11 per cent. 
When considering the quantity to profit 
ratio, whey is the most profitable dairy 
commodity, providing an almost 1 to 1 
ratio in kg to dollars (Statistics Canada, 
2011b).

Canada exports cattle genetics through 
dairy cattle, embryos and semen. Genetic 
exports generally fluctuate between years; 
however there has been a general decline 
in the value of genetic exports. In 1998, 
Canadian genetics generated over $113-
million in exports, compared to in 2010, 
when it generated $16-million (Canadian 
Exports of Dairy Genetics by Country 1998 
to 2004—Genetics Total; Canadian Exports 
of Dairy Genetics 2005 to October 2011, 
2011). This decline is not explained by 
import revenue, in 1998 Canada imported 
$650-thousand worth of genetics and 
in 2010 it imported $8-million worth of 
genetics (Government of Canada. Canadian 

“ ”
Canada’s most profitable 

[dairy] exports in 2010 came 

from the “Others” category ... 

which includes ice cream...

Imports of Dairy Genetics by Country 1998 
to 2004—Genetics Total; Canadian Imports 
of Dairy Genetics 2004 to 2010—Genetics 
Total). The decline is explained by other 
countries increased access to advanced 
technology, which allows them to import 
lower cost genetics (semen over live cattle) 
as well as improve domestic genetics. Dairy 
semen is the most profitable genetic export 
product due to its low transportation cost 
and attractive low price. 

This has translated to an increase in semen 
export, from $32-million in 1998 to over 
$100-million in 2010 (Canadian Exports 
of Dairy Genetics by Country 1998 to 
2004—Genetics Total; Canadian Exports 
of Dairy Genetics 2005 to October 2011, 
2011).In 2010, Canada exported its dairy 
genetics to North America (35 per cent, 
mainly the United States), Europe (31 per 
cent), Asia (11 per cent), South America (9 
per cent) and the Middle East (8 per cent). 
While genetics represent lower revenues in 
the dairy industry, genetics is a Canadian 
advantage. In 2009, Canada supplied 
approximately 20 per cent of the global 
dairy genetics but less than 1 per cent of 
the global dairy market (Agriculture and 
Agri-Food Canada, 2009b).
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Part I: External Forces Affecting 
the Canadian Dairy Industry

Political Environment

The Canadian Political 
Environment
Controlling production quotas, administer-
ing prices and managing imports are the 
basis of supply management systems. 
(Canadian Dairy Commission [CDC], 2010;  
Drummond, 1960). Provincial dairy market-
ing boards, the federally run Canadian Dairy  
Commissions and the Canadian Milk Supply 
Management Committee (CMSMC) work 
together to supply-manage the dairy sector. 

Provincial marketing boards are given 
federal and provincial authority to 
administer supply quotas, market pooling, 
set prices, keep records, write reports 
and perform inspections (World Trade 
Organization [WTO], 1999). Under the 
Canadian Dairy Commissions Act (1966), 
the mandate of the CDC is to 1) provide 
producers with a fair return on labour and 
investment and 2) provide consumers 
with dairy products (Canadian Dairy 
Commissions). The mandate is carried 
out through managing price-support 
programs, subsidy payments and export 
programs as well as through mediating 
between provincial dairy marketing boards 
and CMSMC interests. The CMSMC is 
responsible for policy development, the 
supervision of the National Milk Marketing 
Plan (Market Sharing Quota), CDC’s 
operations, market pooling and quota 
administration.

Supply management is a contested issue.  
Arguments in support of supply manage-
ment in the dairy sector maintain that this 

practice provides a stable and steadily 
rising income in a volatile market (sensitive 
to seasonality, weather, perishability, etc.),  
greater equality in bargaining power 
between producer and processor/distributor 
and reduces the profit margin earned 
upstream in the supply chain (Tamilia &  
Charlebois, 2007). Critics of supply manage- 
ment, by contrast, argue that it limits and  
controls entry into the industry, restricts 
the individual producer’s output and places  
boundaries on whom farmers can sell to.  
Critics contend that this practice is 
becoming monopolistic and is counter to 
free market ideology. As result, supply 
management is contributing to poor market 
efficiency, a lack of product innovation 
and product offerings, and a rise in retail 
prices (more concerning for low-income 
consumers) (Tamilia & Charlebois, 2007).

Two main groups take an interest in the 
policy that governs the dairy industry: 
farmers and consumers. Farmers arguably 
have more influence over policy, as they 
have greater representation on provincial 
dairy boards, the CDC and the CMSMC, 
which act as lobby groups. Farmers’ 
interests lie in preserving the dairy 
industry as it stands, thereby guaranteeing 
a steadily rising income for themselves. 
In contrast, consumers have marginal 
influence over policy, as they have token 
representation on dairy governing bodies. 
Additionally, there is consumer ignorance 
regarding how the dairy industry operates 
and how Canadian prices compare in the 
world market (Tamilia & Charlebois, 2007). 

Stanbury (2002) estimates that supply 
management costs Canadian consumers 
more than $2.5-billion a year through 
imposed retail prices and taxes. This is 
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equivalent to $320 per family per year, 
a significant cost when considering the 
impact on low-income households. In 
addition, consumer price indices show 
that in Canada from 2005 to 2010, the 
price of dairy products (fresh milk, butter, 
cheese) increased at a higher rate than all 
other food items (Consumer Price Indices 
for Canada). Canadian consumers pay an 
average of two to three times more for 
dairy products compared with international 
price standards (Organisation for Economic 
Co-operation and Development [OECD], 
2004). Although prices remain high, most 
Canadian consumers do not consider price 
when purchasing dairy products, as they 
think that dairy prices are fair, consumers 
show a general willingness to pay more 
for their dairy products (Hart, 2005; 
Charlebois, Langenbacher & Tamilia, 2007). 
These results demonstrate that consumers 
have a persistent ignorance regarding the 
dairy industry. 

Is it not surprising that farmers are the 
most organized and vocal group in the 
dairy industry debate, as they stand to 
gain the most from a continuing supply 
management system. As a result, there 
is little domestic pressure to change the 
industry’s operating structure. However, 
the global political landscape is changing 
around agricultural policy, and, as a 
result, pressure to eliminate supply 
management is coming from the WTO and 
the international community in the form of 
the Doha Round agreement. If it passes, 
Canada may be forced to comply with the 
international community if it expects to 
continue as a trade-focused economy in  
the global competitive environment. 

The Global Political 
Landscape
International dairy markets are highly 
protected, and, as a result, the dairy 
sector is one of the most distorted sectors 
in the global agricultural trade (Gifford & 
Dymond, 2008). The WTO has tried several 
times to correct trade distortion through 
the Uruguay Round and the Doha Round. 
The former was successful at starting the 
discussion around trade in general, and the 
latter has yet to find success in controlling 
trade distortion in the agricultural sectors.

The WTO introduced the Uruguay Round 
(1986-1994) to increase liberalized trade 
by reducing trade-distorting domestic 
support as well as reducing import barriers 
and export subsidies. One problem 
with the Uruguay Round was that the 
reduction of government support for 
individual agricultural commodities was not 
addressed. The dairy markets continued to 
be distorted as a result. 

In 2001, in the aftermath of the 9/11 
terrorist attacks, the WTO introduced a new 
round of multilateral trade negotiations 
called the Doha Round, which are still 
continuing. 

“
”

Canadian consumers pay  

an average of two to three  

times more for dairy products 

compared with international  

price standards...
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The objective of the Doha Round is to 
liberalize trade while accounting for the 
needs of developing countries. The Doha 
Round covers four areas of trade reform, 
with agriculture being one of them. There 
are three areas to be addressed within 
the agricultural agreement: 1) domestic 
agricultural support programs, 2) export 
competition, and, 3) market access (WTO, 
2008). The Doha Round includes formulas 
(a.k.a. modalities) that all 153 members 
are to use to calculate the percentage of 
tariffs and subsidies that are to be cut for 
the products covered under the agreement. 
The Doha Round negotiations have not 
finished, as disagreements between deve-
loped and developing countries must still 
be resolved (Schnepf & Hanrahan, 2010). 

The Canadian government has said 
that in the Doha Round negotiations it 
would be placing a priority on “achieving 
fundamental reform of world agricultural 
trade. Canada is seeking the elimination 
of all export subsidies; substantial 
reductions to, and disciplines on, trade-
distorting domestic support; and real and 
significant market access improvements” 
(Foreign Affairs and International Trade 
Canada - Canadian Objectives in the 
WTO Negotiations). The country has 
acknowledged the need to create a “more 
level international playing field … while 
seeking to ensure that Canada’s supply 
management system for certain agricultural 
products is not compromised” (Foreign 
Affairs and International Trade Canada, 
2011). Nations such as Switzerland, 
Australia, New Zealand and Korea had once 
shared an interest in preserving supply 
management. However, all have begun 
to eliminate supply management in their 
domestic sectors, and, as a result, Canada 
stands alone in its interest to preserve 
supply management within the Doha Round 
agreement (Reguly, 2004). 

It seems unlikely that the move toward 
greater market access will come with the 
preservation of supply management. It 
will likely be eliminated because the Doha 
Round passes agreements based on votes, 
and Canada will likely be outnumbered in 
its desire to preserve supply management 
(Reguly, 2004). Canada will also have to 
accept the Doha Round’s demands so it  
can gain market access, a priority in the 
Canadian  agenda, so that it can be success- 
ful in a liberalized market (Foreign Affairs 
and International Trade Canada—Canadian 
Objectives in the WTO Negotiations).

While the Doha Round is meeting 
resistance caused by global economic 
uncertainty, it is expected to pass 
eventually, as members are committed to 
increasing market access through trade. 
Even as the Doha Round negotiations 
continue, Canada is actively engaged in 
talks with the United States and the Asia-
Pacific region regarding the Trans-Pacific 
Partnership and with the European Union 
regarding the Comprehensive Economic 
and Trade Agreement (CETA) (Fekete, 
2011; Huffington Post, 2011). Canada’s 
involvement in multinational free trade 
agreements has created speculation that 
supply management is on the table for 
negotiation, because the United States and 
Europe are not interested in negotiating 
with Canada under supply management’s 
continued existence (Fekete, 2011; 
Huffington Post, 2011). As the international 
community convenes on the future of 
global trade and tackles the sensitive issue 
of the agricultural sector, Canada will have 
to participate in a more liberalized market 
environment if it plans to have an active 
trade relationship with other countries.

Various studies have analyzed how the 
global dairy industry will change because 
of the Doha Round. Shawn and Love 
(2001) observed that while a liberalized 
market would result in a lower global 
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supply of dairy, increased value from 
trade would offset this. For Canada, this 
would mean a price reduction for dairy 
production offset by the expansionary 
effect of removing production quotas. The 
U.S. dairy industry could stay stagnant if 
the decrease in price and production could 
be offset by efficiencies and productivity. 
Milk-production efficiencies are expected 
to shift, with Australia and Argentina 
becoming more efficient by 14 per cent; 
New Zealand and Brazil by 10 per cent; 
and Canada becoming less efficient by 
minus 1 per cent; the United States by 
minus 5 per cent; the European Union by 
minus 7 per cent; and Japan by minus 
19 per cent (An Analysis of Dairy Policy 
Reforms and International Dairy Trade 
Liberalization: Analysis of Intenational 
Dairy Trade Liberalization, 2004).

Australia and New Zealand stand to gain 
the most from higher world prices and 
increased exports, while Japan and Korea 
stand to lose the most through decreased 
production value. For Canadian consumers, 
liberalized markets would decrease prices, 
which would translate into savings of 32 
per cent on dairy products at retail. Cox, 
Coleman, Chavas and Zhu (1999) expect 
that liberalization will create global savings 
of up to $10-billion for dairy consumers. 
Shawn and Love’s (2001) analysis predicts 
that the volume of world dairy trade will 
rise by $1.8-billion. The allocation is 
different across countries: Australia, New 
Zealand and Argentina are expected to 
see a higher increase (7 per cent to 9 per 
cent); the European Union and the United 
States expect to see a modest increase 
(1.2 per cent to 1.4 per cent); and Canada 
expects to see no impact on trade exports. 
The OECD issued an analysis of dairy 
commodities and found that liberalization 
would result in trade expansion for cheese 
(25 per cent) and non-fat dry milk (5 per 
cent) and trade reduction for butter (minus 
1.3 per cent) and whole milk powder 
(minus 3 per cent). 

In terms of the value for commodity trade, 
the European Union and the United States 
will expect to have higher returns on 
cheese, while Australia and New Zealand 
will have higher returns on butter and non-
fat dry milk. 

The analyses are generally consistent 
regarding the consequences of a liberalized 
global dairy market. The global value of 
dairy would increase and production would 
decrease, and the global markets would 
favour the more-efficient countries (e.g., 
Australia, New Zealand, etc.) that already 
have more-liberalized dairy industries. In 
the current state of affairs, the effect on 
Canada would translate into lower retail 
prices for consumers, and producers would 
see greater value for milk yields, while 
production would be lowered by a minimal 
volume. Since production is not expected 
to increase, Canada is not positioned to 
benefit from new markets and trade.

“
”

For Canadian consumers, 

liberalized markets would 

decrease prices, which would 

translate into savings of  

32 per cent on dairy  

products at retail.
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Canadian Consumers
The examination of Canadian consumption 
patterns over the past two decades 
shows that the overall consumption of 
milk has been steadily decreasing since 
the end of the 1980s. A breakdown 
of milk topography shows a growing 
consumer trend toward “healthier milk.” 
One per cent and skim milk have seen a 
steady increase over the past decades, 
while 2% milk, although in decline, 
continues to be the most consumed milk 
(Government of Canada, 2010b). Lower 
dairy consumption has been attributed to 
increased health consciousness, increased 
lactose intolerance, fewer children in 
the population and changing consumer 
preferences. See Chart 1 for a visual 
representation of milk trends.

Consumer Trends

With regard to dairy products, ice cream 
consumption has been steadily decreasing, 
while yogurt consumption has seen substan- 
tial growth (Government of Canada, 2010b;  
2010c). Canadians are eating twice the 
amount of yogurt they did a decade ago. 
Cheese is a stable in consumers diets, 
seeing slight increases, it remains to be 
the most consumed dairy product. Butter 
and condensed/evaporated milk are seeing 
slight declines (Government of Canada, 
2010c). “Less milk, more healthy milk 
products” sums up the Canadian dietary 
trend.

Agriculture and Agri-Food Canada 
commissioned an analysis of long-term 
consumer trends and found that 2020 
expects to see further declines in ice cream 
(minus 50 per cent) and milk (minus 15 
per cent) consumption as a consequence 

Canadian Dairy Trends in Milk ConsumptionCHART 1

Source: Government of Canada, 2010b
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of an aging population, increased milk 
intolerance and increased availability of 
calcium and dairy substitutes (Agriculture 
and Agri-Food Canada, 2005). Commodities 
expected to increase in consumption are 
cheese (30 per cent), yogurt and cream 
(60 per cent). The report identified three 
possible growth markets in Canada:  
1) flavoured milk sold to youth through 
advertisement and convenience placement 
in schools, 2) organic milk sold to expectant 
women and young mothers, and, 3) milk  
sold to an aging population as an osteoporo- 
sis-prevention product. 

Global Consumers— 
Emerging Markets
The fulfillment of the dairy needs of global 
consumers is affected by a country’s GDP,  
as milk products are generally more expen-
sive than other food products, access is 
based on the availability of discretionary 
income (United States Department of 
Agriculture, [USDA] 2011a).1 Generally 
speaking, high-income countries (e.g., 
the United States, the European Union, 
Japan) are shifting toward packaged foods 
and ready-made products. In addition, 
there is a growing niche for organic food, 
especially in the small wealthy segments of 
these populations. Middle-income countries 
(e.g., China and Mexico) are following 
high-income countries with regard to food 
systems (e.g., food chains) and diets. 
Greater urbanization is associated with 
higher income and education and with 
women in the workforce, which gives 
consumers greater discretionary income 
and access to food products. Urban 
populations in these countries are starting 
to outnumber rural populations, which also 
means an increase in refrigerators, and, as 
a result, an increased ability to purchase 

and store perishable foods. Lower-income 
countries are seeing shifts in their dietary 
habits as the average income rises. These 
consumers are moving away from grain/
carbohydrate foods toward more-expensive 
calories, such as meat and dairy. Overall, 
global trends are creating an environment 
that is welcoming to dairy products. 
General trends show that processed dairy 
products should be developed for and sold 
in high-income countries. These products 
can then be passed down to middle-income 
countries, while the selling of raw dairy 
products can be focused primarily in low-
income countries.

Chart 1 highlights the consumption of milk  
in Canada, the United States, Europe, 
Australia, China and India over five 
consecutive years (2005 to 2009). The  
chart illustrates that Canada, the United 
States, Europe and Australia have the 
largest numbers of consumers of milk; 
however, consumption in these countries 
is staying stagnant or slightly decreasing. 
China and India represent growing markets,  
with 34 per cent growth in China and 23 
per cent in India. The growth in these 
emerging markets has to be interpreted 
cautiously, as the average consumption 
per person is still well below that of North 
American and European consumers. 
However, considering the population size 
of China and India and the increased 
consumer purchasing power, these emerging  
markets may still be of great interest even 
if consumers do not fully develop a taste 
for dairy products (Food and Agriculture 
Organization of the United Nations, 2008). 
Chart 3 takes into account each country’s 
population and dairy consumption in 2009 
to create a relative-consumption pie chart. 
From this, one can see that Europe and 
India represent the largest consumption 
volumes, the United States and China 
represent medium consumption volumes, 
and Australia and Canada represent 
minimal consumption volumes. 

1. Dairy products cost more because of greater 
inputs (more land and feed needed to produce 
them) and their greater perishability.
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Of the two emerging markets most often 
mentioned, India should be watched 
closely, as it is already three times larger 
than the Chinese consumer market. If 
Indian consumers keep increasing their 
dairy consumption, it will be an attractive 
market to engage. While the European 
Union and the United States represent 
large consumer markets, their large 
domestic production capabilities provide 
high competition for Canadian products. 
For these countries, Canada should focus 
on exporting value-added products and 
engaging in product differential strategies. 

Total Dairy Consumption in Selected Countries CHART 2

* European Union includes Austria, Czech Republic, Denmark, Finland, France, Germany, Greece, Hungary, 
Ireland, Italy, the Netherlands, Poland, Slovakia, Spain, Sweden and the United Kingdom (Government of 
Canada, 2011).

    Total Dairy  
Consumption in Selected  
Countries Accounting for  

Population (2009)

CHART 3

* European Union consumption averages include Austria, Czech Republic, Denmark, Finland, France, Germany, Greece, 
Hungary, Ireland, Italy, Netherlands, Poland, Slovakia, Spain, Sweden and United Kingdom. This number was used to average 
with the population for all European Union countries (Government of Canada, 2011; Population Reference Bureau, 2009)

 Canada United States European Australia China India
   Union*

 2005 84.0 81.1 90.3 109.8 8.5 
 2006 83.5 81.2 90.2 113.2  
 2007 83.0 80.3 64.1 102.8 8.8 35.8
 2008 81.9 79.7 63.4 102.4 9.2 37.0
 2009 81.3 79.4 62.5 102.7 10.9 37.4

Canada 2%
Australia 2%
China 11%

United States 18%

India 33%

European Union* 34%
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Impact of the Canada-
U.S. Relationship 
The Canadian-U.S. trade relationship is a 
complex one, and although the countries 
are competitors, their economies are highly 
intertwined. The relationship as it stands is 
built around a strong U.S. dollar. This trend 
is changing, as the Canadian dollar has 
been gaining strength relative to its U.S. 
counterpart. In a liberalized environment, 
this will have a significant impact on the 
Canadian dairy industry. 

U.S. farmers have leveraged a strong U.S. 
dollar to purchase Canadian goods such 
as machinery and dairy genetics, and they 
have used U.S. subsidies to lower the price 
of exported dairy products. U.S. farmers 
have also used their strong currency to 
secure low-cost farm labour (MacDonald, 
O’Donoghue, McBride, Nehring & Mosheim, 
2007). With a decreasing U.S. dollar, U.S. 
farmers are less likely to import Canadian 
goods due to their higher costs. Farmers 
will have an incentive to export dairy 
products to Canada and make a greater 
profit. 

This trend carries both positive and nega-
tive consequences for the Canadian dairy 
economy. In a liberalized market, a weaker 
U.S. dollar would drive up production 
costs and take away the United State’s 
competitive advantage of being able to 
produce large quantities of low-cost milk. 
At the same time, Canada would have 
difficulty selling higher-priced milk to U.S. 
consumers and may see even lower-priced 
U.S. dairy products flooding the market. 

Macroeconomic Forces

Global Dairy Players
In a liberalized environment, the domestic 
dairy industry would experience foreign 
competition. Canada must understand 
where the competition lies in a liberalized 
market, so it can create effective reforms 
that position its dairy industry for success. 
This section describes possible scenarios in 
a liberalized market in order to effectively 
position the reforms. 

Three sources of competition (the United 
States, Australia and India) are identified 
in order to present three different scenarios 
Canada will have to deal with: 1) external 
pressure and increased competition in 
the domestic market, 2) competition in 
emerging markets from developed dairy 
industries and 3) growing competition for 
emerging markets from the domestic dairy 
industry. The greatest competition for the 
Canadian domestic market will come from 
the United States, due to its high-volume 
production capabilities and proximity to the 
Canadian border. Australia is a potential 
competitor in emerging markets. It has 
high dairy efficiencies, low product costs 
and a liberalized market. Another source 
of competition in emerging markets could 
come from developing countries such as 
India. Although India is seeing the highest 
increases in consumer demand, it is also 
the second-largest producer of milk, and 
it is positioned to be an exporter should 
it be able to meet and surpass domestic 
demand. If this happened, it would 
eliminate any potential benefits Canada 
would gain from new market access.
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The U.S. Dairy Industry
The U.S. farm industry far exceeds 
Canada’s due to its large population and its 
production capabilities. Its dairy industry 
far outperforms Canada’s based on the 
fact that it possesses more dairy cows, 
making the industry 14.5 times larger 
than Canada’s and increasing (Government 
of Canada, 2011; USDA, 2011b). Under 
current Canadian-U.S. dairy trade relations, 
non-domestic milk is not allowed for retail 
sale within Canada; however, Canada is 
the largest importer of U.S. dairy products 
(U.S. Dairy Export Council, 2011). 

To help exporters gain access to foreign 
markets that have high tariffs, such as the 
Canadian market, the U.S. government 
developed subsidy programs such as the 
Dairy Export Incentive Program (DEIP) 
(USDA, 2010). The USDA pays cash to 
exporters as a bonus, enabling them to sell 
products at lower-than-acquisition costs. 
Currently, the DEIP is offered for butterfat, 
cheese and non-fat dry milk. DEIP is a 
visible advantage as it allows U.S. products 
to be competitive in foreign markets that 

have heavy subsidies. The DEIP also gives 
the United States a way to cultivate foreign 
markets prior to the implementation of the 
Doha Round, when subsidy programs will 
be diminished, if not eliminated. 

Table 1 illustrates the disparity between the 
Canadian and U.S. dairy industries. Note 
that the U.S. dairy industry outperforms 
the Canadian industry in the number of 
domestic cattle, in milk production and in 
dairy consumption as well as in revenue 
from exports. Additionally, the U.S. dairy 
industry produces almost twice as much 
milk as it consumes, which enables U.S. 
farmers to be international exporters. 
In contrast, the Canadian diary industry 
produces just slightly more milk than it 
consumes, which means that Canada has 
minimal export capabilities. It is important 
to note that Canada’s true domestic 
product capability may be under-reported, 
as supply management limits production 
through quotas. Farmers who produce 
excess dairy end up getting rid of it and 
not reporting it, as this would result in 
penalties from the CDC. 

Comparing Canadian and U.S. Dairy  
Industry (2009)

TABLE 1

Sources: Agriculture and Agri-Food Canada, 2011; Government of Canada, 2011; International Committee for Animal 
Recording 2011; Population Reference Bureau, 2009; U.S. Dairy Export Council, 2011; Cattle Inventories, 2010.

  Canada United States

 Total Domestic Cattle (Million Cows) 1.4 Million 9.2 Million

 Holstein Milk Yield per Cow (kg) 9,793 kg 10,403 kg

 Total Milk Production (Billion Litres) 2.929 Billion 42.679 Billion

 Total Domestic Dairy Consumption (Litres per Capita) 81.3 Lpc 79.4 Lpc

 Domestic Consumption Population (Litres) 2.739 Billion 24.359 Billion

 Export Value $229.9-Million $3.71-Billion
  ($Cdn) ($U.S.)
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In a liberalized market, the United 
States is positioned to be an exporting 
superpower, as it is already producing 
more dairy than its domestic demand, 
and it has greater cost efficiencies in its 
dairy industry (Government of Canada, 
2011; International Committee for Animal 
Recording 2011; Jeffrey, 1992). U.S.-based 
dairy farmers could penetrate the Canadian 
market in an aggressive manner should 
liberalization occur. This would severely 
jeopardize the Canadian dairy industry 
overnight (Jeffrey, 1992). Canada is in a 
perilous position due to its proximity to 
the U.S. border and must position itself to 
protect its industry from such competitive 
strategies.

One significant difference between U.S. and 
Canadian production practices exists. In 
the United States, the use of BST, a growth 
hormone that increases milk yield, is legal, 
whereas in Canada, the use of BST on dairy 
cows has been banned since 1990. BST 
prevents mammary-cell death in the udders 
of dairy cows by increasing nutrients 
uptake (Bauman, 1992). Lactating cows 
receive BST during production peaks 
to preserve the milk-producing cells in 
the udder, thereby increasing milk yield 
(Bauman, 1992). There are disputes about 
its safety for humans and dairy cattle. 
Canada, Europe and the United Kingdom, 
among others, have banned BST use, citing 
animal safety as the leading reason for 
their decision. The continued ban on BST 
will help stave off the risk of importing 
potentially lower-priced milk products from 
the United States, 22.5 per cent of which 
are produced using BST (USDA, 2003). 

To mitigate the risk of a sudden entrance 
of lower-priced U.S. milk products, Canada 
should continue its ban on BST, impose 
stricter traceability standards on products 
imported from countries using BST and 
seek to minimize the importation of U.S. 
milk products through increased domestic 
production. 

Imposing stricter standards on imports 
from countries using BST would effectively 
make it more difficult for U.S. milk 
producers to sell in the Canadian market. 
This may result in some reduction in total 
imports, but will more likely be effective 
in slowing down the entrance of more 
U.S. competitors after liberalization. 
Stricter standards could be set based on 
the argument that the milk production 
and distribution network in the United 
States is sizable and may not be designed 
to easily filter out BST-based products. 
Another added benefit from continued 
BST restrictions is that U.S. dairy farmers 
will not be encouraged to undercut 
Canadian dairy prices further with the 
use of unnatural milk-yield enhancers. 
Additionally, BST restrictions allow Canada 
to maintain strong food safety sovereignty.

Using the BST restriction policy is a 
strategy that can aid the Canadian dairy 
sector in the event of dairy saturation 
from the United States. It is important 
to note that BST use blocks only 22.5 
per cent of the total available U.S. dairy. 
The restriction places additional costs on 
U.S. farmers, as they must keep track of 
their dairy production. This is not in itself 
a way to block multilateral trades, but a 
way to address public safety concerns and 
to help the domestic market through this 
transition. 

“
”

There are disputes about its  

[BST] safety for humans and  

dairy cattle. Canada, Europe 

and the United Kingdom, among 

others, have banned BST use...
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The Australian  
Dairy Industry 
One agricultural policy framework that 
has attracted considerable attention over 
the last decade is Australia’s. According to 
the OECD, Australia’s agricultural sector 
receives less government assistance 
than most other countries’ agricultural 
industries. In 2002, government programs 
supported 4 per cent of the Australian 
agricultural sector; this is significantly 
lower than the global average of 31 
per cent (Harris & Rae, 2004). The 
2002 support figure is a great contrast 
to previous years when market milk 
received more than 200 per cent, and 
manufacturing milk received more than 
19 per cent in government assistance 
(Productivity Commission, 2001). The 
Australian dairy industry is seen as being 
successfully deregulated. 

Separate dairy industries once governed 
the Australian dairy sector, with one 
designated for each state, which was 
further broken down into market milk and 
manufacturing milk. State-operated Market 
Authorities ran the dairy industry. In this 
environment, the price for domestic milk 
was 21 per cent to 50 per cent higher 
than the global standards (Productivity 
Commission, 2001). Freebairn (1992) 
observed that the price structure was 
effectively an income transfer from 
consumers to farmers that was estimated 
at $311-million between 1999 and 2000 
(an average of $25,000 for each Australian 
farmer).

Deregulation was done in two stages. The 
first stage, the Kerin Plan introduced in July 
1986, gradually eliminated the regulation 
of prices beyond the farm-gate, such as  
wholesale and retail dairy prices. The second  
stage was the elimination of regulated 
farm-gate prices which took place in June 
2000. Farmers received a warning eight 
years prior to the implementation of the 
second stage. The WTO and bilateral 
agreements were the key drivers for the 
reforms seen in stage one, and the push 
for the deregulation of farm-gate prices 
came from the Centre for International 
Economics, which represented the dairy 
industry and farmers’ organizations, as well 
as milk exporters and processors (Edwards,  
2003). The dairy industry pushed for deregu- 
lation because the gains were seen to out-
weigh the losses. Gains came in the form 
of reduced farming costs, value-added 
production and the opportunity to sell milk 
between states. 

Deregulation came with transition packages 
for farmers, which were estimated 
at $1.8-billion. The package was for 
farmers to improve farm efficiencies and 
competiveness (Truss, 1999). Farmers 
received direct aid in the form of one-
time grants for restructuring, business 
management training, adopting new 
technologies, etc. These packages were 
strictly controlled; farmers had to provide 
documentation to show that they would use 
the grant to improve the competiveness 
of their farms. They had the option of 
accepting exit packages if they wished to 
leave the dairy industry. Indirect aid was 
also given to farmers by improving the 
competitiveness of the industry as a whole.

In addition to the original package, the 
government developed the Dairy Regional 
Assistance (DRA) program, which was 
valued at $45-million and was to be spent 
over three years. The DRA was targeted at 
dairy-dependent communities and provided 
services such as retraining, business “ ”

... the price structure was 

effectively an income transfer 

from consumers to farmers...
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advice and counselling. Both packages 
were financed over eight years and paid for 
by consumers at the checkout when they 
purchased milk. In total, consumers paid 
an additional 11 cents per litre to support 
the dairy industry in this transition.

Because of deregulation, the price of retail 
milk fell by 22 cents per litre in the first 
six months (Australian Competition and 
Consumer Commission, 2001). Farmers 
adjusted to the new market; 17 per cent 
of the farmers left the dairy industry, 
22 per cent switched or diversified into 
other agricultural sectors, and of those 
who stayed, 80 per cent made changes to 
their farming practices to offset future net 
income losses (Focus, 2003). To increase 
competitiveness, farmers improved pasture 
(30 per cent of farmers), as well as 
increased herd (45 cent of farmers) and 
land size (33 per cent of farmers) (Harris, 
2004). Farmers increased their scale of 
production, and productivity increased. 
They also focused on increasing the 
quality and yield of milk by means of feed 
supplement and pasture development. 
Following deregulation, output per farm 
increased by 6 per cent between 2000 
and 2001, and then again by 14 per cent 
between 2001 and 2002 (Harris, 2004). 
The move toward deregulation provided 
a means to improve the Australian dairy 
industry, and it made Australia one of the 
countries with the most to gain from a 
liberalized global market.

Compared with Canada, the Australian 
dairy industry has more cattle, 1.6 million 
versus 1.2 million, and it has a greater 
export value, $2.4-billion versus $222.9-
million (2009 statistics) (Cattle Inventories, 
2010; Dairy Australia, 2010; Agriculture 
and Agri-Food Canada, 2011; Government 
of Canada, 2011). Australia’s major dairy 
markets are, in order of size, domestic, 
Japan, Singapore, China, Indonesia and the 
Philippines (Dairy Australia, 2010). 

Due to Australia’s location, its dairy 
industry does not pose a great competitive 
threat to the Canadian domestic dairy 
market. However, it is a competitor in 
emerging markets, especially in China, 
due to its proximity and its established 
presence in the market. If Canada hopes to 
compete with Australia, it will have to find 
efficiencies and lower production costs to 
be able to offer enticing dairy products in 
emerging markets.

On a side note, Australia and New 
Zealand are often mentioned together 
when talking about winners of liberalized 
trade. New Zealand’s ability to compete 
with the Canadian dairy industry should 
not be minimized, because while it is a 
small country, New Zealand’s dairy cattle 
inventory is three times that of Canada’s 
(Painter, 2007). Additionally, New Zealand 
uses an all-grass farming system, which 
makes its dairy industry cost competitive 
(Painter, 2007). While Australia and New 
Zealand are closer to their dairy product 
capacities, Canada must still improve 
dramatically if it hopes to be competitive in 
a liberalized market.

The Australian dairy reform experience 
illustrates the ways that deregulation 
can be successfully implemented. For the 
Canadian dairy industry, the Australian 
experience has three lessons. The first 
is to increase farmer awareness that 
the end of a regulated dairy market 
provides clear opportunities for growth. 
Australians farmers were able to see this 
in the early stages of dairy reform and as 
a consequence became a force for dairy 
reform. 

“ ”
They also focused on increasing 

the quality and yield of milk by 

means of feed supplement and 

pasture development.
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Secondly, the Canadian government needs 
to set a date on which to end regulation 
and to work toward it in successive steps. 
The Canadian government has yet to set a 
date, and as a consequence cannot move 
towards deregulation with the foresight 
and planning needed to design successive 
reform. Lastly, policy needs to be in place 
to ensure that farmers have support and 
educational programs at their disposal, so 
that they can position themselves to be 
competitive in a liberalized market. This 
last step was critical to Australia’s success 
because farmers were given the means 
to improve their dairy farms or get out of 
the business if they felt they were not able 
to adapt. In order for Canada to mimic 
Australia’s achievement and successfully 
implementation deregulation, it will need 
to incorporate Australia’s three lessons for 
dairy reform.

The Indian  
Dairy Industry 
India once had chronic milk shortages, but 
it is now the second-largest milk producer. 
Indian consumers are creating a greater 
demand for dairy and dairy products due 
to increased urbanization and income, and 
changing diets (Saxena, 2000). India is 
an emerging dairy market and has the 
potential to become one of the biggest 
global consumers of dairy (see discussion 
on global consumer trends). Therefore, 
India poses both a potential opportunity 
for Canada to gain market access under a 
liberalized market and a threat if it is able 
to meet its domestic demand and surpass 
production quotas to become an exporter. 

The infrastructure of the Indian dairy 
industry is minimal, as it is composed of 
millions of small producers, of which 72 
per cent have only one or two cows (Vijay 
& Ashok, 2003). Milk yield is low primarily 
because of the poor quality of feed and the 
environmental predisposition to droughts 
that drive up feed costs (Vijay & Ashok, 
2003). The transportation infrastructure 
of the dairy industry is also poor. Rural 
producers have only recently been 
connected to urban consumers. Most dairy 
farmers are poor and use dairy production 
as a means to earn money on the side. 
Therefore, most dairy farmers are unable 
to develop production  capabilities, because 
they lack access to capital and industry-
specific knowledge.

India’s dairy industry development has 
been slow. Operation Flood was created in 
1970 to connect farmers, processors and 
urban consumers. This initiative helped 
meet the increased domestic demand for 
dairy products. In 1992, the Milk and Milk 
Products Order (MMPO) was developed 
to regulate milk collection and created 
designated milk shed areas for farmers to 
use. 

“
”

...policy needs to be in place 

to ensure that farmers have 

support and educational 

programs at their disposal, 

so that they can position 

themselves to be competitive 

in a liberalized market.
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There were logistical issues, as not all milk 
sheds were near processing areas. This 
was complicated by the lack of storage/
refrigeration infrastructure, which created 
food-safety issues, poor-quality milk and 
increased transportation costs (Vijay & 
Ashok, 2003). At first, India enacted import 
controls to restrict market access in order 
to protect the domestic dairy industry 
and to facilitate industry growth. In 2003, 
amendments were made to the MMPO 
in order to open up the dairy sector to 
world markets and to facilitate the entry 
of large international enterprises (Vijay & 
Ashok, 2003). The intention was to create 
increased competition for the domestic 
market, and, more importantly, to bring 
in technology, industry-specific knowledge 
and develop the infrastructure.

The state of the Indian dairy industry is 
such that it is not able to create economies 
of scale, because it lacks the infrastructure 
necessary to develop the industry. 

India does, however, have a substantial, 
growing consumer market for dairy and 
dairy products. India’s ability to meet this 
demand is seriously questionable. Canada 
needs to consider what role it wants to play 
in the developing countries and emerging 
markets. It should seek joint ventures and 
consider exporting dairy products that have 
lower transportation costs, need minimal 
refrigeration and have long-term expiration 
dates. In 2009, Canada entered into talks 
with India regarding the Comprehensive 
Economic Partnership Agreement (CEPA). 
CEPA is a forum to start bilateral trade 
discussions; however, CEPA is still in its 
initial stages and dairy market access 
should be part of the agreement (Foreign 
Affairs and International Trade Canada, 
2009). 

“ ”
Canada needs to consider 

what role it wants to play in 

the developing countries and 

emerging markets.
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The Canadian Dairy IndustryCHART 4

Part II: Pillars for a Competitive 
Canadian Dairy Industry

Thus far, this paper outlined the state 
of the Canadian dairy industry and the 
domestic political environment in which 
it operates. This paper identified external 
forces that affect the Canadian industry, 
such as the global political environment, 
consumer trends and macroeconomics. 
Furthermore, this paper identified three 
sources of competition that Canada will 
likely face in a liberalized market. 

Canada’s ability to be competitive in a 
liberalized market lies in being able to 
identify its competitive advantages and 
leverage them in the global market. The 
following section will outline its competitive 
advantages and the two pillars for success 
(production and distribution). 

Chart 4 illustrates the entire environment 
in which the Canadian dairy industry 
operates. The teal border section represents  
the international environment, much of 
which has already been discussed, and 
the inside section represents the domestic 
environment, which will now be discussed.

The Canadian 
Competitive Advantage
Canada’s geographical location brings 
several advantages to its dairy industry. 
Under its environmental conditions and 
land availably, most dairy farmers are 
able to produce their own feed, which 
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lowers total production costs (Painter, 
2007). Dairy farmers usually allocate 
approximately 65 per cent of their farmland 
to crop production. However, exact amounts  
used for supply feed are unknown (Painter, 
2007). Canada has unused land to devote 
to the dairy industry, specifically in Nova 
Scotia, Newfoundland and Labrador (Farm  
Credit Canada, 2011). Where land is 
cheaper and more abundant, farmers 
have an opportunity to yield lower-cost 
feed; thereby allowing farmers to produce 
more product with increased economic 
efficiencies (Jeffrey, 1992).

By producing low-cost local feed, farmers 
are able to save further on transportation 
and storage costs. Innovations in genetics 
and feed positively affect dairy production 
(higher yields) and milk quality (greater 
fat and protein) (MacDonald, et al., 2007). 
Canada’s abundance of good-quality land 
means that farmers would be able to scale 
their operations if there was a demand for 
it. This means that Canadian farmers have 
the competitive advantage of producing 
feed at the same or lower cost, thereby 
allowing them to have economies of 
scale. From a competitive standpoint, this 
translates into possible cost-management 
and cost-effective scalability (Richards, 
1996).

More importantly, Canada’s true domestic 
product capability may be understated 
and unknown, as supply management 
has capped dairy production for farmers 
and not given an economic incentive for 
farmers to find production efficiencies nor 
to increase production to economies of 
scale (Jeffrey, 1992; Richards, 1996). As 
such, the implementation of a liberalized 
market in progressive steps could lead to a 
flourishing industry if developed correctly. 
The industry has created advantages 
in the area of genetics and higher milk 
yields. These have given the industry 

fringe benefits such as high fertility and 
natural resistance to disease that have 
kept veterinary costs down (Cattle Genetics 
Decoded, 2011). These advantages can 
be used in economies of scale, thereby 
allowing Canadian dairy farmers to become 
more efficient (Richards, 1996). 

Land availability, feed and genetics are 
important factors to dairy competitiveness 
because they allow farmers to reduce 
production costs by ensuring that fixed 
inputs are utilized to their full capacity. 
These interrelated variables affect one 
another, so efficiencies in one lead to a 
positive impact on another. For example, 
additional land availability allows for 
the growing of extra feed, which means 
farmers do not have to buy as much 
feed, and, consequently, this lowers their 
operational costs. Additionally, if farmers 
are able to grow better-quality feed than 
they can acquire, their milk yields will 
increase. 

To summarize, the Canadian advantages 
lie in three areas: abundant land, low-
cost good-quality feed and genetics. 
Individually, these competitive advantages 
are not unique to the Canadian environ-
ment and are probably replicable. However, 
the combination of these competitive 
advantages gives farmers the ability to 
scale their production (Richards, 1996). 
In a liberalized market, the Canadian 
dairy industry can take two routes to 
develop its competitiveness. The first is 
to focus on creating lower-cost structures 
through efficiencies, and the second is 
for farmers to focus on the production 
of dairy products and add value to their 
dairy. Both strategies can be implemented 
simultaneously through improvements 
made to production and distribution chan-
nels. The following section focuses on the 
enhancements that can be made.
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Pillars for Success: 
Production and 
Distribution
For Canada to be competitive in a liberal-
ized market, managerial strategies will 
need to use technology and innovation 
to improve current production and distri-
bution practices. The ultimate goal of 
implementing technology and innovation 
is to create efficiencies, thereby enabling 
Canadian dairy products to be competitive 
from a cost and product differential stand-
point. The following chart provides an 
overview of the possible strategies that can 
be adopted to improve current production 
and distribution channels.

Production
Technology
Canada has been successful in breeding 
cattle to be efficient in specific climates and 
more resistant to disease (Cattle Genetics 
Decoded, 2011). Canadian cattle have 
become an attractive commodity, as they 
are bred to have naturally high milk yields 
(Cattle Genetics Decoded, 2011). 

Further research with cattle will be 
needed to ensure that Canada keeps 
its competitive advantage. If exporting 
products is not cost-effective in a liberal-
ized market due to high oil prices or other 
variables, then Canada has the ability to 
focus on expanding its export of genetic 
design. 

Milk is a perishable item and needs to be 
consumed quickly or made into a longer-
lasting product. Technology can be used 
to improve dairy processes by extending 
expiration dates and by finding new uses 
for by-products. Milk naturally contains 
fats that can be made into butter and 
proteins (casein and whey) which have 
many commercial uses (e.g., nutritional 
supplement, food additive, aids in cheese 
production, wine, etc.) (Jenness, Wong, 
Marth & Keeney, 1999). Further research 
on dairy proteins could focus on identifying 
new market uses and minimizing by-
products. 

Innovation
Horizontal integration could benefit farmers 
by allowing them to enter new markets 
that have a similar organizational structure 
and use the same raw materials. For example, 

Canada’s Pilllars for Success in  
a Liberalized Market

TABLE 2

  Production Distribution

 Technology Dairy Products & By-products: Ultra-High Temperature (UHT) Pasteurization: 
  identify new market opportunities and reduce cost of packaging, transportation and 
  by-product uses. storing as well as eliminate the need for  
   refrigeration at all stages.

  Genetics: improve milk yield, disease 
  resistance, etc.

 Innovation Greater Horizontal Integration: new dairy- Greater Vertical Integration: lower transaction 
  related products. costs, higher profit margin.

  Enhanced Vertical Integration: dairy 
  production and processing done by the 
  same farmer.

  New Markets, New Products and  
  Better Packaging
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farmers who specialize in selling only milk 
could benefit from producing butter and 
other milk products. Horizontal integration 
could be coupled with vertical integration. 
Vertical integration allows farmers to take 
control over more of the dairy sector (e.g., 
feed, processing, etc.) and enables them 
to make a greater profit margin. By having 
a stake in the production of milk products, 
farmers are able to add value to the dairy 
they sell. It should be noted that vertical 
integration could come at the cost of a 
farmer’s core competencies if not executed 
correctly. For Canada to have proficient 
farmers and be competitive, policy will 
need to ensure that managerial skills and 
trade knowledge are transferred to dairy 
farmers. 

In a liberalized environment, new markets 
will open up to Canadian farmers. However, 
an understanding of consumer needs 
will be necessary for farmers to be able 
to offer attractive products and develop 
convenient packaging. New markets will 
also allow farmers to sell larger quantities 
of a product, thereby opening up new 
channels of distribution and revenue. By 
having a higher production output, farmers 
will be able to allocate fixed costs over 
more units of output, thereby increasing 
their profit margin. Due to the perishability 
of milk, Canadian farmers should focus on 
exporting longer-lasting products such as 
dry goods and cheeses.

Distribution
Technology
From a distribution standpoint, milk 
presents many logistical challenges with 
regard to its expiration, refrigeration 
needs, weight, etc. Technology can be 
used to delay its expiration date and 
create lighter distribution containers. For 
example, Europe and China often use UHT 
pasteurization (Oupadissakoon, Chambers 
& Chambers, 2009). 

This eliminates all microorganisms in the 
milk, thereby eliminating the need for 
refrigeration, and it extends the shelf life 
of milk significantly compared with other 
methods (Fromm & Boor, 2004; Walstra, 
Wouters & Geurts, 2006). This reduces the 
cost of packaging, transporting and storing 
the milk. Canadian farmers could adapt 
similar technologies, thereby allowing them 
to gain greater control over distribution 
channels.

Innovation
Vertical integration can also be applied to 
the distribution process. Farmers could 
become involved in distribution channels, 
thereby lowering transaction costs. This 
would also allow them to move raw milk 
and production facilities closer together, 
thus reducing transportation costs even 
further. Logistic issues (e.g., non-existent 
long-term storage facilities) would need to 
be addressed. 

“
”

For Canada to have proficient 

farmers and be competitive, 

policy will need to ensure that 

managerial skills and trade 

knowledge are transferred to 

dairy farmers.
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This paper examined the possibility of 
a liberalized market in the Canadian 
dairy sector in order to identify areas of 
competition and competitive advantage. 
Furthermore, this paper reviewed 
production and distribution practices 
that are likely to create efficiencies 
through technology and innovation. 
This section contains a series of policy 
recommendations that will best situate the 
dairy sector in the event of an imposed 
liberalized market. 

To position the dairy industry for success 
in a liberalized market, various policies 
will need to be implemented in a series of 
progressive steps in all areas that affect 
the industry. This section will first focus 
on policies with international implications 
and then focus on policies with domestic 
repercussions. All purposed policies work 
toward leveraging the existing competitive 
advantages and positioning Canada for 
success in a liberalized market. 

Part III:  Policy Implications

International Policy
1) Multilateral Agreements: Canada should 

support the Doha Round by seeking a 
realistic resolution. For Canada, this 
would mean not protecting supply 
management. It should also join the 
Trans-Pacific Partnership negotiations 
and show evidence that supply manage- 
ment is no longer immune to interna-
tional trade negotiations. Canada 
should collaborate with other countries 
with common interests, specifically 
those involved in increased access to 
emerging markets. International policy 
should work to secure the time needed 
to convert the domestic dairy industry 
from supply management to a liberalized 
system before forced to open the dairy 
industry.

2) Canadian-U.S. Trade Relationships: 
In a liberalized market, import barriers 
must not be utilized to protect the 
domestic dairy market. The United 
States poses a threat with its ability 
to saturate the dairy market. With 
lower-priced U.S. products, Canada 
would have to utilize other methods 
to ensure that the domestic market is 
not undercut. Canada would need to 
implement trade policy that utilizes 
food-safety issues as a barrier. For 
example, the continued ban on BST use, 
origin labelling, processing transparency 
and accountability could all be used for 
this purpose. 
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3) Bilateral Ventures: Canada should 
seek individual partnerships with 
emerging markets such as India and 
China (e.g., CEPA). These partnerships 
need to be entered into carefully, as the 
political environment in these countries 
could lead to problems. For example, 
they could use foreign investment to 
set up dairy infrastructure and bring 
in industry-specific knowledge in order 
to change domestic policy and remove 
foreign power. Policy should also seek 
to promote the export of low-cost dairy 
products suitable for these markets 
(e.g., dry milk powders). 

Domestic Policy
1) Liberalize the Domestic Market: 

Policy needs to focus on transforming 
the dairy industry from supply manage-
ment to a liberalized system by investing 
money to help farmers with the transition.  
Funding would help farmers adopt 
new technologies, learn new business 
models, improve managerial skills and 
provide exit packages if desired. This 
policy needs to be carried out with 
strict protocol to ensure that funding is 
used to effectively position farmers to 
be competitive in a liberalized market. 
Policy should be implemented in a 
series of progressive steps, whereby 
industry control is given back to farmers 
and they are rewarded for production 
efficiencies. 

2) Research and Development: 
Government-funded research and 
development is not considered a 
subsidy, so it is an acceptable way 
for the government to support the 
domestic dairy industry in a liberalized 
environment. Policy should aid research 
and development in the dairy sectors 
to facilitate Canada’s continuing 
competitive advantages in the areas 
of genetics, land fertility and lower-
cost feed. Research and development 
could also focus on consumer trends, 
and advance technologies to support 
the demand for healthy milk products. 
Canada’s pursuit of policy that focus on 
promoting research and development 
should be coupled with concentration on 
international intellectual property laws 
that protect domestic investment. 
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“
”

Canada currently maintains 

supply management, 

and therefore its dairy 

industry is not compatible 

with a liberalized global 

environment.

Conclusions

In the agricultural sector, there is a 
global trend toward deregulation. Many 
countries are changing their domestic 
dairy industries, and the international 
community is convening to discuss 
liberalized multilateral agreements. Canada 
currently maintains supply management, 
and therefore its dairy industry is not 
compatible with a liberalized global 
environment. This paper sought to 
investigate a what-if scenario and found 
that Canada would not be positioned 
to succeed if the dairy industry were to 
liberalize overnight. In this scenario, the 
U.S. dairy industry would most likely 
devastate the Canadian dairy industry by 
flooding the market with low-cost dairy 
products. In addition, Canada would not be 
positioned to offer cost-effective products 
to emerging markets.

Having examined influential domestic 
and international factors, this paper 
suggested that to prepare for a liberalized 
environment, Canada would need to 
implement policies that use its competitive 
advantages. Canada would need to 
instigate international policy that seeks 
a realistic resolution in the Doha Round, 
protects food sovereignty and gains 
access to emerging markets. Domestic 
policy should focus on removing supply 
management in progressive steps and 
supporting dairy research and development 
—initiatives that will positively affect both 
farmers and consumers. International 
policy that focuses on foreign market 
access has to be coupled with increasing 
domestic industry efficiencies, otherwise 
Canadian farmers will not be able to 
compete with foreign cost-efficient 
products.

With enough foresight and planning, 
moving toward a liberalized market 
could benefit the domestic dairy industry 
(Jeffrey, 1992). This paper sought to 
provide a balanced debate on the current 
situation, as well as highlight the issues 
surrounding supply management and the 
international dairy environment. The hope 
is that the debate on the future of the 
dairy industry will continue and will be 
followed with action. Time is limited and 
the dairy industry requires direction before 
the international community enforces a 
framework for which the Canadian industry 
is ill-prepared.
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