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IMPORTED MILK INGREDIENTS

OUR DAIRY FARMS ARE

IN DANGER

Imported dairy products in Canada are limited by
customs tariffs, a control that is essential to a
properly functioning supply management system.
Yet, since the end of the 90s, milk ingredients have
entered the country tariff-free through loopholes in
tariff classification that allow them to circumvent
import limits. Right now, the most serious case is
milk protein isolates (MPIs), which are milk protein
concentrates that are increasingly used instead
of protein from Canadian fresh milk to produce
certain dairy products. MPI imports totalled over
32,000   onnes in 2015, causing over $220 million
dollars in losses for producers. If nothing is done
in the short term to end the circumvention efforts,
supply management and the future of Canadian
dairy farms are in danger.
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WHAT ARE MILK PROTEIN
ISOLATES (MPIs)?
The milk that comes out of a cow’s udder is about 87% water,

5.7% lactose (sugar) and minerals, 4% fat and
3.3% proteins. There is a technology that can divide these

c omponents into various milk ingredients. Milk protein isolates
(MPIs) are concentrates with high protein content (85% or more in
dry form) obtained through skim milk ultrafiltration, which removes
the lactose and soluble minerals and keeps only the protein. The
liquid concentrate is then dried to make it easier to transport and
has to be rehydrated before it can be used to make cheese.

Diafiltered milk
This technology can also produce a liquid concentrate, known as
diafiltered milk, which contains around 15% protein. It also uses
skim milk ultrafiltration to remove the lactose and minerals and
keep only the protein and water. This product is a lot more functional
and easier to use in the production of dairy products because it does
not have to be rehydrated.
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WHAT IS THE SOURCE OF
THE PROBLEM?

WHAT ARE THE REPERCUSSIONS?
Import controls are one of the key pillars of supply management.
Production cannot be planned to meet demand in the market
if import levels cannot be precisely predicted. The exponential
increase in imported protein concentrates destabilizes the system
and has a very negative impact on producer income.
When Canadian protein is replaced with imported concentrates mainly
from the United States, which, unlike Canada, subsidizes its milk
production, this increases Canadian solids non-fat (SNF) surpluses.
Canadian dairy processors receive a guaranteed margin when drying
these skim milk powder SNF, which are sold at a loss for animal
feed at the expense of producers, below the world price for skim milk
powder (SMP).
In 2013, MPI imports totalled 16,249 tonnes. In 2014, they reached
20,782 tonnes. From January to December 2015, they totalled
32,546 tonnes. Canadian producer losses in 2015 totalled
over $220 million.

In accordance with the WTO Agreement and harmonized
international rules, all dairy products were classified in
1995 under Chapter 4 tariff lines, which cover milk, dairy
and other products. This classification limits imports
of these items to pre-established set quantities and
imposes tariffs when the imported quantities exceed
them. When MPIs appeared in 1999, the Canada Border
Services Agency (CBSA) incorrectly classified them under
a tariff-free line in Chapter 35, which covers albuminoidal substances, modified starches, glues, and enzymes.
The CBSA recognized and corrected its error, but after a
long legal proceeding, the product was reclassified under
line 3504 in 2006, opening a permanent breach in the
system at the borders.

Cheese compositional standards
to curb the damage

The split “personality” of diafiltered milk
allows it to circumvent the import limits
and standards
The CBSA decided to classify diafiltered milk, which is
15% protein, as an equivalent ingredient to MPIs, which
contain 85% or more protein, in dry form. The Canadian
Food Inspection Agency (CFIA), which is responsible for
applying the cheese compositional standards, considers
dialfiltered milk to be fresh milk that may be added in
unlimited quantities to cheese recipes. Obviously, this
product cannot be both an ingredient at the border and
made from milk when used to produce cheese.
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To curb the damage, the government created a new tariff
quota under section 28 of the GATT to limit MPI imports to
10,000 tonnes. But the United States was not subject to
it under NAFTA. European Union countries and TransPacific Partnership countries will also be exempt, which
makes this limit null and void. The other control measure
introduced in 2008 is the cheese compositional standards. These standards set a minimum protein percentage (caseins) that must come from fresh milk in cheese
and limit the addition of milk ingredients such as MPIs in
cheese production recipes. We thought that the problem
was solved until the arrival of diafiltered milk in 2013.
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A PRIMARILY POLITICAL SOLUTION
The solution is primarily political. All the federal parties have
stated that they are in favour of keeping supply management and
made commitments to control imports during the election campaign. The government must have a desire to solve the problem,
as it has formally acknowledged that the problem exists. In fact,
on February 5, La Terre de chez Nous published the content of
an e-mail from the office of Minister Lawrence MacAulay: “We

are aware of the industry’s concerns about the use of
diafiltered milk in cheese production. Under the cheese
compositional standards, the intention was never for
diafilitered milk to be used instead of milk. We are
working to make sure that the rules are clear for
everyone. Canada recognizes the importance of effective import control measures and manages its imports
in accordance with its international trade obligations,”
the Minister stated. This same statement had been made two
days earlier during a speech by the Minister to Dairy Farmers
of Canada delegates. Despite these repeated commitments, no
concrete measures have been announced by the government.
Our short-term demands:

Make sure that the compositional standards
treat diafiltered milk as an ingredient subject
to a limit when added to cheese recipes;
Make sure that the standards also limit its
addition to other dairy products in which it is
likely to be used (yogurts, dairy beverages,
etc.).
Given the CFIA’s limited resources and the fact that its expertise is
based on food safety and suitability:

Delegate compositional standards verification
to the Canadian Dairy Commission to ensure
that they are upheld.

For the future:

Create a ministerial committee with
real power to oversee coordination and
consistency between the agencies and
departments involved in applying Canadian
agricultural policy in the dairy, poultry and
egg sectors in order to ensure complete
efficiency, particularly as concerns import
controls.

ANOTHER PROBLEM:
DUTY DEFERRAL PROGRAM
Some importers use the Duty Deferral Program to import
dairy products and defer the payment of duties for
four years. In the case of the dairy sector, this program
has allowed several thousand tonnes of milk fat to be
imported, which has destabilized the butter market and
caused major losses for producers. This program was
not designed for foods that are mostly perishable long
before four years have elapsed. An Import for Re-Export
Program exists to meet food sector needs.

The government needs to enforce
its commitment to exclude
supply-managed products from
the Duty Deferral Program.

MANUFACTURE THE INGREDIENTS
IN CANADA?
Producers and processors are negotiating for a
mutually beneficial agreement that will promote
Canadian SNF and their use in Canadian dairy
products. But the unresolved problem of border
controls destabilizes the power balance in the
negotiations and is preventing a resolution.
Canadian processors have no incentive to invest
in manufacturing MPIs here when they can import
them tariff-free at very low prices. The irony of it
all is that producers are required under the rules
of supply management to buy back surplus SMP
from processors at a price that guarantees their
production margin, which influences the processors’
behaviour.
That is why the government must take immediate
action at the borders to give producers and
processors the stability required for investments
and growth that will benefit the dairy sector and the
Canadian economy.

lait.org

