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Foreword

The purpose of this document is to describe the Agriculture and Agri-Food Canada 
(AAFC) Medium Term Outlook for Canadian Agriculture covering the period 2007 to 2017. 
The outlook outline is a plausible future of the international and domestic agri-food 
sectors. It serves as a benchmark for discussion and scenario analysis.

The outlook makes specific assumptions and outlines their implications. Since it assumes 
that policies remain unchanged from existing legislation, the outlook is not a forecast of 
future events. In particular there are no assumptions about policy changes resulting from 
the U.S. Farm Bill or Canada’s Growing Forward policy framework. As well, no attempt is 
made to anticipate the outcome of the Doha round of trade negotiations. Finally, it is 
assumed that there will be no significant animal disease outbreaks or unusual climatic 
conditions over the period of the outlook.

The outlook was produced with two econometric models of agricultural markets based 
upon information available in November 2007. The OECD/FAO AGLINK/COSIMO model 
was used to produce the international outlook and the AAFC Food and Agriculture 
Regional Model (FARM) was used for the national outlook. The world prices generated 
with AGLINK are the key assumptions for many of the agricultural sectors in Canada.

The medium term assumptions used and published by the OECD/FAO in the Agricultural 
Outlook 2007-2016 are by in large maintained in the AAFC’s outlook but updated to reflect 
short term price forecasts produced and released by USDA in October 2007. The outlook 
for crop year 2008-09 may not coincide with the forecast published in AAFC January Bi-
Weekly Bulletin because that publication takes into account more recent information. 

The macro-economic forecasts for 2007 to 2012 are from the Conference Board of 
Canada outlook published in September 2007 except for the crude oil price which is from 
the OECD/FAO Agricultural Outlook. The average year-to-year percentage change over 
that period is used for the remainder of the outlook period for each macro-economic 
variables used in FARM.
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International market assumptions

• The world population is expected to grow by slightly more than 1% per year. Growth in 
developing countries is anticipated to be three times higher than in OECD countries 
and, as a result, the OECD share of world population should fall from 18.6 to 17.5%.

• GDP growth of the OECD region should vary between 2.4 and 2.7% between 2007 
and 2016. Average growth over the forecast period is predicted to be slightly lower 
than in the previous 10 years in North America, Europe and Japan and higher in Latin 
America and the Caribbean, Africa, Asia and Russia. Growth in China and India is 
expected to be the most rapid.

• The inflation rate should be above 2% in the short term as the OECD economies 
absorb the higher crude oil price and around 2% for the rest of the outlook. Inflation 
should be twice as high in most developing countries represented in the model. 

• Exchange rates are assumed to be constant in real terms except for the Chinese 
currency. The U.S. dollar therefore should remain weak against the Euro, the 
Canadian and Australian dollar and should continue to depreciate in real terms against 
the Chinese yuan.

• The price of crude oil is assumed to fall, averaging US$60/barrel (bbl) over the 
forecast period. With this crude oil price and current policy incentives, the U.S. ethanol 
production is assumed to double to 12 billion gallons, with most of the increase coming 
between 2006 and 2010. Canada is assumed to meet it’s 5% ethanol and 2% bio-
diesel targets and a strong increase in EU bio-fuel production is anticipated. However, 
it is assumed that the EU remains slightly below their initial target of 5.72% percent for 
transport fuels.

Sensitivity analysis

• One experiment is evaluated to show the sensitivity of results to some of the most 
important assumptions for the international market.

• Prices in the next 2 crop years and in the medium term could be higher if producers do 
not respond to the present high prices as strongly as indicated by the model, if the 
crude oil price averages US$80/bbl instead of 60 and if corn-based ethanol in the U.S. 
reaches the recently announced target of 15 billion gallons by 2015 instead of the 12 
billion gallons assumed in the outlook (called “scenario” in the subsequent graphs).
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• The Canadian population is projected to increase by 1% per year.

• Due to significant increases in wages, per capita disposable income is expected to 
increase by 1% per year in real terms. 

• Inflation is forecast to be around 2% in every year of the outlook. 

• The Canadian dollar should be stronger in 2008 than in 2007 and is expected to be 
stable for the following two years before starting a very slow depreciation over the rest 
of the outlook period.

• The land base available for crop and hay production should grow modestly over the 
baseline period. 

• Yields are projected to generally increase at trend rates with the exception of wheat. 
Wheat yields are expected to increase slightly above trend because of an increasing 
share of high yielding varieties used by the ethanol industry. 

• The single car grain transportation rate is projected to increase at half the rate of 
inflation as efficiencies gained under the revenue cap are assumed to partially off-set 
rising costs. 

• Grain elevation rates are assumed to increase in line with the rate of inflation. 

• Ethanol plants that have planned to start production in 2008/2009 and 2009/2010 are 
assumed to produce at full capacity.

• The by-product of ethanol production, distillers’ dried grains (DDG), is assumed to be 
easily incorporated in feed rations.

• These projections include a volume of bio-fuel consistent with the parameters 
announced for the ecoENERGY biofuels program.

• The arrival of new wheat varieties during the outlook period has not been assumed 
even though they could be developed and commercialized as a result of the recent 
decision regarding the removal of kernel visual distinguishability as of August 2008 to 
all classes of Western Canadian wheat.

National market assumptions
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• U.S. Country of Origin Labeling (COOL) is modeled on the version proposed in July 
2007 by the House of Representatives. There is no agreement yet on the detail and 
timing of COOL implementation. If the final version implemented is different from that 
proposed by the House of Representatives, export trends in the outlook may change. 

• In spite of a slower growth than the average wages of all industries, wages and labor 
shortages in the Canadian packing industry are expected to continue to be a source 
of pressure on the red meat chain. 

• Exports to the US of cattle over 30 months (OTM) and meat from these animals is 
allowed starting in November 2007. The remaining restriction, that it can be proven 
they were born after the 1st of March 1999, are assumed not to constrain exports 
enough to prevent a return to the normal price relationship between the two 
countries.

• Specified risk materials (SRM) from cattle are forbidden in all animal feeds and 
fertilizers in Canada as of July 2007.

• Post-Weaning Multi-Systemic Wasting Syndrome (PMWS) is rapidly under control.

• Measures taken by producers to stabilize the milk fat/solids non-fat ratio are 
maintained. 

National market assumptions (cont’d)
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• Stronger world demand for cereals resulting principally from high income growth in 
developing countries and increased ethanol production is expected to lead to higher 
world prices than the average of the last 10 years. Changes in production in other 
countries also affect world prices. The higher world prices are not expected to be 
entirely transmitted to Canadian prices because of the projected stronger Canadian 
dollar. Canadian feed grain prices are expected to remain on a feed grain import price 
basis which would contribute to higher Canadian coarse grain prices than the historical 
average throughout the outlook period. With lower wheat exports relative to the 
previous 10 years, the share going to premium markets should increase and contribute 
to higher Canadian wheat prices than the historical average.

• Stronger world demand for vegetable oils for food and for bio-diesel are expected to 
result in a new price plateau for these products. In contrast, the price of oilseed meals, 
a by-product of vegetable oil/bio-diesel production, is projected to be only slightly 
above the historical average. The higher world price of vegetable oils should mitigate 
to some extent the negative impact of a stronger Canadian dollar on the price of 
canola in Canada.

• Higher grain and oilseed prices are expected to result in a modest expansion in the 
cropped area in Canada. Relative prices should maintain a large canola and corn 
area. The expected increase in production of corn is not expected to be sufficient to 
prevent higher imports given the relatively strong feed demand and an extremely rapid 
expansion in corn demand by ethanol producers. Wheat production is projected to 
increase sufficiently to stabilize exports and meet additional demand from 
ethanol. Most of the larger canola production is expected to be crushed in Canada 
leading to much stronger exports of canola meal and oil. 

Highlights: Crops
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• Livestock prices in the U.S. should eventually increase to cover the additional 
production costs caused by the new feed price plateau. Chicken prices should 
adjust the most since feed counts for the largest proportion of variable cost. In the 
case of cattle, producers are expected to be able to change feeding practices 
resulting in more pasture being used and should make good use of the growing 
availability of cheaper distillers dried grains (DDG). As a result, the price of meat 
from ruminants should increase the least and should become relatively cheaper for 
consumers. 

• The inventory of beef cows in Canada, which grew almost every year since1986, is 
expected to first decline and then slowly recover at the end of the outlook period. 
The anticipated decline in cattle prices, the high feed grain prices and the re-
opening of the U.S. market to OTM beef and cattle are all contributing factors. With 
higher feed grain prices in Canada than in the U.S., the implementation of COOL 
and the larger availability of distiller grains in all forms in the U.S., exports of feeder 
cattle are expected to be large and contribute to a significant decline in Canadian 
marketings of slaughter cattle especially toward 2010. Because of labor constraints 
and high wages slaughter is expected to continue to gradually decline before 
stabilizing in 2012. All of these factors are expected to result in an overall decline in 
the net exports of beef and cattle and a shift in favor of feeder cattle. 

• Factors such as PMWS, the recent surge in feed grain prices, a cyclical drop in hog 
prices and a rapid appreciation of the Canadian dollar are expected to affect 
Canadian hog marketings. Slaughter hog marketings therefore are expected to 
decline again in 2008 and 2009. Over the medium term, slaughter hog marketings
are expected to increase but not to the 2004 peak level. COOL and the feed grain 
situation are expected to encourage exports of piglets. Slaughter is expected to 
drop more than marketings as packing plants adjust to the strong Canadian dollar.
The resulting decline in pork production is forecast to lead to a 50 percent reduction 
in Canada’s net exports of pork to the U.S. Canada however, is expected to 
maintain a strong position in the other key markets.

Highlights: Red meats
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• Growth in demand for chicken is expected to slow relative to past years because the 
market is more mature and because of the relative decline in beef prices. Further 
processors are expected to continue to require large imports of chicken in order to 
compete with their U.S. counterparts. However, over-quota imports are not anticipated 
since prices in Brazil should increase more than in Canada as a result of the new feed 
grain prices plateau. Turkey meat is expected to penetrate new markets in Canada 
allowing demand to grow at or near historical trend.

• Since the breaker eggs market has also reached a certain level of maturity, total egg 
demand is not expected to grow as fast as in the past. The over-quota imports 
recorded in 2005 and 2006 should not materialize again in the future since prices in 
the U.S. should increase more than in Canada as a result of a relatively stable 
Canadian dollar and the new feed grain prices plateau in the U.S. The levy to finance 
the loss of producers selling to the breaker eggs market is projected to remain 
relatively stable in the first 5 years of the outlook but to increase again in the last 5 
years as the spread between the Canadian and U.S. prices gets wider.

• The industrial milk price is expected to remain relatively stable since it now covers the 
cost of production of at least 50% of producers and as cow prices return to normal 
levels with the re-opening of the U.S. OTM market. On that basis and because of the
extremely high world prices, no over-quota imports are expected in spite of the strong 
Canadian dollar. World supply and demand adjustments should reduce prices below 
2007 levels but then level off at a new higher plateau. The downward trend in per 
capita consumption of milk and dairy products is expected to continue but at a much 
slower rate. This combined with an increasing Canadian population should allow milk 
production to reach 88 mhl by 2017. The skim milk powder (SMP) surplus is expected 
to remain a deteriorating factor in the pool price of milk but its influence should be 
somewhat less than during the 2004 to 2006 period. Sales to the animal feed market 
(class 4m) are expected to be lower because Canadian authorities have developed 
new markets for SMP. As well, exports are projected to be somewhat higher since the 
value limit for subsidized exports becomes less binding.

Highlights: Supply managed commodities
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Stronger demand for corn is expected to lead to a new higher 
world price plateau
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Wheat prices should also reach a new plateau partly because 
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The growing demand for vegetable oils and the strong 
substitution on the supply side with corn are expected to 
result in higher soybean prices 

Livestock prices are expected to increase eventually to reflect 
the higher costs of production caused by the new feed prices
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Strong demand, supply constraints in Oceania, higher cost of 
production and lower subsidized exports are projected to 
result in new higher world price plateaus for dairy products 
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Availability of DDG as a percentage of the amount of corn or barley 
used in feed lots
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The strong appreciation of the Canadian dollar generates a 
large gap between Canadian and American wages in the meat 
packaging industry. Wages would have remained at parity if 
the dollar had stayed at 0.67

U.S. & Canadian Wages in Meat Packing Industries

Production in Canadian slaughter plants

This change in the relative wages between the two countries 
and the shortage of labor in Canada are expected to restrain 
production in the Canadian packing industries
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Net exports of beef and cattle are expected to decrease overall.
COOL, relative supply of DDG and the feed grain prices are all 
expected to contribute to a shift in favor of feeder cattle exports 

Net exports of pork and hogs is projected to decrease overall, 
especially pork to the U.S. but the share of piglets is expected
to increase

Slaughter

Feeder

Meat

Piglets

Hogs

Pork to U.S.

Pork to ROW
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Growth in demand for poultry is expected to be slower than in 
the past because the market is more mature and poultry 
prices are expected to increase relative to substitute meats

The levy to finance the Industrial Products Program for eggs 
should decline in the first half of the outlook since prices in the 
U.S. should be more strongly influenced by the new feed grain 
price plateau than in Canada

Levy includes administrative cost

Yearly average increase in per capita consumption
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The industrial milk price is expected to be more stable since it
now covers cost of production of at least 50% of producers 
and cow prices should return to a normal level with the re-
opening of the U.S. OTM market

Growth in consumption is expected to be better distributed 
among the different products but consumption for cream and 
yogurt should continue to grow on a per capita basis

Yearly average changes between the outlook (2007-17)
and the historical (1990-06) period
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List of Acronyms

AAFC Agriculture and Agri-Food Canada

AGLINK/COSIMO The OECD/FAO international agricultural markets model

BSE Bovine Spongiform Encephalopathy (a.k.a. Mad Cow Disease)

CE corn Chatham elevator corn

CKG 100 kilograms

COOL Country of Origin Labeling (U.S. acronym COOL)

CWRS Canada Western Red Spring

CWT 100 pounds

DDG Distillers’ dried grains 

DW Dressed weight

FAO Food and Agriculture Organization (United Nations)

FARM Food and Agriculture Regional Model

GDP Gross Domestic Product

HRW Hard red winter wheat U.S.

LW Live weight

OECD Organization for Economic Co-operation and Development

OTM Over Thirty Months

PMWS Post-Weaning Multi-Systemic Wasting Syndrome

ROW Rest of the World

SMP Skim Milk Powder

SRM Specified risk materials

USDA United States Department of Agriculture

WMP Whole Milk Powder
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