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1 Introduction

The objective of the study was to andyse the present Stuation and characteristics
of the dairy sector in Serbia The am was to assess the competitiveness of the Serbian
dary sector and identify the key condrants to improving competitiveness and
posshilities of its future development consdering the importance of the sector for the
Serbian economy.

The methodology established is based upon internationaly accepted definitions of
competitiveness, which focus on the ability of individud indudries to <qrofitabily
maintain or increese market share» in ether domestic or international export markets.
Structure, conduct, and performance concepts are combined with resource analyses in
judging the competitiveness of the Serbian dary chain. Interviews are used to further
identify key congraints to competitiveness and to develop some ideas on actions required
by the sector itsdlf and suggestions for policy interventions to improve competitiveness.

The dudy included the complete dairy chain dating with milk production (on smal
family fams privetised commercid fams and date-owned agriculturad enterprises and
cooperatives) and ending up with processng and sdlling (retall).

Chapter 2 of the report deds with the current Stuation and conditions for milk
production and processing in Serbia, whereas chapter 3 analyses some principa factors
influencing competitiveness and efficiercy of the dairy sector, i.e. the whole dairy chain.
Consdering EU countries as well as international market trends, the ardlyss points to the
possihilities of enhancing the deveopment of the sector (the sector's Strengths and
Wegknesses, Opportunities and Threats are identified) and determining some basic
suggestions  for nationa  agriculturd policy measures  focused on  improving
competitiveness of the dairy sector and preparing the dairy chain for future chalanges
(chapter 4). Such a SWOT andyss gives the possbility to define prerequistes and
directions for the sector’s future development. The recognition of key congrants leads to
a series of ideas for policies that may address the obstacles to further development and
help reduce the inefficiencies identified.

2 Overview of the sector

2.1 Sector definition: sector components and importance

Sarbia family fams as wel as commercid farms both private and Sateowned are
the mgor milk producers. Cow milk is the principle milk type produced and its share
accounts for about 99% of the tota milk production in Serbia. Cow milk (approx. 92%)
but also most of the sheep and goat milk production predominates in the private sector,
i.e on family fams and privatised commecid fams The shae of agriculturd
enterprises and agriculturd cooperatives (social sector) in the totd milk production has
been declining (from 11.2% in 1990 to about 8% in 2006). Currently there are only a few
milk producers in Serbia with a prevaling ownership trandformation. There are only a
few state-owned farmstoday (PKB — Agriculturd Combine Beograd, Agrovrsac, ...).

A rdaively smdl portion (about 40 %) of the totd milk production is delivered to
dairy plants for further processng (data of the Republic Office for Statistics). However,
according to the data of the Ministry for Agriculture, Forestry and Water Management
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(MAFW), but adso according to some smdl and medium dary plants more than hdf of
the totd milk production is delivered for further processng. The remaning portion of the
milk is used on fams to feed livestock and consumed by household members. In
addition, fams owning milking cows involve in the processng of milk themseves,
producing cheese, cream, etc. meeting own requirements and surpluses are usudly sold
on green makets. Only smdl quantities of liguid milk (about 1 million liters) are sold on
green markets as well.

Milk processng takes place in about 20 bigger (indudtrid) dairy plants and in

gpprox. 230 smdl and medium dary plants. According to the data of MAFW in 2007
about 800 million liters of milk were purchased, i.e. approx. 2% of the tota production.
According to the data of the Business Associdion for Livestock, i.e. Sector for Milk
Production., 25 of its dairy plant members purchases and processes about 600 liters of
milk annualy (37% of the totd milk production). Five dary plants members of the
Danube Food Group, are the processors of most of the purchased quantities of milk
(about 380 million liters), i.e. nearly 23.3 % of the total milk produced in Serbia.
Milk industry is the first food industry branch in Serbia to have undergone the process of
ownership transformation.  Foreign  investments predominated in  the process of
privatisation. Mogt of the indudtrid dairy plants in Serbia were taken over by the English
Investment Fund Sdford — known as DFG — Danube Food Group and currently owns the
three biggest dairy plants (Imlek, Mlekara Subotica and Novosadska mlekara) and two
medium dary plants (Zemunska and Zgecarska). The French Firm Bongren is in the
ownership of Mlekoprodukt from Zrenjanin and the Croatin Lura has taken over
Somboled from Sombor. The remaining, mogly smdler dairy plants, were mostly bought
by domestic firms.

Specidised shops (within the processng industry) and retail and wholesde chains
have undertaken the distribution of milk and dairy products.

2.1.1 Production and value added

Milk production vaue was about 8% of GAO of Serbia (Table 1). There were
some oscillaions of the share during the period investigated, however after 2002 the
trend declined. The share of the milk production vaue in the gross agriculturd
production of Serbia was lower in rdation to EU (15) which amounted to about 13.2% in
2005 (Eurogtat 2006). The share of milk in GAO of some EU countries ranged from 6%
(Spain) to 32% (Luxembourg).

Table 1 Share of milk production in total Gross Agricultural Output (GAO)

2001 2002 2003 2004 2005
Tota GAO' 271194 | 266401 265853 325761 330941
(000 000 din)
Share of milk pro-duction in GAO(%) 8.0 83 8.2 7.0 74

* -agriculture, game and other services included
Source: Authors' calculations and estimations were based on the data of the Republic of Serbia
Statistical Office

Food and beverage industry is a relatively minor sector in Serbia with the share of
about 4% of GDP, i.e. approx. 7% of GDP of Serbia and about 6% of total employment.
The share of other food products (bread, baked goods, confectionary, sugar, spices, ....)
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and drinks predominated with over 50% of GDP (materid) in the food and beverage
industry. This was followed by the milk and dary products industry, the share of which
was about 10% of GDP (materid) of Serbia The share of milk industry in GDP of the
food and beverage industry has shown a decline amounting to 8.6% in 2005 (Table 2).
The shae of milk indudry in totd employment of the food and beverage industry
amounted to 7% whereby the increase noted was after 2004 (7.6% in 2006). This has
primarily been the result of a declining number of totd employees in the food and
beverage indudtry (i.e. in other sectors of the industry) in reation to the dairy industry.

Table2 Share of Gross Domestic (material) Product (GDP) *of thedairy industry in total
food and beverage industry DP

2001 2002 2003 2004 2005
Total GD(materid)P in food and 48313 63334 63924 74700 74753
beverages industry
(million din.)
Dairy production GD (material)P 5061 6591 5594 6798 6461
(million din)
Share of GD(materia)P of the dairy 105 104 8.8 91 86

industry in total food and beverage
industry GD(materid)P - (%)

Share of GD(material)P of the dairy 091 094 0.69 0.66 060
industry in total GD(materid)P -
(%)

*Gross domestic (material) product represents the value of al final products in a period of one year distributed and
spent for satisfying general and public needs, investment and reserves. For each manufacture unit, or activity,
regardiess whether it produces intermediate materials or final products, the value added is determined by subtracting
the value of intermediate consumption (material costs) from the total value of a unit production.

Source: Authors' calculations and estimations were based on the data of the Republic of Serbia Statistical
Office

2.1.2 Product flowswithin the sector

Figure 2.1 provides an overview of the dary sector, its components and
associated milk flows. The figure has been compiled with the use of severd sources of
data, including those of The Serbia Republic Office of Statistics (SROS) and the MAFW
(Minigry of Agriculture Forestry and Water Management ) and consultations held with
the leading experts in the fidd of milk production. In 2007 totd milked milk production
amounted to 1.548 million tons, of this about 52% was ddivered to dary plants for
further processng (Fig 1.) According to SROS, in the years preceding this share was
consderably lower, about 20% and it increased to about 35% in 2007. In the last few
years (according to MAFW), the share rose to about 50% and in 2005 it amounted to
54%. The quantity of milked milk kept on fams was about 743 million liters, i.e. about
48%. Mogt of the quantity was sold on the green market as raw milk or processed on
farms (25%) whereas 15% was consumed by household members. The remaining 8% of
the total milk production was used as livestock feed.

Fresh milk and fresh dairy products such as yoghurt and cream make up 85% of the
indugtridly processed milk. These are followed by cheese (12%), powder milk and
butter, considered the principle products of the Serbian milk industry.
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Figure 1 Overview of Serbian milk sector and milk flows, 2007

Source: Authors' estimation based on the data of the Statistical Office of Serbia; Ministry for Agriculture,
Forestry and Water Management and consultations held with experts
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2.2 Structural features of the dairy supply chain: present situation and
trends overtime

2.2.1 Industry structureat primary level

Stetidicd data on the livestock fund, i.e. milking herd in Serbia are poor. There
are no published data on the number and gtructure of farms with regard to the number of
cows. It is estimated that about 221,000 farms (Table 3) are involved in milk production.
Mog of these fams (90%) have only 1-2 head of animas and own 66% of the total
number of milking cows. On the other hand only 0.74% of the totd number of milk
producing farms have more than 11 milking cows and 10.6% of the tota number of
animdsat ther digposdl.

Table 3 Size structure of the livestock farms at (2007)

FARMS COWS

Specification No. of % of total | No. of head | % of total |Average head

farms /farm
TOTAL 221625 100.00 602000 100.0 27
1-2 heads 200000 90.24 400000 66.4 2
3-10 heads 20000 9.02 140000 232 7
11-20 heads 1000 0.46 12000 20 12
21-50 heads 400 0.18 12000 20 30
51-100 heads 200 0.09 14000 23 70
>100 heads 25 0.01 25000 41 1000

Source : Imlek experts estimation

In Serbia tota number of cows amounts to about 602 000 heads (2007) (Table
3a). A declining trend was noted over the andysed period whereby in 2006 the milking
herd decreased by 157,637 heads (20.8%) in relation to 2000.

Table 3 a Number of cows and heifers-in-calf in Serbia in 2000-2007"

Number of cattle

Year Cows Heifers-in-calf haﬁgrvl?iﬁ?gdf Total
2000 759484 57874 817358 1246226
2001 733447 53676 787123 1162035
2002 699415 52985 752400 1128245
2003 677559 62672 740231 1112164
2004 680692 61321 742013 1101951
2005 672313 48246 720559 1079020
2006 622167 52298 674465 1105988
2007 601847 46243 648090 1087077
D=2006-2000 - 157637 -11631 -169268 -155149

1=2006/00* 100 79.2 79.9 79.3 87.2

* - for the period 2000-2005, situation on 15 January, and from 2006, situation on 1 December
Source: Calculated by authors— based on data taken from documentation of Agricultural Statistics
for cited years, The Serbia Republic Office of Statistics, Belgrade
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According to the data of the Serbian Statistica Office about 97% of tota cow
number are on family fams and only a smdl number (21,667 heads, i.e. 3%, 2007) may
be found on large socid fams (agricultura enterprises and agriculturd  cooperatives).
The process of privatisation has contributed to the decline of the number of large socid
farms and today there are only afew left with about 10,000 milking cows.

The edimaied average number of cows is 3 heads per holding which is
consderably lower than in the EU-15 (about 32 heads) and EU-25 (about 14 heads)
(Table 11a). The number of heads ranges from 14 in Greece to 79 in the United Kingdom
(2003), i.e. 86 heads n Denmark in 2005 (Eurostat, 2008). The number of cows per
holding in the new EU member dates is low as well, eg. Lithuania 24 and Romania 1.4
heads.

2.2.2 Industry structureat processing level

Stetidticd data on the processng sector, i.e. dairy industry in Serbia are poor as
well. The dairy sector experts estimated a totd of 250 dairy plants (of which 20 large
indugtrid and the rest medium and small). According to MAFW in 2007 the number of

registered dairy farms was 192, however their number had declined by 8% in relation to
2005. Based on the avallable data 27 dary plants in Serbia process more than 10 tons of
milk dally, i.e. about 80% of dl the milk quantities processed in Serbia (Table 4). About
86% of dairy plants process less than 10 tons of mlk per day and can thus be classfied as
sndl dary plants There is however one dary plant in Serbia, Imlek-Beograd, that
processes more than 200 tons of milk per day.

Table 4 — Classification of dairy plants according to daily intake

tong/day 2005 2006 2007
<1 63 69 5
12 36 34 A
23 A 31 %
3-10 46 45 46
10-20 12 8 11
20-30 7 7 4
30-40 3 3 4
40-50 1 1 2
50-100 3 1 1
100-200 3 4 4
>200 1 1 1

Total-dairy plants 209 204 192

Source : Ministry for Agriculture, Forestry and Water Management, Draft (2008)

According to the estimation of dairy sector experts, most of the dary plants in
Serbia (about 230) may be consdered small, employing less than 50 workers (Table 4a).
Only 5 dary plants have 100-200 employees, 3 dary plants employ 200-300 workers and
one dairy plant employs more than 1000 workers.
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Table 4a Size digtribution of dairy industry (number of employees)

Sizeband, in number Number of
of employees Enterprises
0-49 About 230
50-9 10
100-200 5
200-300 3
Over 1000 1

Source : Estimated by Imlek experts

Although there are a few seasond dary plants collecting milk in the hill and
mountain regions of Serbia, mogt dairy plants (about 80%) operate throughout the year.

In the second stage of privatisaion the invesment fund from Great Britan has
purchased most of the indudtrid dairy plants in Serbia which are now part of the system
Danube Food Group (dairy plants Imlek, Novosadska, Suboticka, Zemunska and
Zgecaska, Impaz). Dary plants Lura (Somboled), Unimilk (Senta, Pancevo,
Kragujevac, Nig Pirot), Bogren (Mlekoprodukt), Sabac and more than 200 small dairy
plants are part of this sector as well. The process of privatisation of the dary industry has
been completed with privatisng the Kragujevac (taken over by Silbo, March 2007) and
the NiS dairy plants (taken over by Kruna Komerc and Profiko).

According to the data of the Business Associaion for Livestock, its dairy sector,
the 25 member dairy plants process more than 600 million liters of milk per year, i.e
37% of the totd, datisticaly recorded, milk production. Five of the Danube Food Group
dary plants process mogt of the ddivered milk quantities (about 370 million liters), i.e.
nearly one quater of the totad amounts of milk produced in Serbia and nearly hdf of the
tota milk quantities delivered.

Table5List of large dairy companies (top 5), with their milk intake or processing

capacity
Nameof the company Ownership Egtimated intake per day
inliters* As % of
total intake
IMLEK — Beograd " Shareholding 600000 272
Company (AD)
NOVOSADSKA MLEKARA AD 200000 91
MLEKARA SABAC AD 200000 91
MLEKARA SOMBOR AD 200000 91
MLEKARA SUBOTICA AD 160000 73
MLEKOPRODUKT ZRENJANIN AD 120000 54

1) Since 2008 Imlek has been apart of Novosadska mlekara

Imlek is by far the largest dairy company in the Danube Food Group. The intake
of processing capacity of both Imlek and Novosadska miekara is about 800 thousand
liters of milk per day.

Foreign invesments played an important role in the dary sector of Serbia,
primaily in the fidd of gpeddisaion, technicd and technologica innovations of the
sector, and the application of drict qudity standards. Smdl private dairy plants can
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hardly compete with large privatised dairy plants. Foreign competitiveness has had a
dgnificant impact on domedic producers, contributing to ther profitability and
specidity. However, privaisation could not improve the Stuation in every of the dary
plants, so tha some were left insolvent and the new owners could not fulfill ther
obligations stated in the contracts (Pancevo, Pirot, UZice dairy plants).

2.3 Production, consumption and trade developments

The supply and demand baance points to some principle trends in the production,
consumption and trade (Table 6). The baance was made by the authors themselves, their
edimation based on data of some reevant inditutions. In Serbia the production of
milked milk has been increasing snce 2000, despite its stagnating 1.6 hillion liters Since
2006 export has been geater than import and Serbia is known as a net exporter of milk
and dary products. Both production and import, minus export and changes in the
upplies offer sufficient quantities for domestic consumption. According to the FAO data
for both Serbia and Montenegro the consumption of milk was stable and amounted to
about 160 per cgpita of fresh milk during 2000-2003. Based on the authors egtimation
totd milk consumption in Serbia amounts to about 180 liters per capita which is in
accordance with the data of the poll conducted by the Serbian Statistical Office Sdf-
aufficiency rate raised from 98.5% in 2001 to more than 103% over the past years.

Table 6 Supply/demand balance sheet on dairy products (in 000 tons equivalent of
3.5% fat milk)

2001 2002 2003 2004 | 2005 2006 2007
Production 15764 | 15797 | 15764 | 15790 | 16020 15868 15485
Imports 17.2 24.1 17.4 26.5 17.1 14.4 23
Exports 6.4 6.7 10.8 9.2 28 726 721
Stock X
variation
Supply 15872 | 15971 | 15830 | 15963 | 15963 15286 1498.7
available
Human 13821 | 13912 | 13778 | 13899 | 13876 1320 | 12972
consumption
Av. Cons.
Per capita 184.2 1855 184.2 1863 | 1865 1782 1753
Sdif-
sufficiency %85 98.9 99.6 989 | 1003 1038 1033
rate (%)

* - dataunavailable

Source: Calculated by authors— on the basis of data taken from documentation of Agricultural
Statistics for cited years, The Serbia Republic Office of Statistics (SROS), Belgrade and data of the
Ministry for Agriculture, Forestry and Water Management, Draft (2008).

Milk and dairy products production

The production of milk in Serbia has been increasing until 2005. 1n 2007 the
production declined (1.2%) in relation to 2000 (Table 6a). The production stagnated and
amounted to about 1.6 hillion litres. About 92% of totd milk production in Serbia
originates from family farms and the remaining 8% from socid (state) farms (enterprises
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and cooperatives). Taking into account the process of privatisation it can be concluded
that the share of socid farmsin total milk production declined to about 5%.

Table6a Milk production in Serbia (2000-2006)

Milk production
Total milk % %
production cow milk production on cow milk production of
Year (000.000 lit) family farms social (state) farms
2000 1567
2001 1576 20 8.0
2002 1580 208 9.2
2003 1577 910 9.0
2004 1579 918 8.2
2005 1602 91.3 8.7
2006 1587 919 8.1
2007 1548 919 8.1
D =2006-00 -19 - -
1=2006/00 988 - B}

Source : Calculated by authors— on the basis of data taken from documentation of Agricultura Statisticsfor
cited years, The Serbian Republic Office of Statistics (SROS), Belgrade

Table 6b Milk production and intake of processing capacity of dairy plantsin
Serbia during 2005-2007

Index
2005 2006 2007 (2005=100)
Milk production (million liters) 1,602 1,587 1,548 97.1
Dairy plant intake (million liters) 813 733 805 99.0
Dairy plant intake (%) 50.7 46.2 52.0

Source: Calculated by authors— on the basis of data taken from documentation of Agricultural Statistics for
cited years, The Serbian Republic Office of Statistics (SROS), Belgrade and Ministry for Agriculture,
Forestry and Water Management, draft (2008)

Based on the avalable data (Table 6b), of the milk produced in Serbia, 813
million liters (50.7%) were delivered in 2005 and 733 million liters (46.2%) in 2006. Of
the tota production in 2007, 805 million liters, i.e. 52% were purchased. The decline in
the quantities of milk purchased from part of the dairy plants may be attributed to lower
milk premiums in 2006 and 2007. Large producers deliver milk directly to dary plants.
In case of smal producers agriculturd cooperatives ae go-betweens. The role of
agriculturd cooperatives is of mgor importance in hill and mountain regions with a great
number of smal producers (1-2 dairy cows) and smal market surpluses.

According to MAFW, in the structure of dairy products production nearly 90%
accounts for fresh milk and fresh dary products (yoghurt, cream, ..). Fresh milk
production has been noted to rise (Table 7) dong with some ostillations. Fresh milk
processed products production has been noted to have had a permanently risng trend and
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in 2007 it was greater by 105% in relation to 2000. Generdly, cheese production has
been increesing, dong with a dight production decline in 2007. However, its production

was by 56% greater compared with the basic year. The quantities of butter and powder
milk produced were noted to oscillate with an increasing trend and the 2007 production

exceeded the 2000 production by 76%, i.e. 118% respectively.

Table 7 Trendsin dairy production (ten most recent years)

Index
2000 2001 2002 2003 2004 2005 2006 2007 2000 =
100
Butter t 1687 2339 2675 2307 2215 3645 2912 2970 176
Cheese productst 11700 | 13722 16696 15755 | 18781 19279 | 19976 18263 156
Fresh consumption 319 356 347 396 401 385 395 454 142
milk, million L.
Fresh dairy products 98 116 139 150 172 189 192 201 205
million 1.
Powder milk t 2643 5226 4715 3768 3126 6712 4511 5773 218

Source: Calculated by authors— on the basis of data taken from documentation of The Serbian Republic
Office of Statistics

Milk and dairy products consumption

No data have been published on the consumption of food commodities in Serbia
after 2002. FAO data for both Serbia and Montenegro are available for the period
preceding 2003. Another source are Survey on the consumption of milk and dary
products by household members of different socid and economic categories (agriculturd,
mixed, non-agricultural) conducted by the Serbian Statigicd Office until 2002. Since
2003 there have been no data on the quantities of milk and dairy products consumed only
available resources and dructure of utilisation of household means for certain purposes
and food types, beverges with subgroup milk, cheese, eggs for households of both urban
and rura regions. The data include urban and rura households but no data on the amount
of milk and dairy products consumed aregiven .

According to FAO data, during 2000-2003 fresh milk equivdent consumed in
Serbiaand Montenegro was about 160 kg per capita.

According to the Survey on consumption of households conducted by the Serbian
Satidicd Office, the average consumption of milk per capita in Serbia during 1998-2002
declined and amounted to about 80 liters per capita (Table 7a) as well as a the level of
average consumption in EU-25. Butter consumption has permanently been low and
amounted to 0.1 kg. Cheese consumption declined in relation to 1998 and was approx. 8
kg. Thisis corsiderably lower compared with the EU countries.

Changes in the living sandard of the populaion have contributed to some
changes in the dairy product consumption structure and increased the share of products
with low fat content, additives — cocoa, fruits, cereds, etc. Obvioudy, the consumption of
these products in Serbia is very low as well as their share in the calory vaue. However,
Serbids lagging behind with regard to the share of milk and dairy products consumption
(6-8% in the cdory vaue dructure) in rdation to the WHO recommended nutrient values
(15%) is most prominent (Bozic, D., 2005).
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Table 7a Average annual milk and dairy products consumption per household
member in Serbia (1998-2002)

Quantity (litrekg) Godina Y ear

1998 1999 2000 2001 2002
Fresh milk 86.8 82.8 80.0 80.8 82.1
Y oghurt 7.8 7.9 6.7 84 11.8
Domestic cheese 9.1 8.2 8.6 8.3 8.2
Other cheesetypes (Cascaval...) 02 0.2 0.1 0.2 0.3
Butter 0.1 0.1 0.1 0.1 0.1
Cream, sour and sweet 1.0 0.9 0.7 09 0.8
Other dairy products 0.1 0.1 0.1 01 0.2

Source : Survey on household consumption 1998-2002, Statistical Office of Serbia

Trade

Since 2005 Serbia has been a net exporter of agriculturd commodities. The net
export vaue of milk and dairy products has sgnificantly increased since 2006 surpassng
the net import vaue, i.e. Serbia has become a net exporter of these products. This is
primarily due to increased export to Montenegro whose market has become an exporting
one for Serbia snce May 2006. The share of milk and dairy products in the structure of
totd export of agriculturd commodities increased by about 1.6% in 2000 and to more
than 3% in 2006 (Table 8).

In addition, the milk and dairy product import vaue increased in 2007 (2-foldin
relation to the previous year). The share of milk and dary products in the import vaue
structure of food commaodities was noted to decline (from 2.4% in 2000 to 1.3% in 2006).
The same value increased to 2.1% in 2007.

Tab. 8. Export and import, major destinations and origins, share of import and
shar e of export of production (2000-2007)

2000. 2001 2002 2003 2004 2005 2006 2007

Export (mil. USD $) 1558 1721 2075 2756 3523 4482 64279 | 88248
Total Agro-food products 256 | 3167 534.1 584.0 800.1 9244 1265.6 [ 16858
Of which Dairy ~ 47 4.8 5.2 8.9 8.6 11.8 423 54.7
M ontenegro (%) - - - - 618 63.7

M acedonia (%) 435 33.8 58.9 61.3 155 171
Bosnia& Hercegovina (%) 48.8 56.9 31.7 358 193 171
Other countries (%) 7.7 9.3 94 29 34 21
Imports (mill. USD $) 3330 4261 5614 7477 10753 | 10461 | 13172.3| 185536
Total Agro-food products 286.7 453.1 548,7 654,2 855,6 7728 905,6 11221
Of which Dairy 68 6.4 10.7 115 18.2 124 116 240
BJ (%) 96.3 89.8 74.2 765 84.9 772
Croatia (%) 13 6.4 8.6 126 59 111
Bosnia & Hercegovina (%) 24 17 9.1 6.3 53 101
Other countries (%) - 2.1 8.1 4.6 39 16

*- refersto export and import value of milk, dairy products and eggs
Source: Calculated by authors— on the basis of data taken from documentation of The Serbian Republic

Office of Statistics
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The mgor export destinations are former Yugodav republics CEFTA members
Macedonia, Bosnia and Hercegovina Since 2006 Montenegro has become the principle
degtination with a 60% share of tota dairy exports.
Milk and dary products are primarily imported from EU member countries (Germany,
Itay, France, Hungary, Sovenia, ....) dthough there has been a decline of EU's share of
these products in the import structure (from 96.3% in 2002 to 77.2% in 2007). Sgnificant
quantities of dairy products are aso imported from Croatia and Bosnia and Hercegovina
with an increasing trend of the share.
The export dructure is mostly represented by fresh milk and fresh dairy products
followed by cheese and ice cream (Table 9).
Milk and fresh dary products predominate in the import gructure followed by
powder milk, cheese and ice cream.

Table 9. Import and export of dairy products (in tones)

Consumption  milk|Powder milk or|butter cheese ice cream

and fresh  milk|concentrates

products

2002 | mport 49003 7247 384.0 617.7 11033
EU 3.704.0 709.8 384.0 584.8 858.2
Croatia 311 - - 329 245.1
Other countries 11652 149 - - _
Export 2632.3 231 183.9 360.6 1419.4
Bosnia 16017 176 135.3 166.3 470.8
& Hercegovina
Macedinia 1.028.3 55 38.8 136.4 836.3
Other countries 23 9.8 39.9 112,3
2007 Import 7697.2 7443 155.4 715.3 658.4

EU 3.985.3 515.0 91.3 654.1 358.8
Bosnia 2298.2 2293 20.0 - 235.7
& Hercegovina
Croatia 16124 441 66.4 63,8
Other countries 13 - - 64.8 .
Export 38154.3 1747 131.2 3.724.3 2913.7
Montenegro 255739 378 100.4 2.1254 1763.8
Macedinia 6006.5 969 1.5 607.8 833.7
Bosnia & 6172.2 400 29.3 767.7 314.7
Hercegovina
Other countries 4017 232 15

Source : Calculated by authors— on the basis of data taken from documentation of Agricultural Statistics for

cited years, The Serbia Republic Office of Statistics, Belgrade

2.4 Government policy

24.1 Regulatory framework of the dairy sector

In Serbia there are different types of subventions (premiums, regresses, i.e. direct
payments in order to support the development of milk production. Milk payments are
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sective (depending on production conditions — hill or mountain regions). From 2004
onwards only regisered fams ddivering milk to registered dary plants were given the
opportunity to expect agro budget payments.

Table 10. Milk premiumsin Serbia (2000-2007)

Y ear Lowland region Hill and mountain region
dinl Euro/l dirvl Euro/l
2000 11 0.019 1.1 0.019
2001 3.6 0.061 4.0 0.067
2002 40 0.066 4.4 0.072
2003 4.0 0.062 4.4 0.068
2004 4.0 0.055 4.4 0.060
2005 3.8 0.046 4.5 0.055
2006 30 4.0
2007 3.02.0 4.0/3.0

* - Premium decreased in April 2007
Source: Bozic Dragica, Bogdanov Natalija (2006)

The high share of financid resources for milk production premiums in the agro
budget dructure points out the man god in the redructure of prime agriculturd
production in Serbia which focuses primarily on cattle production in order to increase
profitability and competitiveness. In some years (2000 and 2001) amost hdf of tota agro
budget was used for this purpose. Premiums for the production of milk, aong with a high
import protection have abilissd domedtic production leading to sdf-sufficency and
market surpluses (BoZc Dragica, Muncan P., Markovic D., 2003).

The agro budget of Serbia disposes of financia resources for breeding stock
premiumsin order to improve livestock production, especidly cattle production.

Since 2004 the agro budget financid resources amounting to about 10 million
Euros have been focused on improving milk qudity. The support was intended to help
milk producers on smdl and medium farms meet therr needs with regard to the purchase
of milking machines, milk coolers, in order to improve milk quaity and gpproach EU
quaity standards (Bozic Dragica, Bogdanov Natalija 2006).

Financid resources for rurd development, revivd of both village and holdings
(@bout 9.1 million Euro in 2005) can partly be used for promoting cattle production
development, i.e. milk production included. The Serbian agro budget for the development
of the processng sector, i.e. food industry, is known to be comparatively amall.

Financid support of reevant governmenta inditutions in Serbia for the
development of agriculture, intendfication of production and promotion of export is very
low compared with developed countries, primarily EU member countries. The Serbian
agro budget despite a certain increase, is insufficient for serious financid undertakings in
agriculture.  Stimulative policy measures contributing to dynamic production  outpt,
promoting qudity improvement, product marketing and export of food products are
needed. Future integration processes, WTO requirements with regard to trade
liberdisation of food products should be taken into account. These processes are however
not expected to substantialy impact and decrease the agro budget because its financia
support isinggnificantly low anyway.
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2.4.2 Other dairy sector relevant policy areas e.g. competition policy etc.

High tariff rates protect the Serbian dairy sector from import and import-levy. A
maximum taiff rate (30%) was imposed for draegic agricultura  products which
impacted other productions in the food chain and whose liberd import may have an
economic and socia impact (Bozc Dragica, Bogdanov Natalija 2006)

Milk and dairy products export is simulated by export premiums. The Serbian
agro budget has had dimulative financid resources for encouraging export of food
products since 2003. Export subventions are relativdly modest compared with the
neighbouring countries especidly EU  member countries. In 2005 subventions for
dimulating export amounted to 7.4 million Euro (608 million dinars) and an additiond
24 million Euro (200 Million dinars) were intended to improve export, qudity control
and food marketing. Export stimulus for milk and dairy products, ice cream excluded,
was 20% on the export price. This lig of products has not undergone any significant
changes. Thanks to an open foregn maket and EU trade preferences (resolution
2007/2000 EC and 2563/2000 EC) as well as the current process of privatisation chances
for Serbia to export food products have grown. However, due to the lacking regulations
for obtaining the certificate on milk and dairy products qudity these products are 4ill
banned for export. Milk and dairy products are primarily exported to former Yugodav
Republics and having sgned CEFTA the Serbian export has been left without export
gimuli.

Thanks to the implementation of the solutions suggested in the DREPR project,
building tanks for manure storing and use of modern equipment for handling and disposa
of wadte, the agriculture of Serbia may expect to gpproach both European and world
trends in agriculturd practice. The growing interest of farmers in Serbia rises but aso the
awareness of the need to gpply modern solutions in environmental protection. In addition,
domegtic farmers implementing these solutions are inclined to enhance business reaults,
gan desrable experiences and harmonise with EU practices. In this way Serbian farmers
will be both fully prepared for EU accesson and competitive on foreign markets. Vrbas,
one of the four municipdities in Serbia with the case-dudy fam congding of tanks built
for doring liquid and solid manure will demonstrate advantages from introducing
suggested standards. The redisation of the project will contribute to the improvement of
environmental  protection. About 60 Serbian fams will be incuded in the DREPR
project.
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3 Performance of thedairy supply chain

3.1 Performanceat farm leve

The predominant role of samdl farmily farms in the production of milk in Serbia
(92 %) has dready been dressed. Low output (average number of head of cattles per
farm about three cows) raises numerous issues with regard to efficiency of the sector.

3.1.1 Yidds

Milk production per cow represents one of the indices proving low efficiency of
the sector. Although average milked milk production per cow was found to rise in Serbia,
it is 4ill low and in 2007 it was 2663 liters Eee table 11). However, internd estimations
of experts of the Serbian Statigticd Office have shown milk performance (including tota
milk production per head) to be somewhat higher (about 3000 liters).

Table 11 Average annual milked milk production per cow

Cow milk
Average cow milk production
production . . (lit per head) in
. Cow milk production .
(lit per head) (iit per head) on agrlcyltural
holdings enterprises and
cooperatives
2000 2063
2001 2149 2100
2002 2259 2215
2003 2327 2217
2004 2350 2309
2005 2383 2435 5965
2006 2645 2509 6134
2007 2663 2537 6037

Source: Statistical Office of the Republic of Serbia, Belgrade.

Milked milk production per head was dgnificantly grester on State-owned farms

(agricultura enterprises and cooperatives), more than 6000 liters.
Sonificant differences with regard to milk production according to regions were
registered as well. In Vojvodina milk production per cow was dgnificantly greater (about
3800 liters). In Serbia milk production was influenced by seasond changes as well. Yield
per cow was very highin May, e.g. by 22% more than in November.

Milked milk production per cow in Serbia is far bdow the EU-15 and EU-25
average amounting to 6500 liters, i.e. 6089 liters in 2003 (Eurogtat, 2008). There are
dgnificant varidions with regard to milk production per cow within EU member dates
(about 3500 | in Romania, 4470 | in Luthiania, more than 7300 | in the Netherlands and
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more than 8000 | in Sweden (Table 11&8). Milk production per cow in Srbia is evidently
lagging behind compared with dl EU-27 member dtates. This may be attributed to smdl

holdings, unfavourable cattle breed, nutrition and lodging conditions.

Table11 a Cow numbers, average herd sizes, and milk yieldsin the country at hand
and in some selected EU member states, ( 2005)

Country Dairy Cows Average | Average
Herd Size | Cow Yidd
(liters per
cow p.a.)
Serbia 672313 30 2383
EU-15 19480699 31.6 6457
EU-25 24266798 13.8 6089
Netherlands 1494570 55.9 7345
United Kingdom 2206373 79.2 6807
Denmark 557869 85.7 8108
Germany 42359000 384 6725
Sweden 393263 46.0 8152
Sovenia 130712 6.5 5100
Lithuania 416500 2.4 4470
Romania 1626000 14 3587

*_datarefer to 2003
** - data for 2004

Source: Documentation of the Statistical Office of the Republic of Serbia and EUROSTAT, 2008

Milk production per cow in sdlected EU member states has been risng with

Denmark predominating (19% in 2005 in relation to 1997), followed by Sweden and

Greet Britain (Table 12).

Table 12 Developmentsin milk yields per cow p.a. —country at hand and selected

countriesin the EU, in a few selected years

1997|  1999| 2001|2003 2005)
Serbia 1935 2139 2149| 2327| 2383
EU-15 5681 5922] 6200|6457
EU-25 .| 6089
United Kingdom 5949 6120 6679 6807 6807
Netherlands 6675| 6808 7000|7299 7345
Sweden 7124 7478 7850|8082 8152
Denmark 6814 7171 7304| 7816 8108

Source: Documentation of the Statistical Office of the Republic of Serbia and EUROSTAT, 2008
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3.1.2 Price

In Serbia average milk prices pad to famers were declining during 2001-2003
(Table 13). Since 2004 prices have sgnificantly increased. In 2007 compared with 2001

prices were nearly 70% higher. The trend continued in 2008 as well and in May the
average price paid to farmers was 23.7 dinars (0.30 Euro) per liter.

Table 13 Average milk prices paid to farmersin Serbia (2001-2007)

(dinflit.)
2001 2002 2003 2004 2005 2006 2007
10.95 1061 1058 .72 1422 1519 1846

Source: Documentation of the Statistical Office of the Republic of Serbia

Minimum and maximum milk prices pad to famers in Serbia during 2000-2007
are shown in Fig. 2. The trend Ine for minimum milk prices pad has not undergone any
changes for dmost 8 years. The trend line for maximum price shows a sgnificant rise in
2007 in relation to 2006 (64%). The 30% increase of the milk price paid to farmers in
August 2007 may be attributed to both deficiency in milk supply and higher feed prices.

Maximum -minimum prices paid to farmers 2001 - 2007- dinflitre

40

[=4—Maximum prices
- ._ P .
L = Minimum prices |

Minimum prices 2

Zﬁ /
25 /

15

10 B = =cc B

T T T T T
2000 2001 2002 2003 2004 2005 2006 2007

Source : Ministry for Agriculture, Forestry and Water Management, Draft (2008).

Until 2001 in Serbia milk production was given protective, i.e. guaranteed prices.
This was followed by the formation of prices depending on the conditions on the market,
i.e supply and demand. This resulted in reaively low milk prices and revolting milk
producers. Being displeased with the dStuation the producers often protested by soilling
milk in the dreets. Milk is the only product of the Serbian livestock production receiving
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continuous sdective premiums (lowland and hill and mountain regions) from the very
formation of the agro budget with the objective of promoting the production. However,
the producers ae unanimous in their opinion conddering premiums insuffident to
simulate and promote the development of this production.

Milk prices were compared on a sample of 16 dary plants in 8 different EU member
dates showing an average milk price of 29.95 Euro (100 kg) in April 2006, i.e. average
for 12 months was 28.46 Euro (100 kg). Thus milk prices in Serbia for the sdlected period
are lower in relation to EU. The same concluson can be derived from the sdling prices
of raw cow milk in EU member states (Table 13 and 13a).

Table 13a Selling pricesof raw cowsmilk in EU (Europer 100 kg)

2000 2001 2002 2003 2004 2005 2006 2007
Belgium 29.99 3169 28.98 27.04 28.74 27.56 26.94 R75
Czech 21.00 272 26.18 24.43 24,97

Republic

Denmark 33.00 3435 3418 B 3145 3033 3043 39.03
Germany 3160 3454 3150 3002 3220 3158 : :
Estonia 17.38 2043 17.90 1842 24.53 2540 24.32 26.86
Ireland 27.30 28.60 26.33 26.00 2599 25483 24,61 3110
Greece 35.84 3654 37.68 38.10 34.82 35.28 34.95 3867
Spain 27.38 30.68 28,64 28,67 30.76 30.34 2062 35.35
France 30.28 3147 30.64 : : : : :
Cyprus 30.49 3247 B34 39.70 3827

Latvia : : : : : : : :
Lithuania 1410 16.59 1552  14.14 16.99 1958 2006 2945
Luxembourg 3197 34.23 328 261 R0 30.79 3043 :
Hungary 24.23 26.70 2973 2816 24.99 2591 24.15 28.83
Malta 4271| 4293| 4329| 3990| 39.95| 3582 34.47 37.27
Netherlands 32.20 34.35 R.75 3140 3035 3010 29.30 34.60
Austria 28.97 B2 3154 2068 2952 29.44 29.89 B75
Poland 18.93 20.75 1807 1586 1874 242 2314 27.49
Portugal 30.74 P73 3285 2.69 319 2.36 3097 35.83
Romania 13.83| 1561| 1533 1557 1527| 17.85| 19.00] 2271
Slovenia 27.95 28.88 2004 27.45 26,58 2634 26.66 :
Slovakia 19.65 20.32 223 2220 2371 25.36 25.97 29.02
Finland 34.29 3541 3615 36.16 3523 3446|  35.83 37.01
Sweden 35.78 32.08 3B3L 36.26 202 3047 3042 295
United 26.97 30.09 26.41 2530 2643 26.24 26.32 2622
Kingdom

Source: EUROSTAT, 2008
3.1.3 Grossmargins

A dgnificant indicator of competitiveness of the Serbian dairy sector is the gross
contribution margin achieved. Contribution margin & an average Serbian dary fam (3
heads) but dso a a large farm (50 heads) was analysed and the results are shown in Table

14.
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Table 14 Gross margins at Serbian dairy farms (2007), value in dinar

Per head
Elements Small dairy Largedairy
farm farm

Number of cows 3 50
Yield, kg/cow 3000 6000
Cultivable land (ha) 3 50
Pastures (ha) 2 0
Vauein (din) per 100 | milk 2300 2500
Total income (on 100 | of milk ) 2830 3030
- Milk and dairy products 2300 2500
- Heifer and weaning calf value 530 530
Total computed variable costs (on 100 | of milk) 1412 1279
Feed (total) 1243 1202
- Variable production costs of own feed 807 737
- Concentrated feed 436 465
Water 40 13
Insemination 40 20
Veterinary services and medications 56 28
Electricity 15 8
Other variable costs 17 8
Gross margin per 100 kg of milk 1418 1751
Gross margin rate (of return on milk sale) 61.6 % 70.0 %
Gross margin (total revenuesless variable costs) 127620 5253000

Source: Authors' calculation

Farmers producing on average 3000 | of cow milk on smal and 6000 | on large
dairy fams with the milk price of 23 dinars per | on smdl, i.e. 25 dinars per | (better milk

qudlty) on large dairy farms can expect:

Gross margin on 100 | of milk amounting to 1418 d on smdl, i.e. 1751 dinars on

large dairy farms,

Gross magin per fam (tota income — vaiable costs) amounting to 127,620
dinars on smdll, i.e. 5,253,000 dinars on large dairy farms,

Gross magin rae on amdl dary fams amounting to 61.6%, and on large dairy

farms 70%.

It was impossible to make a comparison of cdculations, i.e. gross margins between
countries due to different currencies, different level of dependency on purchase input,
difference in average fam sze, different breeding and nutrition sysems of cows etc.
According to some sources average gross margin in EU-15 amounted to 86% in 2002
(athough some countries like the Netherlands and Spain were noted to have achieved
higher marging). In Serbia gross margin was lower on large dairy fams but particularly

onsmdl dairy farms.
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The cdculaion points to some sgnificant differences between smdl and large
dairy fams with regard to gross margins achieved. Much better results were achieved by

large farms (50 heads).

3.2. Performance at industry level

Privatisation of our economy was initiated by the end of the 1990s It was

inditutionally founded on socid and economic reforms and new legidation. However, dl
this was interrupted by wa conflicts, santions and hyperinflation. During 1996-2000
regulations were enacted at both federd and republic leve (with Serbia as part of the
Federd Republic of Yugodavia) with the am of contributing to successful privetisation.
Of the 246 companies in the dairy sector in 2000, 198 (or 80.4%) were private
(Milanovic, M., 2002). At that time the newly established private companies were smdl
(rardly medium) and ther shae in totd production and totd employment was
sgnificantly lower compared with their share in the total number of companies.
Privatisation of large dairy companies in Serbia took place in two Sages. workers
shareholding method whereby 60% of socid capitd was distributed among workers of
these dairy plants but among workers of other companies and government ingtitutions as
well both active and retired without compensation. In the second phase of privatisation
auctions were organised and both domestic and foreign investors took part and became
majority shareholders of our private dairy companies (Sevarlic, M. 2007). Large
companies use modern technology and comply with the internationd qudity and hygiene
standards.

3.2.1.Turnover and employment in the dairy industry

During 2001-2006 total dairy industry sde was noted to rise (Table B). Most of

the sde was redised on the domestic market whereby the retail vaue of milk and dairy
products increased 3.7 times and wholesale by about 4.4 times Only 5% was redised on
the export market which points to limited exporting chances of the dairy sector.

Table 15 — Sale value of the Serbian dairy industry (2001-2006) (millions din)

Retall Wholesale
2001 7396 4805
2002 10005 9819
2003 14638 9907
2004 17962 12119
2005 22933 13817
2006 27603 21124
Index(2001=100) 373 439

*- refersto milk, dairy products and eggs
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Source : Calculated by authors— on the basis of data taken from documentation of Agricultural Statistics for
cited years, The Serbia Republic Office of Statistics, Belgrade

Statistical data on production productivity and profitability of the Serbian dary
companies, i.e. dairy sector are hardly available. Being deficient in data on GVA for the
Serbian dairy industry, data on GD(materid)P — total for dairy industry and per employee
were used.

In 2005 GD(materid)P achieved in the Serbian dairy industry and per employee
increased by about 15 and 30% respectively (Table 15a).

Table 15a Some selected performance indicators of the dairy industry

y GD(material)P GD(TE"aI?‘a')P Per
ears . mployee
000 dinara
(000 dinara) (000 dinar a)

2003 5504210 778
2004 6798255 1033
2005 6460689 1020
Index(2003=100) 1154 1311

Source: Calculated by authors— on thebasis of data taken from documentation of Agricultural Statistics for
cited years, The Serbia Republic Office of Statistics, Belgrade

3.2.2.Value added and profits

The gross additiond vaue (GVA) indicator per employee can be used in order to
compare competitiveness of companies or sectors. However, being deficient in the
indicator, we were obliged to use GD(materid)P per employee in the Serbian dariy
sector, food industry and the overall processing sector (Table 16).

Table 16 GD(material)P and profits per employeein the dairy sector, food industry
and manufacturing

GD(material)P per employee, 2005
2005 (000 din) 2005/2003 index
Dairy industry (15.5) 1020 131
Food industry (15) 823 125
Manufacturing (D) 637 144

Source : Calculated by authors— on the basis of data taken from documentation of Agricultural Statistics for
cited years, The Serbia Republic Office of Statistics, Belgrade

GDP per employee in the dairy sector was by 24% higher from the average for the food
industry on the whole and by about 60% from the average for the processng industry.
During 2003-2005 GDP per employee in the dairy industry increased by 31%, food
industry by 25% and the processing sector by 44%. So, this shows that productivity in the
dary industry isreatively high
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It was impossible to compare competitiveness of the Serbian dairy industry with other
countries due to invaid daa EU member countries achieve higher GVA vdues per
employee, the Netherlands 74000 Euro, Ireland 81000 (Eurostat, 2006).

3.2.3.Market share developments

The share of the Danube Food Group on the Serbian market is estimated to
account for about 46% (Edimation of dary indusry experts. One can argue whether
DFG holds a monopoly on the Serbian market because according to the Law on
competitiveness protection, market predomination is not prohibited and if the share
accounts for more than 40% it is necessary to prove the opposite. On the other hand,
purchase prices prove monopoly in the dairy sector because our milk producers are
known to be among those with the lowest purchase prices in the region (www. ac-
broker.co.yu, 18.03. 2007). Presently, there are only a few large milk and dairy product
producers and sdllers on our market. In addition to the large dary plants (IMLEK,
NOVOSADSKA, SUBOTICKA, ZEMUNSKA | ZAJECARSKA MLEKARA-Impaz)
incorporated in the Danube Food Group system, the role played by Lura, Unimilk,
Zemunska and Zgecarska- Impaz dary plants is dgnificant as wel. So, one could
conclude that DFG holds no monopoly. However, there is no officid proof for this. At
the moment (February 2009) there is a process a the Serbian court regarding the
monopoly and dominant position of DFG group on the Serbian market.

Both domegtic and foreign investment privatised dairy plants were noted to meet
the needs with regard to supply and demand for fresh milk. The share of imported
products accounts for about 5% (the authors estimation) of the fresh dairy products,
cheese and powder milk on the market. Deta M and Silbo are the mgor importers of
milk and dairy products for the Serbian market.

3.2.4.Competitivenessat retail level

Dairy products produced in Serbian dairy plants are well presented in retal stores.
The qudity of dary products is smilar to foreign competitive products. Serbian dairy
company brands ae among the chegper, especidly butter and powder milk.
Compstitivess of the Serbian dairy plants can be improved by increasing output and
sgnificantly raigng investments in novel products. There is a too broad spectrum of
produce and only specidisation in the production of a few products can raise production
and sde efficacy. Imported dairy products are generdly more expensive (butter, cheese,
....). Consumers find domestic products more likely to resembe organic food than foreign.
Investments in product development and targeted marketing can hep consumers acquire
knowlege and improve the postion on the market. Over the past years the number of
supermarkets well supplied with milk and dary products has grown. Retall is now
dominated by private companies such as Ddta-Maxi and Rodic. Foreign Mercator, from
Sovenia, Idea from Croatia, Vero from Greece entered the market as well, cregting more
competition.
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Table 17 Retail prices of dairy products in a supermarket

example below: September 2008

in (Belgrade), date —

(dlin)
Pasteuris Fat Cascaval packed

ed milk UHT Cream Butter Y oghurt cheese
Units litre 100 gms 125gms, 65% fat litre Per kg (packed)
Foreign brends - Meegle-168,90 61.00 Gauda- 699.9
Products of large Serbian Kremsi-Imlek Iriski sir{mlek
Company 57.90 380 Imlek-77,60 77.90 624,50
Products of medium sized 5500 Srko-dairy 81.00 Mocarela-Nis
Serbian Companies ) Sabac 39,90 ) dairy -667,6

Source: Personal observation

High margins on retail milk and dairy product prices are part of retal trade and
are paid by consumers. pasteurized milk (up to 15%), hard cheese (up to 30%).Retall
prices of these products in retaill stores were found to vary significantly due to enormous
differences between rebate and margins.

Sgnificant quantities of dary products (primarily cream and white cheese)
produced and processed on family farms are sold on green market. Fresh milk quantities
sold on the market are negligible (about 1 million liters) and were found to dedline in
relation to 2000. Significant quantities of cheese (10000 tons) and cream (2000 tons) are
sold on the green market.

Table 17 a Sale of milk and dairy products on Serbian green markets
Dairy products— tons

Milk .
: All of Other dair
Y ear (000 liters) cr?e?e Cream Buitter product Sy
2000 5914 11198 20170 15,9 351
2001 1723 10954 1829 289 289
2002 1167 10754 1803 112 198
2003 928 9414 1799 14 152
2004 839 9068 1814 823 160
2005 839 9480 1667 895 179
2006 770 9964 1722 29,0 108
2007 831 9823 1878 315 86,2

Source: Data of the Serbian Statistical Office

Dairy products sold in 2006 are represented by about 70,000 tons as dary equivalent.
This makes about 9% of the 800,000 tons of milk produced but not ddivered to dary
plants (according to the Republic Statigtical Office). Dary products sold on green
markets are lower in price compared with those sold in retal stores. However, dl the
necessary prerequisites need to be fulfilled (equipment, packaging, handling, ....) in order
to meet food safety standards. Dairy products are both controlled and sold teking into
condderation regulaion requirements which ae continudly improved. Retall prices of
pasteurizzd milk and cream sold in retal Stores, prices of white cheese in sold retall
dores and green markets are given in Fig. below. Eighteen Serbian cities were included
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in the study and average prices were computed in order to obtain price trends for both
retail stores and green market.

Fig. 3. Trends for pasteurised milk retail prices (dinarg/liter, 2005-2007)
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Source : Ministry for Agriculture, Forestry and Water Management, Draft (2008)

Prices for pasteurised milk were found to rise until the mid 2007's followed by a sudden 16%
jump due to milk deficiency. During the three years total price growth was 36%.

Fig.4. Trendsfor cream retail prices (din./kg, 2005-2007)
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Cream is ftraditiondly a product of rurd households and because of this industrid
production laggs behind. Totd price growth by the beginning of 2005 was 39%,
increasing by 7% in 2005 and 2006 and 22% in 2007. Its growth was most prominent in
the second hdlf of 2007, by about 17%.

Fig. 5. Trends for cheese retail prices (din./kg, 2005-2007)
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Beginning 2005 to the mid 2007 cheese retail prices were stable followed by a 23% jump.

Until 2007 white cheese prices on the green market were rdatively sable followed by a
sudden 24 % jump by the end of the same year (Fig. 6). During the 3year period price
differences between retail and green market prices dowbled, from 12 dinars to 30 dinars

per kg.
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Fig. 6. White cheese price trends on green markets (din./kg, 2005-2007)
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4 SWOT
4.1 Strengths and weaknesses

Based on this sudy the conclusions derived point to both advantages and disadvantages
shaping the competitiveness of the Serbian dairy sector, teking into account the
opportunities and threats for its improvement. The Serbian dairy sector faces a few
weaknesses at the macroeconomic level such as low income, low living sandard and
low purchase power of the consumers and reatively high interest rates, hindering
chronicaly the inflow of capital.

The fdlowing disadvantages can be illustrated a the prime (fam) level, i.e
milk production on fams insufficdent traning and education of manpower & the
expatise levd for engaging in faming followed by an unfavourable age dructure. Many
fams face low milk production output which is followed by expensive production and
low production efficiency. Extremey low milk production per cow may be attributed to
low genetic potentia of cows, breeding type and inadequate nutrition. (Available own
feed quantities are the prerequisite for profitable production. Feed purchase tends to raise
production costs meking it norprofitable). Smal family fams are characterised by
ingppropriate feed stocks for winter nutrition which has a sgnificant impact on seasond
milk production.

Low milk quality is the result of lacking knowledge and orientation on preserving qudity
hygienic safety of milk but dso the need to harmonize legidation in the fidd. The milk
collecting system, i.e. fam-processing plant, is far from organised and it lacks adequate
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equipment, refrigerators and milk control qudity. There is dso a chronic lack of capitd,
i.e. production investments in order to improve the technical sector. Irregular payments to
milk producers and low stimulations for production invesment and export characterise
governmentd inditutions. Smdl farms and inability to increese holdings are the limiting
factor to effident production, as are bck of market oriented production, green market
sdeof dairy products.

Advantages of the Serbian dairy sector a the farm level ae rdaivey low
labour costs compared with the EU, relatively low input cods, i.e. production of low-cost
bulk feed, preserved land resources (soil quaity and huge land areas suitable for
pastures).

There are many disadvantages in the milk processing sector: a grest number of
dairy plants (about 2 large indudtrid plants and more than 200 smal dairy plants). Dary
industry lacks specidisation of production, narrowing production to some products would
rase production efficacy, high costs for collecting and delivering milk from the producer
to dary plant. Underdeveloped payment sysem for milk qudity. Low productivity
follows insufficient development of new products. High costs of didribution of find
products and lack of information on market trends and sector development characterise
the Searbian dary industry as wdl. Tageted maketing and legidation are lacking
primarily in the fidld of safe food production (acts on hygiene, adequate quality contral..).

Dairy industry output is too low and Gannot be consdered competitive at the internationa
level. In addition to low price competitiveness (due to low productivity), both quaity and
marketing competitiveness are low aswell.

Principa advantages of the dairy processng industry are: low labour codts, low
input cogs (milk); technologicaly wel equipped, modern equipment, high expertise and
traned personnel. Privatisation of the sector has been completed and foreign direct
invesments has contributed to the modernisation of the sector.

Also, the sector for digtribution, i.e. milk and dary products sde, retal and
wholesale, is characterised by both advantages and disadvantages. In case of green
market sdle advantages are that farmers are paid a once, low prices for some products
(cheese) for consumers with low income. Disadvantages ae low hygienic conditions,
poor product quality and high labour costs.

Advantages in case of wholesale are comparatevely favourable supply- rdaivey
low prices, a broad spectrum of products, fair service sandards risng number of
participants (Metro, Mercator, Vero, ldea, Tempo), efficacy compared to those
paticipating in retal sde. Disadvantages are low competitiveness and high prices for
medium qudlity.

The man advantage of retail sale is the adequate supply of consumers with milk
and dary products Disadvantages are inadequate equipment for preserving milk and
dary product qudity (refrigerators), inability to achieving efficacy and profitability of
se.

4.2 Opportunitiesand Threats

There ae opportunities of improving competitiveness between the domestic dairy sector
and those from abroad.

At the farm level it is congdered reasonable to focus on ensuring high-quality
feed and improving hygienic conditions and anima wefare.
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- Improve feed production efficiency by providing advice on proper plant feeding
.and fodder production

- Invest in the purchase of cattle with high genetic potentia

- Invest in building and equipment for anima lodging and feed storage

- Improve milk qudity by providing advice and training on hygienic conditions
and procedures.

- Provide opportunities for organic milk production.

At the processing level it isreasonable to focus on:

- Invesments in equipment and organized milk collecting plus the development d
milk queity payment systems— improve milk quity and quantity.

- Investments in modern processng technology - increase qudity and efficiency
of production.

- Devdopment of new products in accordance with market requirements and
consumer spending power.

- Improving the legidation on merging from the dandpoint of qudity and safe
products

- Increesing sector efficency by redtructuring, i.e. merging producers and
Specidization of production.

- Expanding the market by developing a didributive retaling and wholesaing
network

- Creating an identifiable Serbian brand (cheese, cream kajmak.....)

- Foreign direct investments focused primarily on development of sale network

Threats

Farm level

- Failure to meet Acquis requirements (quality, hygiene, animal wefare, etc.)

- Lack of dternative employment opportunities in rurd aess hampers the
restructuring process of farms

Processing level

- Inability to harmonize with EU dandards. Fallure to meet Acquis requirements
(qudity, hygiene, etc.).

- Rising trends in consumption of products with low fat content

- Changesin consumer preferences focused on organic production

- Sgnificant competitiveness on the internationd market, with high qudity and
relaively low products prices predominating

- Highly liberdized import would imperil the sector
Threats imperilling the sector reflect on the inability to meet the growing demands with
regard to drict quaity standards dong the dairy chain. Mgor competitiveness on the
internationa market and various condraints limiting food export. Competitiveness of the
sector needs to be enhanced in order to improve its podstion. EU accesson may be
postponed if Acquisa requirements are not fulfilled. Domestic producers would consider
themsdlvesin an urfavourable position with tariffs abolished.

STAGE STRENGTHS WEAKNESSES
macro Low level of consumer incomes, gives low level
envir onment of consumer spending power

Page 31/ 36




environment

High interest rates, unable capital inflow the
sector chronically lacks

Farm Levd Low labourcosts Most of the manpower in need of additional

education, training and expertise schooling

low input costs (bulk feed | Unfavourable age structure of farm labour

production

Environmental protection Low milk production output on most farms
reduces productivity

Long tradition in production Low milk production per cow
Low genetic potential of cows
Inappropriate nutrition and insufficient supplies
for winter dairy cow feed diet (small farms)
Seasonal production
Low milk quality
Lack of adequate knowledge and orientation on
preserving milk quality and hygienic safety
Lack of legislation in the sector
Poorly organised and inadequate system of milk
collection
Lack of capital, i.e. production investments
Irregular milk producer payments
Low financia support for  production
intensification
High natural consumption and sale of dairy
products on green markets

Processing

Low labour costs

Bulky sector — lacks concentration (huge
number of dairy plants, about 250)

Low input costs — milk (compared
with EU)

Low production output

Production specialisation lacking

High costs of milk collection

modern milk

processing

technology  of

Low productivity and profitability

Highly-qualified  expetise and
personnel

Underdeveloped milk quality payments system
of some (small) processors (lack of impurity

measuring and total bacterial counts)

Privatisation completed

High costs of distribution for many enterprises

Direct foreign investments —
contributed to modernisation of the
sector

HACCP certificates lacking in most dairy plants

developed system of milk quality
payment in large dairy plants

Lack of information on market trends and sector
development
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Lack of targeted marketing

Low financial support for production and export

Wholesaling

and Retailing

Distribution

Green market | Ensuring payments to small | Poor hygienic conditions, poor hygiene of
producers products
Ensuring low prices for some

products to consumers with low
spending power

Wholesa]ing Increasing the number of
participants
Relatively fair supply and product | Lack of competition
quality
Higher efficacy in relation to | High pricesfor medium quality
participantsin retailing
Raa'”ng Ensuring expansion of milk and | Inadequate equipment for preserving milk and
dairy products supply dairy product quality — cooler capacities
Inability of achieving efficient sale
STAGE OPPORTUNITIES THREATS
Farm leve Failure to meet Acquis reguirements (quality,

hygiene, animal welfare, etc.)

Improve feed efficiency by
providing advice on proper feeding
plants and fodder production

Lack of alternative employment opportunities in
rural areas hampers the restructuring process of
farms

Investments in the purchase of cattle
with high genetic potential

Investments in  building and
equipment for animal lodging and
feed storage

Improvement of milk quality by
providing advice and training on
hygienic conditions and procedures

Opportunities  for organic  milk
production
Processing level Investments in equipment and | Inability to harmonise with EU standards.

organised milk collecting plus the
development of milk quality
payment systems — improving milk
quality and quantity

Failure to meet Acquis requirements (quality,
hygiene, etc.).

Investments in modern processing
technology

Increasing trends in consumption of products
with low fat content

Development of new products in
accordance with market
requirements and consumer
spending power

Changes in consumer preferences focused on
organic production

Page 33/ 36




Improve the legislation on merging | Significant competitiveness on the international
and milk and dairy products quality | market, with high quality and relatively low

and safety products prices predominating

Increasing sector efficiency by | Highly liberalised import would imperil the
restructuring, i.e. merging producers | sector

Expansion of the market by
developing a distributive retailing
and wholesaling network

Creation of an identifiable Serbian
brand (cheese, cream- kajmak....)

Foreign direct investments focused
primarily on development of sale
network

5 Suggestionsfor policy recommendations

Changes in the demand and supply chain dtructure recorded in other European
countries were found to influence competitiveness of the dairy sector in Serbia as well. In
most developed European countries, sdf-sufficency with regad to milk and dary
product consumption has been noted. The EU dary sector is characterised by an
asymmetricad decline of intervention prices for butter £25%) and low fat powder milk (
15%) and broad milk quotas. The quota regime has stabilised the sector and is expected
to be in force until 2015. There is a link between CAP changes and Doha consultations of
the WTO and the result is expected to contribute to the improvement of the dairy sector.
Consultations are primarily focused on excluding export support and reducing import
protection as well as on domestic income support, an item separated from production.
Development measures for increasing competitiveness of the Serbian dairy sector need to
take into account trends on the internationa dairy market and internationa trade policy in
order to contribute to its efficiency and profitability in prime production, processng and
digtribution, development of new products and investments in new market concepts.

The comparatively low competitiveness of the Serbian dairy sector may be attributed to
the lack of effort and attention paid to the prime sector and milk processng sector: low
production output, low average milk production per cow as a result of unfavourable cattle
breed, type of breeding and nutrition but dso due to an unfavourable family farm
ownership dructure. The processing sector faced by low labour output, lack of
specialised production and targeted market ranks low in competitiveness. The need arises
to take steps and change the production and market structure of the sector in order to
overcome low price competitiveness (the sector is not competitive on price), and lack of
quality and marketing competitiveness.

In order to contribute to the development a the primary and pocessing leve of the dairy
sector and prepare for the chalenges ahead, govemment policies need to be focused on:

-Support policy measures - regular and higher payments for increasing production output
and gimulating export , thus improving and raising competitiveness of the dairy sector.
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- Technicd and inditutiond modernization of the sector - fadilitate technicad and
inditutional modernization in order to increase productivity and efficency of the sector,
e.g. supporting research and extension services meeting farmer needs;
purchasng milking and cooling equipment; ensuring animas of high-genetic potentid,;
improving feed qudity by introducing modern mechanization lines, building proper
housing for animas.
- Edablish market oriented export by promoting Serbian brand and loca autochthonous
dairy products, ensure financid means for targeted marketing, improve market research
and production of products that will meet the needs of consumers from abroad (quality,
dandards, price competitiveness — sde prices, market competitiveness- assortment,
packaging, containers).
- Production development of new dairy products will increase the vaue added.
- Land policy- the dstate may encourage land purchase and enlargement of dill rdativey
andl and scattered farm holdings by offering long-term credits, interest rate subvention
and grants.
- Rurd development policy:

-investment support through Axis One for modernization of the sector,
improvement of milk quaity (producer training) ;

-by compensatory payments to farmers in less-favourised (mountain) areass, usng
rurd development policy measures of Axis Two; including enhancement of production
associations in dairy sector.
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