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Poultry and Products:

Strong import growth continues despite
domestic production increases

Domestic poultry production is expected to in-
crease in 2008, but at a somewhat slower rate.
The domestic industry will continue to supply
the retail market segment, while processors will
continue to source from imported products.
Local demand for poultry meat will continue
to increase, fueled by strong consumer income
growth and favorable poultry prices relative to
red meat. The poultry import market could be
affected by political changes, a possible result
of the September 30, 2007 parliamentary elec-
tion. A new government could target importers
situated in Free Economic Zones thus threaten-
ing the import market for poultry. The probable
accession of Ukraine to the WTO in late 2007
or 2008 may have a significant positive impact
on trade flows.

Ukrainian poultry producers will continue to
expand their production rapidly. The four larg-
est market players will launch new hatcheries,
production and slaughter facilities. The re-
cent trend of vertical integration will continue
with construction of new processing facilities
for ready-to-eat frozen products. Production
growth is expected to continue despite growing
costs. The two major factors contributing to
higher production costs are energy (both elec-
tricity and natural gas) and feed grain prices.
The drought in marketing year 2006/2007 led
to a sizable increase in feed grain prices. The
government of Ukraine’s (GOU) recent attempt
to halt the increase in meat prices by introduc-
ing grain export quotas yielded insignificant
results.

Consumption of poultry meat will continue to
increase. This trend is being fueled by the in-
crease in red meat prices. Poultry meat remains
the cheapest meat product, and the domestic

poultry industry is the most efficient in Ukraine.
The Russian ban on Ukrainian red meat prod-
ucts had an insignificant impact on the domestic
price of poultry in Ukraine.

Similar to 2006, import levels in 2007/08 will
depend primarily on the political situation. The
import of poultry remains a very sensitive politi-
cal issue and is widely exploited in the on-going
parliamentary election campaign. Following
the closure of the “free economic zones (FEZ)”
in 2005, only a small number of companies that
were located in the zones were able to continue
to import poultry. These companies challenged
the legality of the government’s policy to abol-
ish the FEZs in Ukraine’s commercial court
and managed to secure a favorable ruling that
reestablished their FEZ privileges. It is unclear
weather the new government that is formed af-
ter the September 30 election will continue to
allow these companies to import into the FEZs.
The import forecast is based on the assumption
that the next government will implement a pol-
icy similar to what is in place today. Ukraine’s
expected accession to the WTO in late 2007 or
2008, might again reopen the poultry market to
areas outside of the FEZs.

Production

The phenomenal growth in domestic production
that has occurred over the past few years is lev-
eling off, however domestic production is still
expected to reach 20-25% with a goal of cap-
turing as much of the domestic market share as
possible. Domestic producers are not expected
to satisfy the domestic demand for chilled poul-
try meat until the end of 2008 or later. When
domestic demand is met, local producers will
attempt to capture the processed product mar-
ket segment where frozen imported poultry
dominates (meat processing). This segment is
significantly less lucrative and squeezing U.S.
and EU products out can be a long and difficult
process.

Consolidation, mergers and acquisitions may




never be a part of Ukraine’s domestic industry
because 4 major companies already supply 80
- 85% of the market (Myronivsky Khleboprod-
uct — 38%, Agromars — 29%, Ruby Rose Agri-
cole Co, Itd. - 8%, Ptahocombinat Dneprovsky
— 8%). The friendly takeover of Kurgansky
Broiler by its competitor Agromars in late 2006
could be the last takeover. Antimonopoly legis-
lation may effectively prevent further mergers,
although some very small producers may join
larger competitors or go bankrupt in next two
years.

In June of 2007, the recognized market leader,
Myronivsky Khleboproduct, announced they
will launch a new poultry facility in central
Ukraine with a total capacity of over 160,000
tons per year. The facility is expected to be-
come fully operational by 2009 and comprise
the entire production chain including a large
hatchery (170 million eggs a year), poultry
houses (416 in total), and a slaughter facility
(130 million chickens a year). The company is
also planning to invest over US$1 billion into
another yet similar production facility in 2009-
10. With its own grain production and frozen
ready-to-eat product food plant ($110 million
project) in Myronivka, the company is a few
steps further vertically integrated than most
U.S. competitors.

Agromars also announced the launch of a new
food facility that will produce frozen processed
products. Ukrainian processors are attempting
to establish their presence in all poultry mar-
ket segments, despite the significantly lower
returns in the ready-to-eat market. Production
of frozen products is new to the market and the
recipes used by the industry are quite different
from traditional preferences. Consumers are
viewing the new products with skepticism and
as “highly processed”, “not natural” and even
“low quality”. These products have only been
modestly successful because of the reasons de-
scribed above and because only the small group
of affluent city dwellers, to whom these prod-
ucts are targeted, purchase them.

The Ukrainian poultry industry managed to
avoid significant problems (see points below)
in 2006 / 2007 that could have negatively im-
pacted the sector:

- The 2006 Avian Influenza outbreak in Southern
Ukraine had little impact on industrial poultry
production. The industry managed to convince
consumers that only backyard production and
wild waterfowl could endanger humans.

- The effects of the drought and smaller grain
crop in marketing years 2005/06 and 2006/07
were offset by the imposition of grain export
quotas. Because of this policy, Ukrainian
poultry producers now have a $20 to $25 per
tone price discount for feed grains, however this
move did little to ease the high price of poultry.
The Ukrainian Poultry Union took an active part
in lobbing for the introduction of export quotas
and to maintain them despite the pressure placed
on the GOU by grain traders and international
governments and organizations.

- Asslight decline in backyard chicken production
(not discussed in this report) resulted in higher
domestic prices in 2006 and 2007.

- GOU efforts to ensure low prices for poultry
meat by way of limiting imports through the
closure of the FEZs was circumvented by
importers. Importers were able to legally argue
that they were entitled to operate in the zones
under the same conditions as in 2004, prior to
the closure of the FEZs.

Some Ukrainian poultry producers started to
pay more attention to production of alternative
poultry species including ducks, geese and
turkeys. These producers encountered a similar
problem the producers of the ready-to-eat
poultry products encountered. The average
Ukrainian consumer did not embrace these
products with open arms and retailers were not
ready to market the products. Also, Ukrainian
consumers were not ready to pay higher prices
for meat they perceived as different.

Consumption

The consumption of poultry in Ukraine will
continue to increase in 2008. This growth will
take place in both market segments: domestically
produced chilled poultry for the retail market
and frozen poultry for further processing.
Legally imported U.S. product is used almost
exclusively for further processing. The growth
of domestically produced poultry is expected
to eventually take market share away from




U.S. products that are used in the processing
sector. This could happen as early as 2008.
Consumption of ready-to-eat semi-finished
products is expected to grow insignificantly.

Consumption growth is fueled by two factors:
income growth and the increase in red meat
prices. Disposable incomes in Ukraine
increased by 28% in 2006, so many of the low-
income consumers were able to increase their
consumption of poultry. (Note: the official
average monthly disposable income in Ukraine
remains quite low at UAH 722 ($143) as of
July 2007.) Ukrainians are gradually switching
to poultry products from traditional pork and
beef. This trend is expected to continue in 2007
and beyond due to increasing red meat prices,
the inefficiency of Ukrainian beef and swine
production, and prohibitively high import
duties for red meat. Unlike poultry, imports of
red meat through the FEZs are prohibited.

Avian Influenza (Al) outbreaks in early to middle
2006 had little impact on poultry consumption.
The decrease in demand that occurred at the
time of the outbreak was quickly reversed. The
public’sinterestin Al had dissipated significantly
by early fall 2006. Possible future Al outbreaks
outside of Ukraine are not expected to have a
significant impact on poultry sales. If an Al
outbreak occurs on the premises of one of the
domestic poultry producers, then consumption
could be negatively affected.

Trade

The trade forecast for the remaining months of
2007, as well as for 2008 is a difficult to predict.
Import tariffs remain at prohibitively high rates
and the slight tariff decrease in August 2005
had no impact on trade flows. Trade in poultry
remains asensitive political issue and is impacted
by political debates and negotiations between
commercial companies and the government
rather than a function of supply and demand.
In most cases, the volume of imports is directly
correlated to court decisions or political deals
with businesses situated in FEZs.

Following the elimination of tax privileges
associated with the FEZs in 2005, imports
of poultry decreased significantly. = Some
companies situated in the former FEZs
managed, through court decisions, to get their

privileges reinstated. These companies argued
that they followed the legal framework outlined
by the previous government and that legally
they should still have the right to operate in the
zone. The companies that are still operating
in the FEZs are responsible for over 97% of
poultry imports in 2007 and will likely remain
large importers in 2008.

Trade estimates for 2006 were revised to
comply with official statistics. FAS Kyiv’s
forecast significantly underestimated trade for
2006 because the GOU decided not to close
the remaining FEZs as anticipated. Imports of
poultry in 2006 were possible because of a
political deal between the government and
importers, partially in reaction to slight
production delays. That decision resulted
in a significant increase in poultry imports in
August and September 2006 (see Chart bellow).
The abnormally high import level recorded
during the fall months of 2006 proved short
lived and trade decreased to a more “politically
comfortable” level of 10 thousand tons a month
in January 2007.

The GOU 1is expected to continue market
interference aimed at limiting poultry imports
every time imports exceed the 8-to-10 thousand
ton per month threshold. The peak recorded
in early spring 2007 is a good example of such
behavior. The government took immediate
precautions that resulted in the sharp decrease
in poultry imports in May 2007. These policies
are expected to continue throughout the rest
of 2007 and 2008. Thus, the trade forecast
for 2008 contains a conservative 120,000
ton import level. Sporadic trade peaks could
increase the estimate quite a bit, but continuing
domestic production increases is expected to
have a negative impact on imports, especially
towards the end of 2008.

Significantimports of processed poultry products
(HS 160232) into Ukraine continue from Russia
and Belarus. Ukraine’s prohibitively high import
duties for raw poultry products coupled with
Free Trade Agreements with Commonwealth
of Independent States (CIS) countries have
resulted in processed poultry product imports
from Russia and Belarus, which are themselves
net poultry importers. The phenomenon is
expected to disappear only after Ukraine’s
accession to the WTO.




Important note: The forecast is base on
“policies that are in place” and does not account
for any policy change or unpredictable market
event. The upcoming parliamentary election
in late September 2007, could be such a wild
card. The current government could survive,
but opposition parties also have a good chance
to take the majority and to take control. The
policies that exist today are expected to survive
only if the current government survives. A new
government could once again target the FEZs
thus stopping imports of U.S. poultry. On
numerous occasions, opposition party leaders
have announced their desire to close the free
economic zones. Ifthe second scenario occurs,
then poultry imports are expected to be below
the forecasted level. This scenario occurred
in 2005 and the affects can be seen in Exhibit
I in the March-April 2005 column. Poultry
shortages and significant market price increases
are usually not factored into these decisions.

Ukraine’s accession to the WTO is expected late
2007 or 2008 and is the second unpredictable
factor that could have a significant impact on
poultry trade in 2008. The accession is expected
to decrease import tariffs from 100% - 200%
down to a reasonable and nonrestrictive level.
This will allow poultry to be imported through
other Ukrainian ports or border crossings
located outside of the FEZs. In this case, more
meat packers will have access to imported
meat and more competition will be introduced
to the market. Importers will have to compete
amongst themselves. The number of importers
1s expected to increase significantly, as well
as the import quantity. The agrarian lobby is
expected to resist WTO accession as they have
in previous years, however the government
of Ukraine remains determined to fulfill its
international obligations to join the WTO in
late 2007 or early 2008. - Source: Foreign
Acriculture Service USDA

Ukraine produced 70,200 MT of meat in
August

1.87 million MT of cattle and poultry (live
weight) were slaughtered during January-
September 2007. Particularly 910,000 MT
were slaughtered by farmings and 961,600 MT
by domestic producers.

211,400 MT of cattle and poultry were
slaughtered in Ukraine in September, increasing
by 5.2% in comparison with August "07, and
11.9% in comparison with September 2006.

70,200 MT of meat has been produced in
Ukraine in August (including by-products),
decreasing by 3% in comparison with July
2007. Particularly, 16,500 MT of beef (-2.8%),
13,450 MT of pork (-1%), 38,600 MT of poultry
(-4.1%), 1,430 MT of by-products (-1%) were
produced. The production of meat increased by
3% comparing with August 07.

The poultry livestock as on October 1, 2007
constituted 196.7 million heads, decreasing
by 2.3% in comparison with September "07
and 0.2% (-376,200 heads) in comparison
with October 1, 2006. - Source: APK-Inform;
Translated by: usapeec.kz

Ukraine lifts a ban on poultry meat
imports from Brazil

Ukrainian State Veterinary Department lifted a
ban on poultry meat imports from Rio-Grande-
deSoul due to stabilization of epizootic situation
in this state. - Source: meatinfo.ru;

Translated by: usapeec.kz

Kyrgyzstan bewildered with statement of
Ukraine's Deputy Economics Minister

Kyrgyzstan is surprised with the statement
of Ukraine’s deputy Economics Minister
Valeriy Piatnytskiy that Bishkek avoids the
negotiations process with Ukraine. This is said
in the statement of the Kyrgyz Ministry for
Economical Development in response to the
interview of Valeriy Piatnytskiy with Mirror
Weekly newspaper (#36, 29 September — 6
October).

The statement, which was forwarded to UNIAN
agency, reads: “On the whole, the tone of the
Mr.Piatnytskiy’s interview, which touched upon
some aspects of the bilateral talks concerning
the Ukraine’s WTO entrance, bewildered the
Kyrgyz side. The statement that Kyrgyzstan
avoids Ukraine in talks is merely another one of
the series of PR-campaigns, aimed at deluding
the interested sides about the real state and




contents of the bilateral Ukrainian-Kyrgyz
talks”.

The statement stresses that Ukraine, acting
in such a way and unwilling to make any
commercial concessions, “tries to finish the
process of talks by any means, including
by means of putting political pressure upon
Kyrgyzstan through WTO member countries”.
Kyrgyzstan stresses that its delegation,
accredited at WTO in Geneva, “not only do
not avoids, but also actively participates in all
official and unofficial sessions of the Working
Group for Ukraine’s Entering WTO, and always
met the desires of the Ukrainian side, responding
to proposals to carry out talks at any level and
in any time. - Source: Unian Agency

Inflation in Ukraine made up 2.2% in
September

The Ukraine’s inflation in September, compared
to August of the current year, has made up 2.2%,
and during January-September of the current
year (compared with December of the last year)
— 8.6%.

According to the State Statistics Committee of
Ukraine, the inflation in September, compared
with September 2006, made up 14.4%,
during January-September of the current year
(compared with the same period of the last
year) — 11.9%.

The Cabinet of Ministers of Ukraine based the
state budget for the year 2007 on the following
forecasts: the inflation at 7.5%, GDP growth —
6.5%, industrial output growth — 8%. - Source:
Unian Agency

Moldova

BN

inflation rate in Moldova made 1.6%,
and 9% since the beginning of the year,
respectively.

In September 2007,

As “InfoMarket” agency was informed in the
National bureau of statistics, in January-Sep-
tember 2007, prices for food stuffs grew by
9.5%, for non-food by 7.7% and for services
rendered to population by 11%, accordingly.

In September 2007, prices for food stuffs in-
creased by 1.6%, for non-food- by 1.5% and
for services rendered to population- by 1.6%,
respectively.

In September 2007, the greatest increase of pric-
es among foodstuffs was registered for: oil ( 9.1
%), dietary eggs ( 8.3 %), pasta ( 5.9 %), fresh
fruits (4.7 %), milk and dairy products ( 3.5 %),
including butter - 7.5 %. At the same time, the
reduction of prices for potatoes- 16.8%, grapes
- 14%, vegetables- 4.3%, including cabbage—
26.7% and onion- 11.5% was registered. Within
the last twelve months (September 2006-Sep-
tember 2007) inflation rate in Moldova made
9,1%. - Source: InfoMarket Agency
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