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Introduction

 SEQ CHAPTER \h \r 1The food and beverage processing industry is the largest manufacturing industry in Canada in terms of shipments, accounting for 18% of total manufacturing shipments.  It provides employment for 296,000 Canadians (about 1.7% of the Canadian workforce) and produces shipments worth $90.7 billion; accounting for 2% of the national GDP.  It supplies approximately 77% of all processed food and beverage products available in Canada.  It is also the single largest market for Canadian agricultural products.
Like other manufacturing sectors, given a stronger Canadian dollar, rising input costs, a tightening credit market and increasing off-shore competition, the food processing industry in Canada has struggled over the past few years.  This difficult business situation has resulted in essentially flat real output growth, the closure of a number of plants and the loss of a significant trade surplus.

Given the difficulties facing the sector, Agriculture and Agri-Food Canada (AAFC) initiated discussions with senior industry and departmental officials in June 2008 in the form of a Food Processing Competitiveness Working Group (FPCWG) to examine the situation and recommend appropriate industry-government actions to address the challenges facing the sector.  The following categories were identified by industry as prominent impediments to competitiveness:
· Economics – difficulty in accessing affordable capital, need for modernization and automation, small scale of production, lagging productivity, and insufficient labour supply;

· Market Access – insufficient support for market development and thickening of borders;
· Research and Development and Innovation – inconsistency between food processor needs and government programming; inconsistent application of research tax credits; and,
· Regulatory – current environment is stifling innovation with respect to, for example, the introduction of health claims and novel foods and creating an unlevel playing field with competitors.
A Food Processing Industry Roundtable (FPIRT), hosted by the Minister of State for Agriculture with a cross-section of senior industry representatives, was held on June 15, 2009 to validate the above competitive issues.  A discussion paper examining the business situation facing the sector and identifying the challenges was prepared by FPCWG and circulated at the Roundtable.  The Roundtable participants confirmed the findings of the discussion paper.  At the close of the Roundtable meeting, the Minister of State committed that AAFC would prepare an Action Plan to assist the sector overcome the competitiveness challenges that it faces for presentation to industry by fall 2009.
INDUSTRY VISION

While the need for an industry vision was not identified by the FPCWG, the call for a vision was frequently raised by participants at the Roundtable as an important element that should be discussed within the context of helping the sector to grow and prosper.  AAFC has recently implemented a five year policy and program framework for federal, provincial and territorial governments formally known as Growing Forward.  However, within this framework, industry does not feel that a specific coordinated approach to addressing the long term competitiveness of the food processing sector exists.  Programs vary significantly regionally and assistance for the food processing sector is ignored in a number of provinces.

Growing Forward puts emphasis on building a profitable agricultural and agri-food sector through its three strategic outcomes:

o       A competitive and innovative sector:  From idea to invention to consumer, growing new opportunities that support innovation and competitiveness.

o       A sector that contributes to society’s priorities: Enabling the sector to contribute to the priorities of increasingly health-conscious and environmentally aware Canadians.

o       A sector proactive in managing risks: Providing business risk management tools that are more responsive, predictable and bankable.

While the food industry acknowledges the efforts of AAFC with respect to the guiding vision of Growing Forward, it is concerned that this vision does not specifically include the food processing sector.  It has been suggested that greater attention be paid to the needs of the food processing sector in terms of the development of a vision for the food processing sector, the implementation of an on-going consultative process and further integration of food processor needs into departmental and interdepartmental programs and policies.

Proposed Action(s)


The FPIRT will continue to be held on a regular basis.  It will be co-chaired by an elected government official and a senior bureaucrat from AAFC and will partner with industry to discuss sectoral challenges and seek actions and solutions to sustain the sector.

The FPCWG will continue to act as an advisory committee for AAFC to identify and evaluate issues of importance to the food processing sector in Canada and recommend actions to ensure the growth and prosperity of the sector.  It will meet as issues arise.

AAFC will continue to better integrate the needs of the food processing sector internally to support the sector with the objective of ensuring that forthcoming policies and programs (with the exception of Business Risk Management) are developed within a lens of the value chain.  Where practical, this would mean, for example, that access to programs would include both producers and processors.
Proposed actions to address specific challenges follow and are expected to be realized over the next 12 months.
Theme One - The Challenge of Economics

Productivity

Interviews of senior officials of food processing companies provided further specificity of the challenges identified by the FPCWG.  The priority challenge identified most frequently was the reduction of operating costs to offset a stronger Canadian dollar and rising input costs.  So, companies are examining every facet of their businesses in the search for cost savings.  This situation coupled with the fact that the productivity of the Canadian food processing industry continues to trail the U.S. industry, our major competitor, leads industry to believe that assistance to narrow this gap is required.

The federal government has taken action to help address this issue.  For example, AAFC recently announced $50 million in assistance over five years in repayable contributions for the food processing industry through the the AgriProcessing Initiative (API).  The API will provide contributions for the purchase and installation of equipment to adopt new manufacturing technologies and processes.  This assistance will help processors to take costs out of their business and improve productivity.
Proposed Action(s)
· AAFC and industry will work with provincial partners and other government departments to recommend and develop further initiatives to support industry including efforts to automate and modernize plants and to significantly increase productivity.  These recommendations may include but may not be limited to programs to assist in the acquisition and installation of modern production equipment, to assist with the training of skilled workers needed to operate modern equipment and to retrain production workers displaced by modernization and automation with the aim of responding to other competitiveness challenges facing the sector, in particular, needs associated with Small and Medium Size Enterprises (SMEs) such as lack of efficient scale.  These efforts will be guided by the outcomes of the API.
Access to Capital

Access to affordable capital has been cited as a significant barrier to improvements to productivity.  A large percentage of small and medium sized Canadian food processors believe that access to capital is an important obstacle to competitiveness and their ability to grow to efficient scale.  It appears that access to affordable capital is less of an issue to large scale processors. At this point, sufficient research is not available to explain the circumstances associated with the inability to access capital; for example, is a particular form of capital not available, do the companies not meet lenders criteria, too risky, etc.

Proposed Action(s)
· Establish a subcommittee within the FPCWG to examine the financing options available to food processors to ensure that they are meeting needs of this industry and where shortcomings are identified recommend alternatives.  This examination will include a review of available regional financing options for consideration as national programs.   The actions of the subcommittee will include:
·  In conjunction with Farm Credit Canada (FCC), gain a better understanding of the access to capital issues facing food processors.  An industry outreach initiative could also be undertaken by AAFC and food processing associations to ensure that industry is better aware of the services offered to them by the FCC and other federal agencies (such as the Business Development Bank of Canada) that could assist food processors in securing capital.
· Conduct a study to quantify the size of the capital input needed to bring Canada’s food processing industry to the state of modernization, automation and scale required to compete effectively and sustainably in the world market.
· Examine the current market offerings of Real Estate Investments Trusts to ensure that they meet the capital and cash flow needs of food processors.
· Explore with federal partners the importance of maintaining the current provisions with respect to accelerated capital cost allowance in the medium term.

· By September 1, 2010 AAFC’s web site will provide information on federal financial assistance programs available to food processors in Canada.  This information will be presented on its own rather than as part of farm assistance programs.
Access to Competitively Priced Agricultural Inputs

Previous industry surveys and recent company interviews indicate continuing sectoral concern with access to competitively priced agricultural inputs. On behalf of the FPCWG, AAFC carried out a study regarding the competitiveness of dairy ingredients that concluded that the Supply Milk Class Permit Program pricing mechanism does not appear to be the main issue.  Rather, price competitiveness differentials, especially as reported by large users, appear to result from the extent to which the discount on milk paid at the producer level is passed on by dairies to further processors.  This situation is constrained by controlled access to limited permits to process Class 5 milk and excess demand for competitively priced industrial milk.
Proposed Action(s)
· Review and quantify the impacts of the current regulatory environment with respect to the availability of competitively priced agricultural inputs.  Industry requests that the Minister of AAFC initiate discussions with the Canadian Milk Supply Management Committee on addressing the ingredient pricing issue for further processors.
Access to Labour

Access to skilled labour has been a longstanding concern identified by the industry and labour issues were raised by several companies during the recent interviews.  The labour shortages in Western Canada during the past year have resulted in companies turning away contracts.  In Ontario, the critical skilled labour shortage is being addressed by the federal and provincial governments through the establishment of the Institute of Food Processing Technology.  Labour shortage issues are further complicated for the sector’s SME’s that do not have dedicated human resources (HR) departments. Their HR issues revolve equally around recruitment, retention and training.  Programs have been developed in each province to assist with the training of workers for the industry, as well as, training being developed through the Food Processing Human Resources Sector Council at the national level.
Proposed Action(s)
· In collaboration with industry, AAFC to work with the Food Processing Human Resources Council (FPHRC) to study and possibly address the labour issues raised by the Roundtable.  In particular, this examination will include a review of available regional financing options for consideration as national programs.  The FPHRC will be invited to brief the roundtable on its strategy and services available to industry as well as to hear or respond to issues raised by the FPCWG.  It is however recognised that the mandate of the FPHRC is to develop HR tools for the industry, not for implementation – additional resources and partners will therefore be needed to address labour issues fully. 

· Undertake an assessment of all training programs available for the industry to determine where gaps in training exist and to benchmark best practises.  From there, determine the best means to fill those gaps.
· Industry has identified concerns with the Labour Market Opinion (LMO) process which recognizes the unique nature of the industry and its need for continued recruitment of offshore workers to work in semi skilled production jobs which have proven to be almost impossible to fill from domestic recruitment initiatives.  A recent rollback of LMO’s from two years to one year has resulted in the premature exit from Canada of some workers currently employed in this industry.  Industry will request that AAFC facilitate discussions with Service Canada to seek a return of the two year LMO policy for the food processing industry.

· Industry is asking to work with Human Resources and Skill Development Canada to provide programs including but not restricted to “English as a Second Language” to help foreign workers and their families adapt and settle in to their new jobs and home.
· Industry requests that government develop the Institute of Food Processing Technology as the focal point for the training of skilled workers for the food and beverage processing sector in Canada. 
THEME TWO – IMPROVING MARKET ACCESS

Domestic Market Assistance

Canada’s food processing sector is facing increasing pressures as a result of foreign government policies and competitive factors resulting from low-cost labour and less regulated production practices. Domestically, the agri-food value chain is pressured by consumers that demand low-priced food and by food retailers/distributors that respond to this pressure by sourcing more and more raw, semi-processed and consumer-ready goods from cheaper foreign suppliers.  While Canadian value added processors have and will continue to increase efficiencies and reduce overhead costs, there is a limit to what can be achieved. The most significant, but often overlooked long term outcome of this continued shift to off shore finished goods suppliers is a rapidly diminishing local market for primary producers and their products.
There are approximately 5,500 registered food processing operations in Canada. In terms of structure, there are a number of larger multi-nationals that are very visible in the entire Canadian market and in foreign markets they compete in. There are many more medium sized firms that have grown from their start up phase to be strong sellers in many parts of Canada. Depending on the competitive advantage they have from product differentiation or from production efficiencies, many of these mid-size firms also export to one or more countries.
 However the vast majority of Canada’s 5,500 food processors are best described as small scale businesses. They are dependant on the local domestic market for generating sufficient levels of sales so that they can grow their businesses by entering regional Canadian markets and when they are suitably prepared and resourced they can enter export markets. It is these small scale businesses that often bring the many innovative new products to market. And yet the programming to support the establishment and growth of these small businesses is fragmented at the provincial level at best and non-existent on a national basis.

Proposed Action(s)

· AAFC will engage Statistics Canada to examine what further information could be provided regarding the Canadian food processing industry to develop current data on companies (numbers by employees, sales etc., markets served, markets targeted, skill shortages, resource shortages, accreditations in place, R&D capacity, etc.). Any additional data will be used as a baseline to develop future policy and programs based on priority need.
· AAFC to assist in increasing the sales of processed food products beyond the local market by implementing a strategy to better identify and promote the Canadian content or process of food products to Canadian consumers through a consumer-oriented interactive website, in-store promotions, and tools for industry.  All promotional strategies and tools highlighting the advantages of the Canadian food and agriculture sector value-chain will be based on consumer research and industry consultation, including the FPCWG, to leverage consumer preference to buy Canadian.
Export Market Assistance

Export markets will always hold strong potential for future growth given the typically modest growth rates in the domestic market.  The current export challenges facing food processors are illustrated by the rising trade deficit.  Canada is no longer a major food exporter having dropped from the third largest to the ninth.  In 2009 AAFC introduced a $2M component for company specific support aimed at small and medium sized enterprises (SMEs) in the AgriMarketing program.
Proposed Action(s)
· AAFC to review company specific export assistance in 2010 to better position food processors to access international markets and increase exports of processed food products beyond the U.S. market.

· Industry and AAFC will coordinate efforts to provide export preparedness workshops and events specifically targeting the needs of SMEs. Use a partnership approach between FPCWG, industry member associations and government sector specialists that have responsibility for specific foreign markets to deliver those programs to potential Canadian food exporters.

Access to U.S. Market

AAFC completed a comprehensive study in June 2009 to better understand the scope and magnitude of the business impacts of the thickening U.S. border on Canadian food exporters.  The results indicated that while challenges continue to exist for about a third of food processors in accessing the U.S. market, most companies (95%) have been able to adapt without significant business impacts.  Further work is needed on limiting present and future costs to industry.
Attention is now being focused on the potential impact of food safety measures being considered by Congress.  These regulation changes could result in further thickening of the border for food exporters and increased costs.
Proposed Action(s)
· AAFC will continue to monitor the development of U.S. Food Safety Bills with aim of helping to shape the Government of Canada intervention strategy for influencing U.S. legislation in a positive fashion for food exporters.

· On behalf of the FPCWG, AAFC conducted a case study to quantify the financial and competitive impacts of the “thickening US border” on large and medium sized Canadian food exporters to fully understand the magnitude of the problem and develop strategies to countermand those impacts.  This study was completed March 31, 2010 and the results are being analysed.
Off-Shore Market Access

Off-shore exports are limited in scope and Canada has a $2 billion trade deficit.  As indicated in AAFC’s 2008 survey of food exporters and supported by feedback from our interviews, lack of market access is a major issue in off-shore markets.  Companies face significant tariffs (often in excess of 15%) in many of these markets.  For example, in the BRIC markets, tariffs are applied to most further processed food products.  The Market Access Secretariat announced by AAFC Minister Ritz on January 9, 2009 will become a focal point for market access activities for all agriculture and agri-food products as priorities are established by the value chain round tables.  The Market Access Secretariat will focus, align and integrate the efforts of the Government of Canada, industry and the Provinces to aggressively and strategically go after new markets and keep pace with international competitors.

Proposed Action(s)
· AAFC will better coordinate GOC efforts to aggressively pursue access to markets for Canadian food products.
· The Canada Brand team at AAFC to initiate a project to review country branding programs implemented by competitor countries to determine best practices.  The Canada Brand team will also work to ensure alignment of the Canada Brand story with sector messaging.  Within the $32 million Canada Brand initiative, AAFC will work closely with the food processing industry on strategy development and execution using the recent successful Sam's Club pilot in Mexico as an example.

· The Canada Brand team will also review attributes and supporting proof points currently used by Canadian industry (e.g., the Beef Information Center) and associations to help determine how to optimally promote the advantages of the sector to target markets.  AAFC to present findings and recommendations from this work to industry for consultation on improvements to the Canada Brand initiative.
· Industry will provide AAFC with its priority market access issues on a regular basis.

· AAFC will apprise industry of the progress of negotiations of bilateral trade agreements and the EU trade negotiations. In such negotiations AAFC will balance the needs of processors with those of producers.
THEME THREE – INNOVATION AS THE FOUNDATION OF PROSPERITY

Innovation’s Role in Competitiveness

The  Canadian food processing sector lacks both the scale and the commercialization mechanisms to effectively utilize domestic primary research but must rather become much better “rapid adaptors” or “fast followers”. While such innovation is seen as the foundation of the future prosperity of the manufacturing sector in Canada, recent studies and our interviews with food processing companies do not indicate a systematic issue with industry’s efforts regarding innovation affecting its competitiveness.  However, industry remains concerned about the Government of Canada’s commitment to support “adaptive” innovation in the food processing sector and the future ability of the sector to make a better connection between what is next on the innovation horizon and the food industry. 
 The IRAP program was a significant contributor to the R&D activities of Canadian food processors.  Policy changes several years ago allowed National Research Council field staff to divert much of their energies and financial support programs to other ‘higher profile’ industries (e.g., telecommunications, health care products, etc.)  Since then no direct R&D support programs that fit the need of food processors (especially SMEs) have been put in place.
Proposed Action(s)
· Ensure AAFC’s policies and programs with respect to innovation meet the needs of food processors, particularly in relation to technology uptake and adaptation and development of productivity improvements.
· In collaboration with industry, examine the current state of knowledge translation and transfer in the Canadian food processing industry.  This examination will include an assessment of Canada’s situation vis-à-vis other countries, in particular, the Netherlands and its Food Valley project to garner the lessons to be learned and develop recommendations on how to move Canada forward based on those lessons.
· Create a regular forum to disseminate global information regarding new technologies and processes directly or indirectly of interest to the food processing industry.
· Continue to work with the Canadian Revenue Agency (CRA) regarding industry concerns about the Scientific Research and Experimental Development (SR&ED) tax credit program.  In the process, industry will contribute recommendations regarding revisions to CRA’s SR&ED tax credit guide.
· Establish meetings with the National Research Council Industrial Research Assistance Program (NRC-IRAP) to identify the importance of the Canadian food processing sector as a high priority manufacturing sector that will be eligible for IRAP support. 

THEME FOUR - REGULATORY ENVIRONMENT – REFORM AND INNOVATION 
The FPCWG and participants at the Roundtable emphasized the importance of a food regulatory environment that stimulates sector investment, innovation and competitiveness, particularly in the growth-opportunity category of foods with value-added health benefits.  While industry does acknowledge that current system is working to the above end, more could be achieved.  Stakeholders cite problems with unclear and inconsistent regulatory requirements; slow and non-transparent decision-making; insufficient alignment between international and domestic regulations, standards and policies; and an outdated system that is not responsive to change or rapidly evolving technology.  The level of cost, coordination and expertise associated with scientifically substantiating a regulatory submission can also be a significant impediment.

Health Claims, Novel Foods, and Ingredients/Additives

Health claims provide legitimacy to marketers and to consumers for the health benefits of certain food products and ingredients.  Yet the food industry in Canada has been slow to apply for health claims because of the length of time, lack of regulatory responsiveness, uncertainty and costs it associates with the regulatory process required to have a claim approved.  This has resulted in lost opportunities for the development of innovative products and decreased the competitiveness of the Canadian food industry.  Similarly, industry confusion regarding pre-market approval data requirements and processes for novel food and ingredient approvals, has created obstacles and delays in the development of new international markets and limited Canadian consumers' access to health-related food products.  Industry maintains that Canada needs regulations that are adaptable to those of the country’s major trading partners, and to accelerate its review processes, particularly in cases where an equivalent national body (such as the U.S. FDA) has made a ruling permitting new products, processes or technologies.

Under the Growing Forward Regulatory Action Plan, AAFC is continuing:

· its work in the area of industry engagement and knowledge transfer to provide analysis and advice on domestic food regulatory issues (e.g., trans fat, sodium, Natural Health Products in a food format, and precautionary labeling of allergens) that impact innovation and competitiveness, particularly with regard to foods with health benefits; help stakeholders determine plans and priorities with respect to health claims, novel foods, and ingredients based on information on market opportunities and the current state of science; work with industry, the research community and other stakeholders to develop awareness of the science based regulatory environment for innovative food products; and help stakeholders to complete regulatory submissions.
· its work in the area of science substantiation to establish domestic and international science partnerships; and conduct research to address gaps in the knowledge needed to establish the validity of health claims and the safety of novel ingredients; and its collaboration with Health Canada as that Department works to improve regulatory processes to help make pre-market approval and review processes more predictable, transparent and timely while maintaining health and safety standards; and develop enhanced policy frameworks, standards and regulations (e.g., “Managing Health Claims for Foods in Canada: Towards a Modernized Framework”) that will continue to protect and promote health but are better able to respond to advances in food technology and innovations in product development.

Proposed Action(s)
· The FPCWG will monitor progress of the Growing Forward Regulatory Action Plan and identify corrective actions.
Discretionary Addition of Vitamins and Minerals to Foods

Currently, fortified foods must contain the prescribed level of nutrients specified in the regulations.  Health Canada developed a set of proposed amendments to the Food and Drug Regulations that would allow manufacturers to add certain vitamins and minerals to foods within regulated limits, expand the category of special-use foods, and define nutrient content claims for labeling.  Manufacturers in Canada maintain that this would pave the way for them to produce innovative products, compete for North American product mandates, and broaden consumer choice.  The regulations were originally scheduled to be pre-published in the Canada Gazette Part I in Spring 2006.  However, as a result of concerns expressed by a number of health and consumer stakeholders, Health Canada decided not to proceed with the regulatory amendments for discretionary fortification in the short term.  Instead, Health Canada undertook further consultation with industry in February 2010 and is currently analyzing the results.  It is also offering industry the option to obtain a Temporary Marketing Authorization Letter (TMAL) for foods fortified on a discretionary basis with vitamins and minerals which are not currently permitted.  This will assist Health Canada in determining the policy, and eventual new regulations or permanent authorizations for managing voluntarily fortified foods.  In addition Health Canada intends to put in place a system for better monitoring the presence and health impact of voluntarily fortified foods on the Canadian market.
Proposed Action(s)
· AAFC will continue to support Health Canada regarding the path forward on fortification and as appropriate, provide resources for enforcement-related activities from within the Agricultural Regulatory Action Plan under Growing Forward.  
Product of Canada Labelling Guidelines

At the Roundtable meeting, food processing representatives raised the issue of Product of Canada labelling (PoC).  The view was expressed that the new PoC guidelines are too restrictive and that the government should correct the situation.  The same sentiment has been expressed by primary agriculture through their value chain roundtables.  Specific attention needs to be given to the 98% content rule which is the most problematic issue. Industry is fully supportive of the 85% content level that was proposed the government’s own House of Commons Standing Committee on Agriculture report.
Proposed Action(s)

· Undertake a review of the PoC implementation guidelines. This review is to be completed by June 2010. 
Regulatory Predictability

Regulatory predictability is seen as a benefit in some instances for companies that have invested in major assets in Canada with an expected payback period that is predicated on a particular regulatory environment.
Proposed Action(s)

· Industry requests AAFC to highlight to Health Canada and CFIA the need for predictability in the context of business climate and continued investment.
· AAFC will provide economic analysis and advice regarding industry business impacts to Health Canada and CFIA on industry regulatory issues. 
Imports and Regulatory Compliance

Industry has long maintained that imported food products are not held to the same level of inspection as domestically produced products particularly in the area of labelling.  In its opinion, this situation has led to an unfair playing field.  CFIA and the Canadian Meat Council have established a process to review the current regulatory framework for labelling and its implementation, for meat. 
Proposed Action(s)

· CFIA will explore through the FPCWG, mechanisms to address concerns of processors of food products. 

SUMMARY

Recognizing the strong interdependence between the agriculture and food processing sectors in Canada, the Minister of State for Agriculture has committed to the development and implementation of this Action Plan to assist the food processing sector to better respond to the current market realities and resume it previous levels of growth in a business environment that is no longer based on a weak Canadian dollar.  This is a dynamic document which will be reviewed and revised on an annual basis to ensure its currency in light of the rapidly changing world economy.
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