Canola Growing Great 2015

Introduction:
Thank you for the invitation to speak as part of the panel this afternoon. I appreciate  the opportunity to participate with my colleagues in the industry on what it will take to achieve our targets by 2015.

I also want to commend the council for the work they have done in crafting a vision for the future. I particularly like the mission statement that includes innovation, resilience and creating superior value. These will be key focus points if we want to capture a significant opportunity for the canola industry.

Putting the challenge out for the industry is great, 15 myn tonnes. The real challenge is in putting the right initiatives in place to deliver the results. In my few minutes this afternoon, I want to leave you with some of the initiatives I believe we will need to have in place in order to hit our targets. 

I will group my comments into 3 buckets;

· can we reach our export targets

· what will it take to realize our goal

· what might hold us back, or what could get in our way.

Can we reach our 7.5 myn tonne export target?

I firmly believe we can.

The export destinations and volumes outlined in the document are at a minimum directionally correct.

Japan is forecasted as flat. Their declining, aging population is not increasing their oil consumption. I would also add that we see them struggling with the rising seed costs as they lack the will or ability to pass on the increase to the consumer. They are also very quick to voice their concern on consistent supply, which I will touch on in a moment.

Mexico is forecast for 25% growth. This growth is being driven by an increase in the per capita consumption of oil. This rising tide is lifting all boats, but canola is gaining market share as a growing middle class is searching out healthier oil which leads them to canola. Soya bean crush is declining as is soya production in Mexico. I would also point out that Mexico is an excellent example of a classic trade agreement working well.

US and Europe are combined for a 1.5 myn tonne increase driven largely by the biodiesel movement. I will comment on biodiesel in a moment as well. If there is a stretch in the numbers, it might be with Europe opening it’s borders.

Other destinations, particularly developing countries like China and Pakistan are forecast to increase by .5 myn tonnes. This new oil demand will be driven by continued population growth, along with improved wealth plus the urbanization that is occurring in China. We have seen growth in export volumes despite tariff discrimination amounting to $15/tonne. I will come back to this tariff point in a moment as well.

Why do I have confidence in our ability to hit the export number? Two primary reasons. Production growth in the canola industry has been steady through the emergence of new hybrids resulting in yield growth – above initial expectations.  Secondly, we have had good success in capturing our fair share of the increased oil consumption in the world.

What will it take to realize our goal?

There are 2 key actions that I would like to focus on:

· An immediate change in mindset

· A continued and increased focused passion for the customer

Change in mindset – The opportunity to market more seed and oil is here today, we do not have to wait until 2015. We need to be prepared to deliver our 15 myn tonne goal by 2010, not 2015. If we continue to move our industry forward in the traditional way with incremental growth, I believe we will miss a significant opportunity. The change in mindset that I am thinking about is how do we move from incremental growth, (which has served us well in the past) to BREAK THROUGH thinking.

My concern is that we are seeing outstanding prices for canola today, yet we are only expecting an incremental increase in acres. Why is this, why are we not seeing a significant swing in acres or what I would call break through growth? What do we need to do to achieve break through results? When we look at the forecasted net return per acre for all cropping options, canola is the 2nd best alternative, second only to malt barley. This is the case even with today’s fertilizer prices plugged in.

Our challenge is to work together to solve this issue. I will leave it to my colleagues to address issues like availability of seed hybrids, disease control, rotation issues, etc. The bottom line is, if we don’t grow it, we won’t have the volume to move into the market place.

Greater Passion for the customer – We know and have heard this week the importance of staying with consumer trends and needs. We are ideally positioned with a healthy food ingredient in a world that is focused on reducing obesity and providing healthy food choices.

Food manufacturers are responding by making commitments that go well beyond what we have seen in the past. They will meet the consumer demand for safe, nutritious food with health claims that do not alter taste, smell, feel… all the sensory areas.

What this requires from our industry is the ability to get very close to the food manufacturer, gaining deep understanding of their opportunity and helping them to achieve their goals in meeting consumer demands. The impact on our industry will be moving away from “one size fits all” to more targeted production of ingredients for individual market segments. A good example of this if the emergence of hi oleic oil. We will need to think about how we deliver using more closed loop systems that ensure product purity.

What will hold us back:

There are 2 areas I would like to high light that require our immediate and ongoing attention. These are being a reliable supplier and working towards the elimination of trade barriers.

Unfortunately, our track record on reliability has not been the best of late and our customers are questioning our ability to deliver on our promises. Our ability to deliver has been impacted by labor disruptions and railway performance.

It seems that at least once a year our industry is up against some sort of disruption, or threat of disruption at our ports due to labor unrest. We need to work together as an industry to ensure we have done everything possible to reduce these disruptions.

Secondly, railway performance has deteriorated significantly which hampers the industry to get canola into a port position on a timely basis. If we are struggling to export 5.5 myn tonnes annually today, how are we ever going to achieve 7.5 myn tonnes by 2010? 

Grain handlers are largely captive to a single railway at any given collection point. With this monopoly position, railways have little incentive to provide competitive service. CN openly admits that their service level to our industry is at 62%. This means that they only meet their commitments to us 62% of the time. Could we stay in business if that was our performance record in dealing with our export customers?

There is currently legislation being worked on to bring some balance to this situation. It is important that we as an industry make our views known to transport in Ottawa that changes are needed. If you need further clarification, I would be pleased to speak with you further.

On trade barriers or irritants, do the words WTO, Biosafety Protocol, Maximum Residue limits, mean anything to you? I am certain they do, as these words define what is going on in the global world in which we are trying to market our canola. The bottom line is that to reach our target on export volume, we need to eliminate and fix the alarming number of countries that hide behind trade protectionism.

The current WTO negotiations are a much-needed opportunity for the world players to break through the protectionist mentality that we’ve created for ourselves over the past 25 years.  Sitting back and grumbling about obscene agricultural subsidies in the EU and the US won’t do it.  The rest of us, Canada included, have all got our own little private protectionist or tariff schedules in place and if we expect the rest of the world to change we better start being prepared to doing it as well.  Now I am not saying leave producers to figure it out on their own, rather, our government needs to find the right balance and accountability and negotiate the best deal for our agricultural industry and its diverse partners within the supply chain. 

As WTO discussions continue, Canada is falling behind in negotiating bi-lateral trade agreements. Given the uncertainty of the WTO coming to agreement, we need to move much quicker to secure key bi-lateral agreements.

The final point I would like to make on what could hold us back, is how we chose to play in the bio-diesel market in the future. There is no doubt that there is an immediate opportunity that we need to take hold of, my belief  however is that this market will quickly move to a true commodity play. We will see competition from other crops and when hydro cracking is implemented on oil products, canola will lose it’s current beneficial position. 

The point I am making here is that we should not be building our future on bio-diesel, but rather that the future premium value will be in the food sector. Food demand is sustainable as it is science based demand pull, the bio-diesel demand is driven by gov’t interventions which may or may not be around forever. We do not want to lose the hard fought ground we have gained in the past in the food arena, we should be spending a lot of energy on leveraging our current position to spring forward.

Conclusion:

There is no doubt that 7.5 myn tonnes of export is very doable with the only dark horse being Europe.  The market demand is here now, we don’t have to wait until 2015.

The demand pull that has been created by a growing world population with greater wealth, as well as the biofuels movement, is driving up oil consumption. The market opportunity is directly in front of us, our goal should be for 2010.

This current demand has driven up prices – not so good for the food manufacturer, but very good for the farmer. We need to ACT NOW – grab the opportunity, as the environment will be different by 2015.

Our ability to sustain these kind of volumes will depend on 2 key factors; building and maintaining customer confidence and keeping canola in a competitive position against alternatives in the market place.

Customer confidence will be built on our ability to deliver flawlessly on our commitments. We need to ensure we deal with labor and rail issues to ensure success. We will also need to ensure a reliable, consistent supply of canola year in and year out. Our ability to deliver unique, distinctive and superior value will depend on our ability to gain deep customer knowledge and apply innovation. We need to continue to get closer to our customers.

Maintaining a competitive position for canola in the oil market place means we need to stay competitive to other crops, such as soybeans, but also palm oil if we choose to stay in the biodiesel game, and stay competitive with other geographies such as US, South America, Eastern Europe, Australia. At the heart of this is highly cost effective production that can compete with any geography, driven by genetics, agronomic practices and logistics. Add to that a level playing field on trade barriers and we will stay competitive.

My final thought I would like to leave with you comes out of our Cargill playbook. Embedded in our culture is that business relationships are built on innovation, performance and customer focus.  What needs to be at the heart of a more successful agricultural industry – for all sectoral participants – is the drive to collaborate, with each other, with our customers and with business partners.  As important is the need for each partner to be fully accountable for quality, safety, traceability and all the factors that will fully satisfy the demand of that evolving consumer.  

The bottom line is that it cannot be the responsibility of any one sector of the network to shoulder all the risks and obligations-and yet expected to share the achieved rewards.

Folks, that is our challenge and opportunity here with canola. We certainly can achieve our 15 million target, and yes the exporters will get the product to the markets in a reliable, consistent, safe form – but really this is much of the easy work in my view.  The tough part will be to create an endless desire for canola seed and oil as the “ingredient” of choice for healthy-minded consumers around the world.

Thank You.

