L

Z B

GEORGE

= ALUE
ORRIS CENTRE HAIN & = Rf& LR

Benchmarking the Nature of Value Chain Relationships in Ontario Agriculture
and
Determining a Value Chain Related Business Plan for AMI

Final Report

Prepared for: Agricultural Management Institute

Prepared by: Claudia Schmidt
Kate Stiefelmeyer
George Morris Centre
225-150 Research Lane
Guelph, ON N1G 4T2

Martin Gooch
Nicole Marenick
Value Chain Management Centre

Colin Siren

Aaron Howes
Ashley VanHerten
Ipsos Marketing

Jeff Wilson
Geoff Dover
fsSTRATEGY

Contact: Martin Gooch
Telephone: 519-822-3929 ext 216
martin@georgemorris.org

Date: February 20, 2013



mailto:martin@georgemorris.org

Executive Summary

Three overarching purposes lay behind this farmer-focused project. It sought to determine the
nature of business relationships existing between Ontario producers, their customers, and the
value chain(s) in which they operate. It also sought to determine the factors that have shaped
these relationships and what they are enabling the involved businesses to achieve. The third
objective was to determine the activities and programs that the Agricultural Management
Institute (AMI) could undertake to encourage and enable more Ontario farmers to adopt value
chain management practices, and propose a long-term business strategy for AMI.

The project commenced with a literature review of value chains and their management in the
context of the international agri-food” industry. Findings from the literature review guided
insights sought from quantitative and qualitative interviews conducted among 552 producers
and managers of businesses operating along agri-food value chains. Senior representatives
from Canadian and international programs, which have been established to encourage and/or
assist producers develop closer strategic relationships with other members of the value chain,
were interviewed to determine how they operate, their effectiveness, and lessons learned.

The literature review identified that value chain management (VCM) describes a strategic
business approach where firms situated along a value chain choose to work together with a
focus on improving the efficiency of operations within and between firms and their
effectiveness in creating value for the end consumer. This enables the involved businesses to
become more competitive and profitable than if operating as independent entities. VCM is a
reiterating process that takes time, resources, and skills, which become more sophisticated as
the involved businesses learn through working together as a strategically aligned unit.

There is not one “type” of value chain. Stating whether a business belongs to a supply chain or
value chain and what this means from a business perspective is a simplistic, misguided means
of attempting to describe how and why businesses behave in a certain manner. With every
business seeking to create value by selling a product for a higher price than it costs to produce,
every business belongs to a “chain” of suppliers and customers. It is how a business behaves in
relation to its customers and suppliers that determine its commercial opportunities and
challenges to which it is exposed; it is not the name given to the chain in which it operates.

Value chains operating in the international agri-food industry fall into structures that reflect a
continuum spanning from traditional, open (spot) market approaches, to businesses being so
closely aligned that they may jointly invest in infrastructure and resources (Dunne, 2003;
Spekman et al., 1998). For the purposes of this paper, the four types of value chains that
inhabit this continuum are referred to as fragmented, cooperative, coordinated, and
collaborative.

' The term “agri-food” encompasses agriculture, food, bio-products and bio-fuels.



Increased profitability strongly motivates producers and agri-food businesses to establish closer
relationships. Both the qualitative and quantitative research found that businesses operating
along the entire agri-food value chain have increased their market opportunities and
competitiveness through establishing closer strategic relationships with suppliers and
customers. Producers and other business managers stated that this has enabled them to
increase their profitability beyond what would otherwise have been possible. The learning that
comes from working as a strategic unit rather than in isolation has also enabled them to
develop new skills and capabilities, leading to their identifying further opportunities. A direct
correlation was found to exist between having benefited financially and the establishment of
coordinated or collaborative relationships. In short, the stronger the business relationships, the
more benefits the involved businesses derive from their involvement.

As identified in the literature review, the nature of value chain relationships that exist between
farmers, their suppliers, and customers take many different forms. In the qualitative survey, the
majority of the 52 producers and processors/distributors interviewed described their
relationships as coordinated. It is important to note that, because they were interviewed due to
their experience of working closely with producers and agri-businesses, these arrangements do
not necessarily reflect the wider industry. Most intriguing was how they compared their
relationships and the determinants of success with the wider industry. Retailers indicated that
business relationships vary across all four of the descriptions provided, with collaborative
relationships being the least common. Foodservice businesses were most likely to describe
their business dealings with farmers as cooperative.

Top performing farmers differ from the majority of their peers in a number of ways. The sector
in which they operate is one of the least important differentiators. Marketing knowledge or
experience, along with attitude, are considerable more important. Many farmers are said to not
understand the product or service needs of their customers, with the average ranking being low
for both product (5.4) and service (5.5) out of 10. Many farmers are also said to lack the skills
required to fulfill their customers’ needs.

Overall, farmers who supply vegetables, fruit, and “other” have stronger relationships with
their customers than those involved in producing beef, poultry, and lamb. Interestingly,
foodservice operators who have established a relationship with farmers tend to view their
relationships with livestock producers as being stronger than those established with
horticultural producers. This is due to the seasonality of vegetable and fruit production; and
that there is greater opportunity to add value by customizing a protein offering to suit specific
foodservice customers, versus produce. The latter can only be achieved through establishing
quite sophisticated and long-term relationships; hence the participants are more committed.

The guantitative study of 500 Ontario producers supported many of these findings. It showed
that the customers with whom producers most commonly believe they have strong value chain
relationships are processes and distributors, followed by retailers. Retailers are the least likely
customers with whom farmers share a formal contract. The customers with whom the most
farmers wish to establish closer value chain relationships are beef processors. Why more



farmers have not established closer business relationships is most commonly due to a lack of
marketing skills. Government regulations are also stated as commonly being a barrier to
farmers’ establishing closer relationships with other members of the value chain. The primary
benefits, in terms of skills learned by farmers who have established closer relationships with
customers and suppliers, are improved marketing skills and the ability to produce better, higher
quality products. These come from possessing a great understanding of market demands.

The figure presented below contrasts the extent to which each of the four types of businesses
relationships (fragmented, cooperative, coordinated, collaborative) were found to exist in
specific sectors of Ontario’s agri-food industry. A key reason why fewer examples of closely
aligned value chains exist in sectors where the route to market is longer than fresh fruit or
vegetables is that fewer interactions tend to occur between producers, their customers, and
the final consumer.

It is also more difficult for producers operating in longer more protracted value chains to readily
identify with the end product(s) being consumed or how they can influence downstream
operations. Producers who interact regularly with retailers are likely to feel more connected
and therefore motivated to establish a constructive relationship with their customers, and learn
about how they benefit from positively influencing consumer choice than producers who leave
their crops at an elevator. External factors, including government regulations and legislation,
were found to impact the businesses’ relationships that exist in any sector. The literature
review and primary research suggest that this is primarily due to the influence that regulations
and legislation have on shaping industry structure and the attitude (culture) of those involved.
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The research found that few Ontario stakeholders have a solid grasp of the term “value chain,”
or the potential impact “value chain management” can have on their competitiveness and
profitability. Few farmers and down-stream businesses use the VCM resources that are
available; even among those who are aware of what is available and what is being used by their
peers. Not possessing a clear understanding about the topic of VCM and associated benefits
lessens individuals’” motivation to access resources. Rather than accessing publicly available
resources, retailers and food service managers feel that they had educated their suppliers as
their business interests developed. The best suppliers were the ones who were willing to learn
and able to fulfill their requirements. Customers (processors, retailers, foodservice distributors,
etc.) will not invest resources into forming a relationship with producers who are unwilling or
unable to learn and change behaviour.

The lack of producers who are willing and/or able to establish close strategic relationships with
other members of the value chain was commonly cited as THE primary factor hampering the
development of stronger, more competitive, and more profitable business practices across
Ontario’s agri-food industry. It must be stated, however, that it is not only producers that are
hampering the development of closer business relationships across Ontario’s agri-food
industry. Producers, distributors, and retailers were among those who cited meat processors
and millers as businesses who are most reluctant to establish closer business relationships.

The lack of closer value chain relationships is therefore a systemic issue. It is not the fault of
one group. When asked what is required to facilitate the development of closer value chain
relationships, it was suggested by respondents from along the chain, that a need exists for:

e Networking events to connect players through the value chain,

e Business facilitation/mentoring,

e Management skills (i.e., business planning, financial management), and

e Specific skills, especially related to marketing and communications. Additional training

requirements included dispute resolution, technology, and traceability.

An international environmental scan of value chain initiatives found that there was a surge of
publically supported value chain activity/programs in the mid-2000s. Much of the funding for
domestic value chain programs has since waned. Greater emphasis has been placed on
investing in international value chain initiatives. This has led to some domestic initiatives no
longer being operational (i.e., Manitoba’s Value Chain Initiative). An apparent reason for the
deterioration in public support for value chain programs is due to governments’ expecting that
once the commercial benefit of adopting VCM approaches had been proven, such business
models would develop organically across entire industries. This assumption does not take
account of deep-rooted cultural and attitudinal factors that discourage many businesses and
sectors from embracing VCM techniques, particularly in an often adversarial industry such as
agri-food. The assumption also fails to take account of the influence that policies and
regulations have on encouraging (or not) businesses and sectors to embrace VCM approaches.

In Canada, considerably less public funds have been invested in value chain programs than
elsewhere. Investments have also been considerably less strategic. For example, the UK Food



Chain Centre (FCC) operated over five years with a total budget of £5.3m, consisting of £3.8min
grants and circa £1.5m in resources provided to the Institute of Grocery Distributors (IGD), by
the Department of the Environment, Food and Rural Affairs (DEFRA). Rather than focus on
providing high level VCM awareness training to the industry at large, it focused on providing
specific businesses with practical tools, such as business scorecards, master classes, and
training in Statistical Process Control, Six Sigma etc. Case studies that flowed from
demonstration projects were made available to the public at large. Subsequent UK programs,
such as Waste Resource Action Plan (WRAP), built upon the momentum initially established by
FCC. The main difference between value chain oriented initiatives of Mainland Europe versus
the UK, Australia, etc., is that they are more technical and include a scientific component.

In Ontario, the Value Chain Management Centre (VCMC) is the only initiative established to
specifically enable the development of agri-food value chains, and regularly interacts with
businesses operating along the entire agri-food value chain. Initiatives such as the National
Value Chain Roundtables are not concerned with establishing value chain relationships
between individual businesses. The VCMC, however, does not possess the resources required
to encourage and enable the majority of Ontario farmers to establish closer strategic
relationships with other members of the value chain(s) in which they operate; and vice versa.
As presented below, this is the gap in resources and delivery mechanisms that AMI could
address, through funding a carefully planned strategy, targeted at facilitating changes in the
attitude and behaviour of those producers not already engaged in effective value chain
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The program should not work through industry organizations or government departments. Its
primary focus would be to encourage individuals involved in commercial farming to adopt
innovative management techniques not directly associated with crop or livestock production. It
would work directly with industry to establish an objective, market-oriented relationship
between producers and commercial businesses operating along the value chain. The program’s
activities would fall into two broad categories: “Communication” and “Implementation”. The
program’s objectives, the projects and initiatives funded, and the sectors targeted by the
program would be reviewed annually by an Advisory Committee comprised of senior
representatives from commercial businesses operating along value chains supplying retail and
foodservice.

The overarching message conveyed by the program should be that “regardless of the sector in
which they operate, producers and their customers have benefited from having established
strategically aligned business relationships and adopting a value chain approach to how they
manage their business.” A project should only be undertaken if the proponents are able to
demonstrate that it will materially add to the present knowledge surrounding how and why a
sector or subsector of Ontario’s agri-food industry can benefit from establishing closer strategic
business relationships along the value chain. Proponents must also show how the results would
be used to engender purposeful changes in producers’ attitudes and behaviour. Reports, case
studies, and presentations that result from the program would have a consistent format and
theme, ensuring that results and insights could be readily translated to the widest possible
audience. Establishing a common reporting format would also ensure that the program’s
impact could be monitored and measured more effectively than otherwise possible.

Due to mistaken assumptions and personal biases that were found to be associated with the
term “value chain,” particularly among producers, we recommend that the program’s name
does not include the words “value” or “chain.” Instead, the program should be positioned as
assisting producers to increase their profitability through encouraging them to establish
innovative commercial relationships with customers and suppliers. Based on the insights
gathered into value chain initiatives occurring worldwide, a suitable title for the program might
be “Agricultural and Agri-Food Partnerships.”

A program of this type is expected to result in widespread change, leading to a more innovative,
competitive and profitable agri-food sector than presently exists. Such a program could also
assist OMAFRA and AAFC to ensure that the policies, programs, and regulations that they
developed were conducive to establishing a more internationally competitive and profitable
agri-food industry.
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1 Introduction

Farms and other agri-food businesses do not operate in isolation. They each have suppliers
from whom they source a product or service. They then seek to add value to that product or
service prior to its sale to a customer or a final consumer at a price that exceeds its cost of
production. A series of businesses that together derive value from supplying products and
services to target consumers can therefore be thought of as a value chain.

The need for producers to work strategically with their suppliers and customers to create a
competitive advantage in a rapidly changing business environment, by having greater influence
upon the overall process of growing, processing, and marketing agri-food products, has been
researched and written about extensively (Boehlje, 1999; EFFP, 2004; Fearne, 1998). Achieving
a value chain management (VCM) approach to business relies on producers strategically
involving themselves in operations not directly related to the production of commodities
(Fulton et al., 2003; Kilpatrick et al., 1999), but rather directly related to the needs of customers
and/or consumers.

1.1 Objectives

The project’s objectives are to determine the most effective activities and programs that AMI
can undertake to encourage and enable more Ontario farmers to adopt VCM practices and
develop a long-term business strategy for their organization.

1.2 Research Methodology

The objectives have been achieved through five phases. Because the scope of this project is
large, this report presents the top-line research findings as they relate to the project’s
objectives. The complete analysis is included as Appendices.

Phase 1: Background Research

a. Literature Review

The review establishes a baseline of current knowledge relating to value chain initiatives and
factors characterizing participants who are most likely to be involved in their participation.
These findings and assumptions are tested and refined through the remaining phases.

The full literature review forms Appendix A.

b. Environmental Scan
An inventory of existing programs/initiatives in Ontario, Canada and worldwide was also
conducted. Through secondary and primary research, the research team identified information
about each program, including:

e Organization Name/Contacts e Prior and current activities

e Mandate e Future activities



e How resources are produced e Impact of program on VC

e How resources are delivered development

e Audience/market segment e Performance measurement
e Involved stakeholders e Lessons learned

e Program funding e Resource and capability gaps

e Their definition of VCM

Many value chain initiatives identified in the environmental scan share a common definition of
VCM and have achieved varying levels of success. The full list of the programs and initiatives
researched forms Appendix B.

Phase 2: Primary Research

The primary research took the form of qualitative and quantitative interviews conducted
among 552 producers and other businesses operating along the value chain.

a.

Quantitative Surveys

Undertaken by Ipsos, the quantitative research was designed to achieve the following
objectives:

Identify the level of knowledge of and familiarity with value chains and the practice of VCM
among farmers, across and within different sectors of Ontario agriculture;

Establish a baseline measure of the approximate number of producers engaged and active
in value chain initiatives;

Understand the “why” factors which are impacting farmers’ management approaches,
particularly in terms of farmers’ attitudes towards developing constructive relationships
with customers and suppliers for strategic or operational reasons;

Identify existing gaps and concerns with VCM related skills as well as perceived barriers,
including external factors impacting producers’ willingness or ability to participate in value
chain related activities;

Identify the main value chain resources Ontario farmers are familiar with and the extent to
which producers currently access these resources and perceive them to be of value in
improving the performance of their businesses (gaps); and

Analyze demographic, behavioural, and attitudinal differences in producers who participate
in value chain initiatives versus those that do not.

To produce the required insights, Ipsos conducted a telephone survey with a randomized
sample of 500 Ontario farmers. The study was fielded between November 21 and December 10,
2012. The average interview length was 20 minutes. To qualify for the quantitative research,
producers needed to be involved in making management decisions for their agricultural
operation and have a minimum level of gross farm sales of $10,000.
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A minimum quota of $250,000+ gross farm sales was achieved—ensuring a meaningful sample
size of larger producers. Based on the value chain definition provided, 169 farmers are currently
participating in a value chain. As a result of this incidence, a booster sample was not conducted.

Sample Frame
Minimum quotas were set based on main farm enterprise type. Using 2011 Ag Census

estimates, presented below in Table 1-1 is the sample frame of the number of producers
required to ensure that the research produced a statistically significant representation of each
sector.

Table 1-1: Target Sample of Producers, by Sector

Type of Producer Total Statistical Margin of Error
(Main Farm Enterprise) Sample (95% Confidence Level)
Grain and oilseeds 233 +/-6.4%
Horticulture (fruit and vegetables) 31 Directional only*
Other crops 8 Directional only*
Total Crop 272 +/-5.9%
Beef 77 +/-11.7%
Hogs 40 +/-15.5%
Dairy 55 +/-13.2%
Poultry and Egg 32 Directional only*
Other animal/livestock 24 Directional only*
Total Livestock 228 +/-6.5%
Total 500 +/- 4.40%

* These segments have relatively small base sizes. Interpretation of these findings should be interpreted
directionally only

Detailed findings from the quantitative research form Appendix C.

b. Qualitative Surveys

Interviews with Ontario producers and downstream businesses (processors, distributors,
retailers, and foodservice operators) were conducted to produce detailed findings on the
existence of value chain practices in Ontario’s agricultural industry, the determinants of their
development and success, challenges they had faced and/or overcome, as well as resources
accessed and/or required by the industry.

The majority of interviews were conducted over the phone, with a few being conducted face to
face during November—December 2012. To ensure consistency in reporting and to enable
detailed objective analysis of results, an interview guide was developed ahead of the semi-
structured interviews being conducted. This format ensured that information was gathered
systematically, while simultaneously providing researchers with the flexibility to delve into
greater detail where appropriate. The content and options provided in the questions was

11



developed using information from the literature review as well as the practical experience of
the research team.

Quotas were originally set at 32 in-depth qualitative surveys: 16 producers and 16 downstream
stakeholders. Included in the latter group were processors, distributors, retailers, and
foodservice operators. In total, 52 respondents participated in our survey: 18 producers, 12
processors/distributors, 7 retailers, and 15 distributors and operators from the foodservice
industry.

Among the sample who answered the majority of questions, a broad range of sectors were
represented, as outlined in the figure below.

Figure 1-1: Business Interests, by Respondent Group
100%
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Sample Size: Producer, 18; Processor/Distributor, 12; Retail, 7; Foodservice, 10

There was an interesting split between producers and processors versus retail and foodservice
operations. Generally, producers and processors work with fresh produce or meat, shown by
the smaller percentages in the chart above. Respondents from retail and foodservice were
more likely to be involved with a wider range of products, particularly foodservice operators.
None of the retailers surveyed indicated that they have relationships with Ontario producers
for poultry (due to supply management) and lamb.

The “other” product most commonly reported was pork.

The complete analysis of the qualitative research forms Appendix D.
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Phase 3: Research Analysis

Results from the first two phases of the research have been analyzed together to determine
and understand:
e The existence and nature of value chain initiatives between producers and agribusiness,
e The relationships between factors influencing the formation and sustainability of value
chains and their relative importance on producers’ management decisions, and
e The extent to which current resources have been used by producers and agri-food
businesses in developing value chain relationships.

The analysis also compares the extent and type of resources currently delivered in Ontario with
those delivered elsewhere in Canada and chosen international jurisdictions.

Phase 4: Development of AMI Strategy and Business Plan

Based on insights provided by the first three phases of the project, the research team proposed
a business plan for motivating and enabling the development of business relationships required
to establish sustainable value chains in Ontario’s agricultural and agri-food industry. The
proposed business plan will feed directly into AMI’s strategic direction and proposed activities.

Phase 5: Final Report and Presentation

This report synthesizes all the findings into a series of recommendations required for AMI to
position itself as the leader in enabling the delivery of VCM resources and the development of
an innovative, competitive and sustainable agricultural and agri-food industry. The research
findings and subsequent recommendations were presented to the AMI Board on February 6,
2013. The slides presented form Appendix E.
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2 Ontario Agriculture from a Value Chain Perspective

2.1 Defining “Value Chain Management”

It will be difficult for AMI to encourage and enable Ontario farmers to adopt value chain
management (VCM) practices if they are unaware of the term or do not fully understand it. For
that reason, defining VCM in a way that is meaningful to producers, input suppliers, and
managers of agri-food businesses is a valuable exercise.

Farms and other agri-food businesses do not operate in isolation. They each have suppliers
from whom they source a product or service. They then seek to add value to that product or
service prior to its sale to a customer or a final consumer at a price that exceeds its cost of
production. Thus, a series of businesses, that together derive value from supplying products
and services to target consumers, can be described as a value chain.

VCM describes a strategic business approach where firms situated along a value chain choose
to work together to improve the efficiency of operations within and between firms, and their
effectiveness in creating value for the end consumer. As a result, they are able to attain greater
levels of competitive advantage than otherwise possible. The techniques which businesses use
to manage their own operations and influence the operations of others in the context of the
chain to which they jointly belong include Lean and Six Sigma. As with other VCM techniques,
these are a reiterating process that takes time, resources, and skills to apply (Gooch &
Marenick, 2011).

Too often companies base their actions on assumptions and do not understand or know what
customers value. In adopting VCM approaches, producers and other members of the value
chain need to identify what is required to create consumer-recognized value, what operations
they currently perform that do not create consumer-recognized value, and adapt current
practices . This enables them to reduce the cost of producing what is not valued, or not valued
beyond that of a commodity, and augment what is valued by target consumers.

Furthermore, value chains operate at the business level, not the industry or sector level. VCM
is, therefore, a strategic approach that can only be adopted through choice by individual
businesses. The decision to enter and the ability to sustain a closely aligned chain depend on
the attitude of the participants. The attitude of individuals also determines what they are able
to achieve. Attempting to operate a value chain at a sector level would force the chain to
accept participants who may be not be sufficiently motivated or capable. This would impair the
value chain’s performance and profitability (Gooch & Marenick, 2011).

2.2 Structure

The concepts described in this section of the report were developed through an extensive
review of academic literature and empirical studies, along with research completed by the
Value Chain Management Centre. This ensured that the descriptions accurately represent the
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structure and nature of value chains operating in the Canadian and international agri-food
industry.

There have been numerous attempts to differentiate between “value chains” and “supply
chains.” While such statements may make for an interesting theoretical exercise, in reality they
are impractical. There is not one “type” of value chain. Value chains come in various forms,
each typified by a certain structure and set of characteristics (Dunne, 2003; Spekman et al.,
1998). Therefore, while the terms “value chains” and “supply chains” can be a useful way of
communicating the philosophies that lie behind individual businesses’ approach to how they
manage their operations, the terms are far too simplistic for analysing how, why and what it is
about businesses that enable them to attain competitive advantage.

As well, different elements of the same chain are often at different stages of development, in
terms of the relationships that exist between the businesses and the extent to which they are
able and/or willing to utilize their relationships for strategic advantage (Gooch et al., 2011;
Beard, 2007; Collins, 2007).

A more effective means is therefore required to quantify what it is about how a business
operates in relation to its customers and suppliers (and why) that determines the commercial
opportunities and challenges to which the business is exposed (Collins, 2011; Dunne, 2001;
Spekman et al., 1998).

Value chains operating in the international agri-food industry fall into structures that reflect a
continuum spanning from traditional open (spot) market approaches, to businesses that are
closely aligned to the point that they may jointly invest in infrastructure and resources (Dunne,
2003; Spekman et al., 1998). As described below in Table 2-1, the four types of value chains
that inhabit this continuum are referred to as fragmented, cooperative, coordinated, and
collaborative®. While it is unlikely that a specific value chain will fit neatly into one of the four
structures, the typologies provide a useful method of describing the nature of the relationships
that exist between the involved businesses. The typologies also provide a means of assessing
and comparing the relative nature, benefits, and challenges associated with each approach
(Gooch & Marenick, 2011).

A value chain’s structure is predominantly an outcome of the leadership, culture, attitude, and
management processes of the businesses and individuals that together comprise the chain.
Combined, these factors create the enabling environment within which the businesses operate
and the relationships that bond the businesses together. The potential benefits that stem
directly from businesses operating as a closely aligned value chain versus a fragmented value
chain are presented in Figure 2-1.

For simplicity, Figure 2-1 illustrates value chains that comprise only three links.
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Table 2-1: Overview of Chain Structures

A. Fragmented

Companies primarily compete on a traditional
trade footing, and benefits through the chain are
limited at best. The majority of business is
conducted as a series of short-term, one-off
transactions. Price, volume, and quality are
commonly paramount to business dealings. The
primary onus of strategic decisions is on self-
preservation and sharing the bare minimum of
transactional information, for fear a company’s
insights are used against it. Typically, the result
is a fragmented chain comprised of businesses
that share adversarial and distrusting
relationships. These types of businesses often
look to past experiences for solutions to current
challenges, and have little opportunity to utilize
the resources of other members of the value
chain. As a result, they are limited in their ability
to effectively and efficiently adapt to changing
market demands.

B. Cooperative

One of the benefits of this approach is that
companies possess a mutual understanding of
how and why they can benefit from cooperating
with one another over the medium term at an
operational level, rather than undertaking
specific short-term or one-off business deals.
The attitudes and culture of the businesses
involved will determine whether a chain’s
structure can develop into a more strategically
aligned approach, where the partners can utilize
one another’s capabilities for commercial
advantage. Whether such an approach is
feasible may also be determined by the
environment in which the chain operates and in
which it competes against other chains and
businesses.

C. Coordinated

Companies with complementary attitudes,
cultures, and leadership styles choose to
coordinate their business arrangements over a
short to medium timeframe. A more strategically
aligned structure than the one exemplified
above (B. Cooperative) causes at least part of
the chain to think and act from a strategic (and
not only operational or tactical) perspective. A
strategic perspective arises from operating in an
external environment that allows this type of
approach to occur. Over time, the participants
come to steadily acknowledge the benefits of
conducting medium-term business deals with
chosen suppliers and buyers, leading to
increased levels of commitment and the
development of more sophisticated value chain
management capabilities.

D. Collaborative

Companies engage in longer-term strategic
arrangements that involve collaboratively
sharing resources and/or investing in the
capabilities required to achieve mutually
beneficial outcomes. Successfully adopting this
type of model requires the involved businesses
to possess compatible cultures, vision, and
leadership. It also requires an external
environment that is conducive to supporting and
enabling such an approach. While the model can
undoubtedly produce greater rewards than the
three alternative models, it also generates
increased risks, particularly for businesses that
are still developing (as opposed to refining) their
value chain management skills.
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2.2.1 Benefits Associated with Chain Structure

The figure below summarizes the extent to which a value chain’s structure and associated
characteristics determine its ability to compete in ways that are difficult for competitors to
replicate. It shows how the more that businesses align their strategies and operations, the more
opportunities they have to set themselves apart from the wider industry. This comes from
possessing the ability to learn and innovate directly in line with the demands of their target
market.

Figure 2-1: Characteristics and Benefits Associated with Each Value Chain Structure

M

&

Fragmented Cooperative Coordinated Collaborative

o0

Level of strategic alignment that exists between the businesses

Level of operational alignment that exists between the businesses

Value and breadth of benefits available to the involved businesses

Effectiveness and range of risk management options

Ability to deliver on target consumer wants/needs

Ability to trace and make traceability systems a profit centre

Extent of ability to quickly innovate in unique ways

Likely existence of an acknowledged chain champion

Extent of measures designed to prevent freeloading
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Further details on the factors that determine a value chain’s competitiveness, and the benefits
that its members derive from their participation—including organizational structure, strategic
orientation, and business culture—are presented in the Literature Review that forms Appendix
A.

The review includes descriptions of how and why chosen Canadian and international value
chain initiatives are structured. The descriptions include what and why focusing on satisfying
consumers’ wants and needs, and working collaboratively to add value through the chain, has
mutually benefited all of the participants. Also referenced is how the initiatives have benefited
participants financially by implementing processes that enable them to continually improve the
efficiency of operations occurring along the entire value chain, from field to consumer.
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3 Value Chain Initiatives Existing in Ontario

Sections 3, 4 and 5 present findings from the qualitative and quantitative research. The
research team was challenged to evaluate the extent to which Ontario producers and
businesses purposely operate as part of a value chain, through having established constructive
business relationships. Because many producers are not familiar with, or understand the
meaning of, the terms “value chain” and “value chain management,” the research focused on
identifying factors associated with different forms of value chain relationships; not only
whether producers considered themselves to belong to a “value chain.”

In the quantitative survey of 500 producers, 34% (169) indicated that they currently participate
in an agri-food value chain. Of the 66% who are not currently involved in a value chain, only 6%
have heard of the phrase “value chain” and claim to know a lot about it. As in the qualitative
study, the results show that an individual’s familiarity (or not) with the term “value chain”
directly correlates with whether their business shares a close business relationship with
customers or suppliers. The question this raises is which comes first: the development of closer
value chain relationships, which leads to certain respondents being more familiar with the term
“value chain”; or certain respondents seeking to establish closer relationships with customers

and suppliers after learning about the “value chain” concept and the benefits associated with

value chain management?

Figure 3-1: Incidence of Producers Who Describe Themselves as Belonging to a Value Chain

I currently participate in an
agri-food value chain

I currently do not participate
in an agri-food value chain

I currently do not participate
in an agri-food value chain but
have in the past

Don't Know

1%

11%

34%

54%

Have heard of
itand know a pon't Know
lot about it 1%
— o
6% ~, Have not
heard of it

30%

Have heard of |
it but only
know a little
about it

46%
Have heard of

it only
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Along with whether they participated in a value chain, all 500 respondents were also asked to
identify their primary on-farm operations, their annual farm revenue, and level of education.
The results presented below in Figure 3-2 show that constructive value chain relationships
between producers and their customers or suppliers exist across the agriculture and are not
limited to specific sectors. In many sectors, the percentage of respondents who deem
themselves to belong to a value chain is fairly balanced. As identified in the literature review,
the quantitative research also found that the strongest business relationships exist among
producers possessing tertiary education and those operating larger farming operations.

Figure 3-2: Main Farm Type, Gross Farm Sales, and Level of Education
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The 169 Ontario producers who stated that they participate in a value chain were asked to
identify the sector(s) in which they operate. The results are presented in the left hand bar chart
contained in Figure 3-3. The same producers were also asked to identify which of the crops or
livestock that they produce and is marketed through a value chain relationship contributes the
most revenue to their 2011 gross farm sales. These results are listed in the right hand bar.

Corn followed by soybeans and winter wheat (29%, 21% and 16% of farmers respectively) is the
most commonly cited crop marketed through a value chain relationship. Beef followed by lamb
and hogs (15%, 12% and 11% respectively) is the most commonly cited livestock marketed
through a value chain relationship. Of these six products, corn, beef and lamb contribute the
most to respondents’ 2001 gross farm receipts. The importance of soybeans and winter wheat
is less from a revenue perspective (8% and 1% of respondents respectively), even though it is
the second and third most common product sold through a “value chain” arrangement. Due to
the overall nature of farming in Ontario, the incidence of fruit and vegetable production and its
effect on gross farm revenue is less than the field crops and livestock mentioned above.
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Figure 3-3: Crops and Livestock Considered Sold through Value Chain Relationships and
Importance to 2011 Gross Farm Revenue
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Qualitative survey respondents were asked to define what they understood the term “value
chain” to mean. The producers in this part of the research were interviewed because they are
(or have been) actively engaged in working with customers and/or suppliers to improve how
the value chain in which they operate is managed. As expected, there was not one consistent
answer among respondents, and to a large extent respondents were unable to provide a clear
definition. However, some common themes were expressed. They included:

e The importance of relationships,

e |dentifying ways to improve business (processes),

e Creating and sharing value through the chain, and

e Being market/consumer focused.

Qualitative respondents were not asked if they are part of a value chain, but instead were
asked to rate the strength of relationships shared with the majority of suppliers or customers,
versus the relationships shared with those they consider their best suppliers or customers. The
nature of relationships was gauged using a scale of 1-10, where 1 is a one-off transaction and
10 is an on-going relationship. The results are presented below in Figure 3-4.
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Figure 3-4: Strength of Business Relationships
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The results show that most of the respondents prefer arrangements that are not one-off
transactions. With an average for overall relationships pegged at 7.5, and the average for best
relationships pegged at 8.9 out of 10, many respondents see distinct differences occurring in
the nature and value of relationships occurring across those businesses with which they
conduct business.

An interesting insight is that foodservice respondents appear to have the closest relationships
with suppliers overall, with relatively little difference existing between the majority of their
suppliers and their leading suppliers. Reasons for this include that many relationships are in the
protein sector, which requires the development of closer sophisticated relationships than often
occurs in produce: especially when sourcing products suited to specific markets. Foodservice
operators also commonly try to source through a small number of producers who aggregate
products on their behalf, and they will cease working with producers that appear unable or
unwilling to develop the type of business relationships that they seek.

Another interesting insight is that few long-term relationships are formal or have clear
contracts. As reflected in the descriptions below, relationships that were often rated among the
highest and most important are often based on having established a common understanding.

e That is what success is built on; repeat customers help to keep you in business. | demand to
be able to form a relationship with my customer. If they aren’t willing, | walk away - it is as
simple as that. There has been the odd one who isn’t interested, so then I’m not interested in
them. I’'ve found that these aren’t worth it because (1) they won’t be a customer long, and
(2) they are the ones that don’t pay. (Producer)
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Ten is what you strive for. I'm a category manager. The ON season only goes certain months,
so we developed programs for managing imports for our customers too. This allows us to
manage our own program, not chase someone else’s. Ideally, you want 12-months’
business, to control and manage locally, as well as imports...and the transitions. These are
all important to the retailer. [Then] you are the “one” call. (Producer)

Our aim is to be so important to our customers that it keeps them honest, as losing us would
hurt their business. There are some downsides, such as not always being paid top dollar for
produce; as always some level of pooling prices or costs. (Producer)

We have very few contracts; it’s almost all relationships. We seldom sign up [suppliers] each
year. If they aren’t happy, they just go elsewhere. (Processor)

We use a group of local vendors that have worked with us for years. If new ones are added,
it's because they have met our standards...If a new vendor doesn't work out, we don't stick
with them. (Retail)

The majority of business is long term; not formal agreement or contracts. (Foodservice)

For one-off transactions (e.g., turkeys for December/Christmas events), we deal direct with
farmers. For contract year-round or seasonal items, our distributors hold the relationships.
(Foodservice)

To understand business structures, the qualitative survey respondents were asked to describe
their relationships with customers/farmers. The four descriptions they could choose from were
developed from the literature review (Appendix A).

A.

Price, volume, and quality are the primary drivers. We rarely share additional information.
[FRAGMENTED]

Business is more than a series of transactions. When possible, we seek to cooperate
with farmers at an operational level. [COOPERATIVE]

We seek to coordinate our business arrangements from a strategic perspective. We
achieve this by choosing partners who possess complementary attitudes, cultures, and
management capabilities. [COORDINATED]

We engage in developing strategic arrangements that involve collaboratively sharing
resources and/or jointly investing in capabilities that enable us to achieve mutually
beneficial outcomes. [COLLABORATIVE]

Findings by value chain role are described below in Figure 3-5.
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Figure 3-5: Description of Business Relationships, by Value Chain Role
0% 10% 20% 30% 40% 50% 60% 70%

A. Price, volume, and quality are the primary drivers

B. Seek to cooperate with at an operational level m Producer
m Processor/Distributor
Retail

M Food Service
C. Seek to coordinate from a strategic perspective

D. Collaborate to share resources and/or jointly invest

Sample size: Producer, 18; Processor/Distributor, 11; Retail, 7; Foodservice, 9.

The majority of producers and processors/distributors described the business relationships as C
[Coordinated]. Retailers indicated that business relationships vary across all four of the
descriptions, with D [Collaborative] being the least common. Foodservice businesses were most
likely to describe their business dealings with farmers as B. None of the foodservice
respondents chose D.

Although respondents tended to pick one business description, their comments indicated that
many of their business arrangements are not defined by just one model. This is consistent with
findings reported in the literature review. Reasons for differences include seasonality, the size
of the farm, and scope of the business. One downstream stakeholder commented that Pareto’s
law applied; he gets 80% of his products from the top 20% of his suppliers (farmers), because
these top partners are able and willing to supply his needs.

Eighty-six percent of the retailers indicated that their business relationships vary across all four
of the descriptions provided. This compares to just 36% of processors and 22% of producers.
The vast majority of producers (78%) said that all of their business follows one
model/description: C.

The fact that the producers’ answers do not match with the downstream players shows that the
producers who were selected to be interviewed commented from the standpoint of having
purposely established relationships with chosen customers. Downstream businesses generally
consider them to be among the top tier of their peers, and do not necessarily reflect the
industry at large.

Respondents were also asked if they associate any of the four models with a specific
agricultural sector. Overall, the majority of respondents indicated that they do (69% producers,
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100% processors/ distributors, 58% retail, 70% foodservice). Comments of those who answered
“no” include:

e [t's about the people, not the sector. (Producer)
e |t's how producers manage their farms, not the sector in which they operate. (Retailer)

3.1 Businesses with Whom Producers Have Established Closer Relationships

As in the qualitative study, the quantitative study used a series of questions to determine the
extent to which producers have established the four types of value chain relationships
identified in the literature review, and with whom. This was achieved by asking producers to
rate on a scale of 10 (with “1” being “strongly disagree” and “10” being “strongly agree”),
factors that have determined the types of relationship they have with a customer, including
whether the customer:
e “provides you with timely and valuable feedback on performance that you can use to
improve your operations”
e “encourages you to offer suggestions on how they can improve their business and/or
products?” and
e “is committed to a long-term working relationship with your business”.

Presented below in Figure 3-6, the results show that the most common type of value chain
relationship among farmers who consider themselves part of a value chain is cooperative. This
implies that they are limited in the extent to which they strategically manage their businesses in
relation to customers and suppliers. The most common relationship between producers is
cooperative. The businesses with whom most of the producers had established closer business
relationships are their immediate customers: processors and distributors.
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Figure 3-6: Types of Relationships Established with Other Businesses
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As identified in the literature review, the least likely type of relationships that producers have
established with other business is collaborative. The findings also show that, while none of the
producers surveyed had established collaborative relationships with retailers, many retail/
producer relationships had developed to a reasonable level of sophistication. Further analysis
showed that it was fruit and vegetable producers who had mostly established coordinated
business relationships with retailers.

The quantitative research also asked producers to name the businesses with which they have
purposely established value chain relationships. The results are presented below in the word
map that forms Figure 3-7. The larger the font size, the more frequently the business was
named in the research. That many of these same businesses participated in the qualitative
research provided an added perspective on the factors that led to the development of these
relationships, whether respondents benefit from their participation, and the factors associated
with their success in relation to the wider industry.

26



Figure 3-7: Businesses Named and Value Chain Partners
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The next section of the report describes how top performing farmers differ from the majority of
their peers. Interestingly, as described at various points throughout the section, the sector in
which they operate is considered to be one of the least important differentiators. Significantly
more likely to differentiate leading producers from their peers is marketing knowledge or
experience, along with attitude.

3.2 Factors Determining the Nature of Producer/Customer Relationships

3.2.1 Relationship Satisfaction

A key factor cited in the literature review and among respondents as a benefit of working as a
part of a closely aligned value chain is that partners know, understand, and are able to fulfill the
needs of each other. As presented below in Figure 3-8, a considerable need exists to improve
many producers’ ability to better serve their customers’ needs.

Respondents were asked how well farmers/customers understand “your” needs (in general
terms) relating to product and service. Across the board, the marks were low. On a scale of 1-
10, with 1 being poor and 10 being excellent, the average rating for product was 5.4. The
average rating for service was 5.5. Interestingly, farmers (all of whom had worked in closely
aligned value chains) ranked farmers’ understanding of customers’ needs the worst.
Foodservice respondents stated that farmers generally did not understand their service
requirements, because they incorrectly assumed that they were similar to the needs of
retailers.
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Figure 3-8: How well do farmers generally understand customers’ needs in terms of product
and service (1-10 scale)?
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Respondents’ comments showed that it is not just a lack of understanding that impairs farmers

ability to serve their customers’ needs; it can simply be due to not having sufficient cause to
care. As well, those producers who are perceived to understand their customers’ needs the
most is an outcome of downstream businesses having actively reached out to interested
businesses. As will be seen later, this process of downstream businesses reaching out to
enhance interested producers’ skills and capabilities has benefited customers and producers
alike.

e Farmers often understand their customers’ needs better than customers may realize. The
challenge comes from many producers not being able or motivated to deliver. (Producer)

e Farmers have to know [what is required] or they can't supply the major customers. For
example, they have to deliver the volume promised; delivered on-time. If not, you are
penalized. (Producer)

e | have seen an improvement in pork. Perhaps as a result of unity in crisis, economic stress

7

due to the dollar appreciation, drought, country of origin labelling, HIN1, grain prices. Now

there is a more profound appreciation of the importance of the relationships. If processors
shut down, it has a profound effect on producers. (Processor)

e |t used to be a lot less [lower score]. We have spent a lot of time educating producers on
retailers' requirements and what we need to achieve. (Processor)

e Producers don't realize the trouble and costs caused by poor quality product and service.
(Processor)
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Agriculture and processing is primarily a “push” system, focused on volume and cost.
(Retailer)

I’'ve witnessed a drastic change in producers' attitudes and levels of knowledge over the last
three to four years. Once they've experienced what we are able to achieve together, they are
totally on board. It is getting them to take that first step that can be challenging. (Retailer)

The longer vendors work with us, the better they get, because they get used to the
standards required. There can always be improvement made on communication. The
grower-vendors are better on service standards than product standards because product
standards can be out of their hands. (Retailer)

Respondents from foodservice indicated that many producers do not understand how to
service their requirements. This appears to be because protein value chains supplying the
foodservice sector tend to focus on customizing products, versus supplying more “standard”
commodity items. Producing customized products relies on establishing more sophisticated
relationships than commonly required to supply retailers.

Farmers may understand restaurants, but they don't understand institutional foodservice.
For example, the need for consistent sizing. (Foodservice)

In many cases, Ontario farmers simply want us to buy their products on their terms. They are
one-way thinkers. We need to be able to buy what we want, when we want it, in the format
we want. Farmers don't always get this. (Foodservice)

The results presented below in Figure 3-9 are taken from the qualitative survey. The question
asked was: “Using a scale of 1 to 10 (1 very weak, 10 very strong), please rank the strength of
your overall business relationships with farmers/customers, versus the relationships you have
established with your best farmers/customers.” The findings illustrate that the strongest
business relationships tend to exist between vegetable and fruit farmers and their customers,
followed by “other.” Included in “other” are pork, wheat and soybeans. Beef is said to exhibit
the weakest relationships, due to the arbitrage power exerted by processors.
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Figure 3-9: Relationships Overall vs. Best Relationships, by Sector
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The results align with another area of questioning. When respondents were asked if certain
business models (i.e., fragmented, cooperative, etc.) typify specific sectors, meat was most
commonly described in terms of A, the fragmented model. One processor qualified his
statement, “Beef is one of the least connected, even though it should be the most, given the
length of time it takes to produce animals and benefit from on-farm management decisions.”
This confirms findings from the literature review that the length and complexity of a value chain
directly correlate to the connectivity that exists between the participants. While this was stated
as particularly being the case in beef and poultry, due to the power imbalances that exist
between the businesses that operate along the value chain, similar sentiments were voiced
about other sectors too; a case in point being how millers “ingrained attitudes” hampered
innovative thinking and behaviour occurring in the wheat industry.

e Poultry is supply managed so we don't directly deal with producers. (Processor)

e [t s very difficult for a retailer of our size to develop close relationships with processors.
(Retailer)

In sectors where the route to market is longer than fresh fruit or vegetables, fewer interactions
tend to occur between producers, their customers, and the final consumer. This makes it more
difficult for producers to readily identify with the end product(s) being consumed or how they
can influence downstream elements of the value chain. A producer (or a producer
representative), who interacts regularly with a retailer, is likely to feel more connected and
therefore motivated to establish a constructive relationship with their customer, and learn
about how they can benefit from positively influencing consumer choice, than a producer who
leaves his crop at an elevator.
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Industry structure was also considered to be a barrier to developing strong relationships. One
processor described his relationship with chicken as an A: “Due to supply management, there is
limited supply, difficult relationships, and pricing [based on] collective negotiation. This
[relationship] is dysfunctional, not a normal commercial relationship, not strategic, nor
collaborative or customer focused.” As reflected in his statement, the respondent believes that
operating within a supply managed sector limits businesses’ ability to reduce costs or capture
value by innovating in direct relation to customer and consumer demands.

Others commented that they have different perceptions depending on the type of meat.
Several pork and lamb initiatives were described as being more similar to a B or C rather than A.
Factors that differentiate managers of these initiatives include their positive attitude of service
suggested by their willingness to learn and/or adapt.

Interestingly, foodservice providers had a different perception to Ontario protein producers
than the other value chain stakeholders. Several commented that the relationships with
protein/meat suppliers was more like C [Coordinated] and vegetables are more like B
[Cooperative].

e We thought using local produce would be an easy win, but it has been challenging due to
seasonality.

e The produce business is commodity driven. We don't want 40 farmers to deal with. Food
safety and traceability is critical, so a few consolidators is better.

The quantitative research asked producers, who indicated they have a strategic alliance or
partnership with another stakeholder, how satisfied they are with the relationship and why.
The chart contained in Figure 3-10 indicates that, for the most part, the majority of producers
are mostly satisfied or completely satisfied with their value chain partnerships.

However, distinct differences exist in the extent to which producers are satisfied with the
relationships that they have established with other members of the value chain. Important
findings include:
e Producers are most satisfied with the relationships that they have established with
other producers.
e The customers with whom producers believe the greatest opportunity exists to improve
upon current relationships are retailers.
e The second most significant opportunity to improve upon current relationships is with
ethanol plants.
e The majority of producers who have established relationships with the foodservice
sector are generally satisfied though see room for improvement.
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Figure 3-10: Producer Satisfaction with Working Relationships with Value Chain Members
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The report now moves to describing why differences exist in producers’ satisfaction with the
relationships that they have established with their customers, and how this, along with other
factors, influences the sustainability of value chain relationships.

3.3 Factors Influencing the Sustainability of Value Chain Relationships

3.3.1 Requirements of Effective VCM

The more aligned a chain is, the less influence external forces will have on the way it operates
and the factors from which it derives its competitive strength; and the more it will reflect the
seven principles which Collins, Dunne and O’Keeffe (2002) determined as the requirements of
effective value chain management.

It is this combination of factors that provide value chains and the involved businesses with
competitive strengths that are difficult, if not impossible, for competitors to replicate. The
seven principles that reflect effective VCM are:

1. Share a clear vision and common goals,

2. Possess capabilities to create value,

3. Have a culture that supports cooperation and learning,
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Have compatible partners,

Proactively manage the relationship ,
Regularly evaluate and report, and
Continually adjust to changing circumstances.

Nous

When a value chain fails to reach its potential, the cause is most typically because the partners
did not ensure the chains’ structure and management processes reflected their target
consumers’ perceptions of value. A failed chain may also have neglected to apply the same
consistent strategy with all of its value chain partners. As identified by certain researchers
(Gooch, Felfel & LaPlain, 2011; Bonney, 2012), this unbalanced treatment prevents the chain
from working together to reduce operating costs (as opposed to “low cost”), and can prevent
the chain from increasing its revenue growth through continual improvement in product and
process (as opposed to partners increasing their own revenue by making their own products
distinct in one-off “hits”). Unbalanced treatment also decreases the chain’s ability to efficiently
utilize working capital—versus fixed capital efficiency (Christopher & Ryals, 1999).

3.3.2 Examples of Best Practice in Ontario

In the qualitative survey, almost all the respondents were willing to share information about a
good relationship they have with a customer/farmer (94% of producers, 80%
processors/distributors, 100% retailers, 90% of food service respondents).

Most of the relationships were developed over a considerable period of time (historical) or
were established as an extension of a personal relationship, such as sitting on the same board
or an introduction from a family member. It was rare for producers to reach out and develop
business via cold calling.

Although the majority of respondents indicated that there is a clear relationship “leader” (100%
of processors/distributors and retailers, 91% producers, and 55% of food service), further
probing led to the conclusion that the ongoing management is more likely to be a shared
responsibility between partners. All respondents discussed the importance for regular and
informal communications as well as more formal reporting based on quality standards and
business metrics. Retailers were the most likely to discuss the more formal reporting than other
groups.

Retailers and foodservice respondents did not explicitly outline their roles or responsibilities.
Some clear roles were expressed by producers and processors/distributors. These include
developing sales and marketing, finding sales outlets, funding projects, and establishing and
maintaining standards.

A key element to the success of the examples provided was that the partners were said to share
common vision and goals. This was common to producers, processors/distributors, and
retailers. Some producers also indicated that they genuinely share common goals with
downstream partners.
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e Yes, we share common goals, though not specifically the same — complementary. (Producer)

e Yes, sometimes. Generally, no. They work for their company and want to be seen as doing
their job well. If | help that cause, the relationship works. (Producer)

Most also indicated that their initiative is successful because partners are market focused. Only
about half of those from foodservice agreed that they share goals with the Ontario farmers
with whom they work.

The capabilities that create value include having a positive attitude (i.e., commitment, willing to
learn/try new things, attention to detail) and a focus on quality. Retailers also spoke of
“targets” and “accountability” when they discussed key capabilities. Finding the “right partner”
is considered to be critical to enabling a culture of cooperation and learning, and was found to
mean similar things to each of the value chain stakeholders. Phrases used to describe
compatibility include mutual respect, similar values, open and regular communication, liking
one another, being able to do the job, and being focused on the end consumer.

e There is no direct cut-off personal in business. Business is personal. Need to be careful when
build relationships. People really like it. You are human as well. Not just another supplier on
the list. (Producer)

e Direct dealings with farmers are increasing — [it’s a] question of finding the right farmer.
(Foodservice)

The quantitative research identified how those producers who view themselves to be part of an
aligned value chain say they are benefiting from having established closer relationship with
customers and suppliers. Using a 10 point scale with “1” being “strongly disagree” and “10”
being “strongly agree,” they were asked to identify to what extent they agree or disagree with
the following statements, regarding the working relationship they have with the customers and
suppliers with whom they have engaged in a value chain partnership. The results are shown
below in Figure 3-11.
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Figure 3-11: Value Chain Characteristics — Mean Scores
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3.4 Incentives for Farmers to Join Closely Aligned Value Chains

The literature review identified that the primary incentive for businesses to join a closely
aligned value chain is it enables them to adapt to a changing business environment more
effectively than if operating as separate organizations, leading to increased profitability (EFFP,
2005; Jones, 2012; Morgan, 2007; Senge, Dow & Neath, 2006; Tanner, 2012). The ability to
learn and adapt stems directly from producers and managers of agri-food businesses possessing
accurate and timely information on which to make informed management decisions, execute
change, then accurately monitor performance in relation to customer and consumer demands
(Cowan, 2007; Diederen, 2004; Morgan, 2007; Mowat and Collins, 2000; Tanner, 2012 and
Simons and Zokaei, 2005). In doing so, businesses acquire the ability to reduce costs while often
simultaneously increasing revenues, and achieve greater long-term competitiveness than
competitors who have not adopted a VCM approach to business (Barrat, 2004b; Dunne, 2008;
Fearne, 1998; Jones, 2012; Morgan, 2007; Palmer & Morris, 1994).

In the qualitative surveys, respondents were asked to describe benefits that have been
achieved with the customers/farmers with whom they share the closest, constructive
relationships. As presented below in Figure 3-12, the most commonly cited benefits include
better common understanding of each other’s needs, increased revenue, greater focus on
market opportunities, and increased efficiencies/cost savings. As indicated in the chart, there
are some variations by value chain position, especially among foodservice respondents.
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Figure 3-12: Benefits from Working within Constructive Relationships, by Value Chain Role
and Overall Average
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Sample size: Producer, 18; Processor/Distributor, 11; Retail, 7; Foodservice, 9.

Further insights into the benefits achieved by having established strategic relationships with
other members of the value chain are provided by respondents’ comments, which include:

e Faster payment, through having fewer issues that might otherwise delay payment. Ability to
sell fruit that could be out of spec due to weather issues, through working together to
develop new market opportunities. (Producer)

e Have greater respect for one another's problems. The insights and capabilities that come
from this lead to each other having the ability and motivation to continually adapt to each
other's needs. It also enables us to move product when there is a “flush,” often without
having to discount the price. (Producer)

e We are able to establish set programs with our producers that mirror market demands,

which enables us both to reduce costs and grow revenue by expanding the market. (Retailer)

e Ifyou are considered a top level supplier, you can get meetings when you are prepared, not
have to wait until they can be bothered to see you. The retailer needs to trust you.
(Producer)

e Qver the last five to six years, we have received a better price than if selling at the open
market. That wasn't true in the first five years. (Producer)



e Through regular communications and continuous updates (grading, price paid, scorecard)
there is a greater focus on end product. Typically our shareholders don't look at the
(commodity) price; they look at their price and their scorecard. (Processor)

e We have become educated more about what farmers go through to get a product to
market, and the farmers have become more aware of our needs. This has led to some better
results in terms of getting product to market more efficiently and quicker. (Foodservice)

o  Working with local farmers has driven revenues up for them, helped us and them better
understand each other's business, created media coverage, and supported the growing
interest in local. (Foodservice)

e By communicating our demand levels, the producer has a guaranteed market and,
therefore, is in a better position to plan his growing. Working with local farmers has enabled
us to tell their story so that we are in keeping with the demand for local food in institutions.
(Foodservice)

3.5 Ability to learn

The opportunity to learn, leading to the acquisition of new skills and increasingly-sophisticated
problem solving capabilities, was identified in the literature review as a distinct benefit that
producers can acquire from establishing closer relationships with other members of the value
chain. The quantitative study asked producers to identify what they had learned from
establishing closer value chain relationships. The results are presented below in Figure 3-13.

Figure 3-13: Skills and Knowledge Learned Through Establishing Business Relationships
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Better business skills 5%

Marketing skills/ worldwide...
Better quality product/...

Better understanding of the...

Improvement in crop...

New technology/ processes
Gain knowledge about...
More knowledge of retailing
Improvement in animal...
Better understanding of...
Necessity of constant supply
Getting the best price
Better communication skills
Other

Nothing

Don't Know |— 675

n=155
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Figure 3-13 shows that the 40% of producers who have established closer value chain
relationships have benefited from the experience through learning—Ileading to the
development of new skills and capabilities. Just 4% of producers stated that that believed that
they had not learned anything. Further analysis identified that it is producers that have
established coordinated or collaborative relationships that are most likely to have learned from
working with other members of the value chains and used that learning to achieve outcomes
that would not otherwise be possible. This supports findings identified in both the literature
review and the qualitative study.

3.6 Motivation to Establish Closer Relationships

In the quantitative survey, producers were asked, “Using a 10 point scale with '10' being 'to a
great extent' and '1' being 'not at all', to what extent are the following goals and objectives
important in driving/prompting your farm operation to participate in an agri-food value chain?”
As can be seen in Figure 3-14 shown below, the abilities to increase profitability and return on
investment were the primary factors that motivated producers to establish closer value chain
relationships.

Figure 3-14: Motivation to Establish Closer Business Relationships

7

Improve profitability 81%
Increase return on investment 74%
Improve product quality
Guarantee delivery of product
Improve consumer perceptions
Reduce risk
Improve or maximize efficiency

Expand current markets...
Reduce cost of production
Greater ability to plan or budget

Information exchange among...
Develop new products

Access more information from...
Networking with other farmers
Diversify

Expand operation

n=155

When asked the extent to which they had benefited from forming value chain relationships
with customer(s) or supplier(s), 99% of the 155 producer respondents stated that it had
enabled them to achieve at least some of the goals that initially motivated them to form the
relationship. One percent of respondents were unsure about whether they had been able to
achieve at least some of the goals that had led them to forming closer businesses relationships.
None of the respondents stated that they had definitely not achieved any of their goals.
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Figure 3-15: To What Extent Have You Achieved Your Goals and Objectives for Participating in
an Agri-food Value Chain?
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52% 40%

n=155

The same producers were asked to identify which of the goals had led them to form closer
business relationships. As shown in Figure 3-16 below, among the 155 respondents, “improved
profitability” and “expand operations” were the most commonly cited goals not being achieved.

Figure 3-16: Which of Your Objectives or Goals Are Not Being Achieved?
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Further analysis of the results showed that those producers who had established coordinated
or collaborative relationships with other members of the value chain were statistically more
likely to have achieved outcomes that had improved the farm’s financial performance. This
confirms findings identified in the literature review and the qualitative study that the stronger
the relationship that exists between businesses, the more likely it is that producers will benefit
from purposely participating in a value chain.
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When asked what skills they would need to acquire to better achieve their desired goals, the
most common response was “don’t know, not sure.” This, along with the large number of
suggestions versus clearly defined factors, strengthens the hypothesis that being unsure about
the topic of value chains leads many producers to not know how best to achieve their goals.
They know what they want to achieve, though are not sure how.

While the identified needs overlap, the areas of improvement fall into two broad categories:
internal capabilities, and external influences or enablers. The capabilities most commonly cited
by producers as those required to better achieve the goals that had motivated them to
establish closer business relationships directly reflect those identified in the literature review,
namely “sales and marketing.” Next most common was “education/awareness”. It could be
expected that this would enable producers to better communicate with other business, leading
to the development of new more sophisticated management skills and business practices.
External influences and enablers included “more government support”, “new / modern
technology” and “better prices/lower cost production.” The full array* of needs and

externalities is presented below in Figure 3-17.

Figure 3-17: Key Areas of Improvement to Achieve Goals
Sales/ marketing
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Education/ more awareness
New/ modern technology

Better prices/ lower cost...

More funding/ capital
Management

Communication

Business expansion/ to get bigger
Increase production

Efficiency
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17%

n=144 (*Responses under 3% not shown)

The findings show that producers are aware of the need to acquire new skills and capabilities,
so that they can fully benefit from establishing closer relationships with businesses operating
along the value chain. The next section of the report explores why more producers have not
sought to acquire new skills, or establish closer relationships with other businesses.
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4 Barriers to Establishing Closer Value Chain Relationships

The literature review identified that closely aligned value chains are forming more slowly in
agri-food than other industries. This is particularly the case compared to IT, automotive,
pharmaceutical, and aerospace (Cottrill, 2005; Cottrill, 2006a; Cottrill, 2006b; Fearne, 2007).

A key reason why the agri-food industry has been slower to adopt value chain management
(VCM) approaches than other industries is said to stem from the agriculture and agri-food
industry not exhibiting a learning culture. The lack of a learning culture is said to be particularly
acute among farmers and customers with whom they immediately interact, such as primary
processors, elevators, and marketers. Yet the adoption of VCM as a business strategy relies on a
fundamental change occurring in individuals’ attitude and behaviour, particularly in how they
view other businesses and the extent to which they seek to acquire skills not traditionally
associated with production agriculture.

Lacking the desire to learn skills not traditionally associated with agriculture leads to farmers
remaining staunchly independent (Palmer, 1996; Taylor, 2006), retaining increasingly outdated
business practices (Boehlje, 1999; Curry, 2002; EFFP, 2003), and fearing change (Fearne, 2007
Johnson, 2007; Tamilia and Charlebois, 2007). It also leads to an inability for farmers and other
members of the value chain to communicate effectively, empathize with each other’s situation,
and develop then implement innovative business practices (Johnson, 2007; Marston, 2007;
Morgan, 2007; Senge, Dow & Neath, 2006).

The general distrust that continues to emanate between buyers and sellers due to this lack of a
learning culture (EFFP, 2004; Fearne, 1998) also leads to managers from the agri-food industry
not possessing the mindsets required to motivate them to develop the skills required to create
business cultures that are open to sharing and acting collaboratively upon strategically and
operationally important information (Boehlje, Hofing & Schroeder, 1999; EFFP, 2004; EFFP,
2005; Johnson, 2007). The rate of VCM adoption has also been negatively impacted by
government and institutional policies that have lessened the influence which market forces
would otherwise have on determining industry structure (Curry, 2002; EFFP, 2003; Hart, 2005;
Oram, 2008; Tamilia and Charlebois, 2007).

Based on the findings from the literature review, the quantitative and qualitative research
asked respondents what they believed are the primary barriers to the development of close
business relationships between farmers and other members of the value chain. The research
also asked the respondent to identify to what extent these barriers influenced how much they
could benefit from establishing constructive relationships. Factors identified in the literature
review include attitudes unsuited to establishing and maintaining effective relationships, value
chain or industry structure, inappropriate (or lack of) skills, and wider environmental issues
such as government policies, legislation, or regulation. Collins (2012) is among the researchers
who refer to these factors as the enablers of effective VCM, because the lack of their existence
directly affects managers’ desire and ability to establish closer relationships.
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Figure 4-1 below indicates what those producers, who participated in the quantitative research
and stated that they are actively participating in a value chain relationship, believe to be the
primary barriers and threats discouraging or preventing the establishment of closer business
relationships, and the benefiting from such. Asked as an open-ended question, the most
common belief among respondents is that government regulations and support (from public
and political perspectives) discourage or prevent the establishment of closer relationships. This
was followed by competition in domestic and international markets, weather, and trade
barriers. For the most part, these responses appear to be transactional factors rather than
underlying determinants of behaviour, such as attitude.

Figure 4-1: Barriers or Threats to Achieving Their Goals
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The qualitative surveys provided the opportunity to explore what producers and customers
believe are discouraging or preventing the development of closer business relationships in
more detail, from the perspective of observable factors and less tangible underlying causes. The
results are presented below in Figure 4-2. While some differences exist between respondent
groups, attitudes are considered to be the most significant overall barrier to change. This
supports findings from the literature review. That individuals’ attitude are shaped by education
and personal experience helps explain why the quantitative survey found that producers
possessing college and university education and managing larger farming operations were more
likely to be actively participating in value chain relationships.

For retailers, the most significant barrier relates to industry structure, including marketing

boards, industry consolidation, farms lacking economies of scale, the impact of legislation, and
regulations on supplier behaviour, etc. Structure was also critically important to 91% of the
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processors/distributors who answered this question. Many downstream businesses also
commented that many farmers lack the skills and experience required to understand the
market and fulfill customer needs. For retailers and foodservice, the primary issue is therefore
not the existence of government related factors, such as policies and regulations per se; it is the
influence that they have on industry structure and operations, through shaping the attitudes
and behaviour of producers and other members of industry. Processors and distributors were
more concerned than other respondent groups about how the lack of necessary skills and wider
environmental factors are negatively affecting the existence of closer value chain relationships.

Figure 4-2: What Factors Have Limited the Development of Close Business Relationships
between Farmers and Their Customers?
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Sample size: Producer, 18; Processor/Distributor, 11; Retail, 7; Foodservice, 10.

The following comments were gathered during the qualitative research. They illustrate the
extent to which issues identified in Figure 4-2 are viewed as influencing the competitiveness
and profitability of Ontario’s agri-food industry and opportunities, and why. Many of the
themes overlap and reinforce each other.

4.1 Attitudes

Adversarial Nature of the Industry

e Farmers generally assume that someone is ripping them off: the processor or retailer. At the
retailer level, there is such a huge lack of understanding about challenges facing processors
and producers. (Processor)
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e Processors have farmers over a barrel. The large ones especially are able to manipulate
supply while paying farmers less; and there are market opportunities that cannot be fully
capitalized upon because of processors’ behaviour. (Retailer)

e | think there is a lack of understanding on the part of foodservice operators of the growing
sophistication of some farmers. Foodservice operators perceive farmers to be in the dark,
and farmers see foodservice operators as city slickers and not trustworthy. Some companies
are rebate focused; others do not focus on rebates. (Foodservice)

e Consistent growing practices, food safety and traceability are critical, and the attitude must
be that they are committed to these. Some farmers fear big business and are uncertain on
how to deal with us. (Foodservice)

Lack of Motivation/Fear

e What I'm scared of - is where | go. If | don't go, things don't change for me. If it makes me
real uncomfortable, then it makes me think about the opportunity more. (Producer)

e Processors are the primary chokepoint, followed by retailers. The attitude of most processors
leads to them still being stuck in the commodity game. Many of their customers want
different products, though processors push back as don't want to change. (Producer)

e [There is a] lack of producers who are interested in producing a better product. Simply
focused on price and profit, as primarily think about efficiencies and not effectiveness. Don't
focus on identifying the root cause of their issues. (Processor)

e They [farmers] can do it; they just don’t apply themselves to it. We try to lead them rather
than rely on them. (Foodservice)

e Industry organizations don't interact with each other, so their members don't interact either.
This leads to the continuation of poor relationships and a lack of trust between producers
and processors, (Processor)

e Prices are among the lowest than anywhere else in North America. Input costs keep rising,
but retailers don’t want to pay the same prices. Retailers pushed farmers out; they don't
understand what it costs to grow. (Processor)

4.2 Incidence of Value Chain Participants, By Management Style

The influence of producers’ attitude on determining their likelihood to purposely establish
closer business relationships with customers and suppliers was further emphasized by Ipsos
segmenting the results of this study with factors found to typify progressive producers versus
less progressive peers. This was achieved by tabulating the results of this study with that from
prior AMI research that segmented producers by management style. As shown below in Figure
4-3, a direct correlation exists between producers’ management style and whether they have
established closer value chain relationships with customers and suppliers. These findings
confirm that, as identified by the literature review and qualitative study, the purposeful
development of closer business relationships is common practice among progressive producers.
The findings also confirm that this and other management approaches associated with
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“Developers” and “Planners” commonly lead to such producers being more profitable than
their less progressive peers.

Figure 4-3: Producers Participating in Value Chains, Segmented By Management Style

M In a value chain

B NOT in a value chain
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16%

Sunsetters Skeptics Independents Developers Planners

As identified in the literature review, the results confirm that the producers most likely to
establish close business relationships are self-directed learners who seek to improve the
performance of their farms by adopting none traditional approaches to business.

The next three sections (4.3, 4.4, and 4.5) are comments captured during the qualitative
research. They illustrate what it is and why respondents believe that structure, skills, and the
wider environment are preventing (or at least discouraging) the development of closer business
relationship between producers and other members of the value chain.

4.3 Structure

Industry Consolidation (including lack of in agriculture)

e Economies of scale are the primary enabler or barrier. Doesn't matter what skills you have if
don't have sufficient scale. Farmers who don't have economies of scale expect customers to
take entire crop, which means that they have lower levels of pack-out [and higher costs] as
not everything will meet their needs. (Producer)

e Senior retail executives came to my farm to show their commitment to buy from me. They
know that | stand by my word and wanted to show their support when | was looking at
purchasing another farm to expand my production. (Producer)
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You need a critical mass product. | had to raise more than | was selling or could sell, but |
needed to sell every week so | had to take a chance—had to have the volume there in case it
sold. Sold some at a beating because you’re still developing your market. If you’re serious,
you need to invest. Most don’t want to invest and take themselves there. (Producer)

Scale is really the issue. Most of the Local Food Plus farms are too small to develop workable
relationships. Larger farms typically have farmer owners that are better at marketing and
business relationships. The smaller farmers don't behave in a way that is conducive to
productive relationships with us. (Foodservice)

Insufficient or Incorrect Infrastructure

If selling through auctions, producers simply don't get a customer-centric mindset.
(Processor)

There is often a lack of coordination among farmers. It relates to the complexity of the
category and number of growers. Local doesn't mean the best quality and we must address
balance of volume with quality. (Retail)

With respect to our supply chain partners, we ask them to explore local alternatives, but
they only have so much time and patience in dealing with smaller local producers.
(Foodservice)

We have too many middle persons in the supply chain. As a result, we need to better
educate farmers. The [lack of] efficiency of these layers limits the ability to buy local. We
need to remove layers in the supply chain. The product would get to market better and
faster. (Foodservice)

4.4 Skills

Lack of Sophisticated Business, Marketing, or Management Practices

It is hard for farmers to get geared up to sell to foodservice. Some farmers are not
sophisticated enough to do a deal. (Foodservice)

If want to have a customer’s buy-in on other than just price, you’ve got to have an attitude
of service. At university/college, you don't necessarily learn people skills. (Producer)

Farmers need to be smart in different ways—academics versus relationships. Experience
outside farming is very significant. Marketing is also very significant, especially dealing with
people. (Producer)

Too often producers also look at things like the initial cost of the bull versus whether it will
provide the carcass composition required by their customers. (Processor)

The best producers are recognizing that they can't be everything to everyone, or do
everything on their own. (Processor)
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Farmers lack marketing and business experience. One of the things that surprised us was
that farmers thought the costs to enter foodservice, especially around traceability, were
prohibitive. (Foodservice)

Many farmers don't understand that a large distributor wants its growers to have a GAAP
certificate, needs to sign a hold-harmless agreement, and needs to name us in their
insurance policy. It may be just sheer ignorance, but many farmers don't understand how to
do business and what a distributor expects. (Foodservice)

The issue over the years has been the inability to consistently meet our quality standards.
(Retailer)

The average farmer has no appreciation of expectations set by shareholders and investors.
We want to be the best partners we can with farmers, but they must understand the
demands set by the investment community. (Processor)

4.5 Environmental Factors

Legislation, Regulations

More cooperation would make it easier. Marketing boards inhibit this process as opposed to
helping. (Foodservice)

Dairy is a challenge because of the marketing board, everything else has been no issue.
(Foodservice).

Please tell me what marketing boards really do [that creates value]. At times they price so
high that we are forced to buy offshore. (Retailer)

Regulations impose a framework that forces roles that, in the free market, would not be the
reality. (Processor)

Carcass utilization is a problem in beef. We can sell middles multiple times, though have
difficulty selling either end and trim. Federal plants can export these cuts to the US or other
markets, which we can't do. This reduces our cost competitiveness. (Processor)

I would love to be able to take the fresh vegetable budget and give it to a local farmer for
the growing season. This would not likely be possible, however, as the broader public sector
is bound by procurement policies. (Foodservice)

We use a third party to procure produce. They tell us what is available locally each week.
Many of our protein suppliers don't meet the criteria for Ontario products, and protein must
be federally inspected. (Foodservice)

The report now describes respondents’ views on ways to address the barriers and threats
identified in previous sections.
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4.6 Overcoming Barriers

Respondents of the qualitative research were asked which of the challenges or barriers
mentioned above had they overcome in developing relationships with customers/suppliers.
Eighty-four percent of all respondents said that they had faced challenges or barriers in
developing relationships with their customers. Table 4-1 groups the barriers into themes and
lists them in order of the frequency in which they were cited by respondents.

Table 4-1: Barriers Overcome in Developing Value Chain Relationships

Theme Number of Mentions
(x=42)

Communications (i.e., planning, ongoing management) 16
Education (i.e., formal and/or informal) 14
Product offer (i.e., quality, range, traceable/QA, price) 11
Consistency (i.e., effect through the chain, ability to meet 6
standards)
Finding the right partner (i.e., commitment, skills, volume, 6
attitude)
Volume of supply/scale (i.e., economies of scale, being able 6
to supply the volume needed by large businesses)
Delivery (i.e., deliver what is promised, when due) 4
Other (i.e., “trust”, niche market requirements) 4

The three most frequently mentioned barriers relate to communications, a lack of education
and suitability, and availability and/or consistency of product. All of these issues reinforce
conclusions from the literature review, focusing on an adversarial culture, a lack of a learning
culture, resistance to change, and an inability to learn and adopt new business practices.

To address effective ways to overcome industry-wide issues, respondents in the qualitative
survey were asked if they perceive a difference in attitude and/or behaviours of farmers who
have good relationships compared to the wider industry. A strong majority indicated that the
best farmers do possess different attitudes and/or behaviours than the wider industry
(Producers, 100%; Processors, 90%; Retailers, 71%; Foodservice, 90%).

These respondents were asked to choose from a list of factors that describe how the best
farmers differ. Participants were also given the opportunity to add their own comments.
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Figure 4-4: How Farmers Who Have Good Relationships Differ from the Wider Industry

Marketing knowledge or experience of the farmer H 71% *

Business experience outside farming _ 57% -
Education level of the farmer _29%.

Sector in which they operate H 57% 11%

H Producer M Processor/ Distributor Retail m Food Service

Sample size: Producer, 18; Processor/Distributor, 10; Retail, 7; Foodservice, 9.

“Sector” and “education” were considered to be the least important barriers to farmers
developing good relationships with downstream businesses. What was found to be more
important is the marketing knowledge or experience of the farmer, and the attitude of the
farmer (Other). Having business experience apart from farming was also considered to be an
important differentiator among top producers.

These findings reaffirm conclusions drawn from the literature review, and quantitative research
presented in Section 3.6 (Motivation to Establish Closer Relationships) and Section 3.5, about
the critical role that enhancing producers’ marketing and business management skills has in
motivating and enabling the establishment of closer value chain relationships. The purpose of
training and education is not “merely” about imparting a body of knowledge; it is about
engendering in individuals the ability to synthesize information from an array of sources into
solutions that enable them to address problems and achieve outcomes which will benefit them
now and over the long term. Achieving this relies on the existence of effective materials and
delivery methods.
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5 Current Resources

The quantitative and qualitative studies identified whether respondents were aware of any
resources that had been produced to enhance producers’ understanding of the term “value
chain” or improve producers’ management capabilities. The environmental scan sought to
identify resources produced by Canadian and international value chain programs. The resources
most commonly produced by international value chain programs include case studies that
identify the opportunities which exist for businesses to reduce costs and increase revenue by
collaborating strategically. Many of these and other materials developed by such programs are
incorporated into university and college level education.

Canadian value chain initiatives focus primarily on encouraging the development and
production of value-added products, with very few of their materials being incorporated into
university and college level education. The exception is the Value Chain Management Centre.
Its primary focus more closely reflects that of international initiatives, which is to motivate and
enable the development of close effective businesses relationships along the value chain,
leading to the existence of more profitable and innovative businesses than could otherwise
exist. Its materials are known to be used by Canadian, UK, New Zealand, and Australian
universities.

The quantitative study asked all 500 producer respondents to identify how familiar they were
with resources or sources of information or tools available regarding agri-food value chains or
value chain management (VCM). This included training, consultation, or professional advice.
The results are shown below in Figures 5-1, 5-2, and 5-3. These results show that considerably
more producers are aware of the topics of value chains and VCM than seek to use resources
that they know exist to improve their business opportunities. The findings suggest that is not
just a wider array of resources that could address this present situation; it is in delivering them
more broadly and proactively than may presently be the case.

Figure 5-1: Producers’ Familiarity with Value Chains Related Resources

Total
(n=365)
# Have not heard of any i Have heard of them only
H Have heard of them but only know a little about them i Have heard of them and know a lot about them
| have used them H (DK/NS)
n=313
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Figure 5-2: Awareness of Resources

Farm newspapers/ magazines __ 16%
OMAFRA or Ontario Ministry... 16%
Internet 10%
Farmer's market/ marketing 6%
Universities or colleges 6%
Seminars/ workshops 6%
From industry/ companies/... 5%
Farmers associations 5%
Other 20%
None 4%
Don’tknow |—— 6 %

n=313

The results presented above in Figure 5-2 from the quantitative study show that a relatively
small majority of producers are aware of resources that have been specifically designed to
increase their understanding of value chain practices, or skills associated with managing value
chains. There is greater awareness of general materials and delivery methods, such as
newspapers and magazines. As shown below in Figure 5-3, just 50 (10%) of producers who
participated in the quantitative study have used the resources that currently exist.

Figure 5-3: Resources Used

Seminars/ workshops _ 22%
OMAFRA or Ontario Ministry..._ 22%

Universities or colleges 19%
Other farmers who... 7%
Farmers associations 5%
Internet 5%
Other 23%
None 1%

Don't Know | —] > 8 7

The most common resource that producers have used is media reports, not materials designed
to assist them improve their manage practices. This suggests that the current way in which
resources are being delivered, or the nature of current resources, does not resonate with
producers to the extent that they can readily identify them during a telephone interview.

The qualitative survey also asked respondents to comment on their awareness and use of
resources that can enhance their business capabilities in relation to the establishment and
management of value chains. As shown below in Figure 5-4, downstream respondents and
producers participating in closely aligned value chains appear more likely to have sought out
and accessed resources than producers. Producers are more likely to seek to learn from their
peers than from any type of formal education.
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Table 5-1: Resources Used, by Value Chain Role

Producer

Processor/Distributor

Retail

Foodservice

e Networking

e Networking

o Networking

e Peer support

e Peer support

e Peer support

e Mentoring

Not courses or
books. The human
element/connection
helps to bring you
success

e Integrity and trust

Education

e VCMC workshops
e FCC workshops

e GMC education

Education
e OSMA training
e Courses
e FCC workshops

Education

e VCMC workshops
and conferences

e VCMC case studies

e Universities

Education
e OAC, U of Guelph

External Sources

e Learning visits in
Canada and
elsewhere

e Books

e Industry groups

e Courses

e Trade shows

e Internet

External Sources

e Industry
Associations

e CANADA GAP/CAN
AG PLUS

e Working closely with
growers, we bring
funding and market
opportunities
directly to them

e Trade shows

External Sources

e Government funded
initiatives like the
VCMC peach project

¢ International
learning tours

External Sources
e Standards: Food safety,
traceability, GAAP

e External business
advisors

e Grants, government
support, external
consultants

e Grants, government
support, money from
community loans

e Internal
infrastructure to
help them be
strategic and get
involved in industry

e From working with
Foodservice companies

The majority of the 52 respondents believe that the need for resources designed to increase
the competitiveness of Ontario’s agri-food industry is greatest among producers, followed by
their intermediaries—including processors and distributors. The most effective way to engage
retailers and foodservice operators in value chain initiatives was generally considered to be
through producing “best-practice” case studies, involving them in demonstration projects, and
offering university level courses, along with involving them in extension efforts with their peers
and individuals operating at other levels of the value chain.
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Shown below in Table 5-2 are the delivery mechanisms that the 52 respondents from the
qualitative study suggested as effective means for engaging producers and other members of
the value chain in processes that would increase their knowledge and skills relating to VCM.

Table 5-2: Resources that are Required, Suggestions by Value Chain Role

Producer

Processor/Distributor

Retail

Foodservice

Facilitated sessions

Facilitation, access to
business advisors

Business facilitation

Marketing Marketing skills Marketing resources
communications - Branding and education
Networking/facilitated | Networking Need a marriage Networking/facilitated

events (with
downstream
stakeholders)

sessions/events

broker who exists to
enable development
of meaningful
relationships between

suppliers and retailers.

events

Short courses
Series of courses
Workshops

Workshops

1-2 day practical
workshops

Management skills
and/or specific skills
(i.e., dispute
resolution, record
keeping, technology,
business metrics)

Understanding quality
from a customer
perspective

Benchmarking

Younger farmers need
production skills
development

Older farmers need
marketing skills
development

Specific practical
subjects (i.e.,
packaging, food
safety/traceability,
understanding costs
and fair-market

pricing)

SIMPLE introduction to
supplying retail/
foodservice through to
more involved
category management

How to do business
with restaurants:
product and business
requirements

Business planning

Business planning

Business plan
development

Mentorship

Mentoring program

Traceability, beyond
the basic
requirements

Champion to educate
consumers and buyers

Funding for pilot
projects

Cooling infrastructure
(i.e., strawberries)

The most effective delivery mechanism is viewed as being experiential, through personal
interaction and action research. Other than short case studies of “how to” manuals, written
materials were not considered the primary means of facilitating the existence of closer value
chain relationships, partly through developing the management capabilities and skills required
to establish and maintain effective business partnerships.
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5.1 Comparative Analysis of Ontario Resources

A scan was conducted to identify value chain initiatives operating in Canada and overseas, the
services that they provide, and their relative effectiveness in encouraging or enabling the
adoption of innovative business practices and closer constructive relationships among their
target audience.

In Ontario, the Value Chain Management Centre was found to be the only initiative established
to specifically enable the development of agri-food value chains. Initiatives such as the Value
Chain Roundtables (VCRTSs) are not considered to be involved with establishing value chain
relationships between businesses. A reasonable number of the qualitative respondents stated
that they consider that the VCRTs have been misnamed, leading to an element of confusion and
frustration.

An environmental scan of international value chain initiatives found that there was a surge of
publically supported value chain activity/programs in the mid-2000s. Most of the funding was
short term, based on the assumption that the industry would be able to help itself after the
initial investment had been made in proving the benefits of businesses establishing closer
relationships and in producing teaching materials. An issue with this approach is that VCM is a
strategic management approach which relies upon a shift in industry culture to succeed.

Value chain initiatives, therefore, need the option of being able to support long-term projects,
not forced to fit within artificial constraints or impractical expectations that are driven by short-
term political desires. Many value chain programs fail to reflect this need. The exception is the
extremely successful Dutch Agro Keten Kennis program in the Netherlands. This spawned a
number of ongoing domestic and international initiatives, most notably those led by the
University of Wargeningen. With longer-time horizons being more typical of international
development programs versus domestic initiatives, this has led to an increase in value chain
projects occurring in developing nations. However, the greatest opportunities remain through
implementing value chain initiatives in developed nations, such as Canada.

In Canada, public investments into value chain initiatives are considerably less than has
occurred elsewhere. For example, the UK Food Chain Centre operated over five years with a
total budget of £5.3m, consisting of £3.8m in grants and circa £1.5m in resources provided by
IGD and DEFRA. Rather than focus on providing high level VCM awareness training to the
industry at large, it focused on providing specific businesses with practical tools, such as farm
scorecards, master classes, and training in Statistical Process Control, Six Sigma etc. Case
studies flowed from projects that were made available to the public and industry at large.

A difference between value chain/supply chain-oriented initiatives of mainland Europe is that
they are more technical and often include a scientific component. The value chain initiatives
that appear to have the greatest impact in creating change for commercial success are privately
managed, such as “European Food and Farming Partnerships” (UK). This organization is a
specialist agri-food consultancy, working along the whole supply chain, in all sectors. It works to
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address commercial, operational, and relationship issues across the industry and has large scale
projects with clients like Unilever.

Government supported schemes that effectively force stakeholders to come together do not
result in private success. On the other hand, UK (national and regional) and EU government
programs have played a role in enabling commercial changes. National UK and EU funding has
largely focused on enabling the construction of infrastructure, technological capabilities, and
marketing programs.

Regional initiatives, such as “Heart of England Fine Foods” (UK), provide producers, growers,
and processors of speciality food and drink products (based in Herefordshire, Shropshire,
Staffordshire, and the Midlands) with an opportunity to enhance their business and marketing
skills and learn about the retail section, including drivers of consumer behaviour. This
organization has received substantial government support since its inception in 1998°. It
achieves its goals by offering practical business support (logistics, marketing, professional
services — financial, training) as well as a food and hygiene safety certification program. Its
collaborative delivery service provides a route to market for producer members and meets the
demands from retail or foodservice buyers who require one order, one delivery, and one
invoice for a range of regional products. This service is so successful that it was awarded the
2009 Institute of Grocery Distribution (IGD) Award for Sustainable Distribution (HEFF, 2012%).

A list of Canadian and international initiatives forms Appendix B.

With the research having identified that gaps exist in the effectiveness of current value chain
related resources and delivery methods designed to encourage producers and other members
of the value chain to establish closer business relationships, the report now presents a strategy
that AMI can implement—Ileading to the development of a more innovative and profitable agri-
food industry in Ontario.

* Eleven million GBP was invested into the Shropshire Food Enterprise Centre alone.
* www.heff.co.uk
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6 AMI Strategy and Business Plan

6.1 Description of Opportunity

The benchmarking study identified that distinct differences occur across and between sectors in
relation to the nature of business relationships that exist between producers, their customers,
and their suppliers, and the commercial opportunities that this affords producers. Distinct
differences also exist in the relationships that producers have with end customers of products
which originate from Ontario farms. The term “end customers” refers to retailers and
foodservice operators, where the majority of agri-food products are purchased by consumers.

That the sector in which producers operate has less influence on the business relationships that
farmers have with their customers and suppliers, particularly compared to their personal
attitudes and the skills that they possess, has enormous implications for Ontario agriculture. It
also has enormous implications for Ontario’s agri-food industry, and the types of programs
required to assist producers become more market oriented than at present. Driven by a need
to react more effectively to changing market demands, retailers and foodservice operators are
reaching out to producers, often through intermediaries such as processors and distributors. A
relatively small percentage of Ontario producers are reaching out to customers and suppliers.
Simultaneously, many producers and agri-food businesses are not actively seeking to establish
closer value chain relationships.

The extent to which producers and downstream businesses are able to establish the close
relationships required to develop new products, guaranteed supply, reduce costs, improve
guality, manage risk, and increase revenue relies on their willingness and ability to establish
strategic (rather than transactional) business arrangements. The research strongly suggests that
the majority of Ontario producers do not appear to possess the attitudes or skills required to
establish and maintain long-term strategic relationships with other members of the value chain.
Similarly, many agri-food businesses do not either. That producers who participate in (or who
have participated in) close value chain relationships are most pessimistic about Ontario
producers’ skills, knowledge and attitudes is insightful and somewhat troubling; not least given
that a changing economic and political climate will force producers to look to the market to
ensure their sustainability, not rely on business risk management programs or legislated
marketing.

The reason why intermediaries are not willing to enter close strategic relationships with
producers—examples most commonly cited include millers and meat processors—is for fear of
forgoing a competitive advantage. The same reason appears to lie behind why differences exist
in the procurement strategies of retailers and foodservice operators, and that intermediaries
interact with producers more strategically in certain categories. Retailers tend to have
established closer relationships with fruit and vegetable producers. Foodservice operators tend
to have established closer relationships with livestock producers, particularly lamb and pork.
Both retailers and foodservice operators are seeking to extend these practices across their
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wider businesses, though are unsure about how to implement them. Given the extent to which
the formation of closer producer-customer relationships is occurring elsewhere, such as in the
UK, this is a trend that appears very likely to occur in Canada. The Food Chain Centre (FCC),
Centre for Value Chain Research (CVCR), and English Food and Farming Partnerships (EFFP) are
among the UK initiatives that have played a central role in facilitating those relationships and
enabling farmers to benefit from adopting value chain business practices. Considerably more
resources (both public and private) have been invested into this process than has occurred in
Canada.

Figure 6-1 below illustrates the services that are currently available for facilitating closer
relationships between businesses and enhancing management skills, and where along the value
chain these service providers primarily target. The only Canadian initiative where the focus and
expertise extend along entire value chains supplying retail and foodservice is the Value Chain
Management Centre (VCMC). While the VCMC’s work has led to producers markedly increasing
their profitability, through enhancing their business skills and facilitating effective value chain
relationships, its resources are limited. This has forced the VCMC to focus its implementation
efforts on specific sectors of agriculture, with fruit being the most well-known. Its awareness
and training activities have focused on numerous sectors, including beef, lamb, soybeans,
wheat, and vegetables. Working on a project-by-project basis has limited VCMC’s ongoing work
to include a small percentage of Ontario producers and agri-food businesses.

Figure 6-1: Environmental Scan of Current Initiatives and Gap Associated With Agriculture
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The cross-hatched area in the above figure illustrates the gap found to exist in current
initiatives. A program does not exist that has been designed to enhance the long-term
competitiveness and profitability of Ontario producers en masse, through encouraging then
enabling them to develop skills not directly associated with production agriculture. This gap
stems from the limited investment that has been made to encourage and enable producers and
agri-food businesses to meaningfully connect, leading to the establishing robust and profitable
value chain(s). Simply put, current initiatives have not been granted the resources or mandates
required to engender change across Ontario’s agricultural industry.

These findings, along with the environmental scan of current value chain initiatives occurring in
Ontario and Canada wide, indicated that a need exists for an initiative with the primary purpose
of facilitating closer business relationships between producers and downstream businesses. The
first step would be to focus on raising Ontario producers’ awareness about the need and
benefit of establishing closer relationships with businesses operating along the value chain. As
farmers become more aware of the benefits associated with establishing strategic relationships
with their business partners, the next step would be to enable them to act on their desires. This
can only be achieved by enhancing their management skills. The most important skills that the
research found as needing to be developed by Ontario producers are marketing, market
research, quality management, operations and processes, strategic planning, and financial
management.

An initiative of the type described above would lead to large numbers of producers forming
strategic business (value chain) relationships with businesses operating in the Ontario and
Canada-wide agri-food industry. It would achieve this through facilitating changes in producers’
attitudes towards the wider industry, and in the attitudes of managers of agri-food businesses,
and delivering the services and opportunities required to enable change. This would be best
achieved by partnering with the organizations shown in Figure 6-1, each of whom have proven
their credibility and possess expertise that can help make an agriculture-centric program
succeed. The program would work directly with producers. Industry organizations would be
involved, if and when their participation was required, to achieve commercially relevant
outcomes.

The need for such an agricultural-centric value chain program is reflected in the general lack of
understanding found to exist in relation to value chains and value chain management (VCM)
among many producers, much of the agri-food industry, government employees, and
consultants alike. It is also shown by the clear disconnects that exist between the majority of
Ontario producers and the markets for which they produce agricultural products.

6.2 Strategic Intent

The overarching program’s strategic intent is five-fold. The first three are to connect producers
to the end market and with the wider value chain, to increase producers’ understanding of the
commercial opportunities and challenges occurring along entire value chains supplying retail
versus foodservice, and to provide producers and other members of the value chain with the
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capabilities required to identify synergies and develop solutions to the challenges that they
face. The fourth strategic intent is to identify any institutional, bureaucratic or regulatory
mechanisms that interfere with producers’ motivation or ability to connect to the wider value
chain and the end market, then objectively quantify the extent to which they interfere with
producers/businesses ability to capture value from the market, and why. These insights would
enable the program and its delivery partners to achieve the fifth strategic intent: to propose
solutions to a raft of impediments found to exist along the value chain.

To achieve these aims, the program must be able to create the momentum required to achieve
a sea change: in industry culture (across agriculture and in how producers relate to each other),
in how producers relate to their customers and suppliers, and in how government and
institutions relate to industry. Transforming how Ontario producers relate to one another and
the wider industry, and in how governments develop and enact policies and legislation, would
require considerable ongoing resources.

Program activities will fall into two broad categories: “Communication” and “Implementation.”
While both categories would primarily target producers, the delivery mechanisms would
engage other levels of the value chain in the process of learning about and implementing VCM
practices. Both categories would share certain similarities, such as the provision of mentoring
services, which is an effective means for encouraging and enabling change to occur among less
capable or enthusiastic producers. The reporting methods would ensure that the program
produced outcomes that enabled continual improvements to occur in the program’s long-term
effectiveness, and its relevance to addressing industry needs.

The Communication category would be delivered through means specifically designed to
encourage producers, their suppliers, and downstream partners to explore how and why they
would engage in increasingly sophisticated business arrangements. Delivery mechanisms would
include experiential mentoring style programs, a “speed dating” service for agri-food businesses
that are seeking to identify producers which are able to meet their specific needs, fact-finding
investigations to explore market opportunities and acquire first-hand experience of innovative
business practices, workshops, and forums. Each of these streams would bring producers and
senior managers from downstream businesses together to enhance their understanding of each
other’s businesses and explore the potential benefits associated with establishing strategic
business relationships. While it appears unlikely that downstream businesses would pay for
services such as “speed dating,” many of the respondents that participated in the research
stated that they would contribute in-kind to a producer-education program. Their contributions
would include senior staff participating in events and fact-finding missions designed to enhance
producers’ market intelligence and management skills. Their involvement will increase the
likelihood that the program creates the motivation and knowledge required to support the
establishment of closer, more innovative business relationships between producers and their
customers.

The Implementation category would be specifically designed to encourage producers and other
businesses operating along agri-food value chains to experiment with new business practices.
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Each project would involve businesses involved in creating value for consumers that operate at
a minimum of three levels of the value chain. An example in fruit would be producer, marketer,
and retailer; an example in beef would be cow-calf, finisher, and processor. Each project would
be established, conducted, and reported in a manner that reflected the five principles of VCM
and an academic case study approach. This does not mean that the materials that resulted from
each of the projects would be written in an academic style or format. It means that sufficient
rigour would lie behind the project’s design and implementation, thereby ensuring that,
regardless of whether a specific project was commercially successful, it would produce valuable
objective lessons that could be shared with the wider industry. It would also enable lessons
learned to be delivered through multiple mediums (e.g., university courses and industry events)
and modified to suit the needs of specific audiences (e.g., business leaders and government
employees involved in developing agri-food policies). This approach would also enable every
project and the overall program to be analyzed and contrasted to produce insights and lessons
learned that would not otherwise be possible.

Presented below in Figure 6-2 is a framework that is suited to evaluating the effectiveness of
individual projects and the overall program, by establishing for whom a project or program
worked (or not) and why. The proposed framework will enable the program to measure its
effectiveness in coming from a wholly commercial perspective to initiate changes in attitude
and behaviour at the farm and immediate post farm gate levels of the value chain. In
objectively measuring its effectiveness, the program will have the ability to reflect an objective
and informed systems perspective in how it communicates with producers and the wider
industry. The framework will also enable the program to identify the effectiveness of projects
funded, the impact of environmental factors (including sector related structure, culture,
legislation and regulations) on project outcomes, and where it should invest resources as
attitudes, behaviour, and the sophistication of business practices evolve over time.
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Figure 6-2: Modified Bennett’s Hierarchy
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Given its relationship with Ontario’s agricultural industry and its history of delivering programs
designed to enhance producers’ management skills, AMI is well placed to enable and help
deliver this service through a combination of direct reports and through funding external expert
parties to undertake projects that support the initiative’s overall strategic intent. To enhance
the AMI program, the chosen partners must meet certain requirements and standards. The
most important of these is a proven ability to undertake objective and academically rigorous
value chain research and/or deliver training, which results in improved business performance.
The chosen partners must also possess an extensive understanding of the factors known to
impact the performance of agri-food value chains supplying retail and foodservice markets.

6.3 Target Sectors

Differences were found in the extent to which closely aligned business relationships have
developed between producers and other businesses operating along the value chain, by sector.
Differences were also identified in the extent to which producers and other members of the
value chain are able or willing to utilize the relationships that they have developed with
customers and suppliers to achieve commercial advantage. Shown below in Figure 6-3 is the
range of business relationships that the research identified as occurring across specific sectors.
The nature of business relationships is regularly influenced by the market that specific value
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chains supply. For example, in the vegetable sector, there exist value chains (i.e., carrots and
asparagus) that are said to operate more strategically in the case of foodservice than retail.
Simultaneously, in the fruit sector there exist value chains (i.e., apples and peaches) that are
said to operate more strategically in the case of retail than foodservice. Across retail and
foodservice, the existence of strategically aligned value chains appears to be considerably less
in the beef, chicken, and dairy sectors. The subsequent section discusses the factors that are
said to result in these differences and their implication upon AMI’s proposed program.

Figure 6-3: Comparative Incidence of Value Chain Structures, By Sector and Market
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The research showed that it is not the sector per se which primarily determines whether
strategic value chain relationships have developed between businesses, or the extent to which
businesses have benefited from working together; it is the attitude of the participants,
including their desire and ability to learn. Current attitudes are said to partly result from the
influences that industry organizations and government policies/regulations have on shaping a
sector’s culture, structure, and the modus operandi of the involved businesses. As well, a
correlation appears to exist between the extent to which industry organizations reflect a
commercial value chain perspective in how they operate, and the incidence of producers and
their customers or suppliers benefiting financially from having established strategic business
relationships. For example, strategic business relationships were stated as being less common
and/or less significant in terms of a sector’s size, where legislated marketing influences
practices that occur within and between the businesses, which together comprise a sector.
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Examples given of where this occurs in Ontario include dairy, chicken, and plums. Legislation
also influences the skills that individuals consider appropriate to achieving financial success and
their likelihood of embracing non-traditional business models. These findings are conducive
with factors identified in the literature review.

The existence of closely aligned business relationships along entire—or close to entire—value
chains also results from certain sectors being typified by longer, more complex value chains,
particularly where power-imbalances exist between businesses who staunchly adhere to
transactional (arbitrage) business practices. Examples given of where this occurs and hampers
producers’ profitability include beef and wheat. The existence of closely aligned business
relationships along entire—or close to entire—value chains was also stated as being less
common in sectors where producers remain staunchly independent. Examples given of where
this occurs and hampers producers’ profitability included vegetables. In circumstances where
there are long, complex chains and/or staunchly independent producers, it is more likely that
intermediaries, such as brokers or processors, can stymie the development of close strategic
relationships developing between producers and other members of the value chain. These
findings are also conducive with factors identified in the literature review.

6.4 Product and Service

The AMI program will assist producers from all sectors enhance their competitiveness and
profitability. With the factors which support or hinder the development of closely aligned
relationships between producers and other agri-food businesses found to be somewhat sector,
subsector, and market specific, means that precisely what AMI’s program seeks to achieve will
differ by target audience. The delivery mechanism will likely also differ by sector, product, and
market.

Shown below in Figure 6-4 are examples of the projects and initiatives proposed for the
Communication and Implementation elements of AMI’s program. The program’s primary focus
is encouraging and enabling individuals involved in commercial farming to adopt innovative
management techniques. It will also work to establish objective market-oriented relationships
with producers and commercial businesses operating along the value chain.
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Figure 6-4: Proposed Programs and Initiatives
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The overarching message conveyed by the program should be that “regardless of the sector in
which they operate, producers and their customers have benefited from having established
strategically aligned business relationships and adopting a value chain approach to how they
manage their business.” A project should only be undertaken if the proponents are able to
demonstrate that it will materially add to the present knowledge surrounding how and why a
sector or subsector of Ontario’s agri-food industry can benefit from establishing closer strategic
business relationships along the value chain. Proponents must also show how the results will be
used to engender purposeful changes in producers’ attitudes and behaviour. To ensure that
results and insights can be readily translated to the widest possible audience, reports, case
studies, and presentations that result from the program will follow a consistent format and
theme. Establishing a common reporting format will also ensure that the program’s impact can
be monitored and measured more effectively than would otherwise be possible.

6.5 Program Title and Clients

Due to mistaken assumptions and personal biases that are associated with the term “value
chain,” particularly among producers, we recommend that the program’s name does not
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include the words “value” or “chain.” Instead, the program should be positioned as assisting
producers to increase their profitability through encouraging them to establish innovative
commercial relationships with customers and suppliers. This is because the research showed
that the majority of producers do not understand what the term “value chain” means. Many
producers appear to associate it with a negative context, such as conceding power or
profitability to a more powerful customer or supplier. Downstream businesses tend to possess
a more accurate understanding of what the term “value chain” means in practice; however,
they are not the proposed program’s audience. Based on the insights gathered into value chain
initiatives occurring worldwide, a suitable title for the program might be “Agricultural and Agri-
Food Partnerships”.

The program will have three distinct client groups. The first group are producers and the
commercial business with which they directly interact, pre- and post-farm gate; the purpose
being to enhance their management capabilities and leadership skills, leading to increased
profitability and competitiveness. Commercial businesses operating in the wider agri-food
industry are longer-term targets, with whom the program will interact on an ad hock basis as
required. The second group are institutional stakeholders who influence sectors’ culture,
structure and behaviour; they include industry organizations, government employees, and
financial corporations.

The third group are teaching institutions such as universities and colleges, research groups,
such as Vineland Research and Innovation Centre (VRIC), and extension agents such as
consultants. All of these groups would benefit from possessing an increased understanding of
what the term “value chain management” means, why value chain approaches are important to
industries’ profitability and competitiveness, and the determinants of their success.

6.6 Activities Supported by Each Pillar of the Proposed Program

A proportion of activities undertaken by AMI (e.g., industry events and conferences) could
provide revenues that are reinvested into the program.

The primary purpose of the “Communication” element of the program is to develop among
producers and other commercial businesses operating along agri-food value chains the
attitudes required to motivate the adoption of VCM practices. Among industry stakeholders,
the program’s purpose is to encourage them to support the establishment of close strategic
relationships between producers, their customers, and their suppliers, through championing
the adoption of VCM practices. This can only be achieved by increasing individuals’
understanding of VCM issues and opportunities in relation to the sector and businesses with
which they interact. Facilitating changes in individuals’ attitudes and behaviour relies on
presenting irrefutable concrete examples, upon which they regularly reflect. This leads to
individuals’ revising the ideas, values, and beliefs that form their assumptions about how their
business and the wider industry operate, and why. Increased understanding about the
opportunities offered through the adoption of VCM and what this means for them personally
will translate into an increased desire to participate in events and initiatives that are designed
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to instill in them the management skills required to establish and successfully manage value

chain relationships.

The primary purpose of the “Implementation” element of the program is to assist producers
who are genuinely interested in establishing closer relationships with customers and suppliers,
to ensure that they can cost-effectively produce crops and livestock which are suited to
meeting target market demands. The secondary purpose is to encourage downstream
businesses (e.g., processors and millers) to establish closer relationships with producers and to
determine the business options best suited for enabling themselves and producers to more
effectively and profitably adapt to market demands. Another way that AMI can establish a
relationship with downstream businesses will come through providing a “speed dating” service,
which assists them to connect with producers that meet their requirements and involve them in
outreach events and projects. The third market will be government and industry associations,
particularly those involved in the development and delivery of policies and programs.

Table 6-1 lists examples of sectors to which each of the program elements could be targeted
and potential projects that could benefit Ontario’s agricultural industry. With Ontario’s wheat
industry effectively being devoid of closely aligned value chains, establishing closer more
strategic businesses practices would be best achieved by facilitating the development of the
attitudes and skills required to adopt innovative business practices. Hence the primary delivery
vehicle would be the Communication strand of AMI’s program. With closely aligned value
chains already operating in Ontario’s fruit industry, the focus would be on encouraging the
adoption of increasingly sophisticated management practices across the wider industry. Hence
the primary delivery vehicle would be the Implementation strand of AMI’s program.

Table 6-1: Potential Purpose and Desired Outcomes of Each Element, by Sub-sector

Communication

Sub-sector

Project

Outcome

Potato sector (fresh)

Fact-finding mission for an
innovative fresh potato value
chain to identify and experience
firsthand the management
practices that have led to their
long-term commercial success,
and explore how lessons learned
could enable Ontario potato
producers to increase their
profitability.

Producers acquire a greater
appreciation for the factors that
determined how a group of
producers benefited from
working together and are able to
communicate lessons learned to
Ontario’s fresh potato sector,
leading to their possessing a
greater desire to innovate in
relation to market demands.
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Wheat

Analysis of a value chain
supplying wheat to a Canadian
bakery, to quantify current
performance from a systems
perspective, research consumer
perceptions of value, identify
root causes of undesired effects,
and propose solutions that
would benefit the participants by
improving their long-term
financial performance.

Members of the entire value
chain possess a roadmap for why
they would establish closer
business relationships, how they
would implement new business
arrangements, and how
performance would be
measured. This would increase
their desire and ability to engage
in innovative business practices.

Mentorship program

Enable innovators from
agriculture and agri-food to
meet producers one-on-one, to
encourage and enable them to
profit from supplying target
markets.

Producers are encouraged and
enabled to establish closer
business relationships with
chosen customers and suppliers,
leading to increases in skills and
profitability.

Implementation

Lamb

Pilot the establishment of a
closely aligned value chain
supplying lamb to an Ontario
retailer and foodservice
distributor, through facilitating
the development and
implementation of innovative
business practices from farm
through to retail store and
restaurant.

Motivate producers, a processor,
retailer, distributor, and
foodservice operator to establish
closer business relationships and
implement practices that enable
each business and the overall
value chain to reduce their costs
and increase revenue faster and
more successfully than they
would if reliant on their own
resources. Share lessons learned
with the wider industry.

Dairy (cows)

Explore the benefits of
establishing closer more
innovative business practices in a
processed dairy value chain, and
identify arrangements that
would enable individual
businesses and the entire chain
to reduce costs and increase
profitability in relation to their
target market(s).

Objectively determine the extent
to which current supply
management regulations limit
innovation occurring between
businesses, and propose a
business model that would
enable the involved businesses
to innovate directly in relation to
target consumers’ perceptions of
value.

Goats

Conduct an industry level value
chain analysis to establish the
true cost of dairy and meat
production in Ontario’s goat
industry.

Develop a business model that
would motivate and enable
businesses operating in Ontario’s
goat industry to profitably
expand to meet burgeoning
market demand.
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The above are examples of how the proposed program would lead to outcomes that enable and
motivate Ontario producers to explore then establish closer value chain relationships with
other members of the value chain(s) in which they operate.

6.7 Governance

The exact projects and initiatives to be funded by the proposed program, their purpose in
relation to the program’s strategic intents, and each initiative’s target audience will be
determined by an Advisory Committee that reports to the AMI Board. The Advisory Committee
will convene annually and include senior representatives from commercial businesses operating
along value chains supplying retail and foodservice markets. Its primary responsibility will be to
advise the AMI Board on the program’s long-term strategic goals, and evaluating the
effectiveness of the program according to predetermined metrics and timelines.

The evaluation framework presented in Figure 6-2 would ensure that the program is able to
determine the changes in Knowledge, Attitude, Skills, and Aspirations (KASA) that occurred
among producers who participated in AMI funded initiatives. The ability to compare the
changes in KASA that occurred among producers who had benefited from establishing closer
strategic relationships with business operating along the value chains, versus those who had
not, would enable the program’s effectiveness to be measured in terms of its impact from
economic, cultural, and skills based perspectives. The evaluation framework will also enable the
influence that external factors, such as legislation and industry structure, have upon the
effectiveness of the AMI program to be quantified from multiple perspectives. These insights
will be invaluable to AMI as it plans and implements future programs. The resulting insights will
also be invaluable to both OMAFRA and AAFC as they develop future policies and programs.

6.8 Year One Activities

The activities that we recommend the new AMI program funds in the first year of operation are
listed below in Table 6-2.

Table 6-2: Proposed Year One Activities

Activity Suggested Sectors to Include Purpose
Six sector-specific forums Vegetables, Fruit, Pork, Lamb, Illustrate the extent to which
Oilseeds, Beef value chain initiatives have

succeeded in Canada and
internationally, and what this
means to producers operating in
each of the Ontario sectors.
Encourage networking to occur
between retailers, foodservice,
intermediaries, and producers.

68




Five international fact-finding
missions

Wheat, Beef, Dairy, Chicken,
Goats

Leaders from commercial
industry learn firsthand how
innovative businesses have
prospered by working together
strategically, and what this
means to these Ontario sectors
and Ontario’s overall agricultural
industry.

Encourage producers,
processors, retailers, and
foodservice operators to explore
new business models.

Eight value chain projects

Wheat, Pork, Beef, Dairy,
Chicken, Goats, Apples,

Enable and motivate producers
to develop a greater
understanding of their end
markets and encourage them to
factor this into their business
practices.

Eight producer-orientated value
chain workshop

Apples, Pork, Lamb, Oilseeds,
Beef, Wheat, Oilseeds, Corn

Encourage and enable producers
to adopt more market focused
and quality assurance related
business practices, and establish
closer strategic relationships
with their customers and
suppliers.

Mentorship opportunities for
100 producers

Across all sectors

Provide the opportunity for self-
motivated producers to
confidentially meet peers and
senior managers from
businesses operating at other
points along the value chain, to
explore how they could improve
their current business practices.

Reporting and Evaluation

Across all initiatives delivered by
AMI

Report the program’s impact on
changes in KASA that occurred
among participated producers,
achieved economic benefits,
lessons learned, and the
influence that external factors
were identified as having upon
the nature of producers’
management practices.
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Appendix A: A Review of Value Chain Management Literature

Overview

Focusing on labels to evaluate a value chain’s competitiveness is a pointless task (i.e., “supply
chain” versus “value chain”). The focus needs to be on understanding: how and why a value
chain is managed, the individuals and organizations that comprise the value chain, and the
factors that bond, or fail to bond, the chain together. Illustrating these points from a practical
perspective is the purpose of this literature review.

The review uses real life examples from Ontario, Canada, and internationally to illustrate the

five factors that are essential to the effective management of value chains:

1. The decision to form and the ability to sustain a closely aligned chain depends on the
attitude of the participants, and the existence of a strong visionary and charismatic chain
champion(s).

2. The motivation of chain partners to learn and adapt as a strategically aligned system
determines their own and the overall value chain’s competitiveness.

3. The internal dynamics of the value chain, as well as the external environment in which the
chain operates, can positively or negatively affect the chain’s ability to acquire knowledge
and benefit financially by translating it into actionable management decisions.

4. Avalue chain’s success is determined by its adherence to a certain set of principles. The
most successful value chains have succeeded by devising, implementing, and enforcing a
structure that reflects their core strategic intent. Strong governance and a commitment to
delivering value from the customer/consumers’ perspective is critical to success.

5. While many value chain initiatives have developed the means to secure premiums from
specific markets, often for specific products within their overall portfolio, the financial
success of all sustainable value chain initiatives ultimately rests on possessing the ability to
continually reduce costs: resulting in the opportunity to increase margins and profitability.
This point is particularly important for products produced/sold in relatively low volumes.

Evidence gathered during the review process shows that the success of an industry relies on
increasing the competitiveness of the businesses operating at the enterprise level. Enabling
businesses operating at different levels of the value chain to strengthen their competitive
advantage by learning and working together, leading to unique innovative behaviours and
processes, is therefore crucial to the future prosperity of Canada’s agricultural and agri-food
industry.

Findings from the literature review formed the basis of survey instruments that enabled the
adoption of value chain business practices to be benchmarked across Ontario’s agricultural
industry through primary research.



1 Introduction

1.1 Objectives

The literature review has four objectives:

1. Describe what the term “value chain management” (“VCM”) means in practice.

2. Present why the concept of value chains and their management is becoming increasingly
important to the competitive advantage of Ontario agriculture.

3. Describe the drivers of change which have led to the emergence of VCM as a valid business
strategy.

4. Detail reasons why the agriculture and agri-food industry has adopted VCM approaches
slower than other industries.

1.2 Defining Value Chain Management

Farms and other agri-food businesses do not operate in isolation; they each have suppliers from
whom they source a product or service. They then seek to add value to that product or service
prior to its sale to a customer or a final consumer at a price that exceeds its cost of production.
A series of businesses that together derive value from supplying products and services to target
consumers (e.g., farm input supplier, farmer, processor, retailer) can, therefore, be thought of
as a value chain.

The need for producers to work strategically with their suppliers and customers to create a
competitive advantage from having greater influence upon the overall process of growing,
processing, and marketing agri-food products, in order to remain competitive in a rapidly
changing business environment, has been researched and written about extensively (Boehlje,
1999; EFFP, 2004; Fearne, 1998). Achieving a VCM approach to business relies on producers
strategically involving themselves in operations not directly related to the production of
commodities (Fulton et al., 2003; Kilpatrick et al., 1999), but rather directly related to the needs
of customers and/or consumers.

Value chain management (VCM) is more than a theory. It is a strategic business approach that is
helping a growing number of businesses to increase their long-term competitiveness. VCM
describes the types of processes that businesses use to manage their own operations and
influence the operations of others in the context of the chain to which they jointly belong. VCM
is a reiterating process that takes time, resources, and skills (Gooch & Marenick, 2011).

In adopting VCM, chain partners, including producers, need to identify what does not create
value from the customers’ point of view, and adapt to reduce what is not valued and augment
what is. Too often, companies base their actions on assumptions and do not understand or
know what customers value. What is particularly challenging is that sometimes customers do
not really know what they value either (VCMC 2010; Gooch et al., 2009; Gooch et al., 2009b).

Furthermore, value chains must operate at the business level, not the industry or sector level.
VCM is therefore a strategic approach that can only be adopted through choice by individual
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businesses. The decision to enter and the ability to sustain a closely aligned chain depends on
the attitude of the participants. The attitude of individuals also determines what they are able
to achieve. Attempting to operate a value chain at a sector level would force the chain to
accept participants who may be not be motivated or capable. Undoubtedly, this would impair
the value chain’s performance and competitiveness (Gooch & Marenick, 2011).

The existence of close strategic relationships enables the involved businesses to improve their
competitiveness through possessing the ability to learn and adapt more effectively than if
operating as separate organizations (EFFP, 2005; Jones, 2012; Morgan, 2007; Senge, Dow &
Neath, 2006; Tanner, 2012). The ability to learn and adapt stems directly from producers and
managers of agri-food businesses possessing accurate and timely information on which to make
informed management decisions, execute change, then accurately monitor performance in
relation to customer and consumer demands (Cowan, 2007; Diederen, 2004; Morgan, 2007;
Mowat and Collins, 2000; Tanner, 2012 and Simons and Zokaei, 2005). In doing so, businesses
acquire the ability to reduce costs, while often simultaneously increasing revenues, and achieve
greater long-term competitiveness than competitors who have not adopted a VCM approach to
business (Barrat, 2004b; Dunne, 2008; Fearne, 1998; Jones, 2012; Morgan, 2007; Palmer &
Morris, 1994).

There have been numerous attempts to differentiate between “value chains” and “supply
chains". While such statements may make for an interesting theoretical exercise, in reality,
they are impractical. There is not one “type” of value chain. Value chains come in various forms,
each typified by a certain structure and set of characteristics (Dunne, 2003; Spekman et al.,
1998). Different elements of the same chain can be at different stages of development in terms
of the relationships that exist between the businesses and the extent to which they are able
and/or willing to utilize their relationships for strategic advantage (Gooch et al., 2011; Beard,
2007; Collins, 2007).

Therefore, a supply chain cannot suddenly morph into a value chain, and a straightforward
simplistic analogy is misleading. Every business belongs to a “chain”. It is how a business
operates in relation to its customers and suppliers that determine the commercial
opportunities and challenges to which the business is exposed (Collins, 2011; Dunne, 2001;
Spekman et al., 1998).

2 The Importance of VCM to the Competitiveness of Ontario
Agriculture

English Food and Farming Partnerships (EFFP, 2003:3) state that producers “have to recognize
that the attitudes and business practices that served well in an era of protection and price
support are unlikely to be appropriate in the future.” In mere decades, factors including
industry deregulation, economic reforms, globalization, changing consumer demands,
consolidation in the retail, foodservice and processing sectors, and more advanced technology
have markedly increased the complexity of the business environment.
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These factors have not only made the business environment more complex. They have also
increased the extent and severity of uncertainty and risk for businesses, making today’s
environment increasingly competitive as well (Boehlje, Hofing & Schroeder, 1999; Whipple &
Frankel, 2000; Whipple & Gentry, 2000). These factors have, therefore, led to significant
changes in the structure and operation of the global agri-food industry (Boehlje, 1999; Boehlje,
2006; Boehlje, Hofing & Schroeder, 1999; Dunne, 2008, EFFP, 2004; Hughes, Fearne & Duffy,
2001; Oram, 2008).

At the retail, foodservice, and processing levels of industry, consolidation has resulted in fewer
though larger companies competing more vigorously in multiple jurisdictions (Hughes, Fearne &
Duffy, 2001; Marston, 2007; Oram, 2008). However, while consolidation has brought
opportunities to reduce costs through economies of scale, increased competitiveness is also
forcing businesses to develop the capabilities necessary to capture value through innovating
more quickly and strategically in relation to consumers’ overall demands (EFFP, 2004; Jones,
2012; Santiago, 2007; Tanner, 2012).

The pressures from consolidation has also changed the environment for producers who must
now find ways to conduct business with fewer more powerful and sophisticated customers,
who place exacting demands to guarantee consistency in the quality (i.e., safety, taste and
appearance) and the quantity of their products. Producers today have to supply products in
increasingly large volumes and help customers capture greater market value by providing
marketing support (Baines, 2000; Cowan, 2007; EFFP, 2004; Fearne, 2007; Johnson, 2007,
Marston, 2007; Morgan, 2007; Santiago, 2007).

To remain competitive in this rapidly changing business environment, producers need to
embrace management approaches not traditionally associated with agriculture (Baines, 2000;
Boehlje, 2006; Boehlje, Hofing & Schroeder, 1999; Love & Gunasekaran, 1999; Newton, 2000).
For farm managers in particular, this includes the need to realize the importance of developing
skills that go beyond those directly associated with crop or livestock production, such as those
required to effectively manage human resources, finances, and marketing arrangements
(Boehlje, 2006; Fortescue, 2006; Kilpatrick et al., 1999).

3 Benefits and Challenges Related to the Chain’s Structure

A value chain’s structure is predominantly an outcome of the leadership, culture, attitude, and
management processes of the businesses and individuals that together comprise the chain.
Combined, these factors create the enabling environment within which the businesses operate,
and the relationships that bond the businesses together.

Value chains operating in the international agri-food industry fall into structures that reflect a
continuum spanning from traditional open (spot) market approaches to businesses that are
closely aligned to the point that they may jointly invest in infrastructure and resources (Dunne,
2003; Spekman et al., 1998).



For the purposes of this paper, the four types of value chains that inhabit this continuum are
referred to as fragmented, cooperative, coordinated, and collaborative®. While it is unlikely that
a specific value chain will fit neatly into one of the four structures, the typologies provide a
useful method of assessing and comparing the relative nature, benefits, and challenges
associated with each approach (Gooch & Marenick, 2011).

The graphics and matrix were developed through a review of current academic literature and
empirical studies, along with research completed by the Value Chain Management Centre. This
process ensures that the descriptions accurately represent the structure and nature of value
chains operating in the Canadian and international agri-food industry.

Each description reflects the approach that businesses have taken to managing their own
operations and interacting with the operations of others in the context of the value chain to
which they jointly belong. An overview of benefits and challenges related to each is also
presented. How the businesses that together form a value chain interact in relation to each
other and their target consumer determines how the chain is structured.

3.1 Fragmented

Companies primarily compete on a traditional trade footing, and benefits through the chain are
limited at best. The majority of business is conducted as a series of short-term, one-off
transactions. Price, volume, and quality are commonly paramount to business dealings. The
primary onus of strategic decisions is on self-preservation and sharing the bare minimum of
transactional information, for fear a company’s insights are used against it. Typically, the result
is a fragmented chain, comprised of businesses that share adversarial and distrusting
relationships. These types of businesses often look to past experiences for solutions to current
challenges, and have little opportunity to utilize the resources of other members of the value
chain. As a result, they are limited in their ability to effectively and efficiently adapt to changing
market demands.

Figure 3-1 Fragmented Value Chain

Business A Business B

' For simplicity, the diagrams illustrate chains that comprise only three links.
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3.2 Cooperative

One of the benefits of this approach is that companies possess a mutual understanding of how
and why they can benefit from cooperating with one another over the medium term at an
operational level, rather than undertaking specific short-term or one-off business deals. The
attitudes and culture of the businesses involved will determine whether a chain’s structure can
develop into a more strategically aligned approach, where the partners can utilize one
another’s capabilities for commercial advantage. Whether such an approach is feasible may
also be determined by the environment in which the chain operates and in which it competes
against other chains and businesses.

Figure 3-2 Cooperative Value Chain

e 0‘

3.3 Coordinated

Companies with complementary attitudes, cultures, and leadership styles choose to coordinate
their business arrangements over a short to medium timeframe. A more strategically aligned
structure than the one exemplified above causes at least part of the chain to think and act from
a strategic—and not only operational or tactical —perspective. A strategic perspective arises
from operating in an external environment that allows this type of approach to occur. Over
time, the participants come to steadily acknowledge the benefits of conducting medium-term
business deals with chosen suppliers and buyers, leading to increased levels of commitment
and the development of more sophisticated value chain management capabilities.

Figure 3-3 Coordinated Value Chain

Business A Business B ~ Business C

/c




3.4 Collaborative

Companies engage in longer-term strategic arrangements that involve collaboratively sharing
resources and/or investing in the capabilities required to achieve mutually beneficial outcomes.
Successfully adopting this type of model requires the involved businesses to possess compatible
cultures, vision, and leadership. It also requires an external environment that is conducive to
supporting and enabling such an approach. While the model can undoubtedly produce greater
rewards than the three alternative models, it also generates increased risks, particularly for
businesses that are still developing (as opposed to refining) their value chain management
skills.

Figure 3-4 Collaborative Value Chain

Business B

Business A Business C

4 Connection to Customers and End Consumers

Producers are less motivated to participate in a value chain when there is a long or protracted
connection to end consumers, such as in processed food. That is not to say that successful value
chains in these areas cannot exist; many do, including examples found below in Section 2.8,
such as Ontario Lamb Marketing Inc., Sevita International, and Warburtons, respectively.

A key reason why fewer examples of closely aligned value chains exist in sectors where the
route to market is longer than fresh fruit or vegetables is that fewer interactions tend to occur
between producers, their customers, and the final consumer. It is also more difficult for
producers to readily identify with the end product(s) being consumed or how they can
influence downstream elements of the value chain. A producer (or a producer representative),
who interacts regularly with a retailer, is likely to feel more connected and therefore motivated
to establish a constructive relationship with his/her customer and learn about how he/she
benefits from positively influencing consumer choice than a producer who leaves his/her crop
at an elevator.



4.1 Overview of Chain Structures

Figure 1-5 summarizes the extent to which a value chain’s structure and associated
characteristics determine its ability to innovate in ways that are difficult for competitors to
replicate. It shows how the more that businesses align their strategies and operations, the more
opportunities that they have to set themselves apart from the wider industry through having
the ability to learn and innovate directly in line with the demands of their target market.

Figure 4-1 Characteristics and Benefits Associated with Each Value Chain Structure

00

M

Fragmented Cooperative Coordinated Collaborative

Level of strategic alighment that exists between the businesses

Level of operational alignment that exists between the businesses

Value and breadth of benefits available to the involved businesses

Effectiveness and range of risk management options

Ability to deliver on target consumer wants/needs

Ability to trace and make traceability systems a profit centre

Extent of ability to quickly innovate in unique ways

Likely existence of an acknowledged chain champion

Extent of measures designed to prevent freeloading




Ultimately, how a chain is managed dictates its success. Its organizational structure, strategic
orientation, and business culture are the drivers that determine the chain’s competitiveness
and the benefits that its members derive from their participation (Barratt, 2004; Fearne,
Pizzolato and Zanquetoo-Filho, 2003; Gooch and Marenick, 2012).

5 Requirements of Effective VCM

The further along the continuum (described in the section above) that a chain resides, the less
impact external forces will have on the way it operates and the factors from which it derives its
competitive strength; and the more it will reflect the seven principles which Collins, Dunne and
O’Keeffe (2002) determined as the requirements of effective value chain management.

It is this combination of factors that provide value chains and the involved businesses with
competitive strengths that are difficult, if not impossible, for competitors to replicate. The
seven principles that reflect effective VCM are:
1. Share a clear vision and common goals,
Possess capabilities to create value ,
Have a culture that supports cooperation and learning,
Have compatible partners,
Proactively manage the relationship ,
Regularly evaluate and report, and
Continually adjust to changing circumstances.

Nou,swWN

When a value chain fails to reach its potential, the cause is most typically because the partners
did not ensure the chains structure and management processes reflected their target
consumers’ perceptions of value. A failed chain may also have neglected to apply the same
consistent strategy with all of its value chain partners. As identified by certain researchers
(Gooch, Felfel & LaPlain, 2011; Bonney, 2012), this unbalanced treatment prevents the chain
from working together to reduce operating costs [as opposed to “low cost”], and can prevent
the chain from increasing its revenue growth through continual improvement in product and
process [as opposed to partners increasing their own revenue by making their own products
distinct in one-off “hits”]. Unbalanced treatment also decreases the chain’s ability to efficiently
utilize working capital [versus fixed capital efficiency] (Christopher & Ryals, 1999).

5.1 Incentives for Farmers to Join Closely-Aligned Value Chains

Essentially, there are three key incentives or drivers for businesses involved in agriculture to
form more tightly aligned value chains. In order, they are:
1. Capturing efficiencies and controlling costs,
2. Risk management (quality, quantity, safety — ie. food and environmental protection),
and
3. Responding to consumer demands for specific attributes for market expansion/
penetration (Gooch, 2012; Boehlje & Schrader, 1996).



Boehlje and Schrader (1996) concluded that the process of forming an ever more closely
aligned chain has followed the sequence above because each step becomes more and more
challenging to capture value and generate results from. Opportunities and techniques related
to cost reductions are the easiest to identify, measure, and act upon. Total chain risk reduction
benefits may be ambiguous, so the reallocation of risks among supply chain partners may
discourage tighter alignment.

Responding customer/consumer requirements is the most difficult to achieve, because people
often give mixed messages about what they really value and are willing to pay for. Consumer
food purchasing is complex and habitual. For example, current consumer trends are driven by
several factors including taste, nutrition (linked to health), value (price in relation to quality and
experience), and convenience (Gooch et al., 2009; Gooch et al., 2009b). These trends may at
times overlap and either reinforce or oppose each other.

A forth incentive and benefit to VCM is innovation, co-innovation in particular. Compared to
competitive advantages that are based on technological or scientific innovation, innovating as a
value chain, rather than as independent links, results in competitive advantages that are among
the most desirable and sustainable, because they are the most difficult to copy (Defee, 2007;
Fawcett & Magnan, 2001; Fearne, 2007; Collins, 2011).

Due to the extensive benefits of VCM and the ability of businesses involved in a VC to compete
in an ever increasingly complex and uncertain environment, the concept of value chains and
their management is becoming more and more important to the ongoing competitive
advantage of Ontario agriculture.

5.2 Barriers to the Establishment of Closely Aligned Value Chains

While VCM is proving to be a powerful strategic approach, it remains a relatively new concept
to producers and managers of agri-food businesses (Collins, 2011; Fearne, 1998; Fearne, 2007;
George Morris Centre, 2007; Simons & Zokaei, 2005; Spekman, Spear & Kamauff, 2002). The
slow rate of VCM adoption in the agribusiness industry is not due to producers being unaware
of the need for change (Fearne, 1998; Hemal, 2001). Even though many agribusiness managers
believe that forming strategic alliances with other agribusinesses is important for ensuring their
continued prosperity, the uptake is slow due to managers lacking the motivation to do so (EFFP,
2004 & 2005; Fearne, 1998; Johnson, 2007; Morgan, 2007; Oram, 2008; Palmer, 1996; Taylor,
2006).

There are many reasons why closely aligned value chains are forming more slowly in agri-food
than other industries (Boehlje, Hofing & Schroeder, 1999; Cowan, 2007; Dunne, 2008; Fearne,
2007; Fortescue, 2006) (particularly IT and automotive) (Cottrill, 2005; Cottrill, 2006a; Cottrill,
2006b; Fearne, 2007). The key barriers are outlined below.

5.2.1 Adversarial Industry

Traditionally, agriculture is a transaction-based industry, and the mindsets of producers and
their customers are entrenched in an adversarial state (Spekman, Spear and Kamauff, 2002).
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Individuals and companies operate autonomously, and therefore lack insight or even empathy
for what occurs at other levels of the chain (Johnson, 2007; Marston, 2007; Senge, Dow &
Neath, 2006). Differing time horizons and ownership structures can also affect the speed at
which business decisions are made and the attitudes of decision makers along the chain (Gooch
et al., 2006; Taylor, 2006). In this environment, communications are poor (Morgan, 2007;
Santiago, 2007).

In this environment, farmers are also often staunchly independent (Palmer, 1996; Taylor, 2006),
and there is general distrust between buyers and sellers (EFFP, 2004; Fearne, 1998). Most farm
managers do not possess the mindsets required to motivate them to develop new skills,
including those required to create business cultures that are open to sharing and acting
collaboratively upon strategically and operationally important information (Boehlje, Hofing &
Schroeder, 1999; EFFP, 2004; EFFP, 2005; Johnson, 2007). In addition to the relatively closed
mindset, there is also practical lack of extensive training and education programs (Fearne,
2007) related to business management, HR, and sales and marketing.

The rate of VCM adoption has also been negatively impacted by government and institutional
policies, which have lessened the influence that market forces would otherwise have on
determining industry structure (Curry, 2002; EFFP, 2003; Hart, 2005; Oram, 2008; Tamilia and
Charlebois, 2007).

As a result, producers are not motivated to acquire the skills necessary to successfully form and
manage value chain alliances involving themselves, other agribusiness managers, and
customers and suppliers who ultimately form the value chain in which they operate (EFFP,
2004; EFFP, 2005; Fearne, 1998; Johnson, 2007; Palmer, 1996). They are certainly not
motivated to join a value chain that is formed and managed by a third party, such as a
processor or retailer (EFFP, 2005; Fortescue, 2006; Johnson, 2007; Morgan, 2007; Oram, 2008).

The adoption of progressive attitudes and behaviour are not just critical to forming innovative
robust value chains; they are critical for overcoming the institutional inertia which presently
acts as a barrier to the wider development of innovative closely aligned value chains (Gooch,
2012).

5.2.2 Lack of a Learning Culture

The marketing and business management skills necessary to create and manage closely aligned
value chains are not traditionally associated with farm management (EFFP, 2004; EFFP, 2005;
Fortescue, 2006; George Morris Centre, 2007; Johnson, 2007; Marston, 2007; Morgan, 2007;
Taylor & Fearne, 2006). These skills include the ability to learn from different sources, and then
translate new knowledge and skill sets into a different way of doing business.

It has been shown that historical factors that together form an industry’s culture such as the
personalities that typify its members, the method and style of their education, and the social
structures that shape relationships between individuals, leads to a specific industry or sector
being characterised by a similar style of learning (Fulton et al., 2003; Kolb, 1994; Kilpatrick et al.,
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1999; Ison & Russell, 2000). In the context of agriculture, this may include producers’
apprehensions about engaging in formal learning through university or college courses instead
of cherry-picking topics about which they want to learn (Fulton et al., 1999; Kilpatrick et al.,
2003). This is said to result in the agricultural sector as a whole remaining traditional and
conservative and not exhibiting an approach to learning that would lead to developing values
and beliefs congruent with adopting new business approaches such as VCM (Boehlje, 2006;
Eckert & Bell, 2005; Fell & Russell, 2000; Ison, 2000b; Ison & Russell, 2000b; Kolb, 1984).
Through their experience of doing business in a transactional-based business environment,
many producers lack the awareness that they need to learn business skills (rather than
production skills) in order to remain competitive. This is exacerbated by producers preferring to
learn socially and from experience (Boehlje, Hofing & Schroeder, 1999; Fulton et al., 2003; Ison
et al., 2000; Kilpatrick, Johns, Murray-Prior & Hart, 1999).

When learning is taught by a third party, it is most often through one-on-one interactions with
family, trusted on-farm consultants, or within small groups of peers at events organized by
representative organisations (Fulton et al., 2003; Kilpatrick et al., 1999). The disadvantages of
this type of learning is that it can lead to group thinking that clouds individuals’ objectiveness
(Boehlje, 2006; Boehlje, Hofing & Schroeder, 1999; Futon et al., 2003; Ison, 2000a; Kilpatrick et
al., 1999). This is partly from seeking to learn from people who share similar values and
assumptions, and so do not generally provide a catalyst for change (Kilpatrick et al., 1999).
Perhaps due to the adversarial nature of agribusiness, many producers distrust information
provided by organizations that are not seen as representing their interests. This leads to a lack
of new ideas entering agribusiness and a lack of importance attributed to adopting a strategic,
financial, or market-orientated approach to the business of managing farming enterprises
(Cowan, 2007; Eckert & Bell, 2005; EFFP, 2005; Fortescue, 2006; Fulton et al., 2003; Ison et al.,
2000; Kilpatrick et al., 1999; Morgan, 2007; Palmer, 1996; Senge, Dow & Neath, 2006).

Overall, this behaviour leads to many producers believing that competitiveness comes from
adhering to tried and tested business methods (Eckert & Bell, 2005; Fearne, 1998; Ison &
Russell, 2000a); and only embracing innovation (such as new technology) as long as it fits within
their traditional business thinking (Fell & Russell, 2000; Ison, 2000b; Ison, High, Blackmore &
Cerf, 2000). Therefore, while an increasing number of businesses in other industries are
embracing VCM approaches to remain competitive, few producers are doing the same.

The importance of learning is so critical to the adoption of VCM, as presented in Section 5.3,
which describes the characteristics of farmers most likely to be involved in value chain
initiatives.

5.2.3 Resistance to Change

Individuals’ resistance to change commonly emanates from three sources of concern: a fear
that change will make them irrelevant or harm their businesses (Barrat, 2004a; Fearne, 2007;
Palmer, 1996); a belief that the change will lead to a loss of respect from their peers (Barrat,
2004a; Boehlje, Hofing & Schroeder, 1999; Cowan, 2007; Fearne, 2007; Fell & Russell, 2000;
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Garbarro, 1987; Whipple & Frank, 2000); or that they do not comprehend the need to change
(Eckert & Bell, 2005; Fell & Russell, 2000; Senge, Dow & Neath, 2006; Simons & Zokaei, 2005).

Fear that change will be imposed upon an individual by a more powerful partner, without it
bringing benefit to them, means that resistance to change can be higher in industries that are
typified by adversarial relationships, such as agri-food (EFFP, 2004; Fulton et al., 2003; Morgan,
2007; Oram, 2008; Palmer, 1996; Taylor 2006). The resulting feelings of distrust between
individuals and organizations further diminish their willingness to share information, in turn,
increasing polarization between stakeholder groups (Barrat, 2004a; Boehlje, Hofing &
Schroeder, 1999; EFFP, 2005; George Morris Centre, 2007; Palmer, 1996; Taylor, 2006). At the
industry level, the social structure that typifies agriculture in particular tends to support rather
than challenge this polarization of opposing viewpoints. Thus, it can be more difficult to
encourage individuals from the agri-food industry to examine challenges and opportunities
from a new perspective (EFFP, 2004; Fulton et al., 2003; Ison, 2000a; Ison et al., 2000; Ison &
Russell, 2000c; Kilpatrick et al., 1999; Oram, 2008; Taylor, 2006).

Instability between or within businesses can lead to levels of distrust that become an enormous
barrier to the creation of collaborative relationships and value chain businesses practices
(Hughes, Fearne & Duffy, 2001; Senge, Dow & Neath, 2006; Morgan, 2007). For example, retail
buyers are pivotal conduits to the shopper/consumer. However, buyers regularly change
categories within a store. This is particularly challenging for suppliers who have established a
basis of trust with one buyer, and are then required to forge new relationships with incumbents
who have not been on the VCM journey. The lack of an established relationship increases the
chance that the buyer will resort to the “traditional” approach of squeezing supplier margins
and switching suppliers for the sole purpose of creating greater price competition (Hughes,
2012; Hughes, Fearne & Duffy, 2001). The same scenario can occur with a processor. The best
opportunity that suppliers have to address challenges posed by retailers and processors
rotating their buyers is to develop the marketing, management, and service capabilities
required to proactively influence their category management.

The profile of Ontario farmers is another concern. The average age of farmers has risen to
nearly 53, compared with the average age of 41 for Ontario workers in general. The number of
younger farmers has also been steadily decreasing (Statistics Canada, 2006). In a 2009 study by
the VCMC, 275 interviews were conducted with primary producers from the Niagara and
Hamilton regions. The study found that 28 percent of farmers indicated that they were
expanding their business, 54 percent were maintaining their current level, and 6 percent were
reducing their business. Thirteen percent indicated that they were retiring. This study
concluded that younger producers were more open to changing their marketing and production
arrangements, and older producers contemplating retirement were significantly less likely to
participate in a system that may require them to significantly change how they do business
(Gooch et al., 2009). Older farmers simply do not perceive the need to change.
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5.2.4 Relationship between Learning and Adoption of VCM Business Practices

Motivating and enabling producers to learn the knowledge, skills and attitude that together
support VCM management approaches relies on training and awareness initiatives that
engender purposeful change.

Earlier, the traditional learning style of producers was presented as a mainly negative influence.
However, it can be positive. Producers commonly involve members from their family farm or
company in their learning process, particularly spouses. Wives have been shown to reflect a
greater desire to forge strong relationships with customers and suppliers, compared to the
management style of their husbands. They are also more likely to have tertiary qualifications,
which make them more likely to commit to a formal learning experience (Fulton et al., 2003;
Kilpatrick et al., 1999). Involving producers’ spouses and/or their management team in the
learning process has also been shown to increase its effectiveness, which translates into greater
opportunity to change their attitudes and behaviour (Cowan, 2007; Fulton et al., 2003; Ison,
2000b; Ison et al., 2000; Ison & Russell, 2000b; Johnson, 2007; Kilpatrick et al., 1999; Morgan,
2007; Senge, Dow & Neath, 2006).

The greater producers’ awareness and understanding of VCM as a topic, the greater their
capacity will be to apply increasingly sophisticated levels of knowledge. This is because three
important developments occur as an individual retains more objects, concepts, and overall
knowledge about a subject or issue. First, an individual is more likely to successfully act upon
ideas (Bower & Hilgard, 1981; Jarvis, 2004). Second, an individual is more likely to learn about
that same issue from subsequent learning experiences (Fell & Russell, 2000; Fulton et al., 2003;
Gross Davis, 1993; Kilpatrick et al., 1999; Knowles, Hilton & Swanson, 2005; Moon, 2004).
Third, an individual is more motivated to continue to learn about a topic (Gross Davis, 1993;
Jarvis, 2004; Moon, 2004; Zull, 2002).

Ison and Russell (2000a) show that, as knowledge increases, individuals move from a state of
duality (viewing ideas as black or white) to a state of dualism (where multiple levels of “grey”
consciousness and understanding can exist simultaneously). It is this expanded perspective
which results in an individual (or group) feeling enthused to continue learning long after the
initial learning activity occurred (Argyris, 1985 & 1995; Cohen and Levinthal, 1990; Fell and
Russell, 2000; Fulton et al., 2003; Moon, 2004; Senge, 1997; and Zull, 2002).

Therefore, in the context of VCM, the more knowledge an individual possesses about the
drivers to form value chains, the management of value chains, the benefits they offer, and
factors critical to their success, the greater an individual’s capacity to learn and implement
changes necessary to adapt to changing circumstances. Over a number of iterations, the
learning cycle will result in an individual having a greater capacity to form and manage value
chains. They will also be more likely to want to continue learning about VCM and its application
(Gooch, 2012).
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5.3 Characteristics of Farmers Involved in Value Chain Initiatives

Given the above factors, the literature suggests that producers who are most likely to actively
participate in value chain initiatives possess certain characteristics. These attributes have led to
them becoming self-directed learners; that is, they seek to learn in order to acquire the
knowledge and skills required to increase the profitability and sustainability of their farming
businesses. Research by Gooch (2012) identified three factors that appear to characterize
producers who proactively engage in developing close strategic “value chain” relationships with
customers and suppliers. They are:

e University education,

e Experience in an industry outside of agriculture, and

e Experience in marketing, or a sound knowledge of marketing.

5.3.1 Education

The majority of farmers that Gooch (2012) identified as participating in value chain initiatives
possessed university level education. The primary benefit of this is not to provide them with a
specific body of knowledge, but rather to motivate and enable them to think critically and
objectively (Knowles, Hilton & Swanson, 2005; Moon, 2004). Through learning, individuals
acquire the ability to develop increasingly sophisticated problem solving skills and communicate
effectively with people from differing backgrounds.

They also acquire the ability to digest, deconstruct and construct concepts in relation to their
present situation or a desired outcome. Education also enhances individuals’ self-confidence
and their motivation to continue learning from an array of preferred sources and experiences. It
is this combination of ability and motivation that leads to individuals becoming self-directed
learners.

Self-directed learners will likely attend training sessions and events, to continually increase
their knowledge about a topic that they consider important. Producers who are interested in
(or who have already) adopted value chain approaches to how they manage their farming
businesses, indicated during research that they are likely to attend marketing, financial
management, strategic planning and operations/process training sessions or events.

5.3.2 Experience

Experience plays a critical role in shaping producers’ view of the world in which they operate.
Experience is also key to motivating producers to learn and then act on information. Two forms
of knowledge exist: explicit (which can be shared directly through physical materials such as
books, presentations or video) and tacit (which cannot easily be shared directly between
individuals and is best acquired through first-hand experience). It has been found that tacit is
the most important type of knowledge for establishing and managing value chain relationships.
That tacit knowledge is acquired first-hand over time means that few producers will be adept at
fostering and sustaining close collaborative business relationships, unless they persevere.
Research has also found that these more persistent producers are likely to possess experience
outside of agriculture, possibly from a hyper-competitive, fast moving career, such as IT or
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retail. They are also likely to possess prior knowledge or experience in a related discipline such
as marketing. Producers with these diverse experiences are more likely to have a different
perception of the world around them, the opportunities for their business, and factors
determining the success of their farms, compared to producers who do not have a marketing
background or have only worked in agriculture.

6 VCM in Practice: Examples from Ontario, Canada and
International

The following section provides an overview of practical value chain examples.
6.1 Ontario

6.1.1 Ontario Lamb Marketing Inc. (Coordinated Chain)

Indicative of numerous examples between industry associations and progressive producers,
Ontario Lamb has been at odds with the Ontario Sheep Marketing Agency (OSMA), which has
historically been managed by a board comprised largely of smaller, less-commercially minded
sheep farm operators. This has forced Ontario Lamb to find its own way forward by partnering
with like-minded partners to innovate and develop a sustainable business model. Exposed to
the pressures of business more than might otherwise have been the case has driven the group’s
development and helped shaped the innovative culture that has enabled it to succeed where
other have failed.

The chain champion is Ontario lamb producer, Bill McCutcheon, who began the initiative as a
way to manage risk and increase profitability through increasing his presence among a
consolidating processing and retail sector. Establishing Ontario Lamb Marketing Inc. enabled
himself and other Ontario lamb producers to increase their market presence and achieve more
consistent income by providing lamb throughout the year rather than just during traditional
harvest time in the fall. It also provided them with greater ability to learn and adapt to a
changing market. Bill, a 1984 graduate of the University of Guelph’s Ontario Agriculture College
(Animal and Poultry Science), sources lambs from farmers across the province, from as far north
as New Liskard, 12 months of the year.

Bill's farm, Mulmur Vista Farm, is located in Grand Valley, Ontario. The Mulmur Vista Farm’s
main flock consists of 1,000 Rideau registered and commercial ewes. An accelerated lambing
system allows him to have lambs available for seed stock and the market throughout the year.
The farm is progressive, taking advantage of technology and resources to maximize production
and profitability.

In 2005, when the initiative began, 75 lambs per week were being marketed by four producers.

In 2009, this had grown to 30 producers, annually marketing 10,000 lambs. The initiative’s
success has come in part from working closely with processors, initially Holly Park, then more
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recently, Abingdon and Grober, to identify ways to reduce costs and increase quality and value
for producers and their customers alike.

Bill has carefully managed members, treating first-in and committed members as preferred
suppliers, and only offering markets to new recruits as demand increased. His focus has been
on developing a pricing model and feedback process that enables producers to monitor
operations and continually improve their quality. Members are also encouraged to contribute
ideas on how the group can improve its performance, by keeping costs down and producing
consistent quality lamb. As the initiative grew, Ontario Lamb Marketing transitioned from a
fairly loose group of producers to an incorporated business.

6.1.2 Platinum Peaches (Coordinated Chain)

Ontario’s peach industry has often been at odds with retailers, as has the Ontario Tender Fruit
Producers’ Marketing Board. Much of this tension has come from a lack of empathy existing
between businesses operating along the chain and an inability to communicate effectively. The
Board’s primary focus was on pushing as many peaches through the system as possible each
season. This business decision was based on an historic practice of selling peaches in 4L and
then 3L cardboard baskets, under the assumption that consumers connected with this
marketing approach. Research conducted by the Value Chain Management Centre found that
this assumption was incorrect and that the majority of today’s consumers prefer NOT to buy
peaches in the large 3L cardboard basket. The research also found that many consumers that
do purchase peaches in 3L baskets do so because they were cheap, not because they offered
the quality (or the quantity) that they desired.

This dated practice incentivized retailers to pay a rebate (that was funded by check-off and
calculated on volume sold) at the end of each season. Changes in consumers’ purchasing habits,
resulting in part from having greater access to high quality fruit year-round and a decline in
family size, led retailers to steadily realize that the rebate did not cover the losses incurred by
focusing on volume rather than quality.

The “Platinum Peach” initiative came from a meeting between the CEO of Vineland Growers’
Cooperative and senior managers from Loblaw’s produce business unit. Having learned about
innovative marketing initiatives occurring elsewhere, along with the success of Loblaw’s
“Platinum” lines (high quality fruit targeted at specific markets, at higher prices), the managers
believed that a market existed for consistently higher quality peaches. The challenge moving
forward was to identify the specific market opportunity and how to implement the necessary
changes.

Coordinated by the VCMC and enabled by funding provided by the Agricultural Adaptation
Council, the project encompassed Vineland Growers’ Co-operative, Loblaw Companies Limited
and two Niagara-based peach producers. Involving only committed participants who possessed
a clear vision of what they wanted to achieve and how, the project was a resounding success.
Involving international visits to explore first-hand the practices of industry leaders, then
monitoring scientifically the impact of innovative orchard and packing practices on fruit quality
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from consumers’ perspective, the project led to improved overall quality and opened new
markets. More importantly, it also improved participants’ profitability (VCMC, 2012). It should
be noted however that many “traditionalists” within Ontario’s fruit industry still dislike the
initiative and fail to see the value of lessons learned.

6.1.3 SeVita International (Collaborative Chain)

This chain was initially established through the vision of David Hendricks as “Hendricks Seeds”.
His idea was to bring chain partners together to understand each other’s needs and innovate
through learning how each chain participant could benefit from learning together, with the
overall insights being driven by market research. David’s initial vision was driven by possessing
experience and knowledge that led him to realize that specific varieties could be bred and
enhanced to better deliver on attributes desired by the key Japanese market.

Government funding in 2003 acted as a primer for the customer/consumer driven initiative to
grow guaranteed white (clear) hilem non-GMO soybeans in Eastern Ontario. Over the last nine
years, the initiative has grown, to the point that soybeans are grown in both Ontario and
increasingly Eastern Canada, for use in specific Japanese products.

This business model has now developed into a totally closed loop value chain, where all
operations are integrated and able to capture maximum value. Through recent mergers,

amalgamations and acquisitions, the company recently rebranded and is now known as Sevita.

Figure 6-1 Sevita Business Model

- RE& D new Non GMO
soybeanvarieties
- Produce Certified Seed

- Sales & Distribution:
Certified Seed
- Contract acres

Contracted Grower
- IP soybean production

* Contracting growers
* Product Conditioning

* 5 [P facilities
Supply food grade product

Source: dePater, 2012

18



The closed-loop system developed by David and his team enables the participants to capture
greater value through achieving economies of scale (to justify and support R&D/innovation) and
establish a clearly defined link to the market(s) from R&D through commercial growers to
processors, intermediaries, and Japanese consumers of soy food and beverages.

6.1.4 Norfolk Fruit Growers Association (NFGA) and PridePak (Collaborative
Chain)

Established in 2003, this value chain supplies sliced apples to McDonald’s and Wegman'’s, a US
retailer. The initiative was led by Tom O'Neill (NFGA), who had experience working with UK
retailers on coordinated chain initiatives, and Steve Karr (PridePak), who had worked closely
with like-minded, capable producers for a number of years (e.g. a carrot producer). Both Steve
and Tom are passionate learners, who believe in the benefits of working with reliable, skilled,
market-oriented partners.

The initiative was initially enabled by Tom and Steve jointly investing in developing the
technology and processes required to produce apple slides that did not discolour, with only
natural ingredients. It was also enabled by funding provided by the Agricultural Adaptation
Council, which enabled NFGA to take the lead on forming a partnership between five apple
packers/marketers, to supply consistent quality apples to PridePak year round. It also enabled
them to develop markets in the US and Canada. It was soon after the product’s introduction
that McDonald’s approached PridePak, seeking the supply of sliced apples for restaurants
across Canada. The chain’s continued success stems from the partners’ constantly evaluating
information and processes along the entire chain, including apple production, storage and
handling, transportation and logistics, processing and packaging, as well as marketing and sales.
Contrasting information on operational performance with market feedback enables them to
continually identify opportunities to improve chain performance and work with retail and food
service customers to identify product extension opportunities.

The results of this endeavour include:
e Market demand for pre-packed fresh-cut apple slices greatly exceeded expectations,
e Producers have benefited from experiencing increased demand for mid-sized apples,
e Significant new value-added opportunities for commodity apples,
e New product developments, and
e Expanded distribution opportunities.
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6.2 Canada

6.2.1 Peak of the Market (Coordinated Chain)

Peak of the Market is a grower-owned, “not for profit” vegetable supplier, based in Manitoba.
Products are sourced from 40 Manitoba family farms and stored in one of the most
technologically advanced storage programs anywhere in North America. Established over 70
years ago, sales grew exponentially after the chain champion—the company’s President and
CEO, Larry Mcintosh—joined the firm in 1994. Since then, Peak of the Market has experienced
record breaking sales and has won countless awards, including: "Canada's 50 Best Managed
Companies", “Top 100 Canadian Food & Beverage Companies”, “Agri-Food Award of
Excellence”, and "The Red Book Business Character Award" for high ethical trading practices,
business competence, and financial stability. Today, Peak of the Market, along with its growers,
employs over 1,000 Manitobans and has sales valued at over 70 million dollars annually.

Larry’s focus of implementing the processes required to coordinate the planning, planting,
harvesting, storage (as required), packing, distribution and marketing of over 120 varieties of
vegetables has been fundamental to Peak of the Market’s success. Primarily supplying the
Canadian and US markets, customers have been secured in the competitive markets of
California, Florida, Texas and Washington, through having proved the business’s ability to
supply consistently high standards in quality and taste. This has led its vegetables achieving a
well-deserved reputation for excellent quality, with company standards exceeding national
requirements. Customer service continues to be critical to the company’s success, an example
of innovative approaches being that Peak of the Market was one of the first produce suppliers
in North America to have a toll free consumer response line to address any consumer concerns.

To quote from Robert Warren's Winnipeg Free Press newspaper article, "The actions of Larry
Mclntosh at Peak of the Market demonstrate three characteristics. First, he created a vision in
which Manitoba products are known around the world for their taste and quality. Then he
created a plan to accomplish this vision. The plan covers the key areas of marketing, identifying
the right customers, and providing them with the freshest product and at a price that delivers
value. He's backed this up with an innovative and informative promotional program. The third
area Mclntosh mastered was understanding the rules of the game. He accomplished this
through careful research and the development of a trusting relationship with his customers."
(Peak of the Market website, 2012)

6.2.2 The Little Potato Company (Collaborative Chain)

Little Potato Company illustrates how effectively managing the value chain to which it belongs
has enabled a Canadian business to remain profitable, through possessing the ability to capture
value by continually innovating in relation to identified consumer demand and reducing costs
wherever possible.

Founded in 1996, the Little Potato Company (LPC) is a family-run business based in Alberta,
Canada. They developed an entirely new category in the fresh vegetable market, through being
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the only company in the North American potato sector that specialized in working with the
entire chain to produce, pack, and market little potatoes.

6.2.2.1 Leadership

It is well documented that leadership is the primary requirement in an organization’s
willingness and ability to purposely change and benefit from that change (Baker, 2002; Collins,
2001a; Collins, 2001b; Frankel & Schmitz Whipple, 1996; Goleman, 2000; Kotter, 1996; Morgan,
2007; Schein, 1999; Senge 1997; Whipple & Frankel, 2000). This is particularly true when
organizations are seeking to change through adopting a new or relatively untested strategy,
such as the formation of a value chain alliance (Baker, 2002; Barrat 2004b; Boehlje, Hofing &
Schroeder, 1999; Kidd, Richter & Li, 2003; Schmitz Whipple, Frankel & Anselmi, 1999; Senge,
Dow & Neath, 2006; Spekman, Kamauff Jr. & Niklas, 1998; van Roekel et al., 2002; Westgren,
2007).

In VCM, leaders of change are known as value chain champions (Collins, 2011; Dunne, 2008).
Effective leaders of change are able to identify the need for change ahead of being forced to
change, chart a course for an organization to retain or strengthen their competitiveness, and
then identify changes required to follow that course (Collins, 2000a; Kotter, 1996). They should
also be able to create the culture and internal environment necessary to motivate individuals to
adopt processes and methods necessary to achieve the goals they have set (Argyris, 1985;
Collins, 2001b; Dymock & McCarthy, 2006; Goleman, 2000; Rusaw, 2000; Senge, 1997). This
creates an environment within which those operations can take place effectively and efficiently
in line with customer and consumer demands (Baker, 2002; Collins, 2001b; Frankel & Schmitz
Whipple, 1996; Goleman, 2000; Hamel, 2002; Kotter, 1996; Meadows, 1997; Morgan, 2007;
Palmer, 1996; Schmitz Whipple, Frankel & Anselmi, 1999; van Roekel et al., 2002; Whipple
2007; Whipple & Frankel, 2000).

Example: Founder and shareholder, Jacob van der Schaaf developed his vision through working
with his daughter, Angela Santiago, who assumed the role of value chain champion. Santiago is
also LPC’s CEO and primary shareholder. The LPC Board provides strong strategic direction and
leadership. Early on in LPC's history, it was found that the composition of the board impaired
the company’s ability to align its activities with other members of the value chain because it
was too focused on the producer. By contrast, the current Board includes a grocery retail
expert, the owner of a regional hotel group, an experienced agri-food management consultant,
and a small number of carefully chosen primary producers. Approximately half of the Board are
shareholders and the remainder are paid advisors. In addition to Board meetings, the Board
meets as separate committees that work with industry experts and champions situated at
different levels of the value chain, to identify opportunities that will enable the chain to
constantly innovate in line with market opportunities.

6.2.2.2 Communication

Achieving change relies on leaders possessing the capacity to convincingly communicate the
purpose and urgency behind the need for change (Collins, 2001a; Collins, 2001b; Hamel, 2002;
Johnson, 2007; Kidd, Richter & Li, 2003; Kotter, 1996; Morgan, 2007; Rother, 2007; Rother &

21



Shook, 2003; Santiago, 2007). They must also possess the ability to communicate the benefits
of change through honest, open, respectful and pragmatic dialogue (Collins, 2000a; Kotter,
1996; Hamel, 2002). Leadership and communication are critical for implementing the
governance processes necessary to ensure accountability amongst individuals (Collins, 20013;
Collins 2001b, 2001b; Hamel, 2002; Kotter, 1996; Schmitz Whipple, Frankel & Anselmi, 1999),
and identify the resources required at each stage of the change process. It also relies on
ensuring that sufficient ongoing support and training is provided across functional departments,
and/or the organizations involved in a value chain initiative.

Example: With representatives of the entire chain, LPC regularly shares and reviews information
on the operations of the overall chain and the performance of individual growers, including
current and promising varieties. This allows the company to use chain participants’ knowledge
and resources to develop the skills necessary to consistently deliver and market potatoes that
look, perform, and taste differently than commodity potatoes.

6.2.2.3 Measurement

You only know what you measure. Decisions have to be based upon knowledge rather than
assumptions. In a value chain, meaningful market-based information is used to identify and
maximize opportunities as well as reduce costs and manage risk.

Example: LPC realizes that continually improving performance means accurately measuring
operations according to Key Performance Indicators (KPIs) and involving other members of the
chain in monitoring, reporting, and suggesting/implementing improvements. Following this
approach helps minimize the potential for freeloading that would otherwise undermine the
chain’s overall performance and lessen its ability to innovate directly in line with consumer-
recognized value.

6.2.2.4 Structure

A value chain’s sustainability to adapt to a changing business environment rests on establishing
a structure that enables it to continually innovate operationally and strategically. The chain will
only be comprised of the businesses required to innovate and capture value, and not all
businesses will share the same relationships or interact in an identical fashion. Establishing and
maintaining a structure most suited to the value chain’s sustainability relies upon the next
factor: governance and accountability.

Example: In the case of LPC, it is those businesses that together produce the core competencies
upon which LPC’s success rests that share the strongest and closest relationships. Distributors
are viewed as an important service provider, though they do not comprise part of the chain’s
core structure. Their role includes providing a logistical function, and providing constant
feedback on products’ performance — particularly in retail stores. This insight enables LPC to
evaluate the effectiveness of its own and its customers’ operations and overall performance: in
more detail, faster, and more extensively than if relying on a retailer or foodservice operator for
information.
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A graphical representation of the LPC value chain’s structure is presented below.
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6.2.2.5 Governance and Accountability

Many researchers have developed matrixes to evaluate which governance system is most
appropriate to any given situation (Martin et al., 1993; Barney & Lee, 1998). They consider
factors such as the level of uncertainty or risk in the business environment, the degree of
entrepreneurialism, the cost of transactions, how value chain participants learn, the degree of
flexibility required, etc. They also have considered if a governance system should remain stable
or evolve over time (Boehlje et al., 1999).

Successful value chains have a governance system that rewards behaviours which enable the
value chain to meet or exceed market requirements and penalizes those whose behaviour does
not. An effective governance system must guide decisions on who belongs to the value chains,
their role within the value chain, how their performance is monitored, how and what
information is shared, and how this relates to the financial arrangements that ultimately drive
behaviour. It will also clearly state the processes that will be followed if an organization or
individual’s performance continually fails to meet expectations, resulting in them being
expelled from the system (VCIF, 2012).

Example: The governance structure of LPC is based on strong leadership, open communication,
and pre-determined, measurable goals. This ensures LPC can hold each partner accountable for
its own performance. By employing this approach, the company creates an ongoing point of
difference for customers and consumers by continually responding to competing products and
changing market demands.
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6.3 International

6.3.1 Warburtons (Canada = Coordinated; UK = Collaborative)

Established in 1876 and headquartered in Bolton, England, Warburtons is the UK’s largest
independent manufacturer of bakery products. A fifth generation family-run business,
Warburtons’ core philosophy is to deliver fresh, great tasting, quality products through
continually improving operations and processes along the entire value chain. Even though its
loaves can sell for five-times that of the “value-based” alternatives, often retailed under private
label brands, attention to detail has enabled Warburtons’ branded bread to capture 24 percent
market share in the UK bread market (Teather, 2010). Today, it produces and markets over two
million products daily from 14 bakeries and 15 depots.

Having once been a small regional company with 2 percent of the UK bread market,
Warburtons embarked on a large expansion program in the late 1990s, which continued in the
2000s. In 1998, following the success of the value chain sourcing Canadian wheat, Warburtons
trialed a similar arrangement with Openfield (formerly called Centaur Grain), the UK’s largest
dedicated wheat marketing company. Having the two sourcing arrangements has enabled
Warburtons to combine UK and Canadian wheat to produce flour that precisely meets its
baking requirements. Possessing detailed insights into operations occurring along the entire
value chain, the impact of differing factors on end quality, and the ability to influence
management decisions relating to seed production through to flour milling, has enabled
Warburtons to innovate and grow market share, to the point that it has become the UK’s
second-best selling food and drink brand after Coca Cola (Warburtons, 2011).

Warburtons’ Purchasing Director was the chain champion who led the development of the
initial chain. His vision was that Warburtons and its business partners would benefit from
having the ability to satisfy consumers better than their competitors. This would come through
working strategically with other members of the entire value chain to control quality and
manage costs.

There are essentially eight links in both the UK and Canadian chains: seed breeders, producers,
grain elevators, transport providers, millers, Warburtons, retailers, and consumers. Like many
chains, the Warburtons’ chain features individuals and businesses that play a crucial role in
coordinating less strategically aligned elements of the value chain. The strategic coordinators
are known as chain champions. Retailers are viewed as an avenue to market and important
partners that enable Warburtons to continually research consumer purchasing habits and
attitudes, not chain champions. A map showing differences between the structure and
operations of the English and Canadian elements of Warburtons’ value chain is found below.
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Figure 6-2 Warburtons Value Chain Map
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Canadian vs. English Chain

Due to internal factors that influence how the English versus Canadian elements of each chain
operate (e.g. differences in how growers are coordinated, along with the attitude and
aspirations of those involved), and factors that shape the external environment in which each
of the value chains operate (e.g. legislation, regulations and geographic location), the
comparative importance of Canada as Warburtons’ primary source of wheat has waned over
the last two decades. The change in comparative importance is the direct result of the English
element of the chain being able to innovate at least five to six times faster than the Canadian
elements of the chain.

There are a number of differences in how the two elements of the value chain are managed
and operate. This has resulted in the English elements of the chain developing a closer strategic
relationship to Warburtons and possessing greater sophistication in terms of its ability to
translate lessons learned into innovative solutions to problems faced by Warburtons and
Openfields. In the UK, grain production and marketing is overseen by a strong chain champion
named Graham Lacey, Openfield’s Commercial Director. Graham works very closely with
Warburtons’ Director of Purchasing, Bob Beard. In Canada, instead of a single chain champion
with the same position or influence of Graham, there exist numerous different entities and
individuals that can have competing interests. Another example is that there are key
differences in the Canadian and UK pricing models. The Canadian system is essentially a blunt
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premium paid for wheat meeting a certain quality benchmark, agreed one year in advance. The
UK model uses an algorithm reflecting multiple attributes, which is agreed up to five years in
advance. Furthermore, in England, prices and pricing strategies are negotiated between
Warburtons and Openfield on behalf of their producer members, all of whom have direct
commercial interests in the initiative succeeding. In Canada, prices and pricing strategies are
negotiated between Warburtons and the Canadian Wheat Board (CWB), who has little direct
commercial investment in the initiative itself and whose operations are meant to benefit the
entire industry, not one marketing arrangement.

While part of the difference stems from geographic proximity, attitude has the most significant
influence on how the two elements operate and what they have been able to achieve. All of the
main UK players also have a commercial stake in the chain and are more flexible in their
interaction. The Canadian chain is more complex and more rigid than the UK chain. Openfield
takes an active role in strategically coordinating and managing each of the links in a more
system-based fashion than exists in Canada. As well, the operations of the Canadian element of
the chain, in particular, are impacted by non-commercial stakeholders that possess political
philosophies or agendas which differ from the approaches and attitudes that are reflected in
Warburtons’ or Openfield’s approach to business.

Additional factors that result in it taking years for the Canadian chain to achieve what can be
achieved in England within 12 months or less include inflexibilities inherent to the CWB, the
Canadian Grain Commission and other institutions. In England, if Warburtons or Openfield
identifies a promising variety, it can be grown and commercialized within one year; in Canada,
due to regulatory hurdles and industry structure, the same process takes multiple years, or may
simply not be possible. This type of constraint directly impacts the benefits which the
participants from along the value chain can accrue from their endeavours.

6.3.2 Blade Farming (Collaborative Chain)

The Blade Farming value chain was established in 2001 in response to a challenge made to
Romford Wholesale Meats (RHM) by their customer, McDonalds. Richard Phelps, the chain’s
champion and then a manager at RHM, had previously worked as a marketing specialist at a
producer-owned marketing cooperative. The company has since been purchased by ABP, one
of Europe’s largest meat processors.

The Blade Farming model works on the concept that the cattle are of such consistent quality
that they are affectively pre-sold to retail customers (that include Tesco’s, one of the world’s
largest retailers) and foodservice customers (that include McDonald’s) prior to conception.
Carcass balance is achieved by the hindquarters largely being supplied to retail, the
forequarters being supplied to McDonald’s, and the fillets being supplied to restaurants.

Focused on producing cattle that reflect market requirements, the system has received
numerous innovation awards. Improvements in the consistency of beef quality have largely
been enabled through the introduction of a risk management and forward contracting
program. The program centres on ensuring that everyone benefits from the entire chain being
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focused on producing beef which meets customers’ requirements and appeals to consumers.
This involves producing carcasses which, in conjunction with post-harvest practices (e.g.
maturation, packaging, presentation and promotion), enables the most suitable beef to be
correctly positioned to the specific segment to which it is being marketed.

That consistency leads to higher returns and lower costs than the chain would otherwise
experience. Consistency in eating quality is further enabled through the group actively working
with the Meat Science Department at Bristol University to identify genetic markers that
determine an animal’s disposition to produce tender meat (VCMC, 2012).

There are six contractual links in the chain: dairy, calf rearer, finisher, slaughterer, processor,
and retailer/foodservice. Blade Farming acts as chain champion and manages virtually every
aspect of the chain. This includes assisting primary producers to manage the financial risks
associated with cattle production. It achieves this through offering a loans program, assessing
the level and cause of animal mortality, facilitating contractual negotiations, supporting
information exchange and production planning, as well as buying feed and providing veterinary
services on producers’ behalf.

Figure 6-3 Blade Value Chain Map
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Since its inception, Blade has grown to become the UK’s largest beef initiative. This was
achieved by establishing and enforcing clearly defined protocols and key performance
indicators, developed in conjunction with strategic partners. Producers are motivated to stay in
the scheme because of incentives based on their performance and by reducing their risk
through forward contracts with price commitments. Blade is also able to exert greater control

Source: Gooch & Marenick, 2011
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over their operations by taking ownership of the animal twice along the chain. Their
governance supports their success and enables them to continually develop using new
technologies to deliver on market-driven requirements.

6.3.3 Zespri® (Collaborative Chain)

ZESPRI® International Limited is the world’s largest marketer of kiwifruit. It markets kiwifruit
into more than 60 countries and manages 30 percent of global volume. Dr. David Tanner is
their chain champion, having joined ZESPRI in February 2007 as Technical Manager - Global
Supply Chain. David has a Bachelors degree in Horticultural Technology, a PhD in Food
Engineering from Massey University, and was previously the Director of Food Science
Australia’s supply chain innovation division.

ZESPRI® has driven growth through value chain efficiencies. Sustainability supports the
organizations’ core brand values relating to brand equity, future customer requirements,
efficiency gains and risk management. Zespri’s achievements have been based on successfully
fulfilling consumer needs for taste, convenience, and novelty, rather than competing on price.

More specifically, success has come from innovations relating to new product developments
and the marketing of these new products to key consumer markets. These innovations have
been made possible through integrated relationships between the breeders, growers, ZESPRI®,
and customers. This unity and focus on the consumer has enabled ZESPRI® to become a global
leader in kiwi fruit “by growing the pie, not cutting a piece from the existing market.” (Tanner,
2012)

Figure 6-4 Zespri® Integrated Business Model
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Zespri works diligently with producers to improve the profitability of their operations, through
increasing quality from customers’/consumers’ perspective and reducing costs wherever
possible. It is a single-desk marketer; it only accepts fruit for export that meets exactly quality
standards. The fruit that does not meet these standards is sold in the relatively small domestic
market only, often at a lower price than that received for exported fruit, and is one of the
factors that motivate producers to continually improve. Kiwi fruit is graded, packed and
marketed according to its internal and external quality.

6.4 Key Themes

The real-world examples above illustrate the following requirements related to effective VCM:

1.

The decision to form and the ability to sustain a closely aligned chain depends on the
attitude of the participants, particularly the value chain champion(s) who lead the initiative.
A value chain succeeds because it is well managed, which will largely be thanks to the skill,
business acumen, and vision of the chain champion(s), along with the attitudes of those
involved.

The motivation of chain partners to learn and adapt as a strategically aligned system
determines their own, and the overall value chain’s, competitiveness.

Participants must feel that they are equitably rewarded for the value that they contribute to
the initiative, and firmly believe that less committed and/or able members will be penalized
for not meeting exacting standards upon which the initiative’s success resides.

The internal dynamics of the value chain, as well as the external environment in which the
chain operates, can positively or negatively affect the chain’s ability to acquire knowledge
and translate it into actionable management decisions through systemic innovation.

A value chain’s success is determined by its adherence to a certain set of principles. The
most successful value chains have succeeded by devising, implementing, and enforcing a
structure that reflects their core strategic intent. Therefore, strong governance and a
commitment to delivering value in the customer/consumers point of view are critical to
success.

While many value chain initiatives have developed the means to secure premiums from
specific markets, often for specific products within their overall portfolio, the financial
success of all sustainable value chain initiatives ultimately rests on possessing the ability to
continually reduce costs: resulting in the opportunity to increase margins and profitability.
This point is particularly important for products produced/sold in relatively low volumes.
Focusing on labels to evaluate a value chain is a pointless task (i.e., supply chain versus
value chain). The focus needs to be on understanding how and why a value chain is
managed, on understanding the individuals and organizations that comprise the value
chain, and the factors that bond, or fail to bond, the chain together (Gooch & Marenick,
2011).
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6.5 Conclusion

The literature review began by describing that every business seeks to add value to the product
or service prior to its sale to a customer or a final consumer at a price that exceeds its cost of
production. A series of businesses (e.g. farm input supplier, farmer, processor, retailer) that
together derive value from supplying products and services to target consumers can therefore
be thought of as a value chain. This fundamental fact strikes at the heart of why attempting to
discern businesses as belonging to a supply chain or value chain is a flawed means for
attempting to describe the management model that businesses employ to attain competitive
advantage. The terms “fragmented”, “cooperative”, “coordinated”, or “collaborative” are more
appropriate means of describing the extent to which businesses strategically and operationally

align their resources to attain competitive advantage.

The review shows that value chain management (VCM) is more than a theory. It is a strategic
business approach that is helping a growing number of businesses to increase their long-term
competitiveness. VCM describes the types of processes which businesses use to manage their
own operations and influence the operations of others in the context of the chain to which they
jointly belong. VCM is a reiterating process that takes time, resources, and skills.

The review described how and why producers are benefiting from participating in value chain
initiatives. With the old business model of independent companies competing against other
companies slowly being challenged by distinct value chains competing against other value
chains for market dominance, it is those producers who participate in value chains that will
have the greatest opportunity to succeed in future years. The ability to actively coordinate
efforts and resources along the value chain, coupled with the ability to continually reduce
production costs, is increasingly what separates leaders from the wider industry.

Learning is critical to the adoption of VCM and a key driver of change. The successful producers
of tomorrow will therefore be those who possess the motivation and ability to learn about
disciplines not traditionally associated with production agriculture. It will enable them to
develop, in conjunction with other members of the value chain new, more sophisticated and
unique management capabilities. This will enable them to adapt to changing market demands,
as well as reduce costs and increase productivity, resulting in increased profitability.

Despite these benefits, closely aligned value chains are forming much slower in the agri-food
industry than in other industries. The review identified factors impacting the rate at which the
agriculture and agri-food is adopting VCM approaches. They include: the relationships that exist
between government and industry policies and the attitudes, capabilities, and behaviour of the
individuals and businesses that together form the industry; the size of many agricultural
(farming) businesses; and agriculture not exhibiting a learning culture.

As reflected in the examples and overall discussion, the sectors of agriculture where value chain

initiatives are forming fastest are those where the food is perishable. Reasons for this include a
greater likelihood that constructive relationships will exist between producers and consumers,
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due to the value chains being shorter in length. It is also due, in part, to the impact of
management decisions being evident sooner and easier than if the agricultural product (e.g.
wheat) is highly processed prior to its sale to consumers.
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Appendix B: Environmental Scan of Value Chain Initiatives

Name / Organization

Type of Initiative (Funding
Program, Research, etc.)

Mandate of Initiative

CANADA

Canadian Value Chain
Roundtable Initiative

Government-Industry
initiative with funding for
research from government

Launched in 2003 as part of a shared vision between industry and government to enhance Canadian
competitiveness and profitability. Bringing together key industry leaders from across the value chain
— input suppliers, producers, processors, food service industries, retailers, traders and associations —
with federal and provincial government policy makers, VCRTs have become central vehicles for a
federal consultation process on policy development and agricultural issues.

There are currently 11 national Value Chain Roundtables: Beef, Food Processing, Grains,
Horticulture, Organic, Pork, Pulse Industry, Seafood, Seeds, Sheep and Special Crops, plus a sub-
committee on Food Safety. The VCRTs are sector-specific and focus on the individual needs of each
value chain. Each roundtable is industry-led and is supported by Agriculture and Agri-Food Canada's
Value Chain Roundtable Secretariat as well as various agriculture commodity divisions. AAFC
provides staff to coordinate meetings and a sector specialist. The Department of Fisheries and
Oceans also provides support for the Seafood Value Chain Roundtable.

Each roundtable sets its own priorities, objectives, and long-term strategies based on research,
analysis and a shared understanding of the marketplace.

Canadian Value Chain
Network

An informal partnership
established by provincial
value chain initiatives, most
of who, are funding
initiatives that are managed
by government employees.
The BC, Alberta and Sask
initiatives mentioned below
are members.

To provide a means for Canadian value chain programs to share lessons learned, coordinate
activities, and enhance the effectiveness of programs delivered in each province. The membership is
predominantly comprised of employees from provincial programs that deliver CAAP funding. The
notable exception is the Value Chain Management Centre, which undertakes value chain research
and delivers training programs with funding provided by public and private entities.




Alberta ARD Value
Chain Program

Funding Initiative.
Objective: - help companies
in the planning and
development stages, link
companies to customers,
connect companies to
relevant experts, connect
companies to government
funding sources.

VC Development staff work with companies to develop new ways to compete by forming VCs
including Alberta's agricultural producers, processors and retailers or food service customers
through the delivery of 1) The retail value chain program 2) Foodservice value chain program 3)
Education program.

Saskatchewan Grocery
Retail and Foodservice
Value Chain Initiative -
Ag Council of
Saskatchewan

Funding Initiative

The Grocery Retail and Foodservice Value Chain Initiative will:

eEnhance the awareness of foodservice operators and grocery retailers of the capabilities of the
Saskatchewan agri-food industry,

eEducate Saskatchewan growers and processors of the nature and needs of the foodservice and
grocery industries, and

eFacilitate collaboration between foodservice operators/grocery retailers and the agri-food industry,
and coordinate available resources to bring innovative and relevant food products to the foodservice
industry to meet consumer needs.

The Grocery Retail and Foodservice Value Chain Initiative focuses on a consumer and operator
driven approach, working with foodservice operators and grocery retailers to identify market
opportunities and/or operational challenges that can be addressed through innovative products. The
initiative then seeks to source those products through Saskatchewan food growers and processors
and bring them to market in a timely and reliable fashion.

Value Chain
Management Centre

Research, Education,
Consultancy.

Non-profit subsidiary of
George Morris Centre

The VCMC is Canada’s only initiative dedicated to improving the profitability and competitiveness of
businesses operating in the agri-food and agri-product sectors, through promoting and enabling the
development of closely aligned value chains.

VCMC collaborates with Canadian and international researchers, businesses, governments and
practitioners to undertake research, education and business consulting; and shares lessons learnt
from identifying factors impacting the performance of agri-food and agri-product value chains. The
VCMC works with businesses of all sizes - from sole proprietors through to multi-nationals, whether
they want to partner in new chains, or are looking to improve the performance of an existing chain.
Additionally works with government, academia and other industry stakeholders.




USA

Pork Niche Market
Working Group

Research

This group works to foster the success of highly differentiated pork value chains that are profitable
and sustaining to all participants. This group transitioned from the Value Chain Partnerships to self-
sufficiency in 2011. The PNMWG developed a business plan for its transition - which included
interviewing members from the old working group to determine their priroties, how the WG should
be funded and structured and managed, and if they would support it. Two functions were high on
the list of participants 1) sharing info, developing strategies to address challenges and writing grants
for projects to address challenges; and 2) helping niche pork producers raise pigs. Based on these
activities a business plan was developed and research teams were assigned: 1) one on niche pork
production topics - led by lowa Pork Industry Council at ISU; 2) focus on niche pork business
development topics led by the ISU Extension Value Added Agriculture Program.

Regional Food Systems
Working Group

Research

The RFSWG supports education, conducts research and facilitates partnerships, and increases
investment and support of community-based economically, sustainable, and environmentally and
socially responsible regional food enterprises. Representatives from greater than 25 groups meet
quarterly to discuss and coordinate efforts to build more vibrant regional food systems. These
groups involve independent/local food retail and foodservice chains and those
producers/distributors that want to support them.

MAINLAND EUROPE

Q-Pork Chains

Supply Chain Research
Network. Five-year EU
funded Initiative (6th
Framework Programme for
Research and Technological
Development) from 2007 to
2011. 44 partners from 15
EU countries, 1 partner
from Norway and the USA
respectively and 4 partners
from other countries.

Improving the quality of pork and pork products for the consumer: Development of innovative,
integrated, and sustainable food production chains of high quality pork products matching consumer
demands.

6 research modules: pork production, product development, chain management, molecular quality
control, knowledge synthesis, consumer citizens and the market.




UK

Centre for Value Chain
Research, University of
Kent

Formerly the Dunnhumby
Academy of Consumer
Research, delivers a
Consumer Insight Service
for the Food and Farming
Industry

Promotes behavioral change within and between organizations in the food chain and among final
consumers; develop and deliver university courses, from undergraduate level through to PhD
students; assist oversees farmers and intermediaries establish closer strategic relationships with UK
retailers.

Especially fosters the use of consumer information by small food processors and primary producers.

European Food and
Farming Partnerships

Farming Partnerships is a
specialist agri-food
consultancy, working along
the whole supply chain in
all sectors. Addresses
commercial, operational
and relationship issues
across the industry.

The Food and Farming Foundation is a not-for-profit organization. Its mission is to strengthen the
supply chain between agriculture and the market in order to create and capture value for farmers,
food companies and the consumer, resulting in robust, innovative and profitable partnerships.

UK Food Chain Centre

Funded by grants from
Defra and staffed by a small
team seconded by IGD and
Defra. The total budget
over five years was £5.3m,
consisting of £3.8m in
grants and circa £1.5m in
resources provided by IGD
and Defra..

"The most efficient UK food chain supported by the most effective flow of information." Conducted
food chain analyses from farm to point of sale, to identify how efficiency savings can be made that
benefit all players, To act as a champion for farm benchmarking; to review consumer research and
consider the implications for farming.

Task of the program/initiative was to pilot these approaches and produce recommendations. Was a
fixed-term mission and not a permanent body. Businesses involved reported savings of £14.4m.
Between 2002 and 2006 the proportion of farmers benchmarking rose from 8% to 33% and
involvement in business clubs from 2% to 10%. Farmers reported substantial benefits as a result:
52% say they improved their practices and 34% enjoyed better returns. Between 2002 and 2006 the
proportion of farmers benchmarking rose from 8% to 33% and involvement in business clubs from
2% to 10%. Farmers reported substantial benefits as a result: 52% say they improved their practices
and 34% enjoyed better returns.

Heart of England Fine
Foods

Certification program,
training, business
development consultancy

Started in 1998. HEFF works to increase the business, innovation and marketing capacity of
producers, growers and processors of speciality food and drink products based in Herefordshire,
Shropshire, Staffordshire and the Midlands.




AUSTRALIA

Tasmania Institute of
Agriculture:
Understanding Value
Chains Program

Joint venture between the
Tasmanian Government
and the University of
Tasmania.

Semi-autonomous research unit operating on a yearly basis, enabled by domestic and international
funding from Australian governments.Assists farmers and agri-businesses to capture value through
optimal use of resources in the production of products demanded and valued by consumers.

University of
Queensland, School of
Agriculture and Food
Sciences.

Research

The focus of agribusiness research within the school is agri-food VC innovation. The research uses VC
analysis as a framework for economic, environmental and social development. Research includes
examining individual value chains or whole industries. There is a large post graduate group involved
in the research (16 PhDs).

National Food Industry
Strategy

NFIS was a federally funded
industry-led program,
designed to provide a
blueprint to support the
development of a
sustainable and profitable
Australian food industry .

The strategic objective of the NFIS reflected four key themes:

1. Innovation - leveraging Australia's science and technology, and education and training by making
Australia a recognized centre for innovation in food product, process and systems development,
anticipating and meeting consumer needs, and attracting follow-through investment;

2. Market Development - developing an international food market entry strategy that grows
Australian exports of food products to enable companies to optimize profitability investment and
employment;

3. Business Environment - building a globally competitivem business-operating environment to
enhance competitiveness and improved food industry investment; and

4. Environmental Sustainability - ensuring long-term resource availability and responsible
management of environment, energy and waste to support industry growth.

A central tenant of the approach taken to developing a blueprint for growth was the inclusion of a
strategic funding initiative designed to increase industry’s value chain management capabilities. It
sought to achieve this through supporting and enabling demonstration projects, along with training
programs delivered to managers of commercial businesses.

OTHER

International Centre of
Excellence in R&D for
the Food Industry, (ICE
FOOD) Chile
(Government of Chile,
Wagenigen Uni, Unis of
Chile)

Government, industry and
research institutions in
Chile and Netherlands

ICE (International Centre of Excellence) Food aims to strengthen the innovative potential of Chilean
food producers. July 2012 was the official opening of the ICE in Santiago Chile. The ICE will be led by
the University of Wagenigen, Netherlands. The International Attraction program 'Centres of
Excellence' CORFO (Chilean Economic Development Agency)/Innova - selected WUR to submit a
proposal for the Food Industry ICE in Chile. This is one of four ICE centres approved in Chile between
2009 and 2011. Chile funds these centres by investing the profits from copper exports. Purpose:
bridge science, research and the markets. Mandate: to establish Chile as an innovation hub in Latin
America.




Baseline Study of

Value Chains and Their

Use in Ontario
Agriculture

Type of Producer
(Main Farm Enterprise)

Ipsos Marketing

Statistical Margin of Error
(95% Confidence Level)

Grain and Oilseeds

+/-6.4%

Horticulture (Fruit and Vegetables)

Directional Only*

Other crops

Directional Only*

Total Crop

+/-5.9%

Beef

+/-11.7%

Hogs

+/-15.5%

Dairy

+/-13.2%

Poultry and Egg

Directional Only*

Other animal/livestock

Directional Only*

Total Livestock

+/-6.5%

Total

+/- 4.40%
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E Analysis Approach: Chains Versus Relationships

A key strength of this research is its

ability to analyze data in two main

ways:

1. Analysis of a farmer’s business

relationships decoupled from the

chain. Fundamentally, this

approach is an assessment of alce=ssl
strategic business relationships \ /

with significant diagnostic

capability.
2. Analysis of overall value chains

‘ Ipsos Marketing

Detailed Findings

Value Chain
Overview

Ipsos Marketing
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@ Participation and Awareness of Value Chains

Participation in Value Chains Awareness of Value Chains
I currently
do not 1
participate
in an agri- Have heard of it and know a lot 8%
food value about it
chain but  Don't Know Curre.ntly
have in the 1% participate 1
ast in value
‘1,2% i Have heard of it but only know 43%
a little about it °

Undefined

lue chai
va u.e.c ain Have heard of it only 17%
participants
6%
I'currently Have not heard of it 32%
do not Of those who do not
participate participate in a value chain, 4
f'" ad" "’gl"' 51% know at least a little bit
'00d value .
chain about it Don'tKnow | 1%
53%

Q8. Given this definition, which of the following statements best describes your participation in an agri-food value chain?
Q8a. Given this definition, which of the followi best describes how familiar you are with agri-food value chains?

Base: All respondents (Total n=500)
Base: Not participated in an agri-food value chain (Total n=269)

Ipsos Marketing

E Companies Involved in Value Chains

Of the companies currently involved in value chains and named by farmers, National Grocers Association and
Quality Meat Packers are mentioned most frequently. The diagram below shows all names of value chain
partner companies that were mentioned more than once by respondents. The larger the font size, the more
frequently it was mentioned.

HensallDistrictCo-op

ThompsonsLimived ArcherDanielsMidlandCompany
QualityMeatPackerss=—- __

== «NabionalGrocersAssociabic

LondonAgriculburalCommoditiesinc

AgriPartnersCo-op

Q14. What is the name of ... that you have a direct strategic partnership or alliance with for the ... you produce?

Base: Currently participatein-an agri-food value chain (Total n=169 H
VR E { ) Ipsos Marketing
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E Percent Each Customer/Business Is Involved In Value Chain

Fruit/vegetable value chains are more likely to be involved with retailers, food service, restaurants, and
direct to consumers. The longest chain is 6.0 links and the average chain is 2.2 links in length.

(% of those in a VC)

Suppliers Suppliers

Processors
Processors

Distributors or shippers
Distributors or shippers
Other farmers

Retailers Other farmers

Ethanol plants Retailers

Food service companies
Ethanol plants

Restaurants food . . H VC commodity -
0od service companies f
Consumers Livestock
(n=89) (A)
Elevator operators Restaurants VC commodity -
Crop/Grain
Other Consumers (n=67) (B)
None 1% ity -
Elevator operators 3% uve f:ommodlty
5 0% Fruit/Vegetable
Don't Know
12% (n=13) (C)
Other
0%
hich of the ing types of or busi do you have a direct strategic partnership or alliance with for the ... you produce in the agri-food value

chain you participate in?
Q13. About how many ... do you have a direct strategic partnership or alliance with for the ... you produce in the agri-food value chain you participate in?

Base: Currently animechain (Total n=169) Ipsos Marketing

Detailed Findings

Value Chain
Attitudes and
Outcomes

Ipsos Marketing
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M Goals and Objectives Prompting Participation in Value Chains

The primary goals of value chain participation tend to be financial, however, market expansion and consumer
focus are also commonly mentioned.

Improve profitability 60% 89 9
I have
Increase return on investment 51% 2 9 achieved all
Expand current markets and/or into new... 48% 49 7% Don't Know of my goals
5%
Reduce cost of production : E : I 1%
Improve consumer perceptions 6% 489 6%) ! h'ave
achieved
Improve or maximize efficiency 43% 9 59 I have most of my
Improve product quality 42% 9 (34 achieved goals
some of my 35%
Guarantee delivery of product 42% 9 49 goals
Reduce risk | {5/ 89 59%
Information exchange among members in the... 30% 9
Develop new products 28% 9 16%
Greater ability to plan or budget 25% 02 5%
Access more information from along the chain 284% 0? 6%) Top goals not b‘mn‘g‘ac’“e‘md:
= Improve profitability
Expand operation 23% 2 9% = Improve or maximize efficiency
Diversify 23% 99 16% = Information exchange among
Networking with other farmers k33 9 12% members in the value chain

= Expand operation
ETop 2Box (9-10) & Mid (3-8) ®Low 2 Box (1-2)

Q25. Using a 10 point scale with '10" being 'to a great extent' and '1' being 'not at all', to what extent are the following goals and objectives important in driving -
prompting your farm operation to participate in an agri-food value chain? How about...
Q26. To what extent have you achieved your goals and objectives for participating in an agri-food value chain?

Base: Gaining knowledge and/or learning new skills (Total n=155)

Ipsos Marketing

M Key Areas Of Improvement To Achieve Goals

[ Sales/ marketing ﬁ 10%]

More government support

[ Education/ more awareness

New/ modern technology R .
For many, areas of improvement relate to gaining

Better prices/ lower cost production 6% skills/training in business aspects of farming.

More funding/ capital 6%

Increase production

Efficiency

Not interested/ don't participate
Nothing

(DK/NS) 17%

*Responses under 3% not shown
Q28. What, if any, do you feel are key areas for improvement in the skill set of your farm operation that would help you achieve these goals?.
Base: Have achieved most/ some/ none of the goals (Total n=144)

Ipsos Marketing



M External Threats/Barriers to Achieving Goals

Government regulation/ support (incl. political) 26%
Top barriers to
Market competition (domestic/ foreign) 21% achieving goals are
government
Weather 16% regulations and
market competition
Trade barriers/ issues (incl. free trade) 13%

Value of Canadian dollar

Commodity/ market pricing (incl. low pricing,
stock market)

Lands surrounding farmlands/ urban expansion

Cost of operation - inputs (fuel, feeds, repair,
etc.)

Economy/ inflation
Health and safety issues (incl. CFIA)
Diseases (animals/ plants)

Don't know

*Responses under 5% not shown
Q29. What, if any, do you feel are the largest external threats or barriers to achieving these goals? By external, | mean things outside the control of your farm operation.
Base: Have achieved most/ some/ none of the goals (Total n=144)

Ipsos Marketing

E Satisfaction with Each Relationship

H Completely satisfied

i Mostly satisfied, but there is some room for improvement

H Neither satisfied nor dissatisfied

i Mostly dissatisfied, and there is a lot of room for improvement .
& Completely dissatisfied When asked for their
overall satisfaction
with each business

Other farmer (n=44) relationship, most

are highly satisfied
Retailer but acknowledge
(n=25) there is room for
Processor improvement.
(n=77)
Room for
Distributor improvement is
(n=7) greatest in retailer
Restaurant relationships.
(n=9)
Food service
company
(n=9)

Ethanol plant
(n=14)

Q21. Which of the following best describes how satisfied you are with the working relationship you have with ... for the ... you produce in the agri-food value chain you
participate in?

Base: Have a direct strategic partnership or alliance with Other farmer

Ipsos Marketing
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@ Reasons for Being Satisfied — By Relationships Type

Open communications/networking are key reasons for satisfaction within relationships, followed by
financial rewards. For some relationships (food service, processors and ethanol plants), satisfactions
based on the fundamental customer relationship.

Food
fg::\:r Processor Distributor Retailer  Service Restaurant Eg;:::'
(n=40) (n=76) (n=74) (n=24) company (GE)] (n=13)
(n=8)
Networking (Net)

Open/ up-front discussions 20% 13% 7% 7% 6% 6%
Networking/ building relationshi 10% 21% 13% 7% 5%
Good communication/ keep us informed 8% 13% 20% \10% 6% )
Financial rewards/ profitable/ bottom line 18% 17% 16% 7% 11% 2% 11%

liable/ respectable/ dependable 10% 6% 2% 6% 5%
Provides services/ does the job/ pays on time 8% 8% 12% 7% 5%
Have a .gfnod working relationship - 7% 5% 2% 10%
unspecified
Gets the job done 5% 5% 11% 6% 5%
Honesty/ integrity/ | trust them 4% 8% 3% 5%
Always ilable/ accessible 4% 5% 9% 9% 24% 15%
Long term relationship 4% 2% 4% 4%
Good/ friendly/ professional y 3% 7% 6% 3% 19% 5%
\We both benefit from each other 2% 6% 5% 9%
[They're our market/ customer 17% 6% 5% 56% 10% 40%
They know what ct s want/ retain c S 6% 2% 10%
They do a good job (selling our products) 4% 6%
ICompetitive prices 4% 6% 6% 5%
They distribute/ promote products 4% 6% 3% 7% 5%

Q22. What are the key reasons why you are satisfied with your working relationship with ... you produce in the agri-food value chain you participate in?

Base: Not completely dissatisfied

Ipsos Marketing

E Areas that Need Improvement- By Relationships Type

Across all relationships, 25% - 74% said there is area for improvement. Of those who did see room for
improvement; the key areas are better communication and return on investment.

Food
Processor Distributor Retailer Service Restaurant
(n=62) (n=59) (n=18) company (n=7)

Ethanol

(n=8)
Better communication/ feedback
Better profit/ return on il 9% 14% 13% 4% 19% 7%
Timeli / timely delivery 6% 5% 3% 11%
Better under ling of each other's business 4% 9% 5% 4%
\Working around the h 3% 1%
Higher commodity prices 2% 1% 9% 38% 6%
Better marketing/ promote the product better 5% 11% 37% 6% 13%
Mt?re long term planning/ know what I'm 3% 3% ‘7
doing the next year
More information/ market information 3% l 11% l 4% 7% 7%
Other 3% 10% 3% 5% 46% 6%
hing 45% 24% 28% 26% 6% 74% 25%

Q23. What are the key things that need improvement in your working relationship with ... you produce in the agri-food value chain you participatein?
Base: Not completely satisfied

Ipsos Marketing
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skills/
Better quality product/ processes needed for quality...
Better understanding of the industry/ aspects of the...

Better business skills

incrop (e.g. fertilizer,...
New technology/ processes

Gain knowledge about consumers
More knowledge of retailing
Improvement in animal husbandry

Better ing of working /...

Necessity of constant supply
Getting the best price
Better communication skills

Other

—

Nothing

Don't Know

40% indicate they have learned new
skills or gained knowledge.

60% indicate they have not gained new skills
or knowledge.

inking about your participation in an agri-food value chain, ii ing the r
ills did you learn?

knowledge and/or learning new skills (Total n=155)

Barriers of Value Chain

Participation

with one or several

of the chain, what knowledge did you gain

Ipsos Marketing

Ipsos Marketing
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E Reasons for Not Participating In Value Chains

The top reason (12%) for not participating in value chain relationships is the perceived notion that
their operation would not qualify is not suited for participation, followed by age.

Don't produce anything that would qualify/

my type of farm operation is not suited to it 12%

Age/ too old 11%

No time/ too busy

No benefit/ profit for us

Not familiar/ don't know enough about it

No control

Changes to farm operation

Small farmer/ Don't have enough land/
volume to participate

Not setup for that yet/ I'm a young farmer/
just starting out

Don't know

at are the reasons for deciding not to participate in an agri-food value chain?

Base: Participate in an agri-food value chain in the past and know about it (Total n=196)

Ipsos Marketing

Awareness and Use of

Value Chain Resources
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Value Chain Resources

Level of Awareness/Fa With Resources

H Have not heard of any i Have heard of them only
H Have heard of them but only know a little about them il Have heard of them and know a lot about them
| have used them HDon't know

Resources Farmers Are Aware Of Resources Farmers Have Used

Farm newspapers/ magazines
OMAFRA or Ontario...

Internet

Farmer's market/ marketing
Universities or colleges
Seminars/ workshops

Seminars/ workshops
OMAFRA or Ontario Ministry...
Universities or colleges
Other farmers who...

Farmers associations

From industry/ companies/... Internet
Farmers associations Other 23%
Other
None
None }
Don’t know Don't Know 28%
Base: Heard of agri-food value chains or value chain management (Total n=313) Base: Have used agri-food value chains or value chain management (Total
n=50)

Q36. Which of the following statements best describes how familiar you are with resources or sources of information or tools available regarding agri-food value chains or
value chain management - including any training, consultation or professional advice?

Q37. What resources or sources of information regarding agri-food value chains or agri-food value chain management are you aware of?

Q38. What resources or sources of information regarding agri-food value chains or value chain management did you use? Any others?

Base: Participated & know about the agri-food value chain

Ipsos Marketing

E Types of Workshops/Seminars Attended In Past 2 Years

47%
Marketing

49%
Farm business management

M Currently in a
Value Chain

10,
Agri-food value chains or value 7% (n=147) (A)
chain management i Not in a Value
Chain
(n=166) (B)

Q39. Which of the following types of workshops or seminars, if any, have you attended or participated in over the past two years?

Base: Heard of agri-food value chains or value chain management

Ipsos Marketing

10



20/02/2013

E Satisfaction with Value Chain Resources

——— e e e e e e Em mm o oy

=] Comp'I?telTsa':_lsfie?I - E_Momy ;tlswed,-sut_is there some room for improvement
H Neither satisfied nor dissatisfied i Mostly dissatisfied, there is a lot of room for improvemen
i Completely dissatisfied H Don't Know

Reasons for Being Satisfied with Resources Opportunity for Improvement of Resources

Can get good information Better awareness/ learn more about...

It is there when needed Availability of information (up to...

Help to succeed in farming Better government support

Better relationships
Networking/ sharing knowledge P

Don't know enough about them to...
Courses/ seminars are beneficial

Better/ expand market
None/ no reason

Nothing

Don't know 16%

Don't know 37%

Q40. Which of the following best describes how satisfied you are with the resources or sources of information available for agri-food value chains or agri-food value chain
management?

Q41. What are the key reasons why you are satisfied with the resources or sources of information available for agri-food value chains or agri-food value chain
management?

Q42. What are the key things about the resources or sources of information available for agri-food value chains or agri-food value management that need improvement?

Base: Heard of agri-food value chains or value chain management (Total n=313)

Ipsos Marketing

Analysis of Value Chain

Segmentation and
Approach Validation
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@ Review of Value Chain Landscape in Ontario

Types of Relationships

I currently
do not
participate
in an agri- Processors 46%
food value
chain but Don't Know Curre.nuy ﬁ
have in the 1% participate Distributors 44%
past in value
12%
Other Farmers 26%
Undefined
value chain Retailers 15%
Ethanol Plant 8%

| currently

do not
participate
in an agri-
food value Farmers who indicated they Restaurant 5%

chain were value chain members,

53% however, did not provide
sufficient classification
information.

Base sizes to small
Food Service Company 5% for further

analysis

Ipsos Marketing

E Value Chain Segment Definitions

Value chains can be defined in the following four ways based literature review:

Fragmented: companies compete on traditional trade footing and benefits through the chain are limited at
best. Majority of the business is conducted as a series of short-term, one-off transactions.

Cooperative: Companies possess a mutual understanding of how and why they can benefit from cooperating
with one another over the medium term at an operational level rather than undertaking specific short-term /.
one-off transactions.

Coordinated: companies with complementary attitudes, cultures, and leadership styles choose to coordinate
business arrangements over a short to medium timeframe. A more strategically aligned structure, which is
more than operational.

Collaborative: Companies engage in longer-term strategic arrangements that involve collaboratively sharing
\ resources and/or investing in the capabilities required to achieve mutually beneficial outcomes.

This section of the research endeavours to:

* Explore and validate this theoretical framework as a means to describe and assess strategic business
relationships

« Utilize this as a means to segment business relationships and provide diagnostic capabilities to those
who wish to assist farmers with improving their skills and abilities in business relationship
development.

Ipsos Marketing
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@ Analysis Approach: Segmenting Relationships, not Chains

For this phase of the research we opted to lyze and seg t each r dents’ individual relati

and not their entire chains. This approach provides more meaningful results and diagnostic feedback on how

to build strategic relati

P 4

ack Iod il

Segmentation is
based only on
attitudes.

Outcomes were ~ ——
analyzed after
segmentation
was completed
to validate the

approach.

g a successful chain is a series of successful relationships.

Other Food
Farmer Service

Processor

/

N

Retailer

Ipsos Marketing

M The Fragmented Segment

Value Chain literature supports the notion that every farmer is in a relationship that would be
included in a value chain, regardless of whether or not they are aware of it. In this research we
have excluded those who indicated they are not in a value chain and can ultimately classify them
as partners in a fragmented chain.

Those who were not value chain members did not provide a high degree of information about

their operation and rel

ationships. The table below shows the “real” proportion of the Ontario

farm population classified as fragmented (72%).

Fully
Fragmented
(Stated Not

in a Value
Chain)
72%

Currently
participate
in value
chain Fragmented Collaborative

28% 18% 12%
>

We are only able to segment relationships of those
who participate in chains as per below:

Example Only: Processor Relationship Data

Ipsos Marketing
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Processor (n=77) Represents 2% of

total farmer
population

Fragmented Collaborative
18% O\ 12%

Other Farmer (n=44) Represents 1% of
total farmer

Fragmented (" Collaborativy—7 i
population

13% 15%

E Relative Size of Value Chain Segments by Relationship

Distributor (n=74)

Collaborative) — 7

Represents 1% of
total farmer
population

Retailer (n=25)  Represents 0% of
total farmer

population

Represents 0.03%
of total farmer
population

Ipsos Marketing

M Validation of Segmentation: Satisfaction With Value Chain = TOP BOX

The attitudinal measures selected show those in higher functioning value chains are far more likely

to be satisfied with the chain overall.

Processor (-77) Distributor (n=72)

79%
57%
/ 28%
17%
13% 8%
0% 0%
6 S S
e“ 6\“3‘?0 (.Ax\“ e“ 6\(@'&6 ax\“

% 0009 c,°°‘ o ¥ Cooﬂ’ (po‘

Other Farmer (n=a) Retailer
89%
52%
46%
11% /
0% 8% 0%
e(\ e 6\@‘?‘6 ‘a’ﬁ“\ o€ @ a““(\\‘\a‘eé K¢

¥ 0009 c,°°‘ < (,009 c,°°‘
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@ Contributed To Financial Success of Operation — TOP 3 BOX

20/02/2013

The attitudinal measures selected show those in higher functioning value chains are far more likely

to feel the value chain has contributed to the financial success of their operation.

Processor (=77) Distributor (n=7) Other Farmer (n=a) Retailer [n=25)
100% 100% 100%
93%.
87%
81%
67%
36% 39%
30%
20% 21%
10% 13%
0%

e“"ed éoa‘e(\x%“q «\e“‘eé d\vﬁ"ed‘ai\\le «\e‘\‘eb 5\03‘66@"‘& “'&6 6\“3@6‘%@@

gﬁ% 0"‘> 00‘0 2% 009 ‘Co\ % o°‘) ‘(,\\ g’é% 0"‘> ‘C

Ipsos Marketing

E Contributed To Gaining Knowledge and New Skills — TOP 3 BOX

The attitudinal measures selected show those in higher functioning value chains are far more likely

to have gained knowledge or skills as a result from participating in the value chain.

Retailer [n=25)

93%.

29%

0%

e S
3'&\\\6 ‘\3@ e

Processor (-77) Distributor (n=72) Other Farmer (n=a)
100% 100%
80%
67% 67%
41%
28% 30%
8%
0% i 0%
o> 3 Y S . Y s .
e“ ’o‘\\\é\‘\’a"a 3“q€ e“ 3@6\‘\%&&; o‘a\\\\?« e“ ‘a‘\\\b\@‘e‘o = ,6“\16
P RTOREER @8 oo g R R ¥ <,°°9 oo
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E Jointly Invested in Shared Assets / Resources — Yes

The attitudinal measures selected show those in higher functioning value chains shows they are
more likely to have made shared investments or hired shared personnel in some cases.

Processor (=77) Distributor (n=74) Other Farmer (n=a) Retailer

35%

2% 25%
16%

14% 13% 1%

- r—v—v—‘i—v—l‘\ r—v—rL

0%

«d S

6 “—Axe ,Ax\“ 6 ‘\7;@ ‘a‘\" 6\“’&@ 6 “—Axe ,Ax\“

< (,°°Q c,°°‘ \\a‘° e (,o°° (po‘ \\'A‘° <@ (,°°Q coo‘ \\‘0 ‘,@% 009 c,°°‘ \\a‘°

Ipsos Marketing

In-Depth Analysis of

Value Chain Segments
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E Value Chain Profile

When individual farmers “chains” of
relationships are analyzed, we can see 80%
have only one type of value chain
relationship with their partners.

Percentage of Farmers in
Different Types of
Relationships (-172)

More than
one type of
VC segment

20%

M Profile

Main Farm Type

Grain
Beef Cattle

Dairy

Horticulture
Poultry/Egg

Hog
Other Crops

Other Livestock

37%

38%

M In a value chain

When all relationships are totaled, we can
see that only 3% of relationships can be
considered collaborative.

All Relationships in a
Value Chain (=172 3%

/elation

Collaborativ farmin

e
10%

Ipsos Marketing

Gross Farm Sales (2011)
71%

< $250K $250+

W NOT in a value chain

Education

63%

52%

College or
higher

< College

Ipsos Marketing
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E AMI Segment Profile

M In a value chain

= NOT in a value chain

Sunsetters Skpetics Independents Developers Planners

‘ Ipsos Marketing

Appendix
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Currently in a Value
Chain
(n=169) (A)

Not in a Value Chain
(n=326) (B)

H Below $250,000 & $250,000 or over

Q2. Before we start, | would like to ask you a few questions about your farm operation to ensure we cover all types of operations. First of all, thinking about your total
gross farm sales in 2011, that is revenue generated from your farm last year, were they above or below $250,000?

Base: All respondents (Total n=500)

‘ Ipsos Marketing

Crops (Net)
Grains and oilseeds - including wheat, barley, oats, canola,...

50%

Field vegetables

Hay

Fruits, including apples, berries, grapes, tender fruit
Edible beans - such as navy, kidney, cranberry, black, otebo,...
Forage

Greenhouse and nursery

Potatoes

Livestock (Net)

Dairy

Sheep

Beef Cow-calf

Beef feedlot

Swine

Poultry, including broiler chickens, turkeys

Goats

Eggs

Maple trees tapped

Horses

Other

(DK/NS)

Q6. Of the crops and/or livestock you produced on your farm operation last year, 2011, which one contributed the most to your total gross farm sales last year?

Base: All respondents (Total n=500)

‘ Ipsos Marketing
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@ AMI Segmentation and Value Chain Segment Alignment

The attitudinal measures selected show those in higher functioning value chains shows are also
most likely to be Planners or Developers.

Collaborative
(n=18)

35%

27%
21%
18%

0%

o€

OIS SR\ RS LIS o
Q‘L,SQKKQQ@Q“&\ovz\@‘@
O _3e®” of

o

Coordinated

(n=53) (n=66)

45%
36%

12% 13% 12%
7%

£SO S xS S XS
K ke ot e e
OIS SN\
MR et e o

O 1@ o0
« e “.s"j‘ g(\ée \‘9’\09
3\ \“629 e0% o

R

Total

(n=500)

E Analysis of Value Chain Segments by Farm Type

of®
QW

Cooperative

36% 349

v“e‘s

Coordinated

Fragmented
(n=35)

33%

29%

SR C I IR ORI
X ke N e &
0 07 A8V NPT a0
o 5 Qe“ NG
¢

5\3““\6@
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Collaborative

Total | Fragmented  Cooperative
| (n=35) (n=66) (n=53) (n=18)
Average VC Length 2.2 links 2.4 links 2.2 links 2.1 links 2.0 links
Grain 38% | 36% 43% 47%
Beef Cattle 14% || 10% 9% 7% 6% |
Dairy 11% 10% 11%
Horticulture 6% 4% 7% 5% 12%
Poultry/Egg 4% @ 6% 8% 0%
Hog 3% @ 6% 6% 10%
Other Livestock 14% 27% 20% 21% 19%
Other Crops 11% 16% 0% 13% 0%

Ipsos Marketing
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Appendix D: Detailed Qualitative Research Results
1 Research Methodology'

Interviews with Ontario producers and downstream businesses (processors, distributors,
retailers, and foodservice operators) were conducted to produce detailed findings on the
nature of value chain relationships and business practices existing in Ontario’s agri-food
industry. The research also sought to identify the determinants of the development and success
of business relationships existing between Ontario producers and the agri-food industry,
challenges that the respondents had faced and/or overcome, as well as value chain related
resources accessed and/or required by industry.

To encourage frank discussion and protect commercial interests, all responses were gathered
anonymously. The majority of interviews were conducted over the phone, with a few being
conducted face to face. To ensure consistency in reporting and to enable detailed objective
analysis of results, a standardized questionnaire, which was modified slightly for each link along
the value chain, guided the semi-structured interviews. This questionnaire forms Appendix C.
This format ensured that information was gathered systematically, while simultaneously
providing researchers with the flexibility to delve into greater detail where appropriate.

The content and options provided in the questions were developed using information from the
literature review as well as the practical experience of the research team.

Quotas were originally set at 32 in-depth qualitative surveys: 16 producers, 16 downstream
stakeholders including processors/distributors/retail and 8 from the foodservice sector. In
total, 52 respondents participated in our survey: 18 producers, 12 processors/distributors, 7
from retail and 15 from foodservice. It was found that many respondents fall into more than
one category; for example, a producer may also have a processing/distribution aspect to their
business. On these occasions, respondents were able to answer questions from both
perspectives, but clarification was sought to ensure clear reporting.

1.1 Nuances re Foodservice Survey and Responses

The foodservice questionnaire was slightly different from the others. Respondents were asked
at the beginning if they interact regularly with farmers, either directly or indirectly. Ten
respondents answered “yes” and their information is included in the full analysis that begins
below in Section 1-2, entitled “Full Array of Respondents”. Some of the reasons provided by
the five who indicated that they do not source directly from Ontario farmers were as follows:

1 . .

Please note that every question was not answered by every respondent. Furthermore, some questions asked respondents for
a choice rather than one answer, so totals may not add up to 100%. Due to the small sample size, research findings are
directional and attitudinal. They are not statistically significant.



[I’'ve] never really thought of it. | don’t really have the time to arrange this. We work with
as few suppliers as possible.

I don’t think | am allowed to purchase directly from farms. [Our business] needs to have
inspected and certified products.

We deal with food processors only - never growers. We do not carry fresh produce. Some of
our products may be from Ontario, but we do not buy direct from growers.

| would love to be able to take the fresh vegetable budget and give it to a local farmer for
the growing season. This would not likely be possible, however...the broader public sector is
bound by procurement policies (no sole sourcing).

Farmers shouldn’t have to worry about delivering or selling product, but should focus on
farming.

We use a third party to procure produce. They tell us what is available locally each week.
Many of our protein suppliers don't meet the criteria for Ontario products. Protein must be
federally inspected.

When asked what Ontario farmers could do to develop relationships with these same five
businesses, the responses were:

Would love to deal directly with farmers, especially if that would cut the cost for the food. |
am willing to take the time to do so, during the season when product is fresh especially.

Not sure [farmers could do] anything. Local is very important these days though, so | might
have to reconsider this position someday.

It’s just not something I’'ve considered.

Our business model doesn't support this. Having said this, we buy what our customers ask us
to buy. So we will buy local products (except produce) if the client has sourced it and asks us
to carry it.

We work with a food processor who buys our produce. It’s best to deal with them.

1.2 Full Array of Respondents

A broad array of respondents and the sectors that were represented in the study, are outlined
in the figure below.



Figure 1-1: Business Interests, by Respondent Group

100%

90%

80%

70%

60%

50%

40%

30%

20%

10%

0%

H Producer

B Processor/Distributor

 Retail

B Food Service

Vegetables  Other Fruit Poultry Beef Lamb

Sample Size: Producer, 18; Processor/Distributor, 12; Retail, 7; Foodservice, 10

There was an interesting split between producers and processors versus retail and foodservice
operations. Generally, producers and processors work with fresh produce or meat, shown by

the smaller percentages in the chart above. Respondents from retail and foodservice were

more likely to be involved with a wider range of products, particularly foodservice operators.
None of the retailers surveyed indicated that they have relationships with Ontario producers

for poultry (due to supply management) and lamb.

The “other” product most commonly reported was pork.




2 Survey Findings

Q. How many constructive relationships do you have with customers? [Please choose 1]
a. Asignificant number

b. Some

c. Afew

Figure 2-1: Number of Constructive Relationships, by Value Chain Role
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Sample size: Producer, 18; Processor/Distributor, 11; Retail, 7; Foodservice, 10.

Respondents were asked how many constructive relationships they have with farmers or
customers. Ninety percent of foodservice respondents describe having either a “significant
number” or “some” constructive relationships with farmers. Several of these respondents
commented that they have important relationships with key suppliers, who in-turn represent a
significant number of smaller farmers.

e We want growers that can farm, consolidate from other growers, grade and deliver. We
want one grower/shipper in each category.

e We have a significant number of farmer relationships through our produce distributor
(>200). We have very few direct relationships with farmers for special event products.

Seventy-one percent of retailers reported having a “significant number” of constructive
relationships with farmers. This speaks to the broad range of products sold and volumes
required by corporate grocery chains. Comments explained that they deal with a large number
of independent farmers as well as vendors or farm champions/groups who represent as many
as 1000 farms. Retailers who answered that they have only “a few” customers indicated that
they deal mainly with processors versus producers. These executives were also speaking strictly
to their category.



Sixty-four percent of processors said that they have a “significant number” of constructive
relationships with farmers. This compares to 33 percent of farmers who have a “significant
number” of constructive relationships with customers. Instead, the majority of farmers (56%)
said that they have “some” constructive relationships with customers.

Q. Using the 1-10 scale, please rank the selling/marketing arrangements that best
characterize your dealings with the majority of your customers/suppliers, and best
customers/suppliers, where 1 represents a one-off transaction and 10 represents ongoing
transactions (i.e. contracts).

Figure 2-2: Nature of Business Relationships, by Value Chain Role and Averages
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Note: Foodservice respondents did not differentiate between the majority of relationships and their best
relationships.

The chart above shows that most of the respondents prefer arrangements that are ongoing
rather than one-off transactions, with the overall average at 7.5 and the average for best
relationships at 8.9 out of 10. Saying that, it appears through additional probing that few long-
term relationships are formal or have clear contracts; rather they are based on relationships
and common understanding.

e That is what success is built on; repeat customers help to keep you in business. | demand to
be able to form a relationship with my customer. If they aren’t willing, | walk away - it is as
simple as that. There has been the odd one who isn’t interested, so then I’m not interested in
them. I’'ve found that these aren’t worth it because (1) they won’t be a customer long and
(2) they are the ones that don’t pay. (Producer)

e Ten is what you strive for. I'm a category manager. The ON season only goes certain months,
so we developed programs for managing imports for our customers too. This allows us to
manage our own program, not chase someone else’s. Ideally, you want 12-months business,
to control and manage locally as well as imports...and the transitions. These are all
important to the retailer. [Then] you are the “one” call. (Producer)



Our aim is to be so important to our customers that it keeps them honest, as losing us would
hurt their business. There are some downsides, such as not always being paid top dollar for
produce, as [there is] always some level of pooling prices or costs. (Producer)

Poultry is all supply managed so we don't deal with producers [directly]. (Processor)

We have very few contracts; it’s almost all relationships. We seldom sign up [suppliers] each
year. If they aren’t happy, they just go elsewhere. (Processor)

Seventy-five percent of my product comes from one producer, as we are able to get more
consistent quality than if sourcing through a number of farmers or from a primary processor.
(Processor)

It is very difficult for a retailer of our size to develop close relationships with processors.
(Retail)

We use a group of local vendors that have worked with us for years. If new ones are added,
it's because they have met our standards. Very rarely do one-off transactions take place, as
the company programs everything as best we can with our vendors; in how we will work
together to meet the market's needs. We rate the two questions [majority of relationships
and best relationships] the same because the group is the best; we only work with the best.
If a new vendor doesn't work out, we don't stick with them. (Retail)

The majority of business is long term, not formal agreement or contract though.
(Foodservice)

I don’t do contracts. | quite often bypass the farmer and go to the Food Terminal or deal
with distributor/middle man. Very few farmers can support the quantities | need.
(Foodservice)

For one-off transactions (e.g., turkeys for December Christmas events), we deal direct with
farmers. For contract year-round or seasonal items, our distributors hold the relationships.
(Foodservice)

I reach out to farmers to explore opportunities to use local foods. However, we rely largely
on distributors to build relationships with the farmers and work with them. (Foodservice)

To understand business structures, the qualitative survey respondents were asked to describe
their relationships with customers/farmers. The four descriptions from which they could
choose were developed from the literature review.

A.

Price, volume, and quality are the primary drivers. We rarely share additional information.
[FRAGMENTED]

Business is more than a series of transactions. When possible, we seek to cooperate
with farmers at an operational level. [COOPERATIVE]



C. We seek to coordinate our business arrangements from a strategic perspective. We
achieve this by choosing partners who possess complementary attitudes, cultures, and
management capabilities. [COORDINATED]

D. We engage in developing strategic arrangements that involve collaboratively sharing
resources and/or jointly investing in capabilities that enable us to achieve mutually
beneficial outcomes. [COLLABORATIVE]

Findings by value chain role are described below.

Figure 2-3: Description of Business Relationships, by Value Chain Role
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Sample size: Producer, 18; Processor/Distributor, 11; Retail, 7; Foodservice, 9.

The majority of producers and processors/distributors described their relationships as C
[Coordinated]: We seek to coordinate our business arrangements from a strategic perspective.
We achieve this by choosing partners who possess complementary attitudes, cultures, and
management capabilities.

Retailers split their descriptions between A [Fragmented], B [Cooperative] and C [Coordinated],
with D [Collaborative] being the least common choice. Foodservice businesses were most likely
to describe their business dealings with farmers as B and none chose D to describe their
relationships.

Although respondents tended to pick one business description, open ended comments
indicated that many businesses are not defined by just one business model. This is consistent
with findings reported in the literature review. Reasons for differences include seasonality, the
size of the farm and scope of the business. Eighty-six percent of the retailers indicated that
business relationships vary across all four of the descriptions provided. This compares to just 36



percent of processors and 22 percent of producers. The vast majority of producers (78%) said
that all of their business follows one model/description: C.

e In “X” fruit, we work very closely with three other growers in ON (D), and together supply a
cartel in the US. (Producer)

o All of the members of the board are shareholders, so the decisions made at board level are
farm and plant focussed, resolving conflicts between the two orientations. (Producer)

e We do all four; certain farms drive R&D and we co-fund projects. Others are straight up;
they bring in deliveries weekly and we pay the going price. (Processor)

e Differs by protein type. We have a strong relationship in beef, but poultry is more arms-
length. (Processor)

e The guys in the middle (processors) call the shots. So while we try to be B, with most
processors, our relationships are A. (Retail)

e Produce is more strategically aligned than other parts of the business. (Retail)

e Relationships with vendors/dealers are usually D. We don’t get into that with local growers.
(Retail)

e The majority of our relationships fall under answer B. | would like to move closer to answer
C. The nature of our company makes it such that we need to have another party take the
liability for procurement (most farmers don't have adequate QA, so we have to get someone
else to do this). (Foodservice)

e |tis challenging for farmers to get direct relationships with us, due to our business model.
We ask our prime vendors to seek out local products. All our products have to be HACCP
certified and federally inspected. (Foodservice)

e While we won't invest with growers, we offer transportation logistics, work with them on
harvest schedules, and assist them to get their products into foodservice chains. We are an
aggregator. Farmers are not good at business outside their farming operations and not good
at marketing. (Foodservice)



Q. Do you associate any of the four descriptions above with a specific agricultural sector (i.e.
beef, fruit, wheat)? Yes / No

Figure 2-4: Association of Four Descriptions with a Specific Agricultural Sector?

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Yes
M Producer
B Processor/Distributor
a Retail
B Food Service
No

—

Sample size: Producer, 16; Processor/Distributor, 11; Retail, 7; Foodservice, 10.

Among those who answered “no”:
e There is truth to all the descriptions. (Producer)
e |t's about the people, not the sector. (Producer)
e |t's how producers manage their farms, not the sector in which they operate. (Retail)

When respondents were asked what business models (i.e. fragmented, cooperative, etc.) typify
specific sectors, meat was most commonly mentioned and was described in terms of A, the
fragmented model. One processor qualified his statement, “Beef is one of the least connected,
even though it should be the most, given the length of time it takes to produce animals and
benefit from on-farm management decisions.” This confirms the literature review findings. It
also confirms previous work completed by the VCMC, which found that the longer a chain the
less connected it is, and that the culture of Canada’s beef industry is impacted by the existence
of a few large federally inspected processors.

A key reason why fewer examples of closely aligned value chains exist in sectors where the
route to market is longer than fresh fruit or vegetables is that fewer interactions tend to occur
between producers, their customers, and the final consumer. It is also more difficult for
producers to readily identify with the end product(s) being consumed or how they can
influence downstream elements of the value chain. A producer (or a producer representative)
who interacts regularly with a retailer is likely to feel more connected and therefore motivated
to establish a constructive relationship with his/her customer and learn about how he/she
benefits from positively influencing consumer choice than a producer who leaves his crop at an
elevator.



Producers are less motivated to participate in a value chain when there is a long or protracted
connection to end consumers, such as in processed food. That is not to say that successful value
chains in these areas cannot exist (examples included in the literature review).

Industry structure was also considered to be a barrier to developing strong relationships. One
processor described his relationship with chicken as an A. “Due to supply management there is
limited supply, difficult relationships, adequacy of supply and pricing [issues based on] collective
negotiation. This [relationship] is dysfunctional, not a normal commercial relationship, not
strategic, nor collaborative or customer focused.”

Others commented that they have different perceptions depending on the type of meat.
Several pork and lamb initiatives were described as being more similar to B or C rather than A.
Factors that differentiate managers of these initiatives include managers’ positive attitude of
service suggested by their willingness to learn and/or adapt.

Other examples of sectors described as A include commodity farming, cash crops and
wheat/corn.

Meat was most commonly identified as a fragmented sector among producers, processors and
retailers but not foodservice businesses. Interestingly, foodservice providers had a different
perception to Ontario protein producers. Several commented that the relationships with
protein/meat suppliers were more like C [Coordinated] and vegetables are more like B
[Cooperative].

e We thought using local produce would be an easy win but it has been challenging due to
seasonality.

e The produce business is commodity driven. We don't want 40 farmers to deal with. Food
safety and traceability are critical, so a few consolidators are better.

The overall trend was to identify horticulture, fruit and vegetable examples to describe B
[Cooperative] and C [Coordinated] relationships, rather than meat which was generally
perceived as fragmented. No one provided any specific examples for model D [Collaborative].



Q. On a scale of 1 - 10, please rank the overall strength of your relationships with customers
[1 = very weak; 10 = very strong]. Then, on a scale of 1 — 10, please rank the strength of your
relationship with the businesses that you consider to be your best customers [1 = very weak;
10 = very strong].

Figure 2-5: Relationships Overall vs. Best Relationships, by Sector
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The chart above shows that vegetables, fruit and “other” achieved above the overall average.
Beef, poultry and lamb generally underperformed. When “other” was identified, pork was the
most common sector, with additional one-off references made to veal, cash crops and grapes.

When respondents were asked how well farmers/customers understand “your” needs [in
general terms] relating to product and service, the marks were low, as seen in the chart below.

Q. How well do farmers generally understand customers’ needs [i.e. processors and retailers]
in terms of product and service? Please rank on a scale of 1-10, where 1 = “very little” and 10
= “extensive”.



Figure 2-6: Understanding of Customers’ Needs, by Value Chain Role and Averages
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The average ranking was low for both product (5.4) and service (5.5) out of 10. Farmers ranked
producers the worst, compared to processors/distributors, retailers and foodservice suppliers.

The average ranking was low for both product (5.4) and service (5.5) out of 10. An interesting
finding is that farmers ranked other producers the worst in terms of their knowledge of
customers’ product needs; and equal worst with foodservice in terms of producers’ knowledge
of customers’ service needs. Comments received in response to the above question and
expanding upon the findings include:

| see a change occurring in generations. The younger educated farmers pay more attention
to customers' needs and relate better to customers. (Producer)

Most producers are old-school. They buy cattle at lowest cost, place on feed, and don't
monitor what they buy or how they perform. [They are] just focused on weight sold, prices
paid and prices received. Not focused on costs and increasing effectiveness of operations by
making smarter decisions. (Producer)

Farmers often understand their customers’ needs better than customers may realize. The
challenge comes from many producers not being able or motivated to deliver. (Producer)

Many farmers focus only on immediate customer; don't care or know about the next
customer in line. (Producer)

Farmers have to know [what is required] or they can't supply the major customers. For
example, they have to deliver the volume promised, delivered on-time. If not, you are
penalized. (Producer)



Many producers think that they know the quality they are producing, when in reality they
don't. Many simply don't want to know that it doesn't meet customer expectations either.
(Processor)

I have seen an improvement in pork. Perhaps as a result of unity in crisis, economic stress
due to the dollar appreciation, drought, country of origin labelling, HIN1, grain prices. Now
there is a more profound appreciation of the importance of the relationships. If processors
shut down, it has a profound effect on producers. (Processor)

It used to be a lot less [lower score]. We have spent a lot of time educating producers on
retailers' requirements and what we need to achieve. (Processor)

Producers don't realize the trouble and costs caused by poor quality product and service.
(Processor)

Agriculture and processing is primarily a 'push' system focused on volume and cost. (Retail)

I’'ve witnessed a drastic change in producers' attitudes and levels of knowledge over the last
three to four years. Once they've experienced what we are able to achieve together, they are
totally on board. It is getting them to take that first step that can be challenging. (Retail)

The longer vendors work with us, the better they get because they get used to the standards
required. There can always be improvement made on communication. The grower-vendors
are better on service standards than product standards because product standards can be
out of their hands. (Retail)

Respondents from foodservice indicated that many producers do not understand how to
service their requirements.

Farmers may understand restaurants, but they don't understand institutional foodservice.
For example, the need for consistent sizing (e.g., apples). (Foodservice)

They are stuck on retail. They don't understand foodservice packaging needs. (Foodservice)

In many cases, Ontario farmers simply want us to buy their products on their terms. They are
one-way thinkers. We need to be able to buy what we want, when we want it, in the format
we want. Farmers don't always get this. (Foodservice)

Respondents who indicated that the best farmers are different from the wider industry were
asked to choose from a list of factors that describe how they are different. Participants were
also given the opportunity to add their own comments.

A hundred percent of the producers surveyed said that the farmers who have the closest or
most proactive relationships with their customers have different attitudes and/or behaviours
than the wider industry. Nine of the ten processors who answered this question agreed that the
best farmers have different attitudes/behaviour, as did five of the seven retailers and nine of
the ten foodservice businesses.



Figure 2-7: How Farmers Who Have Good Relationships Differ from the Wider Industry
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“Sector” and “level of education” were considered to be the least important barriers to farmers
developing good relationships with downstream businesses. What was found to be more
important is the marketing knowledge or experience of the farmer, and the attitude of the
farmer (Other). Having business experience apart from farming was also considered to be an
important differentiator among top producers.

Farmers feel uncomfortable with strangers; most of their friends are other farmers. Literally,
[they would prefer to] do more work with animals, but they won’t go talk to customers.
[They are] unwilling to step outside their comfort zone. (Producer)

Attitude. The biggest thing is the people who see it as “we” and not “I” am going to be
successful. We as a group can conquer it. Farmers working together for better industry not
personal gain alone. (Producer)

Focused on both reducing costs of production where possible and doing something that adds
value further down the chain, and/or willing to work as a group. Most producers want to
only reduce costs (as don't want or feel able to talk to customers), and want to work
independently. (Producer)

The leaders are the early adopters; look to work with innovative peers. (Producer)

They are go-getters, focused on capturing value by solving their customers’ problems or
enabling their customers to access new potentially higher-value markets. (Producer)

They sit on their laurels, expecting products to sell because they are from Ontario. The
successful are those who seek to meet or exceed standards set by importers. (Producer)



The best farmers are strategic; they work with other farmers versus [focussing on] who else
are we working against in Canada or internationally. (Producer)

Their attitude is one of being prepared to work together to make more money, by saving
costs and securing longer-term stable markets...even if they might secure S1 less a carton
than other growers at times. They don't just look at price!! Others are focused on making a
nickel more than their neighbours; even if doing so costs them money. (Processor)

Too many farmers view themselves as the customer when supplying grains - especially corn.
They come with a view of "what can you do for me, given what | have already produced?"
Not, "what can I do for you and incorporate what | do into my operations to better serve
your needs?" (Processor)

A passion to go beyond what is considered “normal” to increase their profitability and feel
greater personally satisfaction. (Processor)

The level and willingness to embrace new concepts and/or technologies. Not just doing the
same old, same old. (Processor)

Their attitude, pro-activeness and sense of engagement are different. Simultaneously, we
take a more engaged and strategic approach with growers than we do with other elements
of our businesses. (Retail)

Some producers push what they have. We want those who are able to supply what we want,
to the tight specs that we require. Those that don't want to do that have a different mindset
and don't want to put in the effort. How a retailer works with producers also determines the
type of relationships that are established (and why). (Retail)

Farmers tend to focus on what they do - growing. They think that foodservice operators
should just buy what they grow. Not consumer focused. Short-sighted. (Foodservice)

Market Knowledge/Education/Skills

They know their markets. If they don't have the education, they surround themselves with
those who do. Again if you don’t have direct experience, bring in packaging or marketing
specialists, or get training, or get help from consultants like VCMC — to help me improve.
Smart ON farmers want to be the go-to person for the major retailers. (Producer)

It’s not education. Marketing or experience outside of agriculture is significant. Colleagues in
industry who are not farmers (i.e., pork service personal, OMAFRA) can tell in five minutes if
they are talking to a Conestoga shareholder by the way they talk. They are focussed on more
than just the farm, they are also conscious of processor needs. (Producer)

Farmers need to be smart in different ways - academics versus relationships. Experience
outside farming is very significant. Marketing is also very significant, especially dealing with
people. (Producer)

Some are more advanced than others. The 80/20 rule applies; 20% of our main line suppliers
are way above average in terms of market understanding and our needs. Growing



knowledge, not university knowledge [is important]. Attitude, willingness to change. Some
only do what they do. (Processor)

Many farmers say "pay me for it when harvested,” versus getting the customer to say what
the farmer can do and for which the customer is willing to pay. (Processor)

They look for the right value chain partners for access to consumers and to get feedback
(from retail). (Processor)

Strategic thinkers as a rule and relational, they need to build partnerships to be able to roll
out their plans. (Retail)

If they understand how restaurants and chefs work, the process works well. Otherwise, it is
very trying and time-consuming and ultimately not as successful. (Foodservice)

Farmers lack marketing and business experience. One of the things that surprised us was
that farmers thought the costs to enter foodservice, especially around traceability, were
prohibitive. (Foodservice)

Farmers have a lack of business experience, marketing knowledge and financial acumen to
compete. They don't understand that they have to be price competitive. e.g., US produce
versus Ontario. (Foodservice)

Farmers lack the marketing knowledge. They lack the understanding on how we want to
buy. They suggest that their product is the best, regardless of price and [they] can't
understand why we won't buy it. Product testing is not seen as part of the buying process.
(Foodservice)

Farmers have great pride in what they do. But they often lack the marketing and business
skills to relate to a large company seeking local food. There are a few who do this very well.
In one case, we have worked with a middle person who has acted as a catalyst.
(Foodservice)

Benefits of Having Established Close Business Relationships

Respondents were asked to identify the benefits that they have achieved from establishing
close constructive relationships with the customers/farmers. They were asked to choose from
the following list and offered the opportunity to cite additional benefits.

e Increased efficiencies / cost savings

e Getting products to market more quickly

e Better risk management (i.e., food safety, traceability, fewer quality issues, less price
fluctuation)

e Greater focus on a specific consumer (market) opportunity

e Ability to innovate faster or in unique ways

e Increased revenue

e Better common understanding of each other’s needs, business issues and capabilities



Figure 2-8: Benefits from Working within Constructive Relationships, by Value Chain Role & Overall
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Factors in the top tier of importance include: “better common understanding of each other’s
needs”, “increased revenue”, “greater focus on market opportunities” and “increased
efficiencies/cost savings”. That producers and their customers have benefited financially from
having establishing closer business relationships with one another is an important finding that
needs to be communicated more widely than at present by value chain management

proponents.

As indicated in the chart, specific responses vary somewhat by value chain position, especially
by those in foodservice. Comments that add depth to the findings include:

e There is no direct cut-off personal in business. Business is personal. Need to be careful when
build relationships. People really like it. You are human as well. Not just another supplier on
the list. (Producer)

e Faster payment, through having less issues that might otherwise delay payment. Ability to
sell fruit that could be out of spec due to weather issues, through working together to
develop new market opportunities. (Producer)

e Have greater respect for one another's problems. The insights and capabilities that come
from this lead to each other having the ability and motivation to continually adapt to each
other's needs. It also enables us to move product when there is a “flush”, often without
having to discount the price. (Producer)



If you are considered a top level supplier, you can get meetings when you are prepared, not
have to wait until they can be bothered to see you. The retailer needs to trust you.
(Producer)

Better efficiencies at plant level, have secure supply...can weather down turns in market. In
farm side, over 5-6 years, have better price than if sell at the open market. This wasn't true
in the first 5 years, but it’s better risk management. We work on greater focus on customer
opportunities. (Producer)

In terms of good relationships, | think there has to be no barriers of understanding each
other business. Up front on communications to tell each other good and bad/finance/
packaging/quality, etc. (Processor)

Being part of co-op and all the info that is provided through that. Through regular
communications and continuous updates (grading, price paid, scorecard), there is a greater
focus on end product. Typically, our shareholders don't look at Chicago price; they look at
their price and their scorecard. (Processor)

All [factors] carry the same weight. Our top 40 growers are all measured against this. This is
all measured - one will chip away at the foundation. Another piece is being able to take a
leap of faith, control brand development. Able to move forward on verbal commitment.
Many times we can't do a contract. We will assume they will meet quality and volume
[required]. (Retail)

Did not choose better Risk management - because too many factors can be at play here; not
all growers have true traceability systems. The focus on a specific consumer opportunity.
(Retail)

Problem is no one farmer can handle his business, although they are getting better. Direct
dealings with farmers are increasing - question of finding the right farmer. (Foodservice)

We have become educated more about what farmers go through to get a product to market
and the farmers have become more aware of our needs. This has led to some better results
in terms of getting product to market more efficiently and quicker. (Foodservice)

Working with local farmers has driven revenues up for them, helped us and them better
understand each other's business, created media coverage and supported the growing
interest in local. We are linking celebrity growers with celebrity chefs. (Foodservice)

By communicating our demand levels, the producer has a guaranteed market and therefore
is in a better position to plan his growing. Working with local farmers has enabled us to tell
their story so that we are in keeping with the demand for local food in institutions.
(Foodservice)

Getting products to market more quickly: This is not important to me. Our pigs take twice as
long to get to market. Time is not of the essence. Quality is the key to our market. (Producer)




Barriers to Establishing (and Benefiting from) Closer Business Relationships

Based on the findings from the literature review, respondents were asked to choose if they
perceive the following four factors as barriers to the development of close business

relationships with others in their chain.

Attitudes

Lack of motivation, adversarial relationships,
lack of sophistication, cherry-picking
purchasing practices of supply chain members,
power imbalances or struggles, current
incentive systems, changing customer needs
[i.e., merchandizing or category managers
making sudden changes to programs while
farmers prefer a predictable level of business]

Structure

Presence and actions of marketing boards;
consolidation of retailers, processors and their
intermediaries; farm size (scale); lack of
coordination among farmers; insufficient or
incorrect infrastructure

Skills

Lack of sophisticated business or management
practices, inability to consistently meet your
quality standards / specifications, inability to
communicate

Environmental
The economy, industry culture, legislation,
regulations

To address effective ways to overcome industry wide issues, respondents in the qualitative
survey were asked if they perceive a difference in attitude and/or behaviours of farmers who
have good relationships compared to the wider industry. A strong majority indicated that the
farmers who have the closest or most proactive relationships with their customers have
different attitudes and/or behaviours than the wider industry (Producers, 100%; Processors,

90%; Retail, 71%; Food service, 90%).

Q. What factors have limited the development of close business relationships developing between
farmers and their customers? Please choose all that apply.




Figure 2

-9: Factors Limiting the Development of Close Business Relationships between Farmers and

Customers, by Value Chain Role
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Sample size: Producer, 18; Processor/Distributor, 11; Retail, 7; Foodservice, 10.

Overall, attitudes were considered to be the most significant barrier; however, for retailers the
most significant barrier was structure related, including marketing boards, industry
consolidation, scale, etc. Structure was also critically important to 91 percnet of the
processors/distributors who answered this question.

Additional comments from downstream players suggest that farmers are lacking skills related
to understanding the market or fulfilling customer needs than production based skills.

Additional comments which help to provide depth of understanding are included below, by
factor. Naturally, many of the themes overlap and reinforce each other.

Attitudes

If you are a grouch, stay at home. You’ll be ruining your own business. (Producer)

What I'm scared of - is where | go. If | don't go, things don't change for me. If it makes
me real uncomfortable, then it makes me think about the opportunity more. (Producer)

Change is hard. (Producer)

Going to Toronto for first time, well, when I hit downtown — | got this tight feeling in my
chest. But you’ve got to get past that. (Producer)

Processors are the primary chokepoint, followed by retailers. The attitude of most
processors leads to them still being stuck in the commodity game. Many of their



customers want different products, though processors push back as don't want to
change. (Producer)

Ability to capture value by solving others' problems. You make yourself almost
indispensable. (Producer)

Too much hidden agenda among and within Boards. Too many farmers are paranoid
that another farmer will steal their customer or undercut them if they tell them anything
about what they are doing and how. That might have happened in the old days, though
not now. Farmers regularly blame the market for their issues, though the real challenge
is themselves. (Producer)

Retailers do buy national/local food - their priority is .25 of cent of a pound. They say
they buy Canadian but they really buy on price. (Producer)

Attitudes can be adversarial. Farmers generally assume that someone is ripping them
off: the processor or retailer. At retailer level, there is such a huge lack of understanding.
(Processor)

[There is a] lack of producers who are interested in producing a better product. Simply
focused on price and profit, as primarily think about efficiencies and not effectiveness.
Don't focus on identifying the root cause of their issues. (Processor)

Farmers tend to be wary and suspicious of anyone who isn't a farmer. It took some time
before they even trusted the executive [at the coop] (Processor).

Processors have farmers over a barrel. The large ones especially are able to manipulate
supply while paying farmers less. (Retail)

I don't understand what marketing boards do, or their value. They need to focus on
educating their members on retailers' needs and how to establish effective relationships,
not being a barrier to success. The limitation we have is not being able to find the
number of Canadian suppliers that are of the type that we seek to source from. (Retail)

Local farmers appear to be more eager to learn how to supply the foodservice industry,
whereas the US suppliers already understand it and so don't have the same eagerness.
Local farmers are less educated in foodservice, and don't have the marketing knowledge
or skills. They also don't have the logistics infrastructure; but we provide this to them so
we can build our local offering. (Foodservice)

Farmers that want to work with restaurants are great to work with. Those that consider
it a chore, you should stay away from. (Foodservice)

| think there is a lack of understanding on the part of foodservice operators of the
growing sophistication of some farmers. Foodservice operators perceive farmers to be in
the dark and farmers see foodservice operators as city slickers and not trustworthy.
Some companies are rebate focused; others do not focus on rebates. (Foodservice)

They [farmers] can do it; they just don’t apply themselves to it. We try to lead them
rather than rely on them. (Foodservice)



Consistent growing practices, food safety and traceability are critical, and the attitude
must be that they are committed to these. Some farmers fear big business and are
uncertain on how to deal with us. (Foodservice)

Structure

Structure; you need a critical mass product. | had to raise more than | was selling or
could sell; needed to sell every week so had to take a chance (had to have the volume
there in case it sold). Sold some at a beating because you’re still developing your market.
If serious, you need to invest. Most don’t want to invest and take themselves there.
(Producer)

Consolidation is important from farm side; farmers not really aware of it, but for
processors it is an issue. (Producer)

Economies of scale are the primary enabler or barrier. Doesn't matter what skills you
have, if you don't have sufficient scale. Farmers who don't have economies of scale
expect customers to take entire crop, which means that they have lower levels of pack-
out, as not everything will meet their needs. (Producer)

Farm scale causes issues for consistent supply. Lots of guys don't want to change -
usually younger farmers are more willing to change. (Processor)

Marketing boards don't interact, so their members don't interact either. Leads to the
continuation of poor relationships and a lack of trust. (Processor)

If selling through auctions, producers simply don't get a customer-centric mindset.
(Processor)

Structure is most important. There is often a lack of coordination with farmers. Does
relate to the complexity of the category and number of growers. Local doesn't mean the
best quality and we must address balance of volume with quality. (Retail)

Scale is really the issue. Larger farms typically have farmer owners that are better at
marketing and business relationships. The smaller farmers don't behave in a way that is
conducive to productive relationships with us. (Foodservice)

We are stuck in a traditional best value procurement paradigm... - high volume buying
on best value generates these funds. (Foodservice)

More cooperation in the structure would make it easier. Marketing boards inhibit this
process as opposed to helping. (Foodservice)

Dairy is a challenge because of the marketing board; everything else has been no issue.
(Foodservice)

It is hard for farmers to get geared up to sell to foodservice. The infrastructure to do so is
incorrect. The deals with individual restaurants are small. Some farmers are not
sophisticated enough to do a deal. (Foodservice)



e The company is also constantly trying to rationalize the number of SKUs it buys - another
challenge to adding local products. With respect to our supply chain partners, we ask
them to explore local alternatives, but they only have so much time and patience in
dealing with smaller local producers. (Foodservice)

e We have too many middle persons in the supply chain. As a result, we need to better
educate farmers. The efficiency of these layers limits the ability to buy local. We need to
remove layers in the supply chain. The product would get to market better and faster.
(Foodservice)

Skills

e Many producers I’'ve come across are illiterate but they have compensated, and have
amazing business skills — they are scared to come forward because they feel they are
flawed. For example, with quality assurance and food safety. Many weren’t coming
forward. It came down to avoiding a written test. Wives compensate for them. But they
are some of the smartest minds. (Producer/Association experience)

e [f want to have a customer buy on other than just price —you’ve got to have an attitude
of service. At university/college, you don't necessarily learn people skills. (Producer)

e Too often producers also look at things like the initial cost of the bull versus whether it
will provide the carcass composition required by customers. (Processor)

e  Many producers lack marketing skills and attention to detail. Need to be more forward
looking (strategic). (Processor)

e The issue over the years has been the inability to consistently meet our quality
standards. (Retail)

e The best producers are recognizing that they can't be everything to everyone, or do
everything on their own. (Processor)

e Ontario processors lack the inspection (federal) and QA requirements we have. No
understanding of rebates. Lack of understanding of timing issues - we need the product
and they don't ship one day because it is raining. (Foodservice)

e Many farmers don't understand that a large distributor wants its growers to have a
GAAP certificate, needs to sign a hold-harmless agreement and needs to name us in their
insurance policy. It may be just sheer ignorance, but many farmers don't understand
how to do business and what a distributor expects. (Foodservice)

Environmental

e The average farmer has no appreciation of expectations set by shareholders and
investors. We want to be the best partners we can with farmers but they must
understand the demands set by the investment community. (Processor)



e Regulations impose a framework that forces roles that in free market would not be the
reality. (Processor)

e Prices are among the lowest here than anywhere in North America. Input costs keep
rising, but retailers want to pay the same prices. Retailers pushed farmers out; they don't
understand what it costs to grow. (Processor)

e Lack of communication between industry groups and their members. (Processor)

e Carcass utilization is a problem in beef. We can sell middles multiple times, though have
difficulty selling either end and trim. Federal plants can export these cuts to the US or
other markets, which we can't do. (Processor)

e Farmers don't hear or see opportunities, because they are too busy farming to manage
or look for market opportunities. Some manage as many as 100-200 offshore labourers;
they don't have time to look up. [As a processor], we bring funding opportunities to our
growers (SHRED, traceability, food and beverage funding), to get them on board.
(Processor)

Overcoming Challenges

In an open-ended question, respondents were asked if they had overcome any challenges or
barriers in developing relationships with customers/suppliers. Eighty-four percent of all
respondents said that they had faced challenges or barriers in developing relationships with
their customers.

When grouped into themes, the most commonly mentioned, ranked in order are noted below.

Table 2-1: Barriers Overcome in Developing Value Chain Relationships

Theme Number of Mentions (x=42)

Communications (i.e., planning, on-going management) 16
Education (i.e., formal and/or informal) 14
Product offer (i.e., quality, range, traceable/QA, price) 11
Consistency (i.e., affect through the chain, ability to meet 6
standards)

Finding the right partner (i.e., commitment, skills, volume, attitude) 6
Volume of Supply/Scale (i.e., economies of scale, being able to 6
supply the volume needed by large businesses)

Delivery (i.e., deliver what is promised, when due) 4
Other (i.e., “trust”, niche market requirements) 4

The three most frequently mentioned barriers relate to communications, a lack of (producers)
education and suitability, and availability of consistent quality product. These issues are
outcomes of factors that the literature review identified as the primary reasons for why the
agri-food industry is embracing VCM approaches slower than other industries. They include an
adversarial culture typifying the agri-food industry, agriculture (in particular, though other



participants too) lacking a learning culture, resistance to change, and an inability to learn and
adopt new business practices.

Q. In establishing the closest relationships that you have with your customers, did you use
any particular resources to help you enhance your business capabilities?

Table 2-2: Resources Used, by Value Chain Role

Producer

Processor/Distributor

Retail

Foodservice

e Networking

e Networking

o Networking

e Peer support

e Peer support

e Peer support

e Mentoring

e Not courses or
books. The human
element/connection
helps to bring you
success

e Integrity and trust

Education

e VCMC workshops
e FCC workshops

e GMC education

Education
e OSMA training
e Courses
e FCC workshops

Education

e VCMC workshops
and conferences

e VCMC case studies

e Universities

Education
e OAC, U of Guelph

External Sources

e Learning visits in
Canada and
elsewhere

e Books

e Industry groups

e Courses

e Trade shows

e Internet

External Sources

e Industry
Associations

e CANADA GAP/CAN
AG PLUS

e Working closely with
growers, we bring
funding and market
opportunities
directly to them

e Trade shows

External Sources

e Government funded
initiatives like the
VCMC peach project

¢ International
learning tours

External Sources
e Standards: food safety,
traceability, GAAP

e External business
advisors

e Grants, government
support, external
consultants

e Grants, government
support, money from
community loans

e Internal
infrastructure to
help them be
strategic and get
involved in industry

e From working with
foodservice companies




The word clouds presented below emphasize (by using different font size) the relative
importance that respondents place on specific types of resources that could enhance the
attitudes and skills which producers must possess, in order to benefit from establishing and
maintaining closer business relationships with downstream businesses. The literature review
and respondents identified that the intermediaries that interact with producers (processors,

marketers, etc.) would also benefit from participating in and having access to these types of
resources.

Q. What resources do you believe would benefit farmers the most?

Producers

CO UI'S€SrarminvolvedLearn
NetworkingEvents
Presentationsrrocess PTOdUCETS U N d e rStan d

Processor/Distributors

advisorsChainFarmers, ..
Producers

Retail

—,e " >

Business SKillS
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Better Understanding
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Shown below in Table 2-3 are the mechanisms by which the required knowledge and skills could be
imparted to producers, and effective business relationships developed between producers and their

customers.

Q. What resources do you believe would benefit farmers the most?

Table 2-3: Resources that are Required, Suggestions by Value Chain Role

Producer

Processor/Distributor

Retail

Foodservice

Facilitated sessions

Facilitation, access to
business advisors

Business facilitation

events (with
downstream
stakeholders)

sessions/events

broker who exists to
enable development
of meaningful
relationships between

suppliers and retailers.

Marketing Marketing skills Marketing resources &
communications - Branding education
Networking/facilitated | Networking Need a marriage Networking/facilitated

events

Short courses
Series of courses
Workshops

Workshops

1-2 day practical
workshops

Management skills
and/or specific skills
(i.e., dispute
resolution, record
keeping, technology,
business metrics)

- Understanding
quality from a
customer
perspective

- Benchmarking

- Younger farmers
need production
skills development

- Older farmers need
marketing skills
development

Specific practical
subjects (i.e.,
packaging, food
safety/traceability,
understanding costs
and fair market

pricing)

SIMPLE Introduction to
supplying
Retail/Foodservice
through to more
involved Category
Management

How to do business
with restaurants:
product and business
requirements
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Business planning Business planning Business plan
development

Mentorship Mentoring program
Traceability, beyond Champion to educate
the basic consumers and buyers
requirements
Funding for pilot Cooling infrastructure
projects (i.e., strawberries)

The following comments expand upon the findings presented above in Table 2-3, by including
examples of specific materials and processes that could be used to enhance producers and
intermediaries management skills and why.

Comments:

e Farmers don't have time; there isn’t enough time off-season for planning, so no time for
business development. (Processor)

e Biggest thing is that as boards and staff, we work together to represent our producers. But
we need to involve them more in the process so they know what we do. Government plays
into this. Allow for curiosity funding, to allow you to host producers. We work in silos. We
say, we work together, but we compete. We need to broaden the scope of how different
commodities work, all need each other to identify and take advantage of opportunities and
limit challenges. (Producer)

e Producers (and others too) need to be able to understand the rationale behind managers'
decisions. (Producer)

e Videos, hands-on, mentoring ...as producers don't like to learn through reading, (Producer)

e Opportunities to learn from people who have benefited from doing things differently - and
how they were successful. (Producer)

e |t is a business first; need to understand the business metrics. Otherwise, just farm your land
and make no money. Need to know marketing, communications, understanding nuances of
where business is going. (Producer)

e Ability for farmers to benchmark their quality across industry or with other producers, so
able to objectively ascertain the real quality of their animals. Networking and facilitation if
business relationship. (Processor)

e Mainly it has to happen in the chain. There is a big disconnect, and producers can't be
expected to manage it all. Retailers should take more responsibility. How do the middle
players (processors) manage it all? We need to funnel info back and forth; it's not just
passing the baton. We need to share info so we can improve, but it is easier to say than to
get it done. (Processor)

e The challenge is those who need help are not aware that they need help. (Retail)



e Most of our farmers are self-taught, and have an attitude that they want to learn from us. If
they don't, they are left behind. (Foodservice)

e [Farmers who have received funding are] top performers that understand inspection
requirements, their business, and our business. (Foodservice)

e Perhaps the agriculture associations could offer value-added two-day seminars. There must
be a clear benefit for farmers to attend. Nominal price to make them come but not be
expensive. There should be a way for farmers to give feedback to the foodservice operators
as well. (Foodservice)

e (Cost-effective workshops based on single topics - e.g., building relationships, food safety and
traceability, packaging, doing business in foodservice. (Foodservice)

Defining the Term “Value Chain”

To identify themes that AMI could use in its communication and marketing materials, and
strategically guide the program’s development, respondents were asked to define what the
term “value chain” meant to them. While there was not one consistent answer, respondents
expressed common themes. They included the importance of relationships, identifying ways to
improve business (processes), creating and sharing value through the chain and being
market/consumer focussed. These statements reflect the five principles of effective value chain
management:

1. Focus on what customers and consumers value
Get the product right every time
Establish effective information and communication systems
Establish effective and efficient distribution systems
Establish and maintain strong proactive relationships

uhWwWN

Each of the four themes identified in the quotes provided by respondents are highlighted using
the following colour guide.

Relationships Improve business Market Focused
(process)

Producer

e Businesses working together to produce a product as effectively and efficiently as possible
for the end consumer.

e Knowing your market then reaching backwards to put in place the processes required to
supply.

e To me the term VCis a true mechanism of support and exchange of info and process up and
down the chain.



. Needs coordination and ability to
produce a product that consumers value.

It is about quality control and personal relationships.

Establishing close learning relationships with suppliers and customers, leading to everyone
having

The relationship between supply, my customer and the final consumer: including respect
for each other and increasing efficiencies. Respect for each other and down the line is often
the missing piece.

| call it establishing relationships with other businesses.

Most intimate contacts; it matters what | think about them and what they think of me...call
it a chain of contacts up and down from your position where each other has influence on
each other’s success.

Developing constructive relationships with suppliers and customers. Trying to help those
that help us, by training each other so able to improve economies of scale. We always try to
manage up, so (for example) have developed relationship with VP of our bank (with whom |
go fishing or shooting each year). This leads to our business partners, understanding our
business better. Also from having established
relationships with senior management, not just those who we interact with on a daily basis.

Processor

Ensuring everything from before field onwards is aligned to serving the final consumers'
needs.

All the businesses involved in supplying the end consumer working together and focused on
serving the consumer.

Any input related to end product and the management of people who determine those
inputs.

Constructing relationships with suppliers and customers. Training others so able to provide
you with more value,

About connecting to the consumer, from right back to breeding. Up and down as far as
possible.

Finding like-minded partners to work together with to understand, co-ordinate and get
products to market. There needs to be trust. Together partners look for efficiencies,

Essentially all that goes into getting the final product to the store, the producers’ suppliers,
through to our suppliers, etc.



Retail
e Working together to supply consumers with the products that they desire.

e From growing through to the consumer. All parts need to understand the processes and
practices that complement each other, resulting in a product that is sought by the end
consumer.

e Get the right product at the right time, thereby through remaining
committed to enabling us to differentiate ourselves in the market.

From field to fork. Process improvement from source to the consumer’s plate

e Building relationships from input suppliers to consumers.

Foodservice

e Value chain is price accommodation and servicing a business.

e Growers, then producers, then distributors, then foodservice providers.
e Every player adds value to the product along the chain.

e All different links in supply chain where value is added and given between each step. The
benefits circulate to promote sustainability.

e Relationships established from field to fork with communication playing a big part in
success.

° to get it to market.

e Avalue chain is a bunch of broken links that sometimes come together to work. We forget
that we have to pay a fair price for good products.

e What we do from the growing side to meet customers' quality consistency and service
goals. It is a holistic process.

Cradle to grave bringing of products to market and the

Other

e | hate the term value chain. Itis a hybrid of supply chain. There is a certain amount of
joining at the hip, dominoes effect, each level is linked. How do you improve each level
when they are all co-dependent? ...[In my experience] Many people don't know term value
chain.

e The term value chain has been used as a catch-all, which has confused people.



Determinants of a Successful Value Chain Relationship

To determine the extent to which factors that the literature review identified as important to
enabling and sustaining the success of value chain relationships applied to Ontario’s agri-food
industry, respondents were asked to describe what had enabled a particular relationship to
succeed.

Almost all the respondents were willing to share information about a good relationship they
have with a customer/farmer (94% of producers, 80% processors/distributors, 100% retailers,
90% of foodservice respondents). All of the relationships had developed incrementally over
time, due to a number of key reasons. Many of the most successful relationships started with a
customer reaching out to a producer they knew through a previous relationship or had been
introduced to by a third party (including networking sessions), who reacted positively and
proved themselves able to perform to expectations.

Themes identified by the research according to their value chain role are summarized in Table
2-4 below, following a brief summary of the elements found important to business relationships
having been established between producers and their customers. Where the sample size and
content is sufficiently large, word cloud analysis has been used to convey the most important
findings.

Q. Can you give me an example of a good relationship you have with a customer?

Table 2-4: Descriptions of Good Business Relationships, by Value Chain Role

Producer | Processor/Distributor | Retail ‘ Foodservice

How relationships were initiated
Most were developed over time and often via personal contacts or introductions. It was rare for producers to
reach out via cold calling.

e All of the producers
indicated that they
had taken the
initiative to start the
relationship, but the
vast majority were
extensions of a
personal relationship
(i.e. previous dealings
in an association/
board, family
member knew them,
or friends made the
introduction).

e Only two indicated
that they started
good relationships as
a result of cold calling
for business.

e 3 were jointly
developed

e 2 were producer
initiated

e 1 processor/distributor
initiated

e 2 of 8 were the result
of a company buy-
out/take-over.

e Developed via personal
relationships (i.e. joint
board members)

e Historic relationship
developed into
something better over
time

e 4 by restaurant or
institutional supplier

e 1 producer

e 1 middle man




Leadership

At the beginning of this section, the majority of respondents indicated that there is a clear relationship
“leader” (100% of processors/distributors and retailers, 91% producers and 55% of foodservice). However,
further probing leads to the conclusion that the ongoing management is more likely to be a shared
responsibility between partners.

Retailers and foodservice respondents did not explicitly outline their roles or responsibilities. Some roles were
identified by producers and processors/distributors. These include developing sales and marketing, finding
sales outlets, funding projects, and establishing and maintaining standards.

e 8 jointly managed

e 2 producer led

e 2 managed by middle
man (i.e.
broker/agent)

Roles:

e Develop sales and
marketing

e Find outlets for
product

e |nnovate to solve
problems (i.e. adjust
pricing models to suit
product availability)

e 4 jointly managed

e 1 producer managed

e 2 processor managed

Role:

e Define roles and
responsibilities

e Fund change projects

e Establish and maintain
standards

e 3jointly managed

e 1 producer managed
via a Category
Champion

e 2 supplier (processor/
distributor managed)

No roles clearly

expressed

e 3 jointly managed

e 3 by restaurant or
institutional supplier

e 3 middle man

No roles clearly

expressed

Do participants share clear vision and common goals?
The majority of producers, processors/distributors and retailers say that they share common vision and goals
with VC partners. Only 55% of foodservice respondents agreed. All indicated that they share a focus on

market requirements. Other key factors are identified by VC role, below.

93% said yes
Includes:
o Market focus
o High Quality

100% said yes
Includes:

e Market focus
e Longterm

100% said yes
Includes:
e Market focus

55% said yes

“We educated each other
on our needs.”

Capabilities that create

value (key words from open ended questions)

Attention to

Detalil
ChemistryDesire
toLearnrocus

Succeed

e Attention to detail

e Desire to learn/try
new things

® Good chemistry (get
along/like each other)

Attention to

Detallattitude

Commitment

e Desire to succeed

e Commitment to each
other

o Attitude; willing to
learn and
change/improve

e Communication/
feedback

e Attention to detail

Word Cloud Not
Available

e Vision of leadership
e Accountability

e Targets

Business Understand

Men UQuality

Quality focused on
market needs

“Build business on
quality. Prices are
competitive but we
don't beat him up on
price. We understand
what it takes for him to
do the job.”
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Describe the culture that enables cooperation and learning

e Continuous willing to
learn and adapt

e Regular
Communications

e Respectful

e Challenge each other
to do more/improve

e Measurable

e Accountable

e Coordinated

e Caring

e Honest, Open

e Commitment (long
term)

e Attitude and desire to
learn and improve

e Share rewards/risk

e Finding the right
partner

e Taking extra steps to
develop the
relationship, even if
not immediately /
directly beneficial (S)

e Friendly

e Supportive

e Realistic about
capabilities

Why are the partners compatible?

Needs
SucceedValues

e Personal relationship,
like each other

e Mutual respect

Similar values

Attention to detail

Open and regular

communication

Extra
Mile......

e Based on mutual
respect

e Based on knowledge of
product and market

e Listen and learn

e Committed

e Attitude, easy to work
with

¢ All want to get paid
promptly

Word Cloud Not

Available

e Focus onend
consumer

e Business mindsets

e Attitude,
passion/drive

e Good
communications

e Work together well

Word Cloud Not Available

e Mutual respect

o Like each other

e Able to do the job and
meet needs of each
other

e Spend time together to
develop the business

e Creates value and
reasonable price
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How are the relationships managed?

Business

Communication

Focused

Communication

Reportingseaso n

e Regular feedback with
multiple levels of the
business; meetings,
business reviews,
weekly (or more)
phone calls, social
aspect

e Many commented
about the need for a
personal connection

e Clearroles and
responsibilities

“It’s a 24-hour job, 7

days a week. You need

to be there when they
call.”

“Over time I've

developed a sixth sense

and | notice that
something is wrong

[during bi-weekly

visit/delivery]. | figure

out when | comein. |
don’t leave until | find
out. Interest in their
business. Otherwise you
lose the business.”

Reqular
Reporting

e Regular reporting pre,
post and during the
season

e Formal and informal

e Meetings, phone,
text, etc.

e (lear revenue targets,
marketing
arrangements

Word Cloud Not
Available

More formal with
ongoing reporting as
well as during key
periods (i.e., annual, end
of season)

Word Cloud Not Available

e All were informal (no
contracts)

® Regular
communications via
meetings (i.e.,
monthly), twitter,
annual reviews/
seasonal reviews

How do you evaluate, report & improve performance?

Feedback
Informal
Reporting

Priceseroit

Quality

6 producers commented
that reporting is informal
(3 reported some formal
processes).

Evaluate: quality
standards, business
metrics

QualityYield

Reporting

Sheets

More formal processes,
including:

Quality, grading,
sales/volume/price, spec
sheets, tenderness, fat
cover

Word Cloud Not

Available

e Casual: phone calls,
etc.

e More formal:
meetings, 5-yr plans

Word Cloud Not Available

e All but 1 is informal
with ongoing verbal
monitoring. Some had
annual meetings with
customers.

e 1 has more formal
meeting with written
reports include sales,
profitability, and
analysis of business
metrics
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Do you have an example of how you worked together to adjust to change?

“I am the innovator and
leader of out of the box
activities, but | have to
live by their rules. | abide
by their choice but we
have worked together
long enough that we
make things work. If
something is over spec,
we can try to sell by
piece vs by pound to get
more money. Create win-
win-win
(retail/farm/consumer)
squash sell .99 pound. If
3lbs, then sell for S1,
they sell for 1.99 and all
are happy.” Producer

e Continuous
improvement
e Ongoing process

e Work together for
improved control
(i.e. grow business
together so don’t
need additional
suppliers)

Extra comments were not
provided

Other factors for success?

Commitment

o Ability and willingness
to work together

e Mutual respect

e “Sometime you'll lose
a buck [in the short
term], but you'll make
it back ten-fold.”

Commitment

e Proactive

e Willing to
change/improve

e Open/transparent

Commitment

e Focus on key markets
e Find the right partners
e Reinvest in business

Extra comments were not
provided
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Project Purpose

Propose a
I “value
chain”

Whether business
AMI should strategy
launch an for AMI
explicitly
“value

Activities and

programs that

chain”
would <

rogram
encourage and progra
Eactors enable more
Ontario

determining

producers to
e adopt VCM
Quantify the relationships practices
state of ON
producers’
business

the nature of

relationships
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4. Environmental scan: value chain programs/

initiatives in Ontario, Canada, worldwide

& @ ALUE
GEORGE %ORRI‘; CENTRE Manag{:‘leéclerﬁ
|| Literature Review

Research Methodology
1. Literature review: value chains and their
management in context of agri-food industry
2. Quantitative surveys: 500 Ontario producers
3. Qualitative interviews: 52 producers and
downstream Ontario agri-food businesses

1 “



20/02/2013

"For every complex problem, there is a
solution that is simple, neat, and wrong."

Henry L. Mencken

Duality

Supply
Chain

Dualism

Anywhere be
simultaneously,
relationsh:

Every Business Operates in a Value Chain

Efficiency
Effectiveness

Competitive Businesses
= Competitive Industries



» Getting the product right every time

» Ensuring effective logistics and distribution

» Having effective information and communication
» Building and sustaining effective relationships

Produces outcomes that are very difficult to copy

Value Chain Management
* Businesses that together form a chain make a
deliberate decision to create more value:
» Usually from a targeted market segment
» Reducing costs
» and/or Increasing revenue
Achieved by:
» Focusing on what consumers and customers value

Agtri-food trails other industries in adoption of VCM

Mindsets Determine Willingness and
Ability to Collaborate

Attitude towards others and their surroundings

* 1o gl -

20/02/2013



* Continuum spanning spot market, to closely aligned

¢ Structure, behaviour and capabilities are outcomes

Not One “Type” of Value Chain
‘ Fragmented Cooperative Coordinated Collaborative
* Value chains come in various forms, no 2 are identical
Each exhibit distinct characteristics and capabilities

* Separate links of same chain often operate differently

Value Chain Characteristics
e & 8 &
5 D i rﬁ E‘%
| Fragmented | Cooperative || Coordinated|| Collaborative |
Strategic Alignment
Operational Alignment
Potential Benefits

LOW
HIGH

Potential Risks

Literature Review

20/02/2013
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Determinants of Value Chain Innovation

Effective management, including:
Leadership
Culture
Attitude
Skills

Processes
Incentives

Willing and capable participants:
» Willing to learn and communicate
» Able to implement and collaborate

Barriers to Change /Improvement

* Lack of alearning culture
* Differing expectations, motivation
* Government and institutional policies N

* Business size and associated capabilities




» Marketing experience, knowledge
» Regularly interact with customers and/or consumers

* Identical factors impact motivation of managers

trom businesses along the entire value chain to
establish close business relationships

@ ALUE
b R e HAIN
|| Qualitative Study

Factors Influencing Producers’ Motivation
to Establish Close Relationships
* Characteristics of producers most likely to
participate in closely aligned value chains:
» BExperience outside of agriculture, agri-food
» University education

!

4
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Most Cited Business Relationships
According to Valne Chain Role

: 3 i a

‘ Fragmented ‘ Cooperative

Coordinated ‘ Collaborative

Producers

Processors/
Distributors

- Retailers

Foodservice
Qualitative Survey

Factors Impacting Business Arrangement

Especially for retailers; less so for producers and
processors

Reasons for Differences

Scope of
the

Business

Size of the
Farm

Seasonality

“I get 80% of my products from the

top 20% of my suppliers (farmers),

because these top partners are able
and willing to supply my needs”
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Preferred relationships resulted from first establishing a
clear common understanding of needs and challenges

Strength of Business Relationships
mm Producer
: s Processor/Distributor
i [ Retail
| I Food Service
b Avg Overall
i Relationships
1 Avg Best Relationships
Majority of Best Relationships
Relationships
* All prefer arrangements that are not one-off transactions
Distinct differences in nature and value of relationships
* Few long-term relationships use formal contracts

=
(=]

O B N W A Y N W

Lack of Understanding Leads Producers
to Not Fulfilling Customers’ Needs
Farmers are often more able to meet
: customers’ needs than it appears; the
1 problem is that they are not
] sufficiently motivated. (Producer)
| Product
i . Service
| —Avg Product
] — Avg Service
& . 3 éi
o
How well do farmers generally understand customers’ needs in terms of product and service (1-10 scale)?



Links Growing, Though Gaps Remain

“It used to be a lot less. We have spent a lot of time
educating producers on retailers' requirements and
what we need to achieve.” (Processor)

“Producers don't realize the trouble and costs caused
by poor quality product and service.” (Processor)
“Agriculture and processing is still primarily a "push’
system, focused on volume and cost.” (Rezailer)

“Once they've experienced what we are able to achieve
together, they are totally on board. It is getting them to
take that first step that can be challenging.” (Retailer)

“Farmers may understand restaurants, but they don't
understand institutional foodservice. For example, the
need for consistent sizing.” (Foodservice)

Overall vs Best Relationships by Sector

The length and complexity of a value chain directly correlate

to the connectivity that exists between the participants

Weakest
relationships,
stated as
largely being
due to the
arbitrage
power exerted

by processors

= Avg Best Relationships

Other includes
Pork, Wheat &
Soybeans

20/02/2013
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Determinants of “Best” Relationships

Reflect Principles of Effective VCM

Share a clear V1s1on and common goals

Possess capablhtles to create Vqlue

Have a culture that supports cooperation and learning

H'we compatlble partners

Proactively manage the relatlonshlp

Reouhrlv evaluate and 1eport

Continually ad]ust to changing circumstances

Benefits From Constructive Relationships

By Value Chain Role and Overall Average

100% | mmq
90% -
80%
70%
60% -
50% -
40% -
30%
20%
10%
0% -

Differences between

mm Producer
mm Processor/ Distributor

[ Retail

= Food Service

Average Overall

Better common understanding
Increased revenue

Better risk management
Products to market more quickly

Increased efficiencies / cost savings
Innovate faster or in unique ways

Greater focus on market opportunity

20/02/2013
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Factors That Have Limited the Development of
Close Relationships between Farmers and Customers

100%
90%
80%
70%
60%
50%
40%
30%
20%
10%

0%

m Producer
mm Processor/ Distributor
[ Retail

 Food Service

Avg

The 3 most frequently mentioned relate to communication, lack of
training/education, availability, and/or consistency of product.

Best Farmers Differ from the Wider Industry

Marketing knowledge or experience of the farmer

Business experience outside farming

Education level of the farmer

Sector in which they operate

®mProducer M Processor/ Distributor  ®Retail ™ Food Service

Every respondent group stated that what differentiates the “best” farmers
(from a business relationship and capability perspective) from the wider industry
are the factors that were identified in the literature review.

20/02/2013
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Resources Used, by Value Chain Role

Producer Processor/ Retail Foodservice
Distributor

e Networking e Networking e Networking
e  Peer support e  Peer support
Education Education Education Education
e Workshops e Training e Workshops e  University

e Courses e  Conferences

e Workshops e (Case studies

e  University
External Sources External Sources External Sources External Sources
e Tours e Industry associations e  Tours e  Standards: Food safety,
e  Books e Food standards e  Government traceability, GAAP
e Industry groups e Working relationships
e Courses e Trade shows
e Trade shows
e Internet
*  Mentoring e  External business e  Grants, external e  Grants, government
advisors consultants support, money from

community loans

e Involvementwith e Working with experienced
industry initiatives suppliers

Resources Required to Engender Change

Practical management skills (Z.e. dispute resolution, category
management,

Business planning

Traceability
Funding for infrastructure and pilot projects

13
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Quantitative Study
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Management Centre

Environmental Scan
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TASMANIAN INSTITUTE

OF AGRICULTURE
English Farming & Food Partnerships

Overview of Value Chain Programs
* Canada invested considerably less than most nations
» Canadian investments have largely been disjointed, subjective,
analytical rather than implementation, government controlled
Food Chain Centre example of concerted effort

Value Chain Initiatives
stichting Agro Keten Kennis ™ Food Cha in Centre
: 7 - Best praciice for vour Lusiness
%S/ !
L Ty
— .x x.
K‘E'nt ngecfv?;m Final report
Business School | Research (VCR?)
o
A constraints analysis
of mango supply " t Ia
chain improvement in
Pakistan

» £3.8m (eq. $8.4m) for action research, tools, replication
» £1.5m (eq. $3.3m) for support, e.g., consumer research

* European programs more technical and scientific
» Buropean pork competitive-enhancement study

Virtually all programs feed directly into courses
» Only example in Canada is VCMC, with indirect feed
* Most programs focused on business innovation
» Achieved through infrastructure, technology, marketing
* Mostly primary information, consistent delivery
» Canada mostly secondary info., inconsistent delivery

20/02/2013
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AMI Strategy and
Business Plan

Overall Findings
Examples of value chain successes exist in ON
» Increased revenue and profit, strategic opportunities
Relationships are the determinant of success
» Provide the traction to act, implement, improve
* Majority of producers are limited in their ability

to form sophisticated business relationships
» Many are interested and see the potential benefit

* Primary reasons lying behind this situation
» Systemic problem, not limited to farming
» Lack of knowledge/ability required to communicate
» Lack of business/management skills, motivation

Downstream businesses reaching ‘up the chain’
» Limited resources, knowledge, patience

16



Present ‘Value Chain’ Landscape

Producers

* Distributors L R
4-._. *

Product Pathway - Route to Market

R T R ———
e
(Exetence n Wanutcarng Garads ()

e )

Sector-Level Trends and Capabilities

Highly
Able

E Vegetables (Foodservice)

Vegetables (Retail)
2. Pork and Lamb (Foodservice)
Pork and Lamb (Retail)
Relatively
Unable

Foodservice Yl
Operators

Level of understanding and ability
to apply “Value Chain” approaches

o0
@
8

20/02/2013
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Increased
opportunities

Enhanced
confidence

Sense of
empowerment
g

-

Enthusiasm for
action

Genuine
understanding

Adapted from Fell & Russell (2000)

VCMC: Strategic Focus
Vision
Placing Canada at the forefront of value
chain research and innovation
Mission
Establish a sustainable centre for international

Motivation to Act is an Outcome
Causal ( VS. defensjve ) Enrichec? human
reasoning experience

research, education, and management of

agri-product value chains

18
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VCMC: Strategic Focus
Goal

Industry Competitiveness

i Projects &
Capacity . J
Collaboration C i
Buildin onsulting
Training ar%d Research and
Workshops Protocols Implementation
VCM Framework

VCMC Strategic Implementation

HALUE
Coam

Sector-Level
Policy and
Advisory

Individual-Level "
Training and
Awareness

Distributors

Producers

19
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Customers
seeking to

connect with
producers

Engendering Purposeful Long-Term Change
Single loop learning within an
established cognitive system, where
present values and beliefs shape
decisions and behaviour
Underlying M 121/[?1'21 Y Results:
Assumptions | — (; e ~b ;ﬂ N Atutude. and
values, beliefs, behavior
Strategies
Double loop learning, where an individual
critically assesses the assumptions that underpin
the values and beliefs which shape their decision-
making processes and behaviour
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» Implementation: pilot partnerships and practices

Delivery will be critical to success
» Partner with industry associations (where applicable)
» Not through industry associations

Do not title the program “Value Chain”
» Many different connotations about meaning

AMI Program
* Purpose: facilitate changes in mindsets
» Critical to enhancing long-term competitiveness
» Leading to common language, building basis of trust
» VCMC primarily focuses on action research
* Two types of program
» Communication: awareness raising “priming pump”

» “Agricultural and Agri-Food Partnerships”??

AMI Clients
* Program will have three distinct target groups
» The most important being commercial businesses
» Also motivating and enabling institutional change
. Spec1ﬁc client groups
. Producers and commercial businesses
* Particularly those with whom they immediately interact

2. Industry organizations, government, financial
* Assist in creating environment conducive to change
3. Teaching and research institutions
* Influencing attitudes of new entrants, along entire chain
* Influence research programs to address commercial needs
* Influence change through ensuring activities
» Based on objective rigour that can be substantiated
» Delivered in ways that encourage replication

21



AMI — Program Structure

Champion and

Practical “what, why, enable innovation | Enhancing
e, ooy, et through coffee- management
” o table reports and capabilities
presentations B

Conceptualizing, - Piloting
Scenario Building innovative
and Planning business models

Explopstion I Project | ———
Discovery Funding

Qutreach /
Extension ch e current assu
Funding pragmatic

AMI Branded Events Bxchages Specific
Tours
Speaker. General
Sponsorship
Mentorship Educatllc{n Professional
and Training

AMI Program: Communication

* Strategically challenge current assumptions
» Bxploration, introduction, facilitation, revelation
» Bvents, visits, mentorship, training, outreach
* Critical to success
» Present irrefutable examples of success, how achieved
» First-hand, experiential activities
* Examples of potential activities
» Produce: Visit and learn from innovative chain
» Wheat: Develop roadmap and new business model
» Mentorship: Encourage change, 1 producer at a time
* Outcomes
» Greater willingness and ability to build relationships
» Reduce attitudinal and physical barriers to change

20/02/2013
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business relationships with producers
» Include a “speed dating” service as one offer

Enhance business skills through experience
» Tacit knowledge critical to value chain sustainability

Pilot implementation of new business models
» Financial arrangements

» Business and sector innovation

» Operations and quality practices

AMI Program: Implementation
* Assist genuinely interested producers to establish
closer, more sophisticated business relationships
» Producers already progressed beyond transactional
* Assist customers and suppliers to establish closer
» Potential delivery partners incl. VCEMC, EMC, GFTC

* Evaluation
» Identify and quantify determinants of success
* Learn from ‘failures’
» Identify external factors influencing outcomes
* Produce objective advice on policy, regulation, legislation

AMI Program: Governance
* Advisory Board
» Strategic oversight, guidance
» Senior managers from commercial industry
» Experts in field of business/value chain management
» Ensure projects create knowledge and/or capabilities
required to construct strategic business relationships

» Continual improvements in program’s effectiveness

20/02/2013
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Program and Project Evaluation

‘ Consequences for Ontario Agriculture, AMI ‘

aln aln
Contrast* End results
aln

(E}KASA
change

First Year Activities

* Six sector-specific forums

» Vegetables, Fruit, Oilseeds, Pork, Beef, Lamb

» Ilustrate “why” and “how” of successful VC initiatives

» Identify how lessons learned could be applied to ON
* Mentorship program

» Enable innovators to enhance business opportunities

» Hands-on support for businesses desiring to change
* Pilot studies

» Apples

» Lamb

» Dairy

» Wheat

» Goats

20/02/2013
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Baseline Study of

Value Chains and Their

Use in Ontario
Agriculture

Type of Producer
(Main Farm Enterprise)

Ipsos Marketing

Statistical Margin of Error
(95% Confidence Level)

Grain and Oilseeds

+/-6.4%

Horticulture (Fruit and Vegetables)

Directional Only*

Other crops

Directional Only*

Total Crop

+/-5.9%

Beef

+/-11.7%

Hogs

+/-15.5%

Dairy

+/-13.2%

Poultry and Egg

Directional Only*

Other animal/livestock

Directional Only*

Total Livestock

+/-6.5%

Total

+/- 4.40%

20/02/2013
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Agri-Food Value Chain

Participation

Ipsos Marketing

M Value Chain Definition Read To Farmers

An agri-food value chain can be defined as farmers having developed
a close relationship with other members of the food chain, such as
processors, marketers, food service companies, retailers, suppliers,
shippers, etc. By establishing close relationships, the involved
businesses develop the ability to add value throughout the chain by
identifying ways to reduce costs or increase profitability. For the
purpose of this study, the term agri-food value chain includes such

things as food and biofuels.

Ipsos Marketing
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E Participation and Awareness of Value Chains

Participation in Value Chains Awareness of Value Chains

I currently
do not
participate .
in an agri- Have heard olf’ it :n:i know a lot 8%
food value aboutT
chainbut Don't Know Currently
have in the. 1% p:lartlcllpate
. in value
past Have heard of it but only know 23
12% a little about it
Undefined 7
. ‘s
value chain - Have heard of it only 17%
participant;,‘
6%~
/’
’/
peeee ”¢
‘s .
V'currenth - Have not heard of it 32%
'Fdo ot v ~~" Of those who do not
participate participate in a value chain,
ih an agri- 51% know at least a little bit
féod v_alue about it Don'tKnow | 1%
1 chain
L5l
which of the i best describes your participation in an agri-food value chain?
Q8a. Given this definition, which of the i best describes how familiar you are with agri-food value chains?

Base: All respondents (Total n= .
Base: Not partici| tiuainﬁotalnﬂss) lpSOS Marketlng 5

Agri-Food Value Chain

Participant vs. Non-
Participant Profiles

Ipsos Marketing




E Profile

Main Farm Type

Gross Farm Sales (2011)
71%

37%
38%

Grain
Beef Cattle

< $250K

$250+

Dairy

Horticulture

H In a value chain Education

 NOT in a value chain

Poultry/Egg

63%

52%

Hog

Other Crops

15% < College College or
higher

Other Livestock

‘ Ipsos Marketing 7

M AMI Farm Business Segment Profile

M |n a value chain

 NOT in a value chain

19%

16%

12%
1% 10%

Sunsetters Skeptics Independents Developers Planners

‘ Ipsos Marketing 8

20/02/2013
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Defining Value Chain

Segments

Ipsos Marketing

M Analysis Approach: Chains Versus Relationships
A key strength of this research is its @ e

ability to analyze data in two main
ways:

1. Analysis of a farmer’s business
relationships decoupled from the
chain. Fundamentally, this
approach is an assessment of
strategic business relationships
with significant diagnostic
capability.

2. Analysis of overall value chains

Ipsos Marketing 10



@ Review of Value Chain Landscape in Ontario

Types of Relationships

I currently
do not
participate
in an agri- Processors 46%
food value
chainbut Don't Know curre.ntly —
have in the 1% participate Distributors 44%
Other Farmers 26%
Undefined
value chain Retailers 15%
participants
6%
Ethanol Plant 8%
| currently Base sizes to small
do not Food Service Company 5% for further
participate analysis
inan agri-
food value Farmers who indicated they Restaurant 5%
chain were value chain members,
53%

however, did not provide
sufficient classification
information.

Fruit/vegetable value chains are more likely to be involved with retailers, food service, restaurants, and

direct to consumers. The longest chain is 6.0 links and the average chain is 2.2 links in length.

M Companies Involved in Value Chains

Ipsos Marketing

Of the companies currently involved in value chains and named by farmers, Loblaws and Quality Meat
Packers are mentioned most frequently. The diagram below shows all names of value chain partner
companies that were mentioned more than once by respondents. The larger the font size, the more

frequently it was mentioned.

AgriPartnersCo-op

LondonAgriculturalCommoditiesinc

QualityMeatPackers

ArcherDanielsMidlandCompany e
HensallDistrictCo-op cais™"

Locallndependentmarket/grocery
MapleLeafFoods

Q14. What is the name of ... that you have a direct strategic partnership or alliance with for the ... you pr

Base: Currently participate inian agrisfood value chain (Total n=169)

oduce?

ThompsonsLimited

Cargill ConestogaMeatPackers

Loblaws

11

Ipsos Marketing 12
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E Value Chain Segment Definition

* Each relationship was evaluated based on seven measures that included farmer
attitudes’ towards:

[Your partner] provides you with information about their customers’ needs.
[Your partner] is very focused on their customers’ needs.
[Your partner] provides you with timely and valuable feedback on performance that you can use to improve your operation:

[Your partner] encourages you to offer suggestions on how they can improve their business /products.

Your busi has open di ions with [Your partner] regarding your respective businesses’ performance and strategies.

[Your partner] is committed to a long-term working

p with your k

Your business is committed to a long term working relationship with [Your partner].

* Based on the outcome of this evaluation each relationship was then categorized
into one of the four value chain segments as defined earlier:

Fragmented Cooperative Coordinated Collaborative

‘ Ipsos Marketing 13

M Value Chain Profile

When individual farmers “chains” of
relationships are analyzed, we can see 80%
have only one type of value chain
relationship with their partners (e.g. either
fragmented or cooperative, etc).

When all relationships are totaled, we can
see that only 10% of Value Chain
relationships can be considered collaborati

Percentage of Farmers in
Different Types of Value
Chain Segments (n-172)

In more than
one type of Collaborative
b 10%

All Relationships in a
Value Chain (-172)

relationships i
ON farming

Cooperative
38%

Ipsos Marketing 14
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E Relative Size of Value Chain Segments by Type of Relationshi

Processor -7 Distributor (-7

Collaborative
7%

Fragmented Collaborative
18% 12%

Cooperative
34%
Cooperative

33%

Other Farmer (n-a) Retailer (n=2s)

Fragmented (" Collaborati
13% 15%

-

ollaborative
0%
N

<

Cooperative
46%

Cooperative
27%

Ipsos Marketing 15

Value Chain

Participation Goals and
Achievement
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M Goals and Objectives Prompting Participation in Value Chains

The primary goals of value chain participation tend to be financial, however, market expansion and consumer

focus are also commonly mentioned.

Improve profitability 60%

I have
Increase return on investment 51% 9 achieved all
Expand current markets and/or into new... 48% 7% Don't Know of my goals
5%
Reduce cost of production 47% 8% 1%
Improve consumer perceptions 6% 6%) ! h'ave
achieved
Improve or maximize efficiency 43% 59 I have most of my
Improve product quality 42% (34 achieved goals
some of my 35%
Guarantee delivery of product 42% 4% goals
Reduce risk | {5/ 59%
Information exchange among members in the... 30%
Develop new products 28% 16%
Greater ability to plan or budget 25% 5%
Access more information from along the chain 28% 6%) Top goals not b‘mn‘g‘ac’“e‘md:
= Improve profitability
Expand operation 28% 9% = Improve or maximize efficiency
Diversify 23% 99 16% = Information exchange among
Networking with other farmers k53 9 12% members in the value chain

= Expand operation
ETop 2Box (9-10) & Mid (3-8) ®Low 2 Box (1-2)

Q25. Using a 10 point scale with '10" being 'to a great extent' and '1' being 'not at all', to what extent are the following goals and objectives important in driving -
prompting your farm operation to participate in an agri-food value chain? How about...
Q26. To what extent have you achieved your goals and objectives for participatingin an agri-food value chain?

Base: Those that gained knowledge and/or learning new skills through their value chain (Total n=155)

Ipsos Marketing 17

M Contributed To Financial Success of Operation — TOP 3 BOX

The attitudinal measures selected show those in higher functioning value chains (coordinated and
collaborative) are far more likely to feel the value chain has contributed to the financial success of
their operation.

Processor (-77) Distributor (n=72) Other Farmer (n=a) Retailer [n=25)
100% 100% 100%
93%
87%
81%
67%
36% 39%
30%
20% 21%
10% 13%
0%
< axx\\d\ 5@6 AN P = 6\@'@6 AN P ‘3 6\“3@6 SN P 0 a‘\“é\‘\a“"é AN¢
<% c°°° o \\“ < oo <,°°‘ o\ ¢ c°°Q S\ o o o ™

The relationship with [INSERT PARTNER]contributed positively to the financial success of your operation.

Ipsos Marketing 18
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Key Areas Of Improvement To Achieve Goals

[ Sales/ marketing i 10%]

More government support

[ Education/ more awareness

New/ modern technology . .
For many, areas of improvement relate to gaining

Better prices/ lower cost production 6% skills/training in business aspects of farming.

More funding/ capital 6%

Communication 1

Business expansion/ to get bigger 4%
Increase production

Efficiency

Not interested/ don't participate
Nothing

(DK/NS) 17%

*Responses under 3% not shown
Q28. What, if any, do you feel are key areas for improvement in the skill set of your farm operation that would help you achieve these goals?.

Base: Have achieved most/ some/ none of the goals (Total n=144)

Ipsos Marketing 19

E Skills Learned and Knowledge Gained From Value Chain Participation

skills/ 11%

Better quality product/ processes needed for quality... 10%

Better understanding of the industry/ aspects of the... 9% .
40% indicate they have learned new

Better business skills skills or gained knowledge.

Improvement in crop management (e.g. fertilizer,...
New technology/ processes

Gain knowledge about consumers

More knowledge of retailing

Improvement in animal husbandry

Better ing of working i ips/...
Necessity of constant supply

Getting the best price

Better communication skills

Other

__J 60% indicate they have not gained new skills

Nothing or knowledge.

Don't Know

Q24. Thinking about your participation in an agri-food value chain, including the relationships with one or several members of the chain, what knowledge did you gain
and/or skills did you learn?

Base: Gaining knowledge and/or learning new skills (Total n=155)

Ipsos Marketing 20
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@ Contributed To Gaining Knowledge and New Skills — TOP 3 BOX

The attitudinal measures selected show those in higher functioning value chains (coordinated and
collaborative) are far more likely to have gained knowledge or skills as a result from participating in

the value chain.

Distributor (n=7)
100%

Processor (n=77)

67%

8%
4%

c\ma‘e(\ e é ‘a‘qd 03‘66 (&N

e“ e
% c0°‘) <5,0 ((‘a%‘(\(’ooﬂ’ o o) e

Other Farmer (n=a) Retailer [n=25)
100%
93%
67%
30% 29%
0% 0%
PO é(\%‘eé@“q e 6< {Ni\‘\a‘e o
2% (,°°Q goo o\ % oo 0oV

The relationship with [INSERT PARTNER] has contributed to you gaining knowledge and/or learning new skills

Ipsos Marketing 21

E External Threats/Barriers to Achieving Goals

Government regulation/ support (incl. political)

Market competition (domestic/ foreign)

Weather

Trade barriers/ issues (incl. free trade)

26% .
Top external barriers

to achieving goals
are government
regulations/support
and market
competition

21%

16%

13%

Value of Canadian dollar

Commodity/ market pricing (incl. low pricing,
stock market)

Lands surrounding farmlands/ urban expansion

Cost of operation - inputs (fuel, feeds, repair,
etc.)

Economy/ inflation

Health and safety issues (incl. CFIA)

Diseases (animals/ plants)

Don't know

*Responses under 5% not shown

Q29. What, if any, do you feel are the largest external threats or barriers to achieving these goals? By external, | mean things outside the control of your farm operation.

Base: Have achieved most/ some/ none of the goals (Total n=144)

Ipsos Marketing 22
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Satisfaction With Value

Chain Relationships

Ipsos Marketing

M Satisfaction with Each Value Chain Relationship

H Completely satisfied

i Mostly satisfied, but there is some room for improvement

H Neither satisfied nor dissatisfied

i Mostly dissatisfied, and there is a lot of room for improvement

i Completely dissatisfied When asked for their
overall satisfaction
with each business

Other farmer (n=44) relationship, most
are highly satisfied
Retailer but acknowledge
(n=25) there is room for
Processor improvement.
(n=77)
Room for
Distributor improvement is
(n=7) greatest in retailer
PR
Restaurant ! 4
(n=9)
Food service
company
(n=9)

Ethanol plant
(n=14)

hich of the following best describes how satisfied you are with the working relationship you have with ... for the ... you produce in the agri-food value chain you
participate in?
Base: Have a direct strategic partnership or alliance with [blank]

Ipsos Marketing 24
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@ Satisfaction With Value Chain Relationship — TOP BOX*

The attitudinal measures selected show those in higher functioning value chains (coordinated and
collaborative) are far more likely to be completely satisfied with the value chain relationship.

Processor (n=77) Distributor (n=7) Other Farmer (n=a) Retailer [n=25)
89%
79%
57%
52%
46%
/ . /
17% 135 . 1% -

0% 0% 0% 0%
3 & 3 e 3 oS 3 e
o e“o‘) oé“a‘e ‘N %‘(\e e x%‘qd&‘e e %«\e o? é(\%‘e (b‘N o e‘\o‘) 6(\3‘8 @

€® 0OF (o <@% (00®  o0f 3 \ €% o goo [ [T e goo

Which of the following best describes how satisfied you are with the working relationship you have with ... for
the ... you produce in the agri-food value chain you participate in?

*Note chart is based on a score of 10 out 10.

Ipsos Marketing 25

E Reasons for Being Satisfied — By Relationship Type

Open communications/networking are key reasons for satisfaction within relationships, followed by
financial rewards. For retailers, both of these reasons are lagging in regards to satisfaction levels
comparable to the other main partner types.

fg::: Processor Distributor Retailer
—an (n=76) (n=74) (n=24)
Communication/Networking (Net) 37%
Open/ up-front discussions 20% 13% 7% 7%
Networking/ building relationshi 10% 21% |  13%
Good communication/ keep us |nformed 8% 13% 20% 10%
Financial rewards/ profitable/ bottom line 18% 17% 16% 7%
liable/ resg ble/ d dabl 10% 6% 2%
Provides services/ does the job/ pays on time 8% 8% 12% 7%
Have a .g?od working relationship - 7% 5% 2% 10%
unspecified
Gets the job done 5% 5% 11% 6%
Honesty/ integrity/ | trust them 4% 8% 3%
ilable/ accessibl 4% 5% 9% 9%
Long term relationship 4% 2% 4% 4%
Good/ friendly/ professional company 3% 7% 6% 3%
We both benefit from each other 2% 6% 5% 9%
They're our market/ customer 17% 6% 5%
IThey know what customers want/ retain 6% 2% 10%
They do a good job (selling our products) 4% 6%
ICompetitive prices 4% 6%
[They distribute/ promote products 4% 6% 3%

Q22. What are the key reasons why you are satisfied with your working relationship with ... you produce in the agri-food value chain you participate in?

Base: Not completely dissatisfied

Ipsos Marketing 26
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E Areas that Need Improvement- By Relationship Type

Across all relationships, 24% - 45% said there is room for improvement. Of those who did see room for
improvement; the key areas are better communication and return on investment.

Processor Distributor Retailer
(n=62) (n=59) (n=18)

Better under of each other's busi 4% 9% 5% 4%
\Working around the h 3% 1%
IHigher dity prices 2% 1% 9%

Better marketing/ promote the product better 5% 11% g

More long term planning/ know what I'm

. 3% 3% 3%
doing the next year
More information/ market information 3% [[11% ] 4%
Other 10% 3% 5%

at are the key things that need improvement in your working relationship with ... you produce in the agri-food value chain you participate in?
Base: Not completely satisfied

Ipsos Marketing 27

Barriers to
Participation in Value

Chains Among Farmers
Currently Not
Participating in One

Ipsos Marketing
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@ Reasons for Not Participating In Value Chains

The top reason (12%) for not participating in value chain relationships is the perceived notion that
their operation would not qualify/is not suited for participation, followed by age.

Don't produce anything that would qualify/
my type of farm operation is not suited to it

Age/ too old

No time/ too busy

- VT . o e o e = -
: No benefit/ profit for us
1

1 Not familiar/ don't know enough about it
D e ———————————.

No control

Changes to farm operation

Small farmer/ Don't have enough land/
volume to participate

Not setup for that yet/ I'm a young farmer/

just starting out

Don't know *Responses under 5% not shown

Q30. What are the reasons for deciding not to participate in an agri-food value chain?
Base: Participated in an agri-food value chain in the past and farmers not participating and know about it (Total n=196)

Ipsos Marketing

E Barriers to Value Chain Participation

Areas For Skill Improvement External Threats

Government regulation/... 23%

Sales/ marketing

Market competition...

Education/ more awareness Cost of operation - inputs...

Weather
Communication
Commodity/ market pricing...
Increase production Access to credit/ financing

Big companies/ corporation

More funding/ capital
Lands surrounding...

Nothing Health and safety issues (incl....

None

Don't know 21%

Don't Know

Q34. What, if any, do you feel are key areas for improvement in the skill set of your farm operation that would need to take place to successfully participate in an agri-

food value chain?

Q35. What, if any, do you feel are the largest external threats or barriers for your farm operation to participate in an agri-food value chain? By external, | mean things

outside the control of your farm operation.

Base: Participated in an agri-food value chain in the past and farmers not participatingand know about it (Total n=196)

Ipsos Marketing
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*Responses under
5% not shown
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E Importance of Goals and Objectives in Prompting Value C

The top
goals/motivators for
participation of
farmers not involved
in value chain
relationships are the
same as those who
are: financial -
improve profitability,
increase return on
investment and
reduce cost of
production.

Improve profitability
Increase return on investment

Reduce cost of production

Improve consumer perceptions

Improve or maximize efficiency

Improve product quality

among in the value...

Guarantee delivery of product

Reduce risk

Expand current markets and/or into new markets
Develop new products

Greater ability to plan or budget

Access more information from along the chain

Networking with other farmers

Diversify

Expand operation

ETop 2Box (9-10)  @Mid (3-8) & Low 2 Box (1-2)

sing a 10 point scale with '10' being 'to a great extent' and '1' being 'not at all', if you decided to participate in an agri-food value chain, to what extent would the
goals and objectives be important in driving or prompting your farm operation to participate in an agri-food value chain? How about...

Base: Participated in an agri-food value chain in the past and farmers not participatingand know about it (Total n=196)

Ipsos Marketing 31

Awareness and Use of

Value Chain Resources
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Value Chain Resources

Level of Awareness/Fam y With Resources

H Have not heard of any i Have heard of them only
H Have heard of them but only know a little about them il Have heard of them and know a lot about them
| have used them HDon't know

Resources Farmers Are Aware Of Resources Farmers Have Used

Farm newspapers/ magazines
OMAFRA or Ontario Ministry...
Internet

Farmer's market/ marketing
Universities or colleges
Seminars/ workshops

Seminars/ workshops
OMAFRA or Ontario Ministry...
Universities or colleges
Other farmers who...

Farmers associations

From industry/ companies/... Internet
Farmers associations Other 23%
Other
None
None
Don’t know Don't Know 28%
Base: Heard of agri-food value chains or used value chain management resources (Total Base: Have used agri-food value chains or value chain management
n=313) resources (Total n=50)

Q36. Which of the following statements best describes how familiar you are with resources or sources of information or tools available regarding agri-food value chains or
value chain management - including any training, consultation or professional advice?

Q37. What resources or sources of information regarding agri-food value chains or agri-food value chain management are you aware of?

Q38. What resources or sources of information regarding agri-food value chains or value chain management did you use? Any others?

Base: Farmers that participate, have participated & farmers that know about the agri-food value chain (n=365)

Ipsos Marketing 33

E Satisfaction with Value Chain Resources

—— e o o e o e e Em Em o

—— —— —— o ———— i
H Completely satisfied il Mostly satisfied, but is there some room for improvement

H Neither satisfied nor dissatisfied i Mostly dissatisfied, there is a lot of room for improvement
i Completely dissatisfied H Don't Know
Reasons for Being Satisfied with Resources Opportunity for Improvement of Resources

Can get good information Better awareness/ learn more about...

It is there when needed Availability of information (up to...

. . Bett t rt
Help to succeed in farming etter government suppol
Better relationships
Networking/ sharing knowledge P
. - Don't know enough about them to...
Courses/ seminars are beneficial
Better/ expand market
None/ no reason

Nothing
Don't know

Don't know 37%

Q40. Which of the following best describes how satisfied you are with the resources or sources of information available for agri-food value chains or agri-food value chain
management?

Q41. What are the key reasons why you are satisfied with the resources or sources of information available for agri-food value chains or agri-food value chain
management?

Q42. What are the key things about the resources or sources of information available for agri-food value chains or agri-food value management that need improvement?

Base: Heard of agri-food value chains or used value chain management resources (Total n=313)

Ipsos Marketing 34
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Implications

Ipsos Marketing

M Implications

* Very few Ontario farmers are currently involved in a collaborative agri-food
value chain relationship. However, the survey results confirm there is value in
participating in a coordinated or collaborative value chain.

* In terms of outcomes, a vast majority of farmers who participate in a
collaborative agri-food value chain believe their participation has contributed
positively to the financial success of their operation and believe they have
gained skills and knowledge from their participation. Furthermore, a vast
majority are completely satisfied with the working relationship with their
collaborative value chain partner(s). As a result, there are clear social and
economic benefits in growing this value chain segment in Ontario agriculture.

* Because they currently represent significant barriers to growth, there is an
obvious need to increase the awareness of and familiarity with agri-food value
chains, the benefits as well as the skill set required to successfully participate
in a value chain. Related to this, there is a need to increase the familiarity
with resources, sources of information, or tools available regarding value
chains.

Ipsos Marketing
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