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1.0 Introduction

The am of this research is to have industry identify drategic gods, assume responghility, and to
begin the process to develop, adapt or adopt standards for their respective markets that will
endble them to grow and add incressed vaue in agri-vadue and other emerging biodiverse
industriesin Canada

Consumers are losing their base for understanding the products they consume and regulators no
longer have the information they need to keep pace with rapid technicd change. Among other
consegquences, agri-vaue firms that are producing advanced technology products are losng the
trus of consumers and are losng potentid market share within Canada and throughout the
world. Private firms or collective groups of firms who possess information about new products
mugt take the initiative to create either brands or standards in order to recapture their markets.

Given this context for Canadian firms, the objectives of this paper are:

1. For government to teke notice of current domestic and internationd biodiverse market
conditions and to assist Canadian indudtries in standardization efforts.

2. For biodiverse industries to begin working collectively to identify drategic goads and begin
working together to achieve these goals.

3. Suggest approaches for achieving these objectives.

This study examines the opportunities and chalenges of using standards to create and maintain
markets, of dandards maintenance, and of offering a policy framework for sandards
development. The opportunities and challenges will be detailed, in part, through the experiences
of severd indudries The sudy will focus on indudries dominated by smdl and medium
enterprisess (SMIES) because of the greater difficulties thaa SMEs have working collectively
towards dandardization.  Industry Standardization involves issues of development, conformity
asessment and sandards maintenance, however the sudy will focus primarily on standards
development asthe first step that agri-vaue industries must take towards standardization.

1.1 Emerging Biodiverse Industries

The potential impacts that dtandardization may have on market development are evident in the
behaviour of consumers in these emerging indudries.  Among other invedtigations, a generd
consumer survey demondrates that consumer preferences are dgnificantly influenced by ther
trust or confidence in the qudity and safety of a particular product or of the industry as a whole.
There are circumstances, for example, were the qudity assurance associated with a brand is
preferred over the regulatory assurance.
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In cases were regulaions or standards are not established in a market, consumers will seek out
assurance from trusted sources. The naturd hedth products market provides a case in point of
an industry where nether specific regulations nor standards exis and consumers obtain qudity
assurance information primarily from phamaciess These results gppear across surveys of
consumers and industry.  In generd, consumers depend on product labeling and newspapers or
other media about natura hedth product information, and do not go to government for
assgance. For naura hedth products in particular, an industry survey clearly demondrates
consumer confidence in pharmacist opinions about these products. The regulatory and industry
gtandards for quality and safety provide the basis of consumer trust in pharmacist opinions.

Pharmacists have become knowledgesble about the products because consumers demand to
know, and an indudry tha is deveoping primaily because of consumer demand is an
underdeveloped industry.  Indudiries exist because of consumer demand, but growth due to
demand that is not fed by marketing campaigns indicates that many more consumers will enter
the market once they have sufficient information. Only consumers who are motivated to seek
out a product are currently represented in this market. Industries provide goods and services in
as easy a manner as possible in order to capture the full demand for the products, so the actions
of consumers of naura hedth products indicates that the industry is under-development. Survey
information, reported above, indicates that the condraints inhibiting development of the market
includes alack of information about natura health product effects and qudlity.

Specific brands — pharmacy brands that are labelled “sandardised and certified”, athough these
are only labels — are attempting to use the existing confidence in pharmacists in order to capture
the markets. A particular company will not be able to fully develop consumer demand for the
whole industry unless that company has a mgority market share, which any one pharmacy does
not. The implication is that industry standards, through collective action of severd firms will
develop consumer demand by providing information that consumers need to make appropriate
choices among natura health products and between these and other hedth products or services.

The naturd hedth products market provides an example of the potentid benefits of standards-
based development. This industry provides a context for understanding the effects that industry
dandards may have on market development. The sudy, overdl, examines the theory and
practice of standards in the natura health products sector as well as the theory and practice of
standards in organic foods, fibre sector products, and norttraditiona meats.

1.2 Privateand Public Action for Capturing the Benefits

Standards development and maintenance are time-consuming and codily processes for indudtry.
The benefit of dandards development is market development and the benefit of standards
maintenance is market maintenance. These benefits cannot easily be linked to specific standards
development or maintenance activities, and as a consequence many indusiry participants do not
fully gppreciate the benefits and some participants do not respect sandards at al. Larger firms
are able to link internd qudity standards to firm market development where smdl and medium
szed firms require widely accepted standards in order to achieve the same benefits from creating
images of qudity control and assurance.  Smdl and medium-sized enterprises (SME'S) must act
collectively in order to develop and maintain these sandards.
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In addition to the market development benefits of standardization, the Standards Council of
Canada has noted the public role that standards serve for product assurance:

For Canadian consumers — Standards alow trust to dominate the supply chain for products
and the information that flows dong the supply chain will become a competitive advantage
for firms maintaining standards.

For securing international markets — Rapid technology change will be the way of the
future and in order for firms in the agri-value industry to remain a or near the top of the
indugry in terms of offering new innovaive technologies it is crucid tha <Standards
become part of technology development and dissemination.

For “reducing administrative costs and eliminating ... burden” — Industry-led standards
offer flexible and less codly dternatives that may lead to innovative approaches for
protecting the public and meeting market needs (Canadian Standards Strategy, p.1).

The public policy role that industry-led standards serve should dso be facilitated and supported
by govenment oversght.  Government paticipation in dandards — whether through the
Standards Council, Industry Canada, or other federal and provincid agencies — will serve to ease
the time and cost incurred by industry’s collective activity — in short, by taking care of industry
volunteers.

Government participation in dandards development, by teking care of the smal and medium
enterprise volunteers and consumer volunteers, is a necessty component for redizing the full
potentid of dandards. Taking care of industry volunteers, in addition, depends on industry
participation and industry leadership of the process. Industry must come to terms with the redity
in internationd makets that faling to paticipate in dandardization is ultimately more cogly
than volunteering time, energy, and resources to the development and maintenance of standards,
and to conformity assessment. This study will provide the bads for developing drategic gods
for industries to participate in standardization and begin to establish the appropriate standards for
continued economic development in Canada
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2.0 Economics and Strateqy of Standards-Based Development

This section of the study establishes the theoreticd and practical importance of standards to
knowledge-based economic growth. There is clear evidence that dtandardization provides a
competitive advantage for countries in world markets, and, therefore, is a tool for nationd
economic development. Standards are used as a means to expand or maintain markets, and are
now a means to control markets for commercid gan (eg. software and food standards). The
focus of this section is to identify the theoreticd aspects that provide direction for the
devdlopment of standards in agriculture indudries that could ddiver competitive advantages for
Canadain world markets.

2.1 Product Standardization for Efficient Market Exchange
21.1 Trug asacCriteriafor Exchange

Standards involve a set of informdly or formaly acknowledged product and process attributes
that help determine the quality, safety and vaue of a product or service to consumers. Qudity is
a multifaceted aspect for any product, dthough basc economic theory provides little direction
regarding the public role in the marketplace. Simply, basc theory suggests that minimad or no
regulation should exisg so that information about consumer preferences is most eaesly accessible
from firms operating in a competitive market to satisfy consumers. These conditions ensure that
consumers receive the precise quantity and quality of good that they demand.

Increesingly, however, the literature is pointing to conditions of trus and confidence in the
development and maintenance of markets (Fukuyama 1995 and Stiglitz 1999), and that these
conditions are not best managed in the unfettered redm of the free market. Markets for many
products are not able to create, by themsdlves, the conditions of trust that generate the socidly
optimal qualities and quantities of goods and services produced and consumed. Hence, there is
more potentid for public and private regulation in markets than basc theory suggests. This is
epecidly true for new agri-food products, where perceived risks and public uncertainties inhibit
the creation of trust between consumers and companies.

Tirole (1988) has explicitly identified a bass for integrating trust into consumer theory by
classfying products into three categories.

1. search goods: where consumers can visudly identify attributes before consumption;

2. experience goods: where consumersidentify attributes after consumption; and

3. credencegoods. where the unaided consumer cannot know the full attributes of
consuming agood for at least for some period after consumption.
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In practice, a sngle product could embody attributes that fit al three types of goods. For
example, if one is looking for a tomato, one could ‘search’ through the bins and find one that
looks ripe, smells goods and is apparently free of insects or disease. Once a consumer takes it
home and edts it, they experience the qudity of the fruit, judging it based on a vaiety of
ubjective factors, such as flavour and texture.  Ultimately, satisfaction from consuming the
tomato includes any longer-teem benefits or costs that become known some time after
consumption.

Long term benefits include some bendfits such as anti-oxidants, or some cogs, such as food
borne pathogens (e.g. e-coli or sdmonela) which would become known within a few days, or
toxic dements (eg. carcinogenic dements) that may have only a long-term cumulative effect on
a peaon's hedth. At the time of purchase in the marketplace a consumer “trusts’ that the
experience and credence attributes exist in the tomato.

Markets for search goods function using smple transactions. barter exchange and street markets
effectively ddiver search goods with litte or no government intervention.  Markets for
experience or credence goods do not function without some externa trust element. Experience
goods require a greater element of trust. Product markets where there are repeated transactions,
such as for harcuts or for non-durable products, often can operate with only limited regulation,
ether ruled by the public or private sector. Markets for experience goods with infrequent
transactions (as for consumer durables such as automobiles or houses) often require some
additional dructures to effect the exchange (eg. brands, warranties, inspections). Credence
goods pose a much grester problem for markets. Although transactions may be possible in
unregulated markets for credence goods, the absence of consumer knowledge severely limits the
potentid for an economically efficient outcome. These markets require some public or private
regulatory structure to address the absence of consumer trust.

2.1.2 Privateand Public Market Intervention (Brandsthrough to Regulations)

The search, experience and credence attributes of most foods are assured through a combination
of public and private regulatory systems (table 1). In the production system, the public sector
has tended to edtablish the generd environment for private actors to effect transactions. The
Food and Drugs Act st rules for human consumption, the Feeds Act sets rules for anima usage,
the Canada Seeds Act specifies the performance standards for new germplasm, and the Canadian

Grains Commissons sets and monitors the standards for the seed trade.
At the retal leve, consumer-labeling laws have operated to edtablish
consstency of product labelling. Meanwhile, the private sector has | \yarrantiesto assure

Companies employ

trademarks, brands and

established common-property or other private mechanisms to manage | customers of the value of

exchange for different product attributes (search, experience, or credence). | their product.

Companies employ trademarks, brands, warranties, and other means of
identifying firm products (identity preserved production and marketing — IPPM) to assure
customers of the vaue of ther product. Experience has shown, however, that the cods of
developing privaie standards are high. For indudries dominated by smal and medium sSzed
enterprises, such as for many agri-vaue products, the efficiencies that can be gained only
through collective action (eg. Canola Council of Canada dory, see Gray, Madla and Phillips,
1999).
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Table 1. Product Attributesand Public and Private Responses
Search Attributes | Experience Attributes | Credence Attributes
- Consumer - Seeds Act regulations | - Hedth, safety and
Public Mechanisms labdling lawsto ensu_ring congsent erwiror_wnentd
for Regulation prevent fraud. qudity. regulatlo.ns' _
- Product ligbility
and tort laws.
Private Mechanisms | - Vol untary - Trademarks backed - Private warrarties
for Regulation labdling up by IPPM. and brands backed
up by IPPM.

The mog effective means of regulating a market depends, in large measure, on the degree of
trust necessary between buyers and sdlers in order to effect the transaction. In generd, the
gregter difficulty that consumers have in assessng product attributes or the greater the
consequences for making mistakes about atributes requires greater trust on the part of
consumers and means that a regulatory responses is more likely to be a public response rather
than a private response.

The importance of trust does not imply that regulatory response is determined soldy by the
degree of trudt, snce this minimizes the importance of recognizing search, experience and
credence attributes. Rather, by noting the role of trust n market transactions, private and public
actions are no longer considered to be opposites, but considered to be examples in a continuum

of regulatory responses that improve transaction efficiency.  Private
brands represents one extreme and government fiat represents the other
extreme of market regulation. Each of these extremes facilitates
transactions using dandards of product qudity.  The range of
mechanisms, inditutions, and indudtry participants that mantan these
gandards complete the continuum between private brands and public
regulations.

The range of mechanisms,
institutions, and industry
participants that maintain
product standards completethe
continuum between private

brands and public regulations.

In essence, commercid product standards can only redly be understood in the context of al
mechanisms used to manage markets (Figure 1). At one extreme, governments or agents for
governments st regulations to achieve public gods, such as hedth and safety or environmenta
objectives. At the other extreme, private companies develop brands and provide private
warranties to assure consumers of the qudity of their products. Warranties, brands and other
mechaniams used by a firm, by firms in an indudry, or by firms across a nation depend on
dandardization within and across firms to capture or maintan market access. The continuum
between brands and regulations is key to understanding and developing emerging agri-vaue
indudtries, because the congstent achievement of a high qudity sandard over a long period
breeds a perception of quaity that is critical in the competition of knowledge-based innovative
products (based on integrity and trust).
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Figure 1. Relationships between Regulations, Standards and Private Brands
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Brand loydty to a firm or to an industry becomes a source of severa long-term competitive
advantages, which guarantee sufficient future demand. In particular, brand loyalty:

is the bass for extending product lines by capitdisng on the perceved qudity of the
origind product to facilitate market acceptance (Murphy 1990, Aaker, 1991, Lane and
Jacobson 1995);

increases the amount a customer will pay for a product in comparison to other
comparable products, dlowing for greater sdes revenue through premium pricing (Keler
1993); and

contributes to marketing responsveness — that is maketing efforts for products with
strong, favourable brand attitudes reach consumers more effectively (Kdler 1993).

In some cases the brands and warranties become generdised and are the de facto indudry
standard for a commodity or product group. In this case the commercia benefits of the standard

accrue to the indugtry as a whole. Consumers clearly benefit as well
by having access to a choice of qudity products. The higher that a
standard is set or the more serious he consequences of consuming a
substandard product and the more dringently that a dandard is

Consumers clearly benefit by
having access to a choice of

guality products.

enforced in an indudtry, then consumer benefits are greater than industry benefits. The extreme
case occurs where product characteristics are determined and enforced by government — i.e,
regulatory control.

The continuum aso includes cases where firms, consumers, and government are dl participating
in dandardization in one means or another. For example, many if not most commercid
dandards evolve from collective action among producers with support by government. In
addition, commercid dandards may be edtablished by industry and referenced in legidation in
order to be enforced by government. Hedth Canada requires medicad device manufacturers to
implement 1SO 9001 (ISO — Internationd Standards Office) to ensure consstent quaity of their
products and requires manufacturers to undergo third-party regidration for the standards using
SCC accredited registrars.  Human tissue regulations are presently undergoing modification so
the Canadian industry developed standard will be referenced in federd and provincid legidation.
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The grey areas between brands, standards and regulations are compounded by the notion that a
gdandard in one region may be a regulation or a brand in another region. The industry standards
within one country may be sufficiently high that products from this region exact a higher price in
world markets than products from other regions. Wines from the Bordeaux region possess this
type of brand identity and have a distinct competitive advantage over other wines made from the
same grape vaiety. Alternatively, sandards (e.g., many SO dandards) established in one
region (the European Community) must be adopted in other regions in order or firms to sl into
the origind region (i.e., a trade barrier). Such a standard aso affords the originating region with
a competitive advantage over competing regions.

The examples provided are intended to demondrate the range of interventions that are possible,
rather than to suggest that any one particular gpproach should be adopted. The particular
goproach that will be mogt efficient for managing market transactions or for cregting a nationd
competitive advantage will be driven by product attributes and the exiging leve of trust in an
industry. The moativation to employ drict regulatory control is public safety, for example, and
the motivation for private branding is profit. The area between regulations and firm brands,
sandards are often motivated by industry development or expanson, and require persuason and
consensus among firms to develop. The drivers of regulations, standards and brands are implied
by various product attributes, but the concept of drivers is separate and ultimately more useful in
underdanding the inditutions that are mogt efficdent in govening market transactions for
different products.

2.1.3 Market Institutions

In a competitive marketplace made up of many informed buyers and sdlers, market exchange is
an inditution that effectivdly governs the production and consumption of goods and services.
The prices generated in a market create Adam Smith's ‘invishle hand’ to maich the margind
cost of providing a good to the margina vaue of that good to society. In a great many instances
in the market place, a smple exchange of goods and services a an agreed upon price is a low-
cost transaction that provides the correct incentives for the buyer and sdlers.  The proliferaion
of private brands and warranties illudrates that in some aress, the market can function. When
the marketplace operates in a manner such that the margind socid bendfit is not equa to the
margind socid codt of the transaction, then amarket failure is said to exig.

Those maket falures from dandard economic theory most rdevant to dandardization are
associated with public goods and technical externdities. Markets fail to provide adequate public
goods because no one can be excluded from their consumption and, hence, there are no feasible
means for a firm to charge the users for the provison of the goods. Both postive and negative
technicd externdities, such as knowledge or pollution, aso represent market falures because
they are not priced in the market. The key factor in each of the narket falures is the lack of
margind cogt pricing, often due to the inability of producers to exclude others from using ther
good without paying the price.
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Indtitutions are essentid to solving market falures. They encompass a st of rules, both formd
(eg., datues) and informd (eg., norms), which condran the behaviourad relaionship among
individuas or groups. Inditutions can be established, enforced and policed ether by an externd
authority or by voluntarily acceptance.  The key feature of inditutions is that they ae
predictable, stable, and gpplicable in repeated dtuations.  Ultimately, inditutions guide public
and private decisons and responses to market incentives.

Particular inditutions tend to be best suited to govern particuar types of transactions. Picciotto
(1995) classfiesinditutionsinto three generd types.

1. Government sector: the government represents dl citizens of a country and pursues
policiesin the best interest of society, or at least groups in society);

2. Private sector: the private sector owns property and seeks to maximise their
profits or other self-interest; and,

3. Participatory sector: the paticipatory sector involves those who voluntarily join to
obtain the benefits of collective action (Olson, 1965).

Participants in collective ventures ether seek to put forward their views and ideas or to pursue
more materid gods tha cannot be redidicdly obtaned through individud action. In the
context of dandardization, this need for persuason or ‘voice€ involves co-ordingion among
multiple actors to establish the qudity attributes for products or services.

Figure 2: The Nature of Goods and Services

GOVERNMENT
SECTOR

Excludability

MARKET e PARTICIPATORY

SECTOR ® SECTOR
Subtractability

Source: Picciotto, 1995.
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Each sector represents different individuas and incentives and is effective in producing goods or
attributes with specific characteristics.  The government sector produces public goods (e.g.,
public hedth and safety), usudly characterised by low “exdludability”,! low “rivary”,?> and low
“voicg”,® that are involuntarily consumed by dl ditizens equaly. On the other hand, the private
sector provides market goods (e.g., brands and product specific warranties), that exhibit high
excludability, high rivdry and low voice, and are consumed voluntarily by individuds In
contrast, the participation sector specidises in common pool goods (e.g., standards that go
beyond regulations but involve more than one firm), with low excudability, from low to high
rivary and high voice (e.g., co-ordination).

Table 2: Taxonomy of attributesfor goods produced by different ingitutions

Excludability Rivalry Voice
Government provided Public goods Low Low Low
Privately produced Market goods High High Low
Association produced Collective goods Low Low to High High

In short, there are dgnificant lessons for standards development that can come from inditutiona
economics (North 1991 and Nabli and Nugent 1989).  Standardisation, which involve
investments in specific assets (the rules) with uncertain  paybacks, depend criticdly on
predicteble, effective inditutions to mobilise resources, to develop objectives and to produce
benefits. The mogt effective inditution must be in place to provide specific goods (public,
privete, or collective) most efficiently.

2.2 TheEconomics and Commercial Strategy for Trading Knowledge

Product didribution and supply chans are shifting ther focus from products being the most
important aspect to a new focus of managing knowledge or information. With the risng use of

the Internet, product didtribution as currently practiced will
become less and less rdevant.  Firms will use the Internet to
meet the demand that is created by niche markets around the
world. Already there are sesfood companies on the eastern

The consumer has become the driver of
change in the new economy. Consumers
create niche markets and are responsible

seboard that guarantee ddlivery of live lobster within 24 | fOr exponential niche market growth.

hours of placing an Internet order. To varying degrees, depending on the product, the power in
supply chains has shifted from the wholesder/retaller to consumers, who now demand specific
products to meet their needs. Consumer choice is no longer bound by a food digtribution sysem
built around the limited technology of ground transportation. The consumer has become the
driver of change in the new economy. Consumers create niche markets and are responsible for
exponentia niche market growth.

1 Excludability describes the circumstance where individual consumers can be excluded without incurring
substantial cost.

2 Non rival, or low subtractable, goods are ones where the consumption by one person does not diminish the ability
of other personsto benefit from the good.

3 Voiceisthe ability of membersin a sector to have their opinion heard by those who make decisions.
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Nuda Beck in her book “The Next Century: Why Canada Wins’ argues tha Canada's most
drategic asset is knowledge.

“Unlike the wealth derived from oceans, minerals, forests, and farmlands, today’s
knowledge economy doesn’'t depend on luck, fate or natural endowments.
Knowledge—our society’ s ability to devel op new know-how and create new products,
new processes and new markets through applying that knowledge—is based solely on
our own ability, drive and determination as individuals and as a country.”

The key purpose of a commercid enterprise in an economy is the capture of some excess vaue
for producing a product or service. This effort requires different measures in a knowledge- based
economy than in a commodity-based economy. Commodity products are produced and sold by a
gpecific firm that captures the vaue of the product. The vaue of knowledge products is more
difficult to capture, because knowledge products are nortrival and often non-excludable.

All products exhibit some degree of these two characteridics rivary and excludability. Rivary
refers to the extent that only one person may use a good, service or innovetion a one time. Only
one person can use commodities and persona services @ any given moment. A knowledge
product, for little or no expense, may be disseminated to and used by competing producers and
no one producer's use is limited by any other producer's use. Excludability refers to whether a
good, service or innovation is protected from widespread use by legd means €.g., patent) or by
some other condraint such as indudtrid organization or cimate. If a product is excludable, then
a commercid enterprise is more likely able to appropriate dl the benefits (i.e., vaue) from the
production, investment or innovation.

Commodity-based economic development — developing new products or machine based process
— involved both rival and excludable products, which made it easier to capture some or dl of the
vdue of the new innovaions through traditiond patent protection and production systems.
Knowledge-based economic development — developing new knowledge-intensive products that
are eadly replicated (i.e. the margina cost of replicating is often zero) and often have low or no
rivdry — makes it extremdy difficult to capture returns.  High qudity, sandards-based agri-vaue
industries are knowledge-based industries and should be developed with the understanding that
innovations are nontrivd and nonexcludable. Once the product is invented, standards
established and the markets developed, anyone can replicate the example and compete head-to-
head with the entrepreneur or group that made the investment to develop the product.

The commercid chalenge, then, is not smply to develop a product and market, but to develop it

in such a way that others are excluded from bene°|t|ng from your The commercial challenge, then, is
efforts. There are a number of examples from the agri-food sector | ot §mply to develop a product anc
that illustrate the power of such as dtrategy. At the firm level, this | market, but to develop it in such a

has  higoricaly  involved  postioning  maketing,  brand | way that others are excluded from
development, aggressve pricing, and marketing channels to lock | benefiting from your efforts.

in both buyers and suppliers, to exclude other firms by making
competition more difficult and codly. Almogt dl mgor agri-food companies — e.g., Coca Cola,
Kraft — have in one way or another positioned their products to meet or beat the competition in
their core product aress.
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Smilaly, some geographic regions have captured the value of ther innovetions by inextricably
tying their product quaity to the geographic region. For example, Bordeaux and Champagne
wines, both produced in a wide range of wine growing regions around the world, are eponymous
with the regions they darted in. Producers in these areas capture premiums and, therefore, a
higher return for their produce. Also, commodity groups have at times successfully developed

dandards or brands that have captured some of the returns on
innovation to producers and the industry. The Canadian rapeseed
industry, between 1968 and 1985, collectivdy invested in
transforming rgpeseed into edible oil, developed markets, and
asssted farmers to adopt the new product. The key to their success
was the decison to trademark the new product by the name
“canold’ and successvey tighten the quality standards to reduce
compstition in the higher vaue end of the edible oils market (Gray,
Malaand Phillips 1999).

The key to their success was the
decision to trademark the new
product by the name “ canola”
and successively tighten the
quality standards to reduce
competition in the higher value

end of the edible oils market

The ultimate success comes if the innovators, through standardization, can encourage further

innovation that becomes tied to the location of the standard.

The ultimate success comes if the

Grossman and Helpman (1990) argue that if that can be | jnnovators, through standardisation,
achieved, then the technologicd spill-over that is limited to a | can encourage further innovation
goecific  location create the possbility that “comparative | that becomes tied to the location of

advantage is endogenoudy generated” — that is, the technical | the standard.
and commercid advantage of a region is a result of regiond

indudrid srength and supporting government policy. In the extreme, if trade patners are
amilar in sze and their economic base is otherwise the same, then a country tha inherits even a
gndl technological lead will come to dominate world markets for high-technology products. A
productivity differentid in knowledge-based indudries is sdf-perpetuating. In more generd
cdrcumstances, a large domestic market, an abundance of human capitd and a dzedble
knowledge base contribute to a country’s comparative advantage in research. In short, standards
are one way that companies, industries and governments can generate comparative advantage.

2.3 ThePublic Rolein Nurturing Standards-Based Growth
2.3.1 PublicRole

Standardization can be a government policy indrument thet creates product attributes to increase
trus and thereby facilitates market efficiency. The precise sructure of a standard and of
conformity to the standard varies according to the existing product attributes and according to the
exiging indudrid organization. Hedth products for example, must have drict conformity
measures to ensure public safety where incorrect use or poor manufacturing practices may harm
consumers.  Also, industries dominated by smal enterprises require standardized products and
services in order to create broad-based consumer confidence in the industry. In many cases, such
as in knowledge-based indudtries, standardization is a prerequisite for industriad development.
As an indudrid development policy, sandardization is needed to improve or a least mantan
Canada s compstitive advantages in world markets for knowledge- based products.
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Standardization is needed to effectivdy manage markets for advanced technology hedth care
products, including medical devices as noted above. In particular, medica device manufacturers
are governed by standards that are referenced in regulation by the Thergpeutics Product Program
of Hedth Canada. The following standards govern medica devices.

required, by legidation, to conform to and to regulate the industry according to:

SO 14971 — Application of Risk Management to Medicd Devices
SO 13485/13488 (with reference to 1SO 9001)

SO 10011 — Audit

SO Guide 62 — Certification Body

SO Guide 61 — Accrediting Body

Medicd device manufacturers are regulated using standardization. This approach to regulation
has the important added benefits of:

direct indusry and medicd involvement and commitment to managing qudity in medica
devices,

internationa contributions to standardization in the SO forums; and,

flexiblity — as technologies advance, the standards system is able to evolve because of
direct industry and medical community input.

Standardization referenced in legidation is the most effective means of regulaing this market in
order to maintain a high level of quality for public safety.

Alternatively, dandardization provides the means for an indusry to work collectively to
edtablish credence attributes in that industry’s products and, thereby, create the trust necessary
for less codly transactions.  Automotive firms collectively, and independently of government
involvement, developed the QS 9000 (Qudity Systems standard). The collective action involved
the sdllers and buyers of automotive parts as a means, among other things, to improve the overal
qudity of vehicles sold to find consumers. Industry stakeholders recognized the benefit of
dandardization and a rdatively smdl number of firms were abile to work towards the common
good. The two characterisics of the industry — identifisble benefits of standardization and the
relaively smal number of firms— lead to private regulation for efficient market transaction.

Private actions are not dways sufficient, however, for deveoping efficient markets in many
indudries.  Agri-vaue indudries are dominated by smdl and medium enterprises and have
gregter  difficulty in managing collective activity such as that needed for effective
dandardization.  Agricultural market operation and market policies are often guided or
determined by government in Canada and by governments around the world. This market
gructure is patidly a result of the great number of smal producers in the industry. The codts of
collective action for industry development are very high reative to the sze of eech firm. The
benefits of standardization, therefore, can be lost without the participation of a public body that
facilitates or otherwise co-ordinates collective action among agriculturd firms.
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Agri-vdue indudtries that depend on consumer confidence as well as access to information about
consumer want and needs (i.e.,, knowledge-based agri-vaue indudtries) require standardization to
manage product attributes, but depends on the collective action of a large number of smal firms
to achieve this sandardization. These industry conditions provide the motivation for public
participation and, perhaps, management of agri-vaue sandardization. This motivation for public
participation leads to two actions that government may take:

1. Government will improve market conditions by facilitating the collective action of small
and medium agri-value industries to create, maintain and enforce standardization.
Improved market conditions include higher product qudity and consstency that leads
to greater consumer trugt.
Consumers have access to greater choice and better products.
Canada's international market share will rise as standardization in Canada leads
gandardization in other jurisdictions.
Economic development occurs throughout Canada with agri-vaue sector growth.
2. Government will be able to better manage food, functional food, and nutraceutical product
quallty and safety by enforcing of industry developed standardization.
Legidative enforcement of standards leads to very high minimum product qudity and
safety as wel as mantaning the flexibility to incorporate new technologies into an
exiding regulaory framework.
Government, industry, and consumer paticipation ae key for dakeholders to
communicate needs to others in the effective management of market transaction.

Public participation in dandardizetion is a prerequisite for
the devdopment of knowledge-based agri-vdue indudries.
Agri-vdue indusry expanson for the benefit of Canadian

Public participation in standardization is
a prerequisite for the development of
knowledge-based agri-value industries.

consumers and for greater global competitiveness depends

on managing trust through product qudity atributes. The credibility (i.e., credence attribute) of
Canadian knowledge-based agri-vaue products can only be developed through collective action
by indudry. Collective action is difficult due to the dominance of smdl and medium enterprises

in agri-vaue sectors.  Therefore, development of agri-vaue indudtries depends on government
feclitation to develop, mantan, and enforce <tandardization. Through standardization,
government will be able to successfully expand Canada s internationa competitive pogtion.

2.3.2 Standardization asa National Industrial Policy

There ae two possble futures with any knowledge
intensve indudtry. Once invesments begin to yidd
commercializable products, the production and/or returns
on those products could be captured locdly or flow to
other regions around the world. Multinationd agri-vaue

Thesignificant publicinvestmentsin agri-
value R&D could have little or no return
unlesscollective, regionally and nationally

linked standards are devel oped.

research companies and ventures pursue private brands and warranties that are often not tied to
Canadian production. Hence, the ggnificant public invesments in agri-vadue R&D could have
little or no return unless industry clusters are developed to build on and, therefore, capture the
benefits of innovation. These cduders can be crested by the collective action of firms and
industries using the National Standards System.
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Porter (1993) recognizes the economic potential of strong industrid clusters:

“The central question ... is why do firms based in particular nations achieve
international success...? The search is for the decisive characteristics of a nation
that allows its firms to create and sustain competitive advantage in particular
field... As earlier examples have suggested, the leaders in particular industries
and segments of industries tend to be concentrated in a few nations and sustain
competitive advantage for many decades.”

Porter developed a taxonomy to explain and predict the economic performance of a nation's
indudtries in a globd economy. The taxonomy may dso be used as a tool to improve the
competitive advantage of anation. He identifies 9x factors that influence competitiveness:

Factor conditions,

Demand conditions,

Related and Supporting Industries,
Firm Strategy, Structure and Rivary,
Chance, and

Government Policy

SukhwbdE

The firg four factors are the ‘diamond’ factors that describe industria clusters (see Figure 3).
These factors may be managed to take advantage of chance (the fifth factor). The find factor —
government policy — involves the public management of indudtria policy to devdop cugters and
position the nation to take advantage of chance, among other issues. Porter’s model can be used
to examine the drategic roles for standardization in nurturing growth and development. Figure 3
illugtrates the linkages for developing standards in an effort to nurture clusters of growth.
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Figure 3: The Strategic Rolefor Standardsin Agri-value Development
Source: Modified from Porter (1993).
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* Support cluster specific information gathering « Market development of standards

Y
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* Sponsor forums to bring together
standards participants

The competitive advantage that can be ganed through Standardization to improve information
flows between producers and consumers will be redized as a cluser of indudrid activity
develops around gandards. The dandards dlow trust to dominate the supply chain for
knowledge-based products and the resulting information that flows dong the supply chain begins
to offer direction for innovation in the sector. This information flow can dlow innoveive firms
to continualy supply the market with new products that are in demand. Successful management
of this information dlows firms to continudly stay on the cuting edge of technologicd
advancements.

Sandardization will be a bags for industry clusers if sandards are sufficiently flexible so that

information that flows to firms may be incorporaed in a . . _ -
timely manner.  Timely information flows are ariticdl for | Niche marketswill continue to increase
high vdue and repidy evolving nice makets — for | @nd firmsthat will successfully service
- : - : these markets will be firms that can
exanple, in emeaging agri-value sectors.  Niche market rapidlv adant to shifting market requests.
activity will continue to increese in the new economy and apidlyacap Y =

the firms that successfully service these markets will be the firms that rapidly adgpt to shifting
market requests.  Frms benefit by capturing premium prices on consgently high product
qudity. Consumers benefit as demands and concerns are rapidly addressed.  These benefits may
be captured in Canada as a cluser of indudrid activity develops around the effective
management of information flows.
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The €ffective use of dandards can dlow the
Canadian agri-vaue industry to become a world
leader in providing products to risng niche
markets.  Success lies in developing innovative
dandards that manage product attributes to
improve information flows in addition to

Rapid technology change will be the way of the

future and for the firmsin the agri-valueindustry to
remain at or near the top of the industry in terms of
offering new innovative technologiesit iscrucial that

standards become part of technology development.

managing physica product atributes. For the firms in the agri-vdue indugtry to reman a or
near the top of the indudry in terms of offering new innovative technologies it is crucid that

standards become part of technology development.
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3.0 Emerqging Biodiverse Sectors

Canadian agriculture is going through a trangtion.  Until recently, the vas mgority of the
agricultura produce was sold in commodity markets based on regulated grading sysems — this is
paticularly true for western Canada.  Increesngly each commodity market is becoming
segmented into multiple product markets. At the same time, producers are seeking out and
producing a wide range of new crops and animds for the food and fibre markets. This study
looked at four specific emerging industries:

Organic foods;
Specidized livestock;
Pant fibre products, and
Natural hedlth products.

This section outlines for each product, existing production, new areas of opportunity, exising
regulations, brands and standards, the identified needs for standards, and collective processes
completed or underway. In addition, this sudy undertook a preiminary examination of the
chdlenges of maintaining and conforming to sandards.

3.1 Organicfoods

A concerted effort to develop organic standards in Canada began in 1989. Through the efforts of
individuad organic producers and severa government agencies a nationd standard for organic
agriculture was established in 1999. The motivation for developing the industry standard was to
protect the meaning of the labe “organic’. The pressures to protect the meaning of “organic”
were rigng due to expanding demand. Producers were entering the organic market because of
the premium hat consumers were willing to pay for these products. However, in the absence of
dandards, regulations, or a naiondly recognized certification body, there are insufficient
consumer protections in place and exports are limited.

During the period that the organic standard was developed, the number of producers expanded
rgpidly. The number of organic producers increased 300% between 1989 and 1995. The organic
market accounted for 1% of the Canadian market in 1995, but annua growth was estimated to be
between 15% and 25%. The rapid growth in the market led to the development of over 40
locally established organic standards of production. Consumers not only want organic products,
they dso demand assurance that the products are produced and handled using organic methods
and recognized certification schemes.
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International markets exhibit many of the same characterigtics as in Canadian markets. There is
growing consumer demand and need for organic certification. The market for organic products in

the European Union and Japan was estimated to be US$L.5 hillion

in 1994 and the world market was estimated to be US$11 billion in | €@nadanow hasastandard, but

1998 with an expected 20% growth rate per year. The major next step of establishing a

factor limiting growth of world organic markets is an under-supply

certification process has stalled.

of organic products. Canadian export of organic products into these world markets is limited,
because Canada does not have a nationdly recognized organic standard or the accompanying
cetification processes. Canada now has a dandard, but the next step of edablishing a
certification process has sdled.

3.1.1 Organizing Stakeholders

Canadian Organic producers are responding to the need to conform to recognized standards by
seeking cetification from European and US  organizations. In addition, many regiond
certification bodies were formed throughout Canada to certify organic producers. However,
regiond certification bodies were not recognized in internationd markets and often competed
with other regiond bodies. Mog regiond bodies may cease to exist in the near future or become
local chapters of US or EU organizations — e.g., the US-based Organic Crop Improvement
Association (OCIA) that has eight chapters in Saskatchewan done. Other organic producers
have pad the full cogt of ingpectors coming from Europe to conduct audits for the Internationa
Federation of Organic Agriculture Movement (IFOAM) in order to access European markets.

A few producers initidly approached Agriculture and Agri-Food Canada (AAFC) in 1990 to
work out a solution to the problems associated with:

the proliferation of competing regiona standards;

recognition by (European) importers; and,
integrity of the word “organic’.

Various stakeholders came together as a result of this effort and developed the Canadian Organic
Unity Project. In 1992 the Canadian Organic Advisory Board (COAB) was established. COAB
would be the accreditation body under a regulatory approach referenced in the Canadian
Agriculture Producers (CAP) Act. This was before the establishment of CFIA, and COAB was
to be set up as an extension of AAFC under CAP.

In 1995, AAFC developed a draft proposa on how the organic industry would be regulated.
After crculating this draft and reviewing it, the organic indudgtry fdt that this proposd had too
much government involvement, not enough of the standards came from COAB and there was a
generd didike of the actud standards. The organic industry decided to not endorse the standards
as developed by AAFC. Organic stakeholders strongly objected to a government approach to
organic standards development, the regulations were hated and the consensus was for COAB to
seek other dternatives.
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The dternative approach was to fadilitate the indugtry in creating a self-regulated process. With
this god in mind, COAB proposed a project to develop a voluntary standard and accreditation
scheme, reporting to the Standing Committee on Agriculture in 1996. AAFC organized a
meeting with the appropriate players in the National Standards System (NSS) — managed by the
Standards Council of Canada (SCC). COAB was now working with the Canadian Food
Inspection Agency (CHA) and contracted the Canadian General Standards Board (CGSB) to
develop a nationa dandard for organic agriculture under the auspices of the NSS (CGSB is
accredited by he SCC as a sandards development organization). The CGSB is part of Public
Works Government Services Canada, which is the procurement arm of the federal government.

From these efforts and proposed involvement of the CGSB, COAB submitted a proposa to the
Standards Initiative Program (SIP) adminisered by

Industry Canada. A budget of around $300,000 was
prepared and the money came from Industry Canada to
fund the contract with the CGSB, to hire an executive

A budget of around $300,000 was prepared anc
the money came from I ndustry Canada to fund
the contract with the CGSB, to hire an executive
director for COAB, and to offset some of the

director for COAB, and to off_set some of the Fra\./el travel costs for Ottawa-based meetings.
costs for Ottawabased meetings.  The provincid

government, except B.C. and Quebec, agreed to this approach. B.C. and Quebec have provincid
dandards and certification schemes (mandated through regulation in Quebec) and the respective
governments fed these are equivaent, if not superior, sandards and certification processes.

The objectives that were adopted by the Canadian Organic Advisory Board (COAB) are three-
fold:

i) to develop industry standards that ensure the ddlivery of organic products to the end
buyer;

ii) to develop a cetification mechanism that alows for a control process that ensures
compliance to organic standards; and,

ii) to reference the whole process in regulation, a the discretion of the organic industry
and AAFC.

The devdlopment of a Canadian organic standard had to keep pace with standardization in other
nations and to ensure that dements of the agreement were conssent with the various
international standards. The fact that Canada had no domegtic standards for organic production
meant that these products hed difficulty in ganing recognition in internationa markets and in
ensuring that products complied with the standards if recognized. The development of standards
and a recognized conformity assessment scheme would dlow the organic industry to compete a
the internationd level as equd partners.
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3.1.2 Deveoping the Standard

The Canadian Generd Standards Board (CGSB) developed the organic standard under contract.
The CGSB brings industry participants together using a generic plaform that is modified to meet
the requirements of gspecific industriess The CGSB facilitates the development of standards
through a consensus approach, written by a cross-section of industry representatives. In the case
of organic agriculture, the CGSB invited many groups and organizations to paticipate in the
development of the standard. They contacted existing certification bodies and asked them to
participate and, through this process, key stakeholders in the standards development process
contacted others that they believed should be involved and offered invitations.

Roughly 150 industry representatives participated, not adl of whom had voting power, but dl had
the opportunity to provide input into the process. These participants were largely those who saw
vaue in developing standards and had a desre to ensure that standards were developed. The
dandards that were developed by COAB were not written soldy from the viewpoint of organic
producers. Because dtandards were the essentiad key in providing consumer accountability,
consumer advocates participated in the process as well. The standards development process had
to include al stakeholders, as opposed to including only organic producers and processors.

The vaue of contracting the CGSB was that the fadlitation removed many palitica items from
the process and persond agendas were less likely to interfere in the process. Practicd issues
were then able to dominate the agenda.  Issues such as the existing regulations that gpplied to the
industry and had to be included to satisfy legidation are mundane in a philosophica debate, but
came to dominate the agenda. For example, the treatment of warbles in livestock requires that
the animds be treated with a pedticide. This was viewed by some as not being organic but for
hedlth and safety reasons the law would have to be followed. Any standard had to be consstent
with the Feed Act, the Labdling Act that is under the jurisdiction of the CFIA, and any other
goplicable legidation.

The process of developing standards was accomplished in a few years once the CGSB became
involved. The period of time is rdatively short, but severd stages had to be repeated during the
process. The development process is effectively an iterative process, where drafts of the organic
dandard are circulated to stakeholders for comment. Also, a “find draft” was reected by
stakeholder vote, and anew “final draft” had to be completed before the standard was accepted.

The second “find draft” was accepted, dthough not unanimoudy by dl industry participants. A
number of organizations continue to oppose the standard for various reasons such as.

the standards were not sufficiently gtrict,

an exiding certification body may lose its market for conformity assessment,

an exiding cetification body may come under the scruting of an industry governing
body, or

the goa of the organic standard was too market oriented.
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Objections to any dsandard development will be

found. The crudd decison with respect to | Objectionstoany standard development will be
developing a nationd standard is whether any given | found. Thecrucial decision with respectto
draft has obtained the grestest consensus possible. gev?%pmgsn_atlgjn?]l standard iswhether anyg_l\é:an
If not, a new draft would be developed to account raft has obtained the greatest consensus possible.

for additiona views or new information.

Findly, the standards that have been developed are working sandards. The CGSB mantans
these as an “open document” for five years, during which the organic industry can make changes
to account for new information or refine the standards to be more effective and efficient. For
example, there is no reference to the width of buffer strips between organic and other crop fidds
because there is no proven way to document how wide this buffer should actudly be. The
industry needs to use the standards for a time to begin to appreciate how they are structured and
then document what needs to be changed.

The nationa standard will continue to be a “working document” to the extent that standards will
evolve. Under NSS rules the standard must be reviewed every five years and revised at tha time
if necessay under the direction of a naiondly recognized standards development organization.
Issues involving new production information or unanticipated consumer reection will  affect
dandards maintenance. The maintenance of standards to accommodate these requirements will
require Imilar industry and consumer involvement and will require future fadilitation by third
paty dandards development organizations. The time and cost commitment to mantan

dandards a the nationd and internationd levels will be less : -

then those to initially develop standards, but will be viewed as a | CommitTent by the industry must be
burden by most industry volunteers. However, commitment By | e and effort by industry and

the industry must be sustained in order to build on the time and | government of the previousten years.
effort by industry and government of the previous ten years.

3.1.3 Organic Certification Industry

An organic conformity assessment/cetification industry has yet to emege folowing the
development of the national organic dandard. There are a number of smple and practica
reasons for the delay, but solving these problems is draghnt-forward relative to the difficulties
associated with the absence of trust in the industry among exising organic certifying
organizations. Severad indudstry participants perceive the emergence of a nationdly accredited
cetification body will force the closure of dl exising OCIA, IFOAM or other locd standards-
catifying firms. The nationd organic standard, however, has the potentia to cause sgnificant
expanson of the industry and create the need for organic consulting firms to support new organic
producers that enter the industry.
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To date no organization has received accreditation to certify conformity to the Canadian
Standard, dthough two organizations have initiated the process. Given the potentid size and the
exiding divergty of organic agriculture, at least three different nationdly accredited certification
organizations are needed to sarvice sandards conformity. There are more than 40 smadl
certification organizations (as of July, 2000) that certify producers and processors according to
OCIA dgandards, IFOAM standards or to a loca proprietary standard. In addition, certification
to the provincid standard is mandatory in Quebec, and certification is provided by a government
organization.

There are smal obstacles that must ke overcome before any existing organization is able to apply
for accreditation under the Nationa Standards System. For an exiging smdl certifying company
to become a nationaly accredited body, the firm must expand by many times over or join with
one or two other firms and expand as wedl. Mog smdl certifying firms have one or two
employees and cannot presently meet the needs of organic producers and processors across the
country. For the Quebec cetifying organization to become a nationdly accredited certifying
body, the organization must a cost-recovery operation in order to avoid clams by Europe or the
US that Quebec producers are indirectly subsidized.

The organizations that have taken steps to become a nationaly accredited certifying body are
COAB and a joint venture between Pro-Cert (Saskatchewan) and Organic Crop Producers and
Processors (Ontario). COAB is not presently a certifying body, so must expand its mandate and
operations to manage cetification.  Exiding smdl certification bodies are opposed to the
expandon of COAB dthough these organizations have not taken steps to become nationdly
accredited themselves.  There is likdy a concern among the exiding certification bodies that
COAB accreditation will force smal organizations out of the business of conformity assessment.

The concern among smdl certifying companies is understandable, but is not necessary. Organic
producers presently contract directly with the smdl certifying firms in order to meet current
market requirements and producers will contract with someone else — whether this is COAB or a
different accredited body — to meet new market requirements. However, the expanson of
organic agriculture will necesstate an expanson of the conaulting services that are provided by
gnal certifying firms. In order for a producer, processor or other organization to become
cetified as organic, a planning, learning and development process will be completed. The
organic dandard lists conditions, prohibitions and other types of criteria, but does not provide
direction to producers or interpretations where necessary. Assstance is needed for producers to
develop their operations or convert from traditiona operations. This process will be completed
most often with the help of organic experts — i.e., organic consultants.  Such consulting firms will
have between one and five employees, and the rgpid expandon of organic agriculture implies
that at least 60 such organizations will exist across Canada

The exigence of a nationdly accredited certifying body will likedy lead to the expanson of

operations for the smal firms that presently certify producers to other sandards. The current and
future industry structures are depicted in the following figure.
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Figure4: Organic Certifying Industry
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Despite this relaively smple evolution from one industry dructure to ancther, there is vocd
ressance among exiging smdl certifying companies to the emergence of a larger nationdly
accredited certifying body. The smdl obstacles in this development are indeed smal. The
primary barrier is the result of defensve postioning as opposed to the drategic postioning of
busness invetments for future organic deveopment. In order for smdl certifying firms to
support or a least complement the development of consulting and certifying services in the
industry, exiding dsekeholders in the industry must be willing to accept and support the
development initiatives of other stakeholders. That is, the industry stakeholders must trust that
the initiatives of other industry participants are podtive developments for the indudtry rather than
anti-competitive actions that will force firms out of this growing indudtry.

3.2 Specialized Livestock

Specidized Livestock is a category that encompasses severd species and markets. They are
grouped together in large pat because they ded with animas that are rdativey new to
captiveldomestic farming.  Several of these species are grouped together under provincid
regulations such as the Saskaichewan Domedic Game Farm Animas Regulations  These
gpecies include mule deer, fdlow deer, white tall deer, ek, wild boar, bison, and caribou.
However, included in specidity livestock operations are wild boar and organicaly grown besf.
The mgor commercia species in Western Canada are Bison, Elk, wild boar, falow deer, and
white-tall deer. Canada is not a large consumer of game meets but it is expanding its specidity
livestock production. Statistics Canada reports that the domestic market for Bison h 1997 was
1,766 animals daughtered, 327 tonnes exported and 6 tonnes imported.
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In 1996 figures for the inventory of Bison in Canada according to Statistics Canada was 45,437
head, for Elk 28,217 head and for Deer - white-tail, red and Falow 49,268 head. In 1999
however, Saskatchewan had 20,000 head of Bison up from 11,000 in 1997, 21,000 head of Elk,
up from 13,500 head in 1997, 20,000 head of Wild Boar, up from 18,000 head in 1996 and over
7,500 head of white-tal, mule and fdlow deer, up from just under 6,000 head in 1997. In
Alberta, the rates of growth in herd inventory has been steady dso. Bison numbers rose from
29,000 in 1997 to 47,000 in 1999 Elk rose from 15,000 to over 23,000 over the same period.

Table 3: Inventory of Specialized Livestock Speciesin Saskatchewan

Y ear Bison Elk White-tail | Mule | Reindeer | Fallow Wild
Deer Deer Deer Boar

1987 400

1990 200

1991 1,000 3,200 900

1992 2,000 4,100 400 1,200

1993 2,800 5,500 300 200 2,300

1994 4,000 6,875 350 270 3,000

1995 5,300 8,594 500 350 3,900 12,781

1996 7,749 | 10,000 800 4,500 18,686

1997 11,000 | 13,500 900 25 5,000

1998 14,000 | 17,000 1,968 200 50 3,000

1999 20,000 | 21,000 2,500 200 154 4,800

2000 20,000

Source: Saskatchewan Agriculture and Food Sustainable Production Branch
3.2.1 New Opportunitiesfor Specialized Livestock

The Elk indudry is emerging from the stage where the industry was focused amost exclusvely
on the development of its breeding stock. Through the development of the industry however,
there has been a keen focus on the sde of antler velvet. The emergence of hunt farms and trophy
ranches, has brought the indusiry the opportunity to generate revenue from the daughter of
animas.  This new deveopment has seen severd sectors of the industry working together to
maximise this opportunity. The white-tail and mule deer producers together with the wild boar,
have organized and are co-ordinating their activities with ek producers in this regard. Hunt
Fams ae a lucative activity and efforts in the sector are being concentrated in this area
Edimates are that the Saskatichewan market has seen the growth in this industry from $lmillion
in 1998 to $3-4 million in 1999. These figures only indicate the services of Hunt farms based on
the prices charged by animas. They do not include spin-off for accommodation and related
services, nor do they include the revenue from wild boar hunts.

Wild boar producers have dso identified opportunities to export products to Ada (primarily to
the Japanee market) and to Europe. They are postioned to benefit from the increasing rise in
ethnic cuisne in Canada and the diverse cuisne emerging around the world. At the same time,
the Bison producers are poised for a strong growth in the consumption of their products, medt,
leather and other products in Canada, across North America and around the world.
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The perceived opportunity for game production is evidenced by the growth in the number of
Game farm licenses issued in Saskaichewan and Albertaover the last 12 years.

Table4: Game Farm Licenses | ssued Across Canada

Y ear Alta BC Man Ont Que Sask
1987 0 0 0 0 0 20
1988 0 0 0 0 0 30
1989 0 0 0 0 0 56
1990 117 0 0 0 0 71
1991 136 0 0 0 0 92
1992 154 0 0 0 0 104
1993 170 0 0 0 0 111
1994 196 0 0 0 0 175
1995 250 0 0 0 0 232
1996 305 0 0 0 0 268
1997 0 0 0 0 0 360
1998 400 0 0 0 0 450
1999 490 0 0 0 0 520
2000 0 0 0 0 0 0

Source: Saskatchewan Department of Agriculture and Food Sustainable

production Branch

3.2.2 Existing Specialized Livestock Standards and Regulations

Game faming and Specidized Livestock production is regulated provincidly (e.g., Animd
Products Act of Saskatchewan). The Act provides the force for regulations that govern the
licenang of domestic game farm operators, the species that are farmed, and the products that are
produced from these animas, as well as the organizations that represent the interests of game
farm operators and producers. The industry dso is subject to import licensang provisons of The

Wildlife Act, 1997.

The implication of this type of regulatory dructure is that
reguldions save game hunting in the wild raher than
serving market development needs for hunt farms, for game
fams, or for other specidized livestock product markets.
The exiding regulatory dSructure does not serve specidized

Existing regulations serve game hunting
in the wild rather than serving market
development needs for hunt farms, for
game farms, or for other specialized
livestock product markets.

livestock product development, so regulations, standards or

some type of branding of regionad products will emerge in order to serve consumer needs for

congstency, quality, or other particular product attributes.
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3.2.3 TheEmerging Need for Standardsfor the Specialized Livestock Industry

The exiging regulatory sructure does not serve the emergence of specidized livestock product
markets. The activities of various industry participants to manage or regulate product markets

demondrate the perceived need to rase the minima leve of
product qudity and consstency. These industry participants
gppear to understand that expectations of consumers have to
be addressed in order for the specidized livestock markets to

I ndustry participants understand that
expectations of consumers have to be
addressed in order for the specialized
livestock markets to continue to grow.

continue to grow.

The increased interest in Hunt Farms and the increased economic potentid has led to many
operators and sectors seeking ways to enter the industry and to gain an advantage. At the same
time, the “laissez faire’ gpproach has begun to concern persons in the industry. As a result, there
is a growing interest for the development of standards for the Hunt Farm industry. At the same
time, there is increasng concern to expand the development of standards to some specific sectors
including Bison and Wild Boar.

The Canadian Classc Wild Boar association, as a second example, has expressed interest in
cregting a code of practice for the production of wild boar. Other specidized livestock
associations have developed codes of husbandry practice and incorporated these in by-laws.
However there are competing wild boar associaions — just as these are competing associations in
other specidized livestock markets — so agreement on codes of practice across producer
associdions is not inevitable despite the advantage of creating regiond, naiond and
internationd brand loydlty.

As a find example, the markets for ek velvet have been smdl, fragmented, and somewhat
incondgent. The trend in velvet prices from 1970 to 1999 has been generdly downwards with
ggnificant peeks in 1976, 1991 and 1996. The industry is experiencing a tremendous surge in
interest and in increased markets in 2000. This increased interest in the velvet antler products
industry and its market is leading to a gowing recognition of the needs for standards and product
conggtency in order to create dability in the market. This interest is being trandated into the
Hazard Anadyss Critical Control Point (HACCP) standards in ek operations.

HACCP dandards are becoming a default standard for food products in the absence of other
regulations. The Canadian Food Ingpection Agency (CFIA) mantains regulations for daughter
that apply to specidized livestock as well as for other mests, and other regulations are enforced
for food handling and processng. Despite the importance of these regulations, the regulations
ae not sufficdent for mantaning brand recognition and loydty of consumers.  Industry
maintained beef grading standards provide a case in point of enforced regulations ensuring hedlth
attributes and standards providing other product marketing attributes. The specidized livestock
associdions are refining their focus on the niche makets that they anticipate will be mogt
advantageous for them. As a pat of this process and Smilar to the beef indudry, the
development of standards are critica to successful marketing drategies €.9., wild boar standards
in Europe).
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3.24 Collective Processes Completed and Underway

There are a number of smdl collective efforts underway by specialized livestock producers to
address industry-wide marketing and standardization issues. These efforts are the important first
efforts needed in order to increase producer awareness of industry issues and to increase
willingness among indudiry participants to work together for the industry as a whole. As evident
in the following examples, cregting a high enough leve of trust among a broad group of industry
dakeholders is time consuming and requires a type of iteraion in discussons to determine the
key issues that affect the broadest number of industry players.

The Diversfied Livestock Alliance encompasses wild boar, bison and organic beef.  This
organization has received funding from the Canadian Adgptation and Rurd Development
(CARD) fund to explore market opportunities. Their interest is in addressng production issues
and accessing meat markets. These species have placed a priority on the meat markets as the
markets holding the greatest potentid growth.  Consumer unfamiliarity with products and
inconsstency of supply and of mesat characterigtics inhibits market growth. Speciaized livestock
producers, therefore, are interested in product standards to increase market penetration.

On the other hand, the ek producers have placed a low priority on the meet industry and are not
willing to participating in the dliance. Elk producers are keen on the hunt farm market and are
putting their resources into developing that industry. They are joined by the white-tail deer and
the mule deer producers, as well as the wild boar producers, to develop standards and protocols.

In both of these cases, and in other cases, common market condraints motivate different
goecidized livetock groups to work together.  Severd specidized livestock associations
consdered working together to support a federaly inspected multi-species abattoir in Manitoba
Such a fadlity would certainly benefit marketing operations for each association, and the
experience of working together could lead to other collective opportunities such as
dandardization. However, each associaion could not secure sufficient resources from members
to devdop the abattoir. The smdl dze and hence large number of specidized livestock
operations is a serious condraint for successful collective action that benefits the industry as a
whole.

The attempts to of producers to organize are postive
indications of industry growth, because these efforts
ae fundamental to the emergence of trugt that is
necessary for effective product standardization. The
and| efforts demondrate a patid abdility to work

Efforts by a few or a small group of stakeholders
to co-operate are the necessary first actions that
are fundamental to the emergence of trust that is
necessary for effective product standardization.

collectivdly towards industry sandardization.  Specidized livestock industry participants are
typicdly smdl enterprises that do not have resources to sufficiently develop industry

organizations to creste specidized livestock standards.

Nonethdless, the efforts of industry

paticipants to work collectivdly indicale a motivaion to improve markets through
dandardization. The collective actions of smdl specidized livestock groups have created a
foundation for the successful development of standards for the entire industry.
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3.3 Plant fibre

There are a great number of uses for agriculturd fibre products — ranging from insulaion and
other building materids to textiles and other high vaue consumer products. The range of uses
for fibre products grown and produced in Canada represents a dgnificant opportunity for
expangon of indudria agriculturd crops. Mot of the markets discussed in this section do not

have standards for quality, consistency, or other product [ \jissing or absent fibre standardshave been
characteristics. A few partia standards have been used & | jdentified by many industry participants as
reference for producers, but these are incondstent or | abarrier to export market penetration by

cannot be applied eadly to the fibre market. Missng or | Canadian fibre producers and processors.

absent fibre standards have been idertified by many
industry participants as a barrier to export market penetration by Canadian fibre producers and
processors.  This section describes some of these market conditions and describes current efforts
underway to address these problems.

3.3.1 New Opportunitiesfor Processed Agricultural Fibre

Agricultura fibre is used in the production of plastic compostes, used in insulation materias,
and used as a subdtitute for traditional wood products and synthetic fibres. The leading bast fibre
crops are Hax, Hemp, Kenaf Ramie and Jute. In Saskatchewan, the primary fibre crop is flax,
and is grown for the oilseed with the residuad straw and shives processed for fibre* Wheat and
hemp are dso grown as substitutes for wood or synthetic fibres.

Sraw and Chaff — About 15 million acres of 6 primary classes of wheat are seeded in
Saskatchewan (June 1999 seeded acres). Most of the wheat straw and chaff is chopped and
goread back on the fields. There are 1.5 million acres of flax seeded in Saskatchewan for both
indugtrid and food oil. However, there is only a smal amount of flax grown for fibre markets.
Because the flax draw is difficult to chop, soread and seed into, a sgnificant amount of flax
graw is burned each year. If this straw can be bundled and collected, it would represent a large
resource available for the processng industry.

Hemp — With the changed Hedth Canada Regulations in 1998, licenses were issued to 30
Saskatchewan producers to grow low THC hemp (THC - TetraHydroCannabinol).
Approximately 3,000-4,000 acres of hemp is expected to be grown in Saskatchewan this year.
Market uses for hemp fibre products include robe, indudria fibre, some clothing, among other
uses. These markets are not well developed to date. Hemp has had more press @verage than
other fibre products partidly because high THC hemp is an illicit drug and partidly because of
financia difficulties experienced by a Manitoba hemp processor. Nonetheless, hemp market
uses are expected to grow rapidly in the near future as markets become better devel oped.

4 Data and industry specifics that are drawn from Saskatchewan are representative of international industry
dynamics faced by producers and processors from other provinces.

Canadian Agri-value I nterests in the Canadian Standards Strategy 29



Bast Fibre — Approximately 1 million hectares of Linseed Bagt stdk was grown in North
America in 1999. Saskatchewan produced the lion's share or over 1 million acres of linseed and
450,000 metric tonnes of stalk. Of te amount of linseed bast fibre produced, only 17 percent
were used.

The globa market for Glass fibre reinforcements is estimated a some $4.3 billion a year with an
annud growth rate for buildings of 2%, vehicle 3.2%, dectronics 8-9%, and telecommunications
14-15%. The leading markets for Bast fibre is in fibre-reinforcements for compostes including:

Thermopladtics - estimated at 1.4 million metric tonnes
Insulation - estimated & 1 million metric tonnes
Pdlets - estimated at 800,000 metric tonnes
Automoative non-woven:
wet-laid and dry, estimated at 200,000 metric tonnes
Cement fibre products - roofing shingles and siding products,
Specidity paper products. estimated at 80,000 metric tonnes
currency papers,

fine papers, filter papers and
Selected building materias.

Opportunities — The new areas of opportunity include plagtics estimated in US$ a $1.4 hillion,
insulation $900 million, pdlets $800 million, automotive nortwoven $150 million, and
Composites $120 million. There is a sgnificant gap between the potentid bast fibre market and
the avalable bagt fibre. In fact, there is currently only 10% of the bagt fibre availdble for the
potentid bast fibre market in North America  Further, the risk-adjusted potentia for bast fibre
markets versus al Saskatchewan linseed fibre, is 88.8% to 11.2%.

3.3.2 Exigting Agricultural Fibre Standards and Regulations

The fibre industry faces a didtinct set of chalenges in the area of dandards. To begin, most of
the producers of the agriculturd products such as flax are accustomed to deding with a complex
and sophisticated well-developed set of standards for the primary product, oilseed. However the
fibre which has been treated as basicdly a waste product does not have any of the sophigtication.
Further, because the fibres are used for a variety of purposes, including textiles, particleboard
and fibre subditution, there are differing requirements and expectations in each market with
different grades and specifications for each fibre. As a result, there has tended to be adoption by
the indugtry of exiging standards and regulations of the products that the industry is competing
with or intending to replace (e.g., cotton standards for linen textile and wood for particleboard).
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3.3.3 Ildentified need for Fibre Standards

The need for standards has been clearly identified by many of the participants in the indudtry.
This need aises from the vaiety of conflicting measures that are currently gpplied and the
inadequecy of current scientific information and measures to support existing practices. It dso
arises from the dedire to deliver products into markets that have clear standards but the industry
having no way of rdating its products to the market opportunity. One example is the exigtence
of European standards for insulation which include characteridics such as moisture content, fire
and rodent resstance and the absence of odour. The issue of odour is a chalenging one and a
mgor concern for the industry in Western Canada.  Additionally, the odour issue may have both
agronomic and micro-biologica influences that the industry has been unable to determine,

Colour for textile markets aso presents a smilar concern for the industry. The consistency of
the end-product in which the fibre is used affects the price obtained by the fibre processor.
However, both the colour and the amount of fibre in the sraw ae determined by visud
identification.  This can result in edimates ranging from 8 - 30% of fibre in the straw and
measures of visud preference that can be influenced by the amount of shives in the fibre. The
absence of astandard for colour is used by textile traders to lower prices of imported products.

These market customs inhibit development of other fibre markets.  Textile markets seem to
encourage inconsgency, but most industrid uses require input condstency — i.e., input

tolerances.  Further, producers and processors of

these fibres ae moving from an agriculturd redm
where they ae comfortable and familiar to a
manufacturing relm where consstency of product is

Producers and processors of these fibres are
moving from an agricultural realm where they
are comfortable and familiar to a manufacturing
realm where consistency of product isimperative

imperative t0 meet consumer expectations. At | to meet consumer expectations.
present, the flax straw processng industry considers

weed count, thickness of stems, height and colour of straw, but without reference to a measurable
or identifiable standard. Canadian exporters have difficulty developing a strong market presence
due to the absence of standards.

3.34 TheAgricultural Fibrelndustry Collective Efforts

The fibre industry has developed a drategic focus on the development of standards. This effort
is spear-headed by the Flax Commisson and thus far has included many of the participants in the
industry. In fact, the sector has been reaching out across the world to identify the standards that
do exig and to develop relationships with the agencies that are engaged in developing standards
as well as with other more mature indudtries that have dready developed their sandards. In this
exercise, the indudry has been working with the American Society for the Testing of Materids
(ASTM) to enhance their ability to identify and develop standards from the ground floor. ASTM
is a leading volunteer organization recognized as the authority for standards in North America in
the areas of Textiles, Wool and Fdit, fabrics and Cotton among many others.
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In atempting to develop standards, the industry in Saskatchewan and Western Canada, led by the
Hax Commisson, are udng the cotton and the textile indudries as guides They have dso
approached the Agriculturd Development Fund (ADF) for funding to asss the industry in the
devdopment of dandards.  This type of initiative will hep lead to dandardization in fibre
indudtries.  Standardization initiatives address specific crops or markets, and do not yet address
dandardization needs for al fibre sectors.  All fibre industry stakeholders, therefore, may not be
participating in standardization initiatives.

3.4 Natural Health Products

World naturad hedth products markets reached US$71 billion in 1998. The US, Europe and
Japan account for 75% of the market. Natural teath products include a wide range of products
that are categorized as.

Vitamins and minerds,

Herbs and botanicals,

Nutrition supplements (sport, medls, and speciality product),
Natural foods, and

Natura persond care.

There are no binding characteristics that precisely define naiurd hedth products. The Standing
Committee Study on Hedth produced a report on Naturd Hedth Products for the Hon. Allan
Rock, Miniser of Hedth Canada, on November 13, 1997. In this report, the Committee noted
severd definitions for naturad hedth products, dl originating from Hedth Canada. In an effort to
reduce or eiminate confuson, the Advisory Pand on Naturd Hedth Products “described”
natural health productsas:

“..Substances or combinations of substances consisting of molecules and
elements found in nature, and homeopathic preparations, sold in dosage form for
the purpose of maintaining or improving health and treating or preventing
diseases/conditions.”

Additiondly, a Hedth Canada document defines:
A functional food is smilar in appearance to or may be a conventiona food, is consumed
as pat of a usud diet, and is demongrated to have physiologica benefits and/or reduce
the risk of chronic disease beyond basic nutritiona functions.
A nutraceutical is a product isolated or purified from foods and generdly sold in

medicind forms not usudly associated with food and demondrated to have a
physiologica benefit or provide protection againgt chronic disease.
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The complicated array of concepts and definitions is a result of the expanding and changing
character of the naturd hedth products industry. The industry has been characterized as a niche
market sarving homeopathic, traditiond medicind, Chinese hebd and other needs for
knowledgesble consumers. The market can no longer be described as a niche market due to
expanson of naturd hedth products to a broader consumer base. The expansion is the result of
demonstrated success and of the products becoming more easily available.

Consumers  knowledge about the products that they are usng has diminished as rapidly as the
market has expanded. Growth in demand has been met, to

ome extent, by a growing number of suppliers.  The | Consumers knowledge about the products

change in consumer demographics, however, has been met
with a rise in the number of products and firms concerned

that they are using has diminished as
rapidly as the market has expanded.

more with exploiting consumer demand rather than serving

consumer hedth. Growing demand has led to entrance by firms aware of the potential to capture
new consumers. The medicind benefits of products and the qudity of ingredients are becoming
more difficult for natural hedlth product consumers to assess.

Consumers in the past were able to assess suppliers, but the growing number of suppliers and the
growing number of purported medicind products mekes this task impossble for consumers.
Certain industry participants have cdled on government to regulate the industry more closdy.
The need for some type of public involvement in the indudtry is evident in the request by the
Miniser of Hedth for a report by the Standing Committee on Hedth regarding naturd hedth
products.

3.4.1 Regulatory Structurefor Growing Consumer Market

The Food and Drug Act is written in order to regulate medicind products of dl sorts. Products
that are not clamed to have hedth effects are regulated as food. Specifically, the Act defines
food as:

“ ...any article manufactured, sold or represented for use as food or drink by man,
chewing gum, and any ingredient that, may be mixed with food for any purpose
whatever.”

A drug includes.

...any substance or mixture of substances, sold or represented for usein:

the diagnoss, trestment, mitigation or prevention of a disease, disorder,
abnormal physicd dtate, or the symptoms thereof, in man or animd;

restoring, correcting or modifying organic functions in man or animd; or,
disnfection in premises in which food is manufactured, prepared or kept.”
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Food and drugs are defined in the Act in such a manner that a substance may be consdered to be
both a food and a drug. There is no grey aea in the Act. There is no motive for Hedth Canada
to change the Act if the issues for public safety are sufficiently addressed. Because of the
exiding dructure of the Act and because of the standpoint by various hedth professonds tha
naturd hedth products are “untested dternative products’, the Act is unlikely to change. Even if
there are changes to the Act, the changes will be very minor.

Regulation of naturd hedth products is such thet it inhibits market growth. Market growth is not
the concern of Hedth Canada. In addition, if there are percelved concerns regarding public
protection of a naturd hedth product, Hedth Canada will investigate it and regulate the product
accordingly. This type of involvement by Hedth Canada will be expensve for paticular firms
and for the industry as a whole. The regulatory Structure for drugs is very expensve to manage
from acompany’s point of view, so only large companies tend to participate in drug regulation.

The sdle of mogs drugs is heavily regulated, so that only certified pharmacists sdll drugs by the
prescription of a physcian.  Nonprescription drugs, such as cold remedies and headache
medications, tend to be sold a phamacies because the exising regulatiions that govern
prescription drugs create a high degree of trust in products sold a pharmacies. The confidence
in pharmacigds provides a natura bass for pharmacies to expand into sdling naturd hedth
products as well. Pharmacists do not necessarily understand natural hedth products and have
found information from publications such as Facts and Figures — a company specidizing in the
dissamination of drug information to phamacies — but the association with trusted services
provided by pharmacies extends to natural health products sold at pharmacies.

In order to enter this market, given the exiding regulaory structure, naturd hedth product
companies must be able to register products with Hedth Canada. Registering nutraceuticals as

drugs, obtaning paents, and otherwise complying with Registering nutraceuticalsasdrugs,

regulations is an extremedy expendve propodtion. If a
nutraceutical company is able to demondrate the hedth benefits
of a product to a broad market, then a pharmaceutica company

obtaining patents, and otherwise
complying with regulationsisan
extremely expensive proposition.

will be tempted to use its financid drength to patent the product
and regiger it as a drug under Hedth Canada regulations. The nutraceuticd company will then
become excluded from producing the product that it brought to market.

Hedth regulations inhibit growth of naturd hedth products. This does not imply that regulations
should change. Rather, the naturd hedth product industry may use the practices of pharmacies
in order to create a broader market. That is, by usng consumer confidence to draw consumers to
naturd hedth suppliers.  Consumer confidence may be edtablished by regulation as it is for
pharmaceuticas, or by the collective action of industry to develop recognized standards. In the
absence of industry standards, pharmaceuticd companies and pharmacies will dominate hedth
products and the natura health products industry will continue to serve a niche market.
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3.4.2 StandardsasA Competitive Advantage

The naturd hedth product indugry is smdl and firms in the indudry tend to be smdl as wall.
Collective action on the part of the firms in the industry, therefore, is required in order to develop

the market for consumers. Hedth Canada regulation is prohibitively expensve for the smdler
naurad hedth product firms even for firms that participated in developing regulations.
Regulations anc_l industry dstandards, for this matter, cqnnot_ be Standards may be used, instead, to
used as defensive dtructures to prevent other companies (i€, | reate consumer confidence in order
pharmaceutical  companies) from entering the naturd  hedth | (g attract potential consumersto
product industry. Standards may be used, indtead, to create | natural health products.

consumer confidence in order to attract potential consumers to
natura hedth products.

Pharmacies are presently usng such a drategy to capture market share.  For example, a nationd
pharmacy chain sdls naturd hedth products usng the storeé's brand name and, as pat of the
labelling, the products are described as “Standardized and Certified”. Nowhere on the labd is
there an explanation of how the products are certified as belonging to a standard. There are no
legd redrictions on the use of these terms except where a recognized national standard governs
the products. Nonetheless, standards presently exist in the natural hedth products industry as a
store brand.

The labeling by the pharmaceuticd chain demondrates the vaue that standards will have for the
naura  hedth product maket deveopment.  The pharmacy is usng exiging consumer
confidence to draw potentid consumers to the natura hedth product market. Overdl, market
development depends on potentid consumers rather than on the knowledgeable consumers who
are dready part of the market.

At present pharmecies are providing some of the information that consumers are requesting, and
pharmacies will continue to provide this servicew Naturd hedth product companies have
developed these products, but in order to benefit from these efforts, the companies must provide
an dternative to pharmacies for consumers. The dternaive must provide the same sense of
security and confidence that pharmacies provide consumers with respect to registered drugs.

Hrms in the naturd hedth products industry are smadl relative to pharmacies, so collective action
is required to develop the market on behdf of consumers. Only in the case where naturd hedth
product companies work to develop the meaning of terms such as “nutraceutical” or to develop
the acceptable content and sources of Echinacea will the market

begin to flourish. In this case, naturd hedlth product companies | Natural health product companies
tha become certified producers or processors will create a | D& Ome.cl?”'f'ed producers or
competitive advantage for the products. Presently, the competitive 2&3;; 1Y(\;|r tﬁ;eg:(e;gu%(:;npetltlve
advantage in the industry rests with pharmacy branded products i

and regulatory change will not dter this redity. Industry developed standards will create
consumer confidence and growing market share of a growing market for products produced by
natura health products companies.
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3.5 Conformity Assessment and Maintaining Standards

Identifying and creating new dandards are red and immediate chdlenges, but standards
development is just the beginning. Developing a dandard is Smilar to investing in a capitd asst
in that the assat has a large initia cost and requires ongoing maintenance. Also, the asset is only
vaduable if it isin use — that is, firms must be able to demondrate that they conform to a standard
(i.e., conformity assessment) in order for firms to benefit from the standard. The development of
a sandard requires conformity to the standard and requires maintenance of standard relevance in
order for an industry to maintain the benefits of standardization.

The efforts needed for mantenance and conformity assessment are compounded by the fluid
naiure of markets. If successful standards are reflections of the demands of consumers, and
consumer demand for most products change over time, then standards must change over time as
well in order to maintain rdevance. As a reault, sectors beginning to engage in standardization
must consder how to maintain and sustain the sandards that they are cregting. Many firms in
this study reported that there is internd support for participation in developing and conforming to
sandards, there did not gppear to be sufficient awareness of the need for maintaining standards.

The time and effort necessary for development, conformity and maintenance of Standards are
ggnificant for smdl firms, but the benefits to the indugtry are potentidly much greater. Some
firms estimate that efforts to establish, maintain and conform to standards account for up to 15%
of the totad labour costs of their operations. This percentage will fdl as firms become larger and
will rise as firms become andler. In agri-vaue indudries dominated by smdl and medium
enterprises the importance for collective action and the potentid for government involvement,
therefore, is rdaively greet. The bendfits of dandardization will be compromised if, following,
and gsandards development effort, conformity assessment and standards maintenance cannot be
preserved.

Presarving the relevance of dandardization faces severd chdlenges beyond the cost of
maintenance and conformity assessment.  Without proper attention to the maintenance a standard
the industry that is intended to bendfit from <Sandardization may begin to face cresping
gstandards, competing standards or lost recognition of the standard. Each of these issues may be a
result of poor maintenance, poor conformity, or both. The problems with these three problems ar
detailed below.

Creeping Standards: Standards creep upwards dmost inexorably as products evolve and
markets maure.  This is both inevitable and necessary.  Firms expressed some concern, however,
that regulatory agencies, a times, ether gan or seek new authority to st rules in indudries.
This is paticulaly a problem in the confederation sysem where jurisdiction for food safety is
divided between federd and provincid governments and where locd governments often are
authorized to exercise judgement in terms of the how they implement and enforce laws and
regulations from the higher orders of government.
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As food safety concerns rise in the public consciousness, every order of government seeks to
respond and demondrate that it is protecting the public. As a result, some agencies have shown
interest in extending their efforts to regulate the locad impacts of the agri-vaue sysem. In some
cases the responsible agency has not demondrated any competence in the field or understanding
of the pre-exising qudity assurance sysems and standards that secure food safety. It is both
possble and likdy tha the dandards set by loca agencies could be cosly and counter-
productive.

Competing Standards: In new or evolving markets there often is not a single, recognized
dandard. Rather, different markets often adopt different standards, with the result that exporting
agri-vaue companies need to conform to more than one dsandard. This was observed in
discussons with the Saskatchewan organic industry, where there are severd agencies vying to be
the industry leader in providing standards and certification. The OCIA is currently the standard
setting and auditing agency for US degtined organic shipments while IFOAM is the is the agency
for EU degtined shipments.

Lack of Mutual Recognition of Standards. Many firms in the agri-vaue indudtry that currently
conform to standards to access narkets express very red concern that different markets establish
different standards that have somewhat different criteria and conformity regimes. For example,
those firms supplying inputs to the baking and milling indudry have to conform to a variety of
regulations and standards. For ingtance:

the (Canadian Food Inspection Agency (CFIA) regulaies sanitary and phytosanitary
standards;

the Canadian Grains Commission administers the Seeds Act;

most bakeries demand product that meets one or other of the bvels set by the American
Indtitute of Baking;

specidity markets such as the Kosher trade set their own rules and if concessionary food
ad through (Canadian International Development Agency (CIDA) is sought; and,

Public Works and Government Supply Canada requires an 1SO 9003E standard.

Other markets st other standards. Even though an estimated 50% of the criteria out of each of
these dandards are essentidly the same (e.g. management dructures, quaity control structures,
contract review processes, document and data control, product identification and tracesbility,
corrective action, records keeping, and training), conformity each of these separate standards are
asessed by separate conformity auditors.  The company being assessed pays the (at times
inflated) costs of these overlgoping and duplicating audits.  This is paticularly a problem for
andler agri-vaue companies, as they often have to supply smal amounts of product to a large
number of markets in order to develop the market for their emergng products. There currently
are no provisons for mutud recognition of conformity or for bundliing of audits. There is no
technicd impediment to impede more efficiency in the sysem, smply a lack of incentive for the
audit sysemsto streamline.
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Mog of the issues involving standards development are gpplicable to conformity assessment and
dandards maintenance.  In particular, sandardization a al leves involves collective action by
firms in an indudry to redize the bendfits of dandards. An activity tha becomes increasngly
difficult as the sze of firms in the indugtry are generdly amdler. A summary of bendfits, cods,
lessons and other issues are detailed in the following section.

3.6 Summary of Lessons

The theory and evidence presents a number of possble directions for Western Canadian agri-
vaue development. These directions may be categorized into sets of related lessons and ideas
regarding standardization.

1 Standards exist in the realm between regulatory control and brand recognition.

A dandard provides qudity and safety through the collective actions of firms
consumers, and governing bodies.

A brand creates images of qudity assurance through the efforts of individua firms or
groups.

A regulation is created by a government or industry governing body to ensure safety.

A standard for aregion will act as abrand for that region in export markets.

A dandard has the force of regulation when provisions of the standard are enforced
through sanctions or legidation.

2. Standardization improves market exchange by raising consistency, quality, and safety.

Standardization is most useful or most important when product characteristics are
difficult to assess a the time of purchase or are has a technology that is eaedly taken
or duplicated by competing firms.

Firms in markets with a few larger companies are able to use branding as a means to
cgpture the returns of technical innovetion.  Firms in makets with many small
companies (agri-vaue indudries) are unable to earn a reasonable return by
individudly rasing qudity — firms have to act collectively.

Collective actions by exporting firms that are able to create a regiond brand for
quaity and condstency are then able to gain a price premium for their products. The
standard of the region becomes recognized as an internationa brand.

Standardization ensures safety of consumers with the same or gredter effectiveness
than regulatory control when the dandards ae referenced in  legidation.
Sandardization will dso provide grester flexibility in mantaning high safety
dandards in industries with rapidly changing technology — e.g., biotechnology.
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3. Standardization should be focussed on industries and consumers where there are
missing or incomplete market structures and institutions.

FHrms and consumers in new and unregulated markets potentidly benefit more from
gandardization than existing or mature markets.

Market inditutions in rgpidly changing markets must be flexible, and standards are
more flexible and more effective than regulatory control in these markets.

Standardization requires dgnificant time and resources to be effective, 0
gtandardization should occur in industries where the benefits dominate the cogis.

Regulations are cogly for firms, and standardization may reduce the burden or costs
to firmsif the same or improved levels of quality and safety can be achieved.

4. The public benefit of standardization cannot be achieved in certain industries without
intervention by consumers and government.

Smdl and medium enterprises have limited resources for industry development issues
such as dandardization. Where an industry has nationd and international standards
bodies, smdler firms are often not ale to fully represent Canadian interests without
public support — there must be provisons for volunteers.

Smdl and medium enterprises ae aile to paticipate in regiond, naiond and
international levels through collective actions pursuing collective gods.  Individud
firms do not have the resources to effectively influence industry development through
dandardization.  Collective actions of smdl firms create advantages from shared
resources and, more importantly, provide a broader perspective for establishing
industry standards.

Because of the impact on a broad number of firms and consumers, there must be
means for edablishing trust and other collaborative foundations on which industries,
consumers and other dakeholders are able to edablish drategic gods for higher
qudity, greater consstency and safer products.  Facilitation, communication and
education are the means necessary to creaste the conditions of trust for collective
action.
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40 A Policy Framework for Standardsin Canadian Agri-value Sectors

The public policy role that standards may serve and the flexibility that standards offer in market
management are becoming more gpparent for knowledge-based products. A high degree of trust
is required by consumers to purchase knowledge-based products, because product qualities of
new products are not aways easy to assess for consumers. These products cannot be managed
usng regulatory control, because the specific characterigtics of knowledge-based product change
rgpidly.  Standardization offers quaity, safety and conssency control, offers flexibility, and
offers broad participation of firms, consumers and other stakeholders.

All markets require intervention for expanson and development, and this intervention will be in
the form of firm brands, government regulation, or industry dandardization. Brands and
regulations are understood more easily than standards, but each of the three concepts is a market
intervention tool. Standards exis in the redm between branding and regulatory control.
Standards theory demondtrates how and when standardization as a public policy may take forms
that serve market development whether this is through some form of regionad brand recognition
or through near regulatory control for the purpose of quaity and safety.

During the four months of this dudy a wide vaiety of companies in four emerging biodiverse
indugtries—organic foods, non-traditiond meeats, plant fibre and naturd hedth products—were
consulted and worked with. That experience demondrated the important role of facilitating the
education and mobilization of groups of firms to identify and pursue standards opportunities.
Firm participation in sandardization produces a variety of public benefits from market expanson
to higher product safety. These benefits become more broadly based when industries such as
agri-vaue indudries are dominated by smal and medium enterprises and when consumers
participate in standardization together with firmsin the industry.

The broad benefit and the extent of the benefits that sandardization offers for firms, consumers

and other stakeholders mean tha there is an important public policy role to expand the role of
gandardization in managing and developing Canadian agri-vaue indudtries.

4.1 General Policy Framework

The lessons from the theory and evidence imply that a

generd  policy framework is needed to expand the | ' gandardsasa flexible public policy
understanding of standards.  Standards will serve the | jnstrument and thereby raise the degree of

public interest as dandardization is better understood | standardization in Canada.

A policy framework must raisethe awareness

relative to regulations, as an dternative to regulations, or
used in conjunction with regulations. There is a presumption among consumers and public
officids in paticular that markets are best managed through regulatory control. The generd
policy framework must raise the awareness of andards as a flexible public policy instrument
and thereby raise the degree of standardization in Canada.
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Expanding the undergtanding and use of dsandards
consumers and other stakeholders to become involved
in dandardization processes. As a fird dep in
developing the understanding of dandardizetion, firms
must become convinced that they have the power to
create standards — that standardization is not soldy a

requires commitment from indudries,

As afirst step in developing the understanding
of standardization firms must become convincec

that they have the power to create standards.

government respongbility. In order for firms to create and manage standards, there must be an

underlying level of trusg for firms to work together.

The trus may be achieved through

consensus, facilitation, or drategic planning exercises.  If firms have the basic levd of trud, the
willingness to pursue dandardization and the resources to pursue standardization, then industries
will lead market devdopment and initiste dandardization efforts without prompting from

government or other public interests.

The second step in expanding the understanding of standards | The second step isto draw consumersinto

IS to draw consumers into standardizetion efforts.  This will
most often be a consumer group or other interested party,

standardization efforts.

snce consumers want products that meet their needs rather than want to be involved in the
management of the product or of the product market. Consumers will only become involved if

they understand the role that standards serve in markets.

In pursuit of these gods, The Standards Council of Canada has developed the Canadian
Standards Strategy and Implementation Proposals to increase awareness and understanding of
the Nationa Standards System for managing and developing markets. The Standards Strategy is
publicly available and is digtributed by the Standards Council of Canada. As a review, the Key

Elements of the Strategy are:

social issues;

levels of Canadian society.

€conomic issues.

standardization activities.

1 Participate in the development of international standards, and use standards adopted or adapted
from internationally accepted standards to the greatest extent possible.

2. Prioritize standardization efforts and resources within three key aress:
- those in which Canadians have a mgor interest in hedth, safety, the environment or other

. trade sectors in which there are existing or potential benefits to Canadians; and,
- harmonization of standards where appropriate, and especially within North American markets.
3. Monitor and evaluate innovations in conformity assessment practices, and actively pursue new
international arrangements of anticipated benefit to Canada.
4. Actively communication the role of standards, and the benefits and challenges associated with
standardization processes and products, among public- and private-sector decision makers at al

5. Position standardization processes as a necessary complement to regulatory processes, and
encourage the use of standards in the development of Canadian public policy.
6. Develop mechanisms to guide standardization activities in current and emerging socia and

7. Improve system responsiveness and enhance participation in al standardization activities.
8. Forge partnerships and strategic alliances among current and potentia participants in
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Implementation of the key dements requires concrete action that will achieve aspects of the
gods noted above. The Standards Strategy identifies 23 Implementation Proposals for this
purpose, and these are:

1 Create and maintain a framework for developing nationa positions.

2. Establish a broader mandate for technical committees under Canadian Nationa Committee of
the International Standards Office (CNC/ISO) and the Canadian National Committee of the
Internationa Electrotechnica Commission (CNC/IEC).

3. Take leadership in developing international standards for electronic commerce.

4. Engage developing countries in international standardization.

5. Develop, implement and maintain processes for setting priorities for standardization activities
in the areas of hedlth, safety, the environment and other socia issues.

6. Develop and maintain the capacity for standards-related policy development, anaysis and

dissemination.
7. Ensure that standards devel opment processes support socia policy objectives.
8. Move toward a global accreditation regime.

9. Identify and make available to stakeholders the objectives and strategies underlying trade-
related Mutual Recognition Agreements (MRAS).

10.  Examinethe use of adternative conformity assessment practices.

11.  Strengthen Canada s metrologica infrastructure.

12.  Promote the use of the National Standards System.

13. Connect emerging industries to standardization activity.

14.  Examine and evaluate management system standards.

15.  Develop aweb portal for the National Standards System.

16.  Provide support for the Agreement on Internal Trade.

17.  Make standards and conformity assessment afull part of the public policy debate.

18.  Utilize quality management systems and environmental management systems to achieve public
policy objectives.

19.  Communicate the value of environmental management standards.

20.  Employ innovative funding mechanisms.

21.  Implement avolunteer program.

22.  Generate strategic sectoral participation.

23.  Fecilitate consumer input to the North America Free Trade Agreement (NAFTA).

Some of the concrete implementation proposals are specific to certain sectors while others are
expected to have relevant impacts on dl sectors. The specific proposds include reference to
agri-vaue sectors.  Proposals #22 (Generate dtrategic sectora participation) is targeted to hree
sectors:

agriculture (including “nutraceuticals’, dry food, fibre, organic, specidized livestock and
biotechnology);

information technology (including software, communications and internet usage); and,

foredry.

These sectors are identified as priority sectors because the development of dtandards in these

sectors will produce the greatest return to the sectors and to the economy in generd, and will
produce the grestest benefits for consumers compared to other sectors.
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As a find condderdtion for a generd policy framework, government should use severd criteria
when assessing priority sectors. Several such criteriaare:

Will standardization support the commercidization of new high-value products?
Will the standardization process be managed or influenced by and for Canadian firms?
Will standardization lock-in production and profits in Canada?

As work progresses towards extending the use of standards to more sectors, these criteria should
be kept in mind and continually evaluated.

4.2 Policy Responsein Agri-value Sectors

Standards policy devdopment is criticd for agri-vaue sector development because Canadian
agriculture is currently facing a mgor transformation. Wesk commodity prices and emerging
demand for higher vaue goods is shifting producer and processng interest from the traditiond
commodity trade towards new high-vadue product markets Even commodity markets are
undergoing a change, with buyers demanding new and different quality traits that are not eesly
supplied through the traditionad commodity stream. Canadian firms are able to take advantage of
the compardive advantage in agriculture and control or dgnificant influence sandardization in
Canada and internationdly in order to advance Canada's competitive advantage in agri-vaue and
other biodiverse sectors,

4.2.1 Support Collective Action in Agri-value Sectors

A policy framework for dandardization in high-vaue agricultura sectors must account for the
redity that the sectors are dominated by smadl and medium szed enterprises. Smal and medium
gzed enterprises do not, in generd, have the internd resources needed for participating in
dandards development or maintenance. Therefore, the policy framework must be established
that supports the collective action of firms in the sectors to pursue standardization. The support
of collective action does not imply funding of indusry organizations, raher support for
collective action implies that the policy framework includes provisons to create the conditions
for industry-led organization and action.

The two most important conditions leading to industry action are resources and trust.  Firms must
have sufficient internd resources in order to redirect time and money to generd indusry
activities tha have indirect benefits. The indirect benefits are difficult to measure and assess, s0
firms may only participae if the firm has ample internal resources.  This likdihood of firms in an
industry meeting this condition fdls as the sze of firmsfall.
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Firms mugt dso trugt that other firms in the industry are working towards the same god for
dandardization. A lack of trusg will cause individud firms to withhold information for the
broader benefit of the industry, thus making Standardization more difficult to achieve. More
importantly, the greater the degree of trust, then the eader for firms to work together to
overcome difficulties in the processes leading to effective standardization in the industry. The
gregter the number of firms in an indudry, then the more difficult the task of having dl firms
working together towards one goal.

The policy framework must be designed to account for these two conditions of resources and
trus. These two conditions may be assumed in industries with a reaively few number of larger
firms. In the agri-value sectors characterized by smdl and medium szed enterprises resources
ae not easly diverted from direct product uses towards the possble indirect benefits for the
indugry. There are a large number of firms in the agri-vdue sectors, so firms cannot be easly
organized for the benefit of the industry asawhole.

4.2.2 Agri-value Policy Framework

An agri-vdue policy framework must begin with fadlitation of firms towards the god of
aopropriste standardization.  This is the firsg of five dements that comprise a comprehensve
goproach for a policy framework for agri-vdue sandardization. Detals of these five dements
are described asfollows.

1. Facilitate Strategic Planning by Industry for I ndustry

Industries that may potertidly benefit from standardization must work together in order
to edtablish industry goals and objectives  Strategic planning by an industry most often
occurs within the dructure of an exiding industry association.  Such associaions are
mos often the approprigte forum for drategic planning and work effectively if the
association does not serve too broad a mandate. Indeed, the more the broadly based an
industry association, then the fewer issues or objectives that the association membership
will agreed on. Standardization and other drategic issues take a lower podtion on
asociations agendas relative to more obvious benefits such as tax bresks, specific policy
changes, and other government concessions.

For agri-vdue indudries with a large number of smdl and medium enterprises, indusiry
asociations are in generad not able to provide drategic direction for the industry as a
whole.  Agri-vdue firms are not aile to identify whether dandardization will benefit
specific sectors, let done work towards standardization, without effective associations
that embody the vison of an agri-value sector. The existence of an association or of a
common process by itsdf is not sufficient to ensure development and maintenance of
standards.
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Facilitetion of standards development in the organic industry provides a case in point.
The organic standard was developed through a broad-based collaborative effort facilitated
by the CGSB. This facilitation was successful. The absence of a common vison prior to
the standards development process has led to the current dtate of affairs where a
conformity assessment industry has difficulty emerging to support organic producers and
processors.

The public policy implication is for the fadlitation of industry draegic planning raher
than the creation of industry associaions. Facilitation will accomplish severd feats:

Industry participants are more likely to commit to an indudtry vision rather than near
term firm benefits (e.g., tax breaks).

Hrms in the indudry will devote more resources (time and money) to developing
industry associations and to standardization specifically.

The indusiry will continue to evolve and take advantages of opportunities as these
occur — as opposed to creating barriers in the same manner that the organic industry
has created barriers in the conformity to and accreditation of the organic standard.

2. | mplement Volunteer Program

At present there are some resources avalable for volunteers to attend various
international standards meetings.  These resources are limited, are accessble in a limited
number of gtuations, or are avalable through the discretionary spending of various
federal and provincid government departments. The Canadian Standards Strategy notes
that “the current volunteer cadre is aging, and interest in standards work is declining in
some quarters’ (Strategy, p.31).

The time and money costs ae key condrants for indudries to paticipate in
dandardization, s0 an accessble and well-desgned volunteer support program will
increese  paticipation in sandards development and maintenance. A wdl-designed
program may include:

provisonsfor travel, accommodations and meds,

extremely rapid payment on digible receipts, initid payments, or travel services,
research services,

other support services prior to and during standardization meetings and events.

Rdatively few of the firms that were consulted in this sudy indicated a need for
ggnificant contributions from a volunteer program.  Indudries are willing to contribute
resources to standards development, but the constant demands of time, and cost of travel
and accommodations wears down commitment to <tandardization.  The volunteer
program must provide enough resources to industry, particulaly smdl and medium sze
companies, in order to mantan commitment for the development and maintenance of
standards.

Canadian Agri-value I nterests in the Canadian Standards Strategy 45



3. I ncrease Consumer and | ndustry Awareness of Standardization

The success of generd dandardization policies and of agri-vaue standardization policies
depends in large measure on the understanding and acceptance of standards for regulating
markets. There is a generd perception that products are ether regulated by government
or ae dlowed to find leves of qudity and safety according to the free market. This
perception leads to consumers and producers dlowing control of markets to become
“someone ds€s’ responghility ether as centrd control (i.e, regulaion) or as an
individual decison (i.e., consumer choice of a brand). The role of standards is logt if
there is not a generd understanding of standards that exist between the role of regulations
and the role of firm brands.

The low awareness of dandards in managing markets is leading to greater regulatory
control of agri-vdue sectors.  Consumers have logt the basis on which they have
traditiondly understood agriculturd production — comfort with images of a family farm.
Without an underdanding of standards, consumers and governments are atempting to
regain confidence in agri-value products by using regulatory control. Regulatory control
IS an ingppropriate policy response for emerging knowledge-based agri-vdue indudtries.
Regulatory does not have the flexibility that is necessary to respond and manage new
technologies or consumer demands that are influencing the marketplace.

Given these reactions by consumers and regulating government agencies, the gppropriate
policy response by standards bodies (i.e., Standards Council of Canada and Indusiry
Canada) is raise the awareness of consumers and regulaing government agencies of the
potential advantages of dtandardization for market management. Of course, standards
bodies should aso seek to raise the industry awareness of standards. As industry comes
to undersand when and where standardization is needed to manage markets, the industry
will be better ade to involve consumers, government and other dakeholders in
developing standards as needed.

4, Build Research Capacity

Awareness of dandardization must increase among policy researchers as well as among
firms, consumers, and governments.  There is ample discusson among researchers
regarding the role of the public sector versus the private sector and vice versa, but there
are limited discussons among policy researchers about the role of collective action by the
participatory sector.  Collective actions by industry are a prerequisite for standards
devedlopment and maintenance.  Collective action is more difficult for agri-vaue sectors
and other indudtries with a large number of smal and medium szed firms. Pat of the
policy framework for agri-vadue standardization, therefore, is to build policy research
cgpacity that will rase understanding of collective action and dandardization among
consumers, industries, and governments.
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Several approaches are needed to build research capacity. Research takes severa forms
including basic research, applied research, and specific policy research and andysis. The
fird two forms may only be influenced using indirect means but will have long laging
impacts.  Specific policy research may be directed through conferences and seminars,
through the funding of research chairs or through a centre of excdlence, and will have a
more immediate impact. This paper is an example of improving research capacity snce
it is supported in part by government funding and is being used to increase the awareness
and understanding of standardization in agri-vaue market development.

The building of research capacity must be pat of the policy framework. Research
provides solutions to specific problems, but it dso rases the genera awareness of
standards among al interested parties. Research is used to educate people, so if standards
issues become pat of research programs, then dandardization is more likedy to be
conddered as a policy option by industry for market development, by government for
market management, and by consumers for ensuring product quality and safety.

5. Conformity Assessment

A comprehensve policy framework for agri-value standards must include a discusson of
conformity assessment. Conformity assessment has not been addressed in any sgnificant
measure in this paper dthough it is fundamenta to successful dandardization in any
industry because the topic deserves detalled attention that could not be completed as part
of this project. Conformity assessment in agri-value indudries should be a topic of
policy research in the very near future.

Such research will address the many forms conformity assessment may take. The form
and the inditutions required for conformity assessment will vary depending on the
particular standard, on the industry that developed the standard, and on the degree of
control necessary. Companies and individuals that where interviewed as pat of the
current research identified a number of issues rdaed to the form and inditutions of
conformity assessment. The following four issues in order of priority were discussed by
agri-value industry representatives.

Duplicate and Competing Standards — The one mgor concern for industries presently
involved in dandardization is the number of different dandards that a firm must
conform to in order to access one or a combination of markets. Agri-vaue indudtries,
like other knowledge-based industries, produce a number of products and services
that are classfied in more than one commodity group. For example, a smdl but
successful  Saskatoon agri-value company faces an average of one dandards audit
each month. The company is able to access high vaue markets as a consequence, but
many of the criteria in each standard are duplicates of criteria in other standards.
Sarving more than one market will lead to multiple standards, but duplicate criteria
within these stlandards are a burden for industries.
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In addition to duplication, many firms face competing sandards.  Duplication of
criteria is patidly a consequence of competing sandards, but there are dso
contradictions among standards as well. There are at least four organic standards that
Canadian organic producers and processors could use. These are IFOAM, USDA,
OCIA (standards vary by loca chapter), and the new Canadian Organic Standard.

Mutual Recognition of Sandards — Mutud recognition of duplicate and competing
dandards by dandards bodies is an ongoing issue that requires continued
participation by firms, consumers and other stakeholders to identify and develop
solutions where conformity assessment burdens are needlesdy risng (i.e,, standards
maintenance). Nationdly recognized sandards will dleviate some of the concern in
organic indudtries, but firms producing products in multiple markets are only able to
seek redress through participation in multiple standardization processes.

Conformity and Auditor Industry Structures — Conformity assessment appears to be a
new burden for firms in indudries that develop standards for the firgt time. The
entrance of conformity assessment auditors, certifiers or other firms necessarily
means that a new industry structure will develop. There is an understandable reaction
by exiging firms in an industry to be concerned about market survivd as new firms
enter the industry. This concern is most often overdated because future market
dructures only evolve out of current market dructures.  Alterndively, firms in an
industry are most often in the best podtion to develop the skills needed in future
market structures.

The number of different market structures for conformity and auditor industries may
be detailed for the benefit of industries, consumers and government. Such a report
will provide stakeholders with a view of the future as well as ideas about how to
manage change, as dandards become the norm in knowledge-based and agri-vadue
industries.

SHf-Declaration — One possble industry sructure for conformity assessment is the
sdf-declaation by firms of their practices Clearly the nature of a product is a
determining factor in whether consumers will accept sdf-declared  standards
conformity.  However, the sze of an indudry, potentid price premiums safety
factors, and internationd competition ae dso determining factors in whether
conformity assessment must be flavless must mest a minimum levd, or must
provide sufficient assurance for consumers.  That is, sdf-declaration is a much less
expensve means of assessng conformity to a standard and is appropriate wherever
product characterigics, sze of firm, and other factors imply tha separate and
independent  auditors become an unnecessyty burden on smdl firms and smdl
markets.

These are only brief descriptions of a few conformity assessment issues. A complete

discusson will provide more information and direction for conformity inditutions and a
potentia policy framework for conformity assessment.
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