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Business Service Centres / International Trade Centres

Industry, Science and Technology Canada (ISTC) and International Trade Canada (ITC) have established information cenlres in regional offices
across the country 1o provide clients with a gateway into the complete range of ISTC and ITC services, informalion products, programs and expertise
in industry and trade matters. For additional information contact any of the offices lisled below.

Newfoundliand

Atlantic Place

Sulte 504, 215 Water Street
P.0. Box 8950

ST, JOHN'S, Newfoundland
A1B 3R9

Tel. (709) 772-ISTC

Fax: (709) 772-5093

Prince Edward Island

Confederation Court Mall
National Bank Tower
Suite 400, 134 Kent Street
P.0O. Box 1115
CHARLOTTETOWN
Prince Edward Island

C1A TME

Tel. (902) 566-7400

Fax: (902) 566-7450

Nova Scolia

Central Guaranty Trust Tower
5th Floor, 1801 Hollis Street
P.0. Box 940, Station M
HALIFAX, Nova Scolia

B3J 2v4

Tel.: (902) 426-1STC

Fax; (902) 426-2624

New Brunswick

Assumption Place

12th Floor, 770 Main Street
P.0. Box 1210

MONCTON, New Brunswick
E1C BP9

Tel.. (506) 857-ISTC

Fax: (506) 851-6429

Quebec

Tour de la Bourse

Suite 3800, B0O Place Vicloria
P.0. Box 247

MONTREAL, Quebec

H4Z 1E8

Tel.: (514) 283-8185
1-800-361-5367

Fax: (514) 283-3302

Ontario

Dominion Public Bullding
4th Floor, 1 Front Streel West
TORONTO, Ontario

M5J 1A4

Tel.: (416) 973-ISTC

Fax: (416) 973-8714

8th Floor, 330 Portage Avenue
P.0. Box 981

WINNIPEG, Manifoba

R3C 2v2

Tel.: (204) 983-ISTC

Fax: (204) 983-2187

Publication Inquiries

For individual copies of ISTC or [TC publications, contact your nearest Business Service Centre

or International Trade Centee. For more than one copy, please contact

For Industry Profiles
Communications Branch
Industry, Science and Technology
Canada

Room 704D, 235 Queen Streel
OTTAWA, Ontario

K1A OH5

Tel., (613) 954-4500

Fax (613) 954-4499

For other ISTC publications:
Communications Branch

Industry, Science and Technology

Canada

Room 208D, 235 Queen Strest
OTTAWA, Ontario

K1A OH5

Tel.: (613) 954-5716

Fax: (613) 954-6436

Saskatchewan

S.J. Cohen Building

Suite 401, 119 - 4th Avenue South
SASKATOON, Saskatchewan

STK 5X2

Tel:: (306) 975-4400

fax. (306) 975-5334

Alberta

Canatla Place

Suite 540, 9700 Jasper Avenue
EDMONTON, Alberta

T5J 4C3

Tel.: (403) 495-ISTC

Fax: (403) 495-4507

Suite 1100, 510 - 5ih Street SW
CALGARY, Alberta

T2pP 382

Tel,: (403) 292-4575

Fax; (403) 292-4578

British Columbia

Scolia Tower

Suite 900, 650 West Georgia Street
P.0. Box 11610

VANCOUVER, British Columbia
V6B 5HB

Tel.: (604) 666-0266

Fax: (604) 666-0277

For ITC publications
InfoExport

Lester B. Pearson Building
125 Sussex Drive
OTTAWA, Ontario

K1A 0G2

Tel - {613) 993-6435
1-B00-267-8376

Fax: (613) 996-9709

Yukon

Suite 301, 108 Lambert Strest
WHITEHORSE. Yukon
Y1A1Z22

Tel : (403) 668-4655

Fax: (403) 668-5003

Northwest Territories

Precambrian Building
10th Floor

P.0 Bag 6100
YELLOWKNIFE
Northwest Territories
X1A 2R3

Tel.: (403) 920-8568
Fax: (403) 873-6228

ISTC Headquarters

C.D. Howe Building

1st Floor Easl, 235 Queen Streel
OTTAWA, Ontario

K1A OH5

Tel.: (613) 952-ISTC

Fax; (613) 957-7942

ITC Headquariers

InfoExport

Lester B. Pearson Building
125 Sussex Drive
DTTAWA, Ontario

K1A 0G2

Tel.: (613) 993-6435
1-800-267-8376

Fax: (613) 996-9709
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Iha rapidly changing global trade environment, the international competitiveness of Canadian industry
is the key to growth and prosperity. Promoting improved performance by Canadian firms in the global
markelplace is a central element of the mandates of Industry, Science and Technology Canada and
International Trade Canada. This Industry Profile is one of a series of papers in which Industry,
Science and Technology Canada assesses, in a summary form, the current competitiveness of
Canada’s industrial sectors, taking into account technological, human resource and other critical
factors. Industry, Science and Technology Canada and International Trade Canada assess the most
recent changes in access to markets, including the implications of the Canada-U.S. Free Trade
Agreement. Industry participants were consulted in the preparation of the profiles.

Ensuring that Canada remains prosperous over the next decade and into the next century is
a challenge that affects us all. These profiles are intended to be informative and to serve as a basis
for discussion of industrial prospects, strategic directions and the need for new approaches.
This 1990-1991 series represents an updating and revision of the series published in 1988-1989.
The Government will continue to update the series on a regular basis.

Michael H. Wilson

Minister of Industry, Science and Technology
and Minister for International Trade

Structure and Performance

Structure

The biscuits industry comprises establishments primarily
engaged in manufacturing sweetened and unsweetened bis-
cuits, including such products as plain cookies (sweetened),
sandwich cookies, “enrobed” biscuits and crackers (plain,
salted and flavoured).

In 1989, there were 38 biscuit manufacturing establish-
ments in Canada. Over 85 percent were located near major
markets and near the supply of soft wheat flour in Ontario and
Quebec, During the year, shipments were valued at $477 million
(Figure 1), and the industry employed 6 249 people.

Ownership concentration is high. The four largest
biscuit manufacturers in Canada — Nabisco Brands,

Culinar, Dare Foods and Beatrice Foods — account for an
estimated 70 percent of total shipments in Canada. Small

establishments with fewer than 50 employees account for
30 percent of establishments but contribute less than 1 per-
cent of the value of shipments. The level of foreign ownership
greatly exceeds the average for the food and beverage group
because of the dominant position of one foreign-owned
multinational enterprise — Nabisco.

A series of acquisitions and mergers over the past
10 years has left Nabisco as the major business in the
Canadian industry. For example, in 1987, the assets of
Interbake (owned by Weston Bakeries) were split between
Culinar and Nabisco, with Culinar acquiring the sweet biscuit
lines, which fall under the McCormick’s brand name. Nabisco
(through its Christie Brown & Co. Division) now includes the
cracker business of Interbake and the former British-owned
Associated Biscuits of Canada (Dad's, Peek Frean and David's
brands). It is estimated that Nabisco now accounts for more
than 40 percent of sweet biscuit shipments and more than
65 percent of cracker shipments in Canada.




Imports in 1989 came chiefly from the United States
(43 percent). U.S. imports include a range of lower-end
products produced under house labels for mass merchan-
disers. Other major suppliers were the United Kingdom, the
Netherlands and Denmark. Typical of the European Community
(EC) products are high-quality, butter-based biscuits, which
use low-cost, surplus butter, and a variety of specialty crackers.
Export trade continues to be primarily directed to the United
States, which took 95 percent of the total in 1989.

Performance

Although the biscuit manufacturing industry is profit-
able, it serves a mature domestic market. Domestic per
capita consumption peaked in the late 1970s and has been
static for the past 10 years. This situation is chiefly due to
demographic changes such as population aging as well as
changes in consumer attitudes towards nutrition. A survey
of six major biscuit manufacturing firms, representing over
60 percent of industry shipments, indicates that the median
return of 12.9 percent on assets (the ratio of net profits to
total assets), based on 1987 operating results, was high
relative to that in other food industries.

A series of acquisitions and mergers among the larger
industry players over the past 10 years has rationalized
Canadian biscuit production, and the industry continues to
undergo rationalization and modernization of assets. Dare
Foods closed its British Columbia plant in 1989 and Culinar
closed its Winnipeg plant (acquired in the Weston purchase)
in early 1991. In both cases, the firms are shifting production
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Total Shipments and Employment

to existing plant locations in Central Canada that were oper-
ating below capacity. A significant investment in the industry
is the $50 million modernization of Nabisco’s Montreal
operations, completed in 1991.

Despite recent rationalization, total employment in the
biscuit industry has demonstrated a great deal of stability
since 1983 (Figure 2). The 1988 level was almost equal to the
average employment for the whole decade. While the number
of establishments has been increasing, the number of plants
operated by firms with more than 50 employees has dropped.
Thus, the growth in establishments has been attributable to
the proliferation of smaller plants.

Competition from growing imports and alternative snack
foods has also eroded the market for domestic producers.
Imported biscuits of all types increased their share of the
Canadian market between 1983 and 1989, rising from
6.6 percent to 15 percent over the period. The 1989 value
of total imports was $79 million, up from $30 million in
1983. Biscuits also compete with a growing variety of snack
items, including granola bars, doughnuts, confectionery and
fresh baked goods. These products have grown in variety,
providing consumers with new choices while also gradually
weakening the demand for biscuits.

Excess production capacity and the static domestic market
have created more interest in exporting as the only means of
providing growth. The U.S. market, for example, exhibits a
growth potential of about 2 percent annually in volume terms.
Exports climbed steadily from 7 percent of shipments in
1983 to a peak of 11.9 percent in 1986 and 1987. However,




Figure 3 — Canadian-U.S. Exchange Rales

this trend levelled off at 11.6 percent in 1988, with a substantial
drop taking place in 1989. The 1989 value of total exports
was $31 million, compared with $56 million a year earlier.
Canadas traditional positive balance of trade with the United
States, which stood at $32.7 million in 1988, turned into a
negative balance of $4.4 million in 1989. The total value

of manufacturers' shipments dropped significantly from

$545 million in 1987 to $482 million in 1988 (Figure 2),

and marginally further to $477 million in 1989.

The industry has expressed concern about the relatively
higher value of the Canadian dollar in recent periods vis-a-vis
the American dollar (Figure 3). On the other hand, under cer-
tain economic conditions, it is widely recognized that a sig-
nificantly lower value is likely to be inflationary. The resulting
higher domestic costs and prices can erode, over time, the
short-term competitive gains of such a lower-valued dollar.

Strengths and Weaknesses

Structural Factors:

The industry rationalization of the past decade has
allowed firms to increase their economies of scale. Other
strengths are manufacturers’ abilities to target niche markets
and their cost advantages in certain areas.

The major production costs in the biscuits industry are
those associated with labour, packaging and ingredients such
as flour, milk, butter, sugar and vegetable oil. Because biscuits

generally contain about 20 percent sugar and 70 percent flour
by weight, sweet goods derive a competitive advantage from
Canadian sugar prices, which are substantially lower than
those in the United States. U.S. sugar prices are maintained
at a high level to encourage local beet and cane production,
whereas Canadian sugar plants operate on world prices.
However, U.S. producers can substitute lower-priced high
fructose corn syrup (HFCS) for sugar in many applications
and have access to world-price sugar for exported products.
Canadian milk and butter, on the other hand, while being
somewhat less significant raw materials, are more costly
than the U.S. equivalents.

The elimination of the two-price system for Canadian
wheat in August 1988 and subsequent refinements in the
pricing policy of the Canadian Wheat Board (CWB) have had
a positive impact on the domestic price of soft wheat, which
is used primarily in the production of biscuits. Pricing for
soft wheat from Ontario is controlled by the Ontario Wheat
Producer's Marketing Board, which generally adjusts its
pricing in line with the CWB's announced price movements
while maintaining a small premium.

Packaging, which generally represents about 20 per-
cent of the cost of production, has historically been more
expensive in Canada than in the United States. Prices of
packaging materials are now beginning to equalize with the
implementation of the Canada-U.S. Free Trade Agreement
(FTA) on 1 January 1989. Canadian wage rates, including
fringe benefits, appear to be marginally higher than those in
the United States. U.S. processors on average achieve higher
productivity per employee than Canadian ones, primarily as
a result of their larger-scale operations.

New formulations or flavours are continually being
developed in the industry to win the consumer’s attention,
and they are usually the subject of strong advertising
programs. Most product innovations or consumer trends
originate in the U.S. market, then quickly spread to Canada.
The Canadian products, however, may have subtle differ-
ences in taste, such as being less sweet. Even multinational
firms adjust some of their recipes to meet local consumer
taste preferences.

Advertising plays a significant role in establishing
and maintaining market shares for brand-name goods. The
industry spends an average of 1.5 percent of the total value
of shipments on advertising. In recent years, manufacturers
have increased promotional programs with the retail and
foodservice sectors by offering in-store specials, volume
discounts and promotional allowances. The increased pro-
motional activity reflects the competition among firms vying
for retail shelf space. Small or medium-sized firms advertise
less than the larger firms, but they tend to cater to regional
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markets and local taste preferences or to specialty market
segments. In this way, they reduce their direct competition
with large firms, which have the advantage of well-recognized
brand names.

Trade-Related Factors

Biscuits enter the United States duty-free. The EC
imposes duties of about 13 percent ad valorem on biscuits
and a range of variable taxes on their ingredients. These duties
and taxes translate into effective tariff protection of between
30 and 60 percent ad valorem, depending upon the biscuit
type. EC tariffs of 5 percent ad valorem are applied on a
Most Favoured Nation (MFN) basis to Canadian imports
of similar products.

Under the FTA, tariffs for all biscuit types will be removed
in 10 annual, equal steps ending in 1998, with the 1991 FTA
rate for U.S. biscuits entering Canada standing at 3.5 per-
cent. The agreement also includes an exemption for Canada
from any potential quota restrictions that the United States
may impose on foods that have a sugar content of 10 percent
or less by weight. To impose quota restrictions on Canadian
goods, the United States would have to successfully
demonstrate that the imported sugar-containing product
undermines U.S. sugar policy.

Technological Factors

Implementation of efficient production technologies is
an ongoing process for medium-sized and large manufacturers
and is necessary to keep them competitive in the domestic
and export markets. Much of the processing equipment is
off-the-shelf and readily available but normally requires sig-
nificant adaptation to serve the particular needs of individual
processors. Technological innovations leading to improve-
ments in flavours and the use of various biscuit ingredients
can assist firms in developing higher-quality or even new
products. Other innovations such as advanced packaging
materials and related technologies can increase the shelf
life and avoid breakage of biscuits. These factors are of high
priority in a market where shipping distances are great and
where concerns for the impact of excessive packaging on the
environment are important.

Other Factors

Until recently, manufacturers were hampered by the CWB's
two-price policy for wheat when competing with imports. Wheat
was traditionally made available at price levels close to those
prevailing in the U.S. market for flour-containing products
destined for export. However, as a result of changes in CWB
and Ontario Wheat Producer's Marketing Board pricing, flour

used in biscuits for the Canadian market is now available at
prices closer to U.S. levels. Import licences for wheat and flour
products are no longer required. The Canadian wheat regula-
tions are being amended under the terms of the FTA following
a recent determination that U.S. government support levels

for grains are equal to or lower than Canadian government
support levels. As a result, processors can freely import flour
if they so desire.

Like other Canadian industries, biscuit makers will
have to pay close attention to environmental issues and their
impact on competitiveness. Many jurisdictions are likely to
tighten regulations concerning effluent, air emissions, pack-
aging requirements and other manufacturing practices.
Despite the fact that the industry’s processing operations are
generally considered “clean,” tighter domestic regulations
could have an impact on international competitiveness.

Many firms have already taken steps to modify equipment
to comply with or exceed regulations.

A major issue for the industry will be meeting the chal-
lenge of the National Packaging Protocol, as developed by
the Canadian Council of Ministers of the Environment, which
calls for a voluntary reduction of 50 percent of total packaging
solid waste by the year 2000. While the industry has already
taken steps towards achieving the goal, it must work within
the framewaork of other health and safety standards for its
products and must address consumer preferences. Recent
innovations are moving the industry in this direction: recyclable
plastic cookie trays have been introduced into the marketplace,
while many cookie and cracker boxes as well as shipping
containers for finished or bulk product are, or soon will be,
made of recycled materials.

The industry has brought the matter of improperly
labelled imports to the attention of federal regulatory author-
ities. This is a competitiveness issue in terms of the need
to ensure a level playing field in complying with the cost
of doing business in Canada. In the longer term, the FTA
states that the two countries will work towards harmonization
of all standards, including packaging and labelling regulations,
and committees have been set up to examine these issues.

Evolving Environment

Except for the dip in 1988, Canadian per capita con-
sumption of biscuits has been reasonably stable in recent
years, with only a few cookie product categories and some
cracker types demonstrating growth by displacing more
traditional industry goods. The lack of growth in consumption
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can be attributed largely to changing Canadian demographic
characteristics and overall slow population growth. An older
population is now concerned with caloric intake, while a
reduced school-age population requires fewer bag lunches.
Another important element of the flat market is the increased
proportion of family food expenditure on meals in restaurants,
where biscuits are not normally served.

At the time of writing, the Canadian and U.S. economies
were showing signs of recovering from a recessionary period.
During the recession, companies in the industry generally
experienced reduced demand for their outputs, in addition
to longer-term underlying pressures to adjust. In some cases,
the cyclical pressures may have accelerated adjustments and
restructuring. With the signs of recovery, though still uneven,
the medium-term outlook will correspondingly improve.

The overall impact on the industry will depend on the pace
of the recovery.

In response to growing consumer awareness of a healthy
diet, biscuit manufacturers have already introduced a variety
of whole wheat, lightly salted or cholesterol-free crackers.
A synthetic fat substitute recently approved in the United States
could play a role in the future development of low-calorie,
low-fat products to meet consumers’ demands for healthier
foods. A similar development could occur with the expected
approvals for low-calorie artificial sweeteners that are heat-
stable and capable of being used in baking. Manufacturers
of these additives are currently seeking Canadian approvals,
a circumstance that could broaden the market.

Competitiveness Assessment

More rationalization is expected in the Canadian biscuits
industry. Larger plants provide opportunities for economies
of scale and scope. Many of the small to medium-sized plants
will attempt to compete on the basis of fast, flexible operations
geared to speciaity products and niche markets, with a variety
of products formulated to meet regional taste preferences
and the Canadian market's brand-name loyalty and local
allegiance to small firms. Lower sugar costs for Canadian
processors, along with competitive flour pricing, help to
bring the costs of production in Canada in line with those
of U.S. producers.

The industry will have to continue its present pace of
modernization and product development over the short term
in order to regain and maintain its competitive edge with
U.S. producers.

For further information concerning the subject matter
contained in this profile, contact

Food Products Branch

Industry, Science and Technology Canada
Attention: Biscuits

235 Queen Street

OTTAWA, Ontario

K1A OH5

Tel.: (613) 954-3090

Fax: (613) 954-3107




PRINCIPAL STATISTICS?

1973 1983 1984 1985 1986 1987 1988 1989
Establishments 40 27 30 3 34 33 38 38
Employment 7862 6 449 6445 6 369 6268 6424 6512 6249
Shipments ($ millions) 187 454 490 494 520 545 482 AT7

3See Food Industries, Statistics Canada Catalogue No. 32-250, annual (SIC 1071, biscuit industry).

TRADE STATISTICS

1973 1983 1984 1985 1986 1987 1988 19892
Exports® ($ millions) 16 32 39 54 62 65 56 A
Domestic shipments ($ millions) m 422 451 440 458 480 426 446
Imports® ($ millions) 7 30 41 46 50 53 64 £
Canadian market ($ millions) 178 452 492 486 508 533 490 525
Exports (% of shipments) 83 7.0 8.0 109 19 19 16 6.5
Imports (% of Canadian market) 39 6.6 83 95 99 99 13.0 15.0

31t is important o note that data for 1988 and after are based on the Harmonized Commodity Description and Coding System (HS). Prior to 1988, the shipments, exports
and imports data were classified using the Industrial Commodity Classification (ICC), the Export Commodity Classification (XCC) and the Canadian International Trade
Classification (CITC), respectively. Although the dala are shown as a continuous historical series, users are reminded that HS and previous classifications are not fully
compatible. Therefore, changes in the levels for 1988 and after reflect not only changes in shipment, export and import frends, but also changes in the classification
systems. It is impossible to assess with any degree of precision the respective contribution of each of these two factors to the total reported changes in these levels.

vSee Exports by Commodity, Statistics Canada Catalogue No. 65-004, monthly.

tSee Imports by Commodity, Statistics Canada Calalogue No. 65-007, monthly.

SOURCES OF IMPORTS? (% of total value)

1983 1984 1985 1986 1987 1988 1989
United States 3 26 2 24 28 34 43
European Community 56 62 68 66 60 50 30
Asia 5 5 5 4 3 4 4
Other 6 7 5 6 9 12 23

3See Imports by Commodity, Statistics Canada Catalogue No. 65-007. monthly.




DESTINATIONS OF EXPORTS? (% of total value)

1983 1984 1985 1986 1987 1988 1989
United States 95 9% 97 97 97 9% 95
European Community 04 1.0 0.1 02 0.1 1.0 25
Asia - - 11 1.0 1.0 01 0.3
Other 45 10 18 18 1.9 30 22

See Exports by Commodity, Statistics Canada Catalogue No. 65-004, monthly. Columns may not add to 100 due to rounding.

REGIONAL DISTRIBUTION? (average over the period 1986 to 1988)

Atlantic Quebec Ontario Prairies British Columbia
Establishments (% of total) 3] 24 52 9 12
Employment (% of total) X 30 57 X X
Shipments (% of total) X 35 43 X X

aSee Food Indusiries, Statistics Canada Calalogue No. 32-250, annual.
X: confidential
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MAJOR FIRMS

Name Country of Location of
ownership major plants
Beatrice Foods Inc. United States Kitchener, Ontario

Cambridge, Ontario
Edmonton, Alberta

Culinar Inc. Canada Montreal, Quebec
Saint-Lambert, Quebec
London, Ontario

Dare Foods Limited Canada Kitchener, Ontario
Nabisco Brands Lid. United States Montreal, Quebec
Joliette, Quebec

Toronto, Ontario

W & H Voortman Limited Canada Burlington, Ontario




INDUSTRY ASSOCIATION

Association of Canadian Biscuit Manufacturers
Suite 301, 885 Don Mills Road

DON MILLS, Ontario

M3C 1V9

Tel.: (416) 510-8036

Fax: (416) 510-8043
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