Meeting Political and
Economic Goals with Biofuels

IEA Bioenergy Workshop
Vancouver, BC
Don O'Connor
(S&T)? Consultants Inc.
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» What Governments Want

» The Promise of Biofuels

» What Biofuels Have Delivered
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What Governments Want
[ S

» Governments have two sides
» Political
» The Organization

» The Political side wants to get re-elected!
» They make the ultimate decisions

» They respond to the wants and needs of the
voters

» The Organization mostly likes the status quo!

» They don't like spending money without fixing the
problem.
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What are the Top Issues?
[ T

» In Canada the top five issues are
» Health Care
»A mine field, no credible voices
» Economy
»May not be the economists view that counts
» Environment
» Different things to different groups
» International Issues
»Moves up and down in response to events
» Crime
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Politicians and the Issues
| I |

» Politicians filter the issues through the eyes of
their committed voters and the swing voters.

» They look for a somewhat consistent position on
a range of issues that will appeal to 40 to 45% of
the voters.

» All of the political parties go through the same
process but they arrive at different strategies that
they hope will win.
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The Promise of Biofuels
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» Where do biofuels fit in with the issues?
» Energy Security (Economy)
» Rural Economic Development (Economy)

» Climate Change and Air Quality (Environment and
Health?)
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Energy Security

» Not a big issue in Canada but a very big issue In
many parts of the world.

» A complicated issue because the needs and
wants of voters and governments aren’t aligned.

» Voters want low prices at the pump and
governments want to lower the flow of money to
foreign entities.

» The incumbent energy products suppliers have
their own issues to protect which may not be
aligned with either of the other stakeholders.
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Rural Economic Development
| T

» Agricultural producers throughout the world face
the same economic problems.

» “No one seems to understand that corn and other
crops are being overproduced and sold at
depressed prices. Crop subsidy systems in the
U.S., Europe and elsewhere developed to
support farm incomes and to encourage
continued overproduction in order to provide

cheap food to their populations.” Morris W. Dorosh.
Agriweek August 21, 2006.
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Rural Economic Development
| T

» The OECD estimates that the world spends
about $250 billion per year on payments to
support agricultural production.

» This Is a huge subsidy so consumers can
experience low cost food.

» Whether the payments are part of a regular
program or ad hoc they are a large burden on
governments.
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Long Term Wheat Price
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Environment
| S

» Protecting the environment means many different
things to different people.

» Land Conservation

» Two of the larger NGQO'’s, Ducks Unlimited and
the WWEF probably don’'t have the same views
on the issue.

» Air Quality
»An urban issue, but one where biofuels have
lost traction over the past two decades because

of advances in vehicles and fuel. Still a driver in
some developing countries.

(S&T)?2

IEA Bioenergy Workshop



Environment
| S

» Protecting the environment means many different
things to different people.

» Climate Change

»Not well understood by the voters. Very
different regional views in Canada. Some view
climate change as a good thing that will open
up new economic opportunities and others see
climate change as a threat.

»Can a strategy be developed that will appeal to
both camps? Or at least find favour with one
without alienating the other.
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What Biofuels Deliver

» “Biofuels have the potential to contribute to
solving two of the most important problems
facing western economies: their extreme
dependence on oil imports from hostile and
unstable parts of the world, and insufficient
demand for agricultural crops and consequent
chronically depressed prices. The environmental

benefits are a free bonus.” Morris W. Dorosh. Agriweek
August 21, 2006.
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What Biofuels Deliver
| B |

» For many years biofuels proponents have
complained that they have to compete with a
subsidized oll price.

» But in most places they were competing with
subsidized feedstocks.

» We now have higher oil prices driving demand for
biofuels, biofuel producers driving demand for
feedstocks and increasing the price.

» Can the feedstock price increase enough to
eliminate government support payments and still
be competitive with fossil fuels?
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Ethanol and US Corn

CBOT Ethanol Futures versus CBOT Corn Futures
March 23, 2005 - present
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Ethanol and US Corn

» The corn price support provided by the US
Government is about $2.80 to $3.00/bu.

» The average CBOT price in 2005 was $2.05/bu.
» Compare the savings in corn payments to the
ethanol payments.
» $0.50/bushel on 10 billion bushels is $5 billion.

» $0.51/gallon on 5 billion gallons of ethanol is $2.5
billion.

» It took many years to reach the point where
ethanol demand significantly impacted the corn
price to make the equation favourable.
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Ethanol and Sugar

» After a decade of growth, world sugar stocks
have declined marginally over the past three
years.

» Impact of biofuels demand, changing government
policies, and supply factors.

» Sugar has shown some of the same price
Influence as corn.

» In some countries sugar mills pay the individual
farmer a percentage of the sugar price. In these
countries increased world sugar prices flow
directly the some of the poorest people.

(S&T)?2

IEA Bioenergy Workshop



Ethanol and Sugar
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Oilseeds and Biodiesel
| T

» USDA FAS

» The EU ollseed situation is largely influenced by
the demand for biodiesel. Despite the two last
years record harvests of rapeseed the demand
for rapeseed oil is still higher than the supply.

» High price of rapeseed oil in the EU has effects
on the food sector. The food sector utilizes
Increasing amounts of sunflower oil, which used
to be the most expensive oil in the EU but is
now one of the cheapest and currently about
$150/ton cheaper than rapeseed oil.
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Biodiesel Feedstock
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Biofuels and the Environment
| T

» Despite the controversy Iin the popular press, the
benefits of biofuels with respect to climate
change appear to be accepted by most
governments.

» The discussion is starting to turn to how can the
benefits be maximized.

» It has been difficult to get a number of NGO'’s
engaged on the topic. Some of those that are
engaged focus on single issues and have
difficulty with multi criteria assessments.
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Summary
| I

» Interest in biofuels has never been higher than in
recent years. This has been driven by higher oil
prices, which biofuels may or may not be able to
able to address, and energy security concerns.

» The real benefit that biofuels have started to
provide is economic but it is addressing
agricultural economics and not energy
economics.
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Summary
| T

» Those governments who have been long term
supporters of biofuels are starting to achieve
economic rewards.

» In some cases these benefits spin-off to other
regions.

» Other governments who have not had an overall
biofuels strategy are warming up the benefits that
biofuels can deliver and are starting to weigh the
costs of the status quo with the costs of
establishing new industries.
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Summary
| I

» The environmental benefits of biofuels are being
acknowledged in terms of climate change in
developed countries and air quality in developing
regions.
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Thank You

(S&T)?

IEA Bioenergy Workshop



	Meeting Political and Economic Goals with Biofuels
	Agenda
	What Governments Want
	What are the Top Issues?
	Politicians and the Issues
	The Promise of Biofuels
	Energy Security
	Rural Economic Development
	Rural Economic Development
	Long Term Wheat Price
	Environment
	Environment
	What Biofuels Deliver
	What Biofuels Deliver
	Ethanol and US Corn
	Ethanol and US Corn
	Ethanol and Sugar
	Ethanol and Sugar
	Oilseeds and Biodiesel
	Biodiesel Feedstock
	Biofuels and the Environment
	Summary
	Summary
	Summary

