chapter five

WHEAT, FEED GRAINS AND OILSEEDS

INTRODUCTION

The grain surplus problem has reached crisis proportions in Western Canada
during 1969-70. The massive carryover of grain, uncertain and unstable
prices, acute shortage of cash among farmers and a deteriorating outlook
make it clear that something must be done quickly to alleviate these problems
if the prairic grain cconomy is not to suffer irrcparable damage. In sceking
for a solution to the immediate crisis, however, the longer-run and more
fundamental needs of the prairic grain industry must not be neglected. Emer-
gency-oricnted programs must not become the basis for longer-term policies
for the grain cconomy.

Since the beginning of scttlement in Western Canada, the grain cconomy
has been subject to unpredictable fluctuations in crop yiclds, market condi-
tions and farm income. Therc have been periods such as the 1930's when low
prices and crop failure led to widespread mortgage forcclosure, farm aban-
donment and gencral cconomic distress throughout the prairic cconomy.
During the mid-sixtics, by contrast, high yields coincided with buoyant cxport
markets to provide prairic farmers with one of the more favorable periods in
the history of their industry. Longer-term policies for the grain industry must
recognize the extreme fluctuations which can occur in conditions rclating to
the welfare of prairic grain producers.

In general, the predominance of wheat in the Prairic Provinces has made
farmers cxtremely vulnerable to the vagaries of climate and changing market
conditions. Adverse or healthy conditions in thc wheat cconomy spread
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quickly to other sectors of the agricultural industry. After nearly a half-cen-
tury of experience with the problems of the prairie grain economy and a
search during most of that time for adequate marketing policies and pro-
grams, a final answer continues to elude the farmer and the policy maker.

There is no concensus as to what course of action should be followed. The
proposals for the solution of the problems surrounding the grain industry are
many and conflicting. Some advocate the abolition of the Canadian Wheat
Board and a return to the open-market method of selling grains. Others
advocate an even stronger position for the Wheat Board in the marketing of
grains. The recommendations and exhortations are many: rebuild the Interna-
tional Grains Arrangement; compete more aggressively in world markets
through more competitive pricing arrangements; control the production of
wheat; develop a more efficient grain industry through the introduction of
higher yielding grains; encourage greater diversification in the Prairic Prov-
inces through increased livestock production; do not shift the problems of the
grain industry to the livestock producer; continue to scll higher quality wheat;
shift to markets requiring lower quality wheat; wait long enough and crop
failures in other parts of the world will solve the surplus grain problem; sct
up programs to feed the hungry and undernourished peoples of the world.

Each of these proposals is plausible but it is obvious that a policy for the
grain industry cannot be built on a sct of such conflicting proposals.

The Task Force is convinced that fundamental and far-reaching changes
will be required if a satisfactory policy is to be developed for the
grain industry and if the current grain surplus problem is to be solved in the
forsecable future. Short-run palliatives will not sufficc. Historical differences
of opinion must be buricd and institutional rigiditics sct aside in the search
for a policy which will provide an cffcctive solution for the problems which
plague the grain industry in Western Canada. The over-riding reality is the
mounting surplus of grain and the horrendous consequences for the prairic
cconomy, indeed for all of Canada, if a rcmedy is not found soon.

The discussions and recommendations which follow call for major changes
and adjustments in cxisting policics and institutions. The Task Force recog-
nizes that long-held traditions arc being challenged and that many of the
recommended changes will not be reccived cnthusiastically by all persons
associated with the grain industry. The Task Force contends, however, that
present policics and programs arc not working and no amount of tinkering
with the present system will yicld satisfactory answers to the problems facing
the grain industry, It scems clear that radical new approaches must be
considered. Major surgery must be performed if the paticnt is to be saved.

THE MARKETING AND PRICING OF WHEAT

The marketing of wheat cannot be understood without a full recognition of
the dominant role played by the Canadian Wheat Board in the overall grain
marketing system. The Board, a crown corporation which reported (until
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recently) to the Federal Minister of Trade and Commerce,! does not own or
operate grain handling facilities. Under the Canadian Wheat Board Act of
1935, however, the Board has complete control over the way wheat is
marketed and the price at which it is sold. Before a producer can deliver his
wheat to any licensed elevator he must obtain a delivery permit book from
the Wheat Board. When and how much wheat may be delivered by the
individual producer is determined by a system of delivery quotas established
by the board. The country elevator system to which the farmer delivers his
wheat acts as an agent for the Board; the facilities owned by private and
co-operative clevator companies are utilized for the purchase, storage and
shipment of grain delivered by producers, and a handling agreement is
negotiated between these companies and the Board, setting out the conditions
under which the operations are conducted for Board account. The country
elevator delivers the wheat received from the farmer to terminal points or
other destinations under instructions issued by the Board. These instructions
are provided in the form of shipping orders. The shipping orders, in turn,
dictate the allocation and use of railway boxcars. Members of the private
trade who are shippers and exporters act as agents of the Board under a
negotiated agreement. In this capacity they are responsible for the forwarding
of wheat to castern clevators and export terminals where it is held for Board
account pending sale to domestic or cxport markets. The wheat is sold by the
Board for export cither through its agents or on the basis of a direct
agreement between the Board and a forcign government or a government
agency as purchaser of the grain.

Shipping and cxporting firms perform many of the sclling, exporting and
handling details involved in marketing Canadian wheat. In 1967-68, there
were 26 firms acting as shipping and cxporting agents located in Winnipeg
and 17 firms located in Vancouver to handle the West Coast trade.

Shippers arc defined as thosc firms involved in the movement of grain
within Canada. Exporters, who may also act as shippers, arc primarily
concerned with international or cxport markets and these firms buy and sell
grain among countrics and make the necessary transportation and financial
arrangements.

Exporting firms arc, in the main, large international corporations that have
an international network of offices and contacts.2 These firms deal in many
commoditics and arc located or represented in most exporting and importing
countrics. These firms scll Canadian, American, Australian and Argentine
wheat into importing countrics. Canadian firms scll only a small proportion of
exports. The risk and profitability associated with intcrnational trading are
the main reasons for the decline of Canadian cxporting firms and the rise of

'In October 1969, the Federal Government made a Minister-Without-Portfolio responsi-
ble for the Canadian Wheat Board. He will be associated with the Federal Department of
Industry Trade and Commerce in this new capacity.

*The four major international grain exporting companies in Canada are: Cargill
lncm:pomcd (bascd in Minncapolis), Bunge and Bome Incorporated (based in Argentina),
Continental Grain Company (headquarters in New York) and Dreyfus (several companics
make up this group—headquarters in Switzetland).
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these large international firms. These latter firms have developed a highly
advanced information and communication system and their familiarity and
continued use of such international factors as freight and exchange rates and
the changing governmental regulations of different countries give these firms
an advantage. Their broader base of operations, involving multi-national and
multi-commodity selling, is an additional advantage over single country
operations.

The question has been raised with the Task Force as to whether firms
whose head offices are not located in Canada, and who trade in grain and
many other products from many countries, would be under the same pressure
to sell Canadian wheat as would a Canadian firm whose success would
depend exclusively on the sale of Canadian grain. The Task Force recognizes
the significance of this question but has no information on it which would
allow it to reach a conclusion.

Many other operations and responsibilities of the Board could be described
including the administration of such policies as the Prairic Grain Advance
Payments Act but the above functions will indicate the pervasive influcnce of
the Canadian Wheat Board in the marketing of wheat.

The initial price for wheat is set at the beginning of cach crop year by the
Federal Government. The initial price is actually a guaranteed floor price for
the wheat producer for the crop year. With the exception of 1969, however,
the initial price has been set well below the final price realized by the Wheat
Board (Table 1). The price of wheat from one ycar to the next has varied
very little and, until recently, there has been relatively little change in the
monthly price of wheat.? The international Wheat Agreements have no doubt
contributed to this relatively high degree of price stability, particularly during
thosc years when the market price of wheat has been close to the minimum
price sct under the International Agreements. During 1969, however, there
has been considerable instability in the world price of wheat particularly
during the period when the principal wheat cxporters of the world ignored
the minimum price sct under the International Grains Arrangement and
cngaged in a wheat “pricc war”.

There have been periods during the past two decades when it appears that
the Canadian Wheat Board, through its pricing policy, held an umbrella over
world wheat prices. This was particularly cvident during the 1967-68 crop
year when the United States declared a “free year™ with respect to export
pricing while the Wheat Board declined to lower prices to Ievels which would
jeopardize the coming into force of the International Grains Arrangement.!

By following this policy, the Board did contribute to the objective of price
stabilization but it also mcant that thc Board was unablc to be as fully
competitive as it might have been, with the result that loss of sales occurred.

$Sce Annual Report, Canadian Wheat Board, 1967-68. For example, for No. 1 Northern
Wheat in store Ft. William the average monthly price for the ctop ycar 1967-68 varicd from
a high of $2.04 in August 1967 to a low of $1.90% in November 1967,

¢Sce the 1967-68 Annual Report, Canadian Wheat Board, page 12.
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During 1969 however, the Wheat Board followed a relatively aggressive
course of action in the pricing of Canadian wheat. In March 1969, the Board
cut its prices of wheat below the I.G.A. minima in response to the actions of
other countries which had been reducing wheat prices almost from the time
that the 1.G.A. came into effect on July 1, 1968. A series of retaliatory cuts
took place among all the major wheat exporting nations of the world and in
July 1969, the 1.G.A. price minima were suspended by the five major wheat
exporting countries.

TABLE 1

Initial, Interim and Final Payments for No. 1 Northern Wheat
Basis in Store Ft. William/Port Arthur. 1960-61 to 1969-70

Total
Pool Initial Adjustment Interim Final Rcalized
Account Payment Payment Payment Payment Price
(dollars per bushel)
1960-61 1.40 .10 .295 1.795
1961-62... 1.40 .10 .410 1.910
1962-63... 1.50 .370 1.874
1963-64... 1.50 474 1.974
1964-65... 1.50 .387 1.887
1965-66 1.50 .497 1.997
1966-67 1.50 .487 1.987
1967-68 1.70 114 1.814
1968-69 1.70 n.a. n.a.
1969-70 1.50 n.a. n.a.

Source: Canadian Wheat Board Annual Reports.

The downward pressure on wheat prices led the Federal Government to
reduce the initial pricc to $1.50 per bushel for the crop year 1969-70, 20
cents less than the initial wheat price in the previous crop year. At the same
time, the Government announced that the sale of wheat in Canada for human
consumption would be bascd on a minimum price of $1.95% per bushel for
No. 1 Northern in store Ft. William.

The more aggressive course of action followed by the Wheat Board in the
pricing of wheat in 1969 is in marked contrast to the policy followed in
carlier ycars. While the Canadian Wheat Board contributed greatly to the
stabilization of world wheat prices, the mounting surplus of grain in Canada
during the past few ycars has raised scrious questions about the cfficacy of
the approach followed by the Board. While the experience in 1969 indicates
that “cut-throat” competition is not a desirable solution to the problem, it
docs suggest that it is not in Canada’s best interest to cmphasize price
stabilization if wheat sales arc lost as a result.

The wheat price war which crupted in 1969 also casts doubts on the
present terms of the International Grains Arrangement which came into effect
on July 1, 1968. The I.G.A. appears to have several advantages over the
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earlier International Wheat Agreement insofar as Canada is concerned.
Under the previous International Wheat Agreement, the price range was
expressed in terms of a minimum and maximum price for one specific type of
wheat (Manitoba No. 1 Northern) in one position (in store, Fort William/
Port Arthur) with a formula for establishing equivalent minimum and
maximum prices for other Canadian or foreign ports of origin. Under the
I1.G.A., instead of No. 1 Manitoba Northern at Ft. William/Port Arthur
providing the bench mark for price standards, as had been the case previous-
ly, American No. 2 Hard Winter Wheat (ordinary protein) at the Gulf of
Mexico ports became the new pricing base, and price ranges were established
for 14 grades of wheat (Table 2).

TABLE 2

The Schedule of Minimum and Maximum Prices F.O.B. Gulf Ports,
International Grains Arrangement, 1968

Minimum  Maximum

Country Grade of Wheat Price Price
(S U.S. per bus.)

Canada.........coceevevevinnnns Manitoba No. I......... 1.95% 2.35%
Manitoba NO. 3.....cooveieeereeerircesesasionense 1.90 2.30
United States................ Dark Northern Spring No. 1, 14%;... 1.83 2.23
Hard Red Winter No. 2 (ordinary)............ 1.73 2.13
Western White No. 1 1.68 2.08
Soft Red Winter No. L......coeerveeninrncvcarnanens 1.60 2.00
1.73 2.13
1.68 2.08
EEC... s Standard.. 1.50 1.90
Sweden... 1.50 1.90
Greece........ 1.50 1.90
SPaiN....cverererreiieeenene Fine Wheat......... 1.60 2.00
Common Wheal.......oovvevreerienrerecnneesessennaens 1.50 1.90
Mexicol.......... 1.55 1.95

1 The minimum and maximum price for Mexican wheat f.0.b. Mexican Pacific Ports, or border
points. .
SOURCE: Annual Report 1967-68, Canadian Wheat Board.

The main advantage of the new pricing formula to Canada- was described
by Runciman:®

A price rclated to an American wheat somewhere down the quality scale
probably offers morc protection to Canadian producers than a pegged-price
for No. 1 Northern under which all other wheats in the world can fluctuate
frecly. Under the previous Agreement, the only price specifically fixed was
that of No. 1 Northern in store at the Lakchead, all other maximums and
minimums were calculated from this basc but, in cffect, Canada was the only
country ticd by thc Agrcement because she was the only producer of this
grade. The other countrics were not bound by fixed minimums and could

*Runciman, A. M. Canada’s Stake in The International Grains Arrangement, Proceed-
ings of the Manitoba Institute of Agrologists, Winnipeg, October-November, 1968.
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lower prices by widening grade spreads and quality differentials and thus

- undersell Canada’s quality wheats by a wide margin. In fact, this is what
happened when prices dropped sharply in January, 1965, and the United
States cut prices below what was regarded as the minimum under the
International Wheat Agreement.

There can be little doubt about the desirability of some mechanism such as
the International Grains Arrangement to prevent chaotic conditions from
developing in the international market for wheat. At the same time, there
appear to be weaknesses and limitations in the International Grains Arrange-
ment from Canada’s point of view.® These weaknesses and limitations may be
briefly summarized as follows: the minimum price levels under the I.G.A. are
at such a high level as to continue to stimulate production in countries which
normally import most of their requirements; there is uncertainty concerning
minimum prices for wheat other than the specific grades mentioned in the
1.G.A. pricc schedule; the price level for Canadian wheat is not realistic in
relation to present world demand for various kinds of high quality wheat;
Canada lacks the flexibility of other countrics particularly the U.S.A., since it
has not as many types and qualities of wheats; internal freight rates in the
U.S. with payments in the way of subsidics for extra freights permit the U.S.
to be more competitive in an aggressive sclling program, i.e. the U.S. traders
can absorb the freight savings and offer wheat at a lower price.

The difficultics which emerged during 1969 are evidence of the need for
changes in the I.G.A.

THE MARKETING AND PRICING OF CANADIAN FEED GRAINS

With one major cxception, Canadian feed grains were sold through the
open market prior to August 1, 1949. The exception involved the period
during the last war when the Federal Government took steps to intervene in
the marketing of coarse grains. In 1948 howcver, the Government of
Canada introduced a bill which included provisions for the compulsory
marketing of oats and barley through the Canadian Wheat Board. The Act
became operative on August 1, 1949, after the three Prairic Provinces
passed concurrent legislation placing the marketing of coarse grains under
the Wheat Board.

Since that time it has been the policy of the Canadian Wheat Board to
scll oats and barley cither on the Winnipeg futures market or on a cash basis
at Fort William, Vancouver, or country points. The Wheat Board sclls
coarsc grains to the private trade. Private dealers can make usc of the
facilities of the futures market to hedge their stocks while making sales.
The market is not an open market in the traditional sense of the term since
the C.W.B. has complete control of the supplics of all prairic grain coarsc

¢ For a detailed discussion of these limitations sce Runciman, A. M., ibid.
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grains sold through commercial channels.? The Wheat Board has been given
the authority to license all imports of wheat, oats, and barley. As the sole
supplier of prairie feed grains to the market the C.W.B. has a dominant
influence on the prices which are sct from day to day. The futures market
for coarse grains can only be meaningful if the private trade has full
confidence that there will be a consistent relationship between the cash and
futures markets.

The grain producer has several ways in which he can dispose of his oats
and barley. During the crop ycars 1967-68, for example, only 11.8 per cent
of the total farm supplies of oats and 29.8 per cent of the farm supply of
barley in the Prairie Provinces were delivered to the Wheat Board. The
remainder is disposed of in various ways. A large proportion of the coarse
grains is fed directly on the farm. Since 1960 individual grain producers have
been permitted to deliver non-quota grain to feed mills which have been
designated as non-quota mills by the Canadian Wheat Board. A considerable
quantity of feed grains is sold by onc farmer to another and to feedlot
operators within the same province on a non-quota basis. During ycars of
surplus, the non-quota prices for feed grains have been well below the
prices set by the Canadian Wheat Board.

A matter of considecrable controversy relates to the nced for greater
flexibility and greater competitiveness in the pricing of coarse grains by the
Canadian Wheat Board. Until recently, when the Board adopted a more
competitive position with respect to the pricing of export fced grains, the
cvidence suggests that Canada has lost considerable sales for barley both
in the domestic and export markets.

In spite of a relatively large carryover of oats and barley in Canada cach
year, the nced for cash by prairic farmers, low non-quota prices for feed
grains in the Prairic Provinees and an annual Federal Government expendi-
ture on feed freight assistance of 15 to 20 million dollars, considerable
quantities of corn have been imported into Eastern Canada cach ycar. This
situation is difficult to cxplain and hard to defend, particularly since the
grain surplus problem on the prairics has been growing for some time.

There appear to be scveral reasons for this failure to supply the feed
grain nceds of Eastern Canada. Onc of the major diflicultics appcars to
have been associated with the adverse spread between the cash and futures
price for barley. In order to cncourage an orderly distribution of sales over
a given scason, the future prices should reflect a carrying charge. Normally,
the cash pricc for a storable commodity such as barley should rise through-
out the scason at a rate cquivalent to the cumulative storage costs; it should
cquate cventually with the futures prices. This has not been the case for
barlcy and oats in the Winnipeg futures market during recent years. Indeed,
the May futures price for barley has frequently been below the October
price thus discouraging the purchasc of feed grains for storage and sale

" An open market has generally been defined as one where there are a large number of
both buycrs and scllers and a minimum of restrictions in the matket.
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at a later period in Eastern Canada. At the same time that this situation
created an “artificial” shortage of prairie feed grains in Eastern Canada,
American corn was imported, stored and later sold to Eastern livestock
feeders.

The Wheat Board as the sole seller of feed grains on the Winnipeg
futures market and through its use of delivery quotas has a dominant
influence on the level at which prices are set for coarse grains,

While the primary objective of the Wheat Board is to obtain the highest
possible prices for Prairie grain producers, high prices are of questionable
value if they are not competitive with alternative sources of feed grains,
and if potential sales are lost.

The absolute decline in the exports of Canadian feed grains during recent
years at a time when the world market for feed grains has been growing is
cause for serious concern. While import quotas, export subsidies and other
similar practices have made it increasingly difficult for Canada to expand
its sales of feed grains, it appears to the Task Force that a less-than-adequate
job was done in competing for the feed grain markets of the world. Very
wisely the Wheat Board decided during the latter part of 1969 to price
more competitively, and the favourable results in terms of expanded exports
which have been achieved to date are indications that Canada can and must
keep its prices for feed grains in line with world demand and supply
conditions.

A feed grain marketing policy W ich leads to burdensome surpluses,
extremely low non-quota prices in the Prairies, the importation of American
corn into Eastern Canada and loss of export sales can hardly be regarded
as desirable from the western grain producer’s point of view. It is clear that
major changes are required in Canada’s feed grain marketing policy if the
current difficultics are to be resolved. More will be said about these
necessary changes in later sections of this chapter.

THE MARKETING AND PRICING OF PRAIRIE-GROWN RYE
AND OILSEEDS

Flaxseed, rapeseed and rye are sold through the open market. Country
elevators purchase these crops at the prevailing market price and for their
own account. The Canadian Wheat Board intervenes to the extent of setting
delivery quotas and issuing shipping orders for these crops. Cash purchases
from the farmer are hedged by the company selling futures contracts.

Unlike the situation for oats and barley where the futures market is heavily
influenced by the Wheat Board as the sole supplier of coarse grains, the
futures market for rye, flaxseed and rapeseed reflect the supply and demand
forces of the open market. In contrast to the relatively “fixed” prices from
day to day and from month to month for coarse grains, the prices for rye,
flaxsced and rapeseed tend to be much more flexible and responsive to
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changing market conditions. And as one would expect where the prices of
these commodities reflect the forces of the free market, the futures prices
tend to reflect the cumulative carrying charges, except when these crops
are prevented from moving freely into position; the cash price converges
towards the futures price throughout the marketing year. This is in contrast
to the situation which has frequently prevailed for the feed grain futures
prices as we have noted above.

THE TEMPORARY WHEAT RESERVES ACT

By July 31, 1970, it is estimated that the wheat carryover in Canada will
amount to approximately one billion bushels, equal to 250 per cent of the
wheat stocks carried at the end of the 1965-66 crop-ycar.

These excessive stocks of wheat in Canada result from a large number
of policies, the most important of which appears to be the Temporary
Wheat Reserves Act. The Act was passed in 1954 to relicve wheat producers
temporarily of part of the costs of storage of abnormally large accumulated
carryover of wheat. Under the Act, the Government of Canada pays to the
Canadian Wheat Board, for the benefit of wheat producers, an amount
equal to the carrying charge rate paid by thc Board at the end of the
immediately preceding crop yecar multiplicd by the number of bushels of
wheat in storage on August 1, in ecxcess of 178 million bushels. The amount
paid out under the Act may be seen in Table 3.

This Act appcars to have had many implications for wheat production
and marketing in Western Canada. Because of the Act, the cffects of
production in excess of market requircments have not been fully felt by
farmers. This has been an important factor interfering with market forces,
and perpetuating a supply of wheat in cxcess of demand. Furthermore, the
Act may have cncouraged thc Wheat Board to accept larger amounts of
wheat in preference to oats, barley or oilsceds since the storage subsidy
applics only to wheat. ‘

Commercial stocks of wheat have never been less than 287 million mushels
at crop ycar-end since 1952-53, and have averaged 370 million bushels
from then until 1966-67. Farm stocks have in addition averaged 115 million
bushels over the same period at crop year-end. If a safc crop ycar-cnd
level of wheat stocks on average, nccessary to mect cxport commitments
and domestic rcquircments is sct at say 200 million bushcls®, then some
285 million bushcls of cxcess wheat stocks (including those on farms) have
been carried on average since 1952-53, and this level is increasing. The
total cash carrying charges have been 12.6 cents per bushel on all wheat
delivered to the Board since 1954-55 of which the Government's share

* Sce later discussion relating to the nced for a “normal granary™ or a clearly defined
storage of wheat carryover policy. There is a need for a bufer stock but there is a maximum
carryover limit beyond which undesirable surpluses begin to appear.
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through the Temporary Wheat Reserves Act has averaged 8.5 cents per
bushel on all wheat delivered to the Wheat Board. The average annual cost
to the Government has been $35 million. It is estimated that the funds to be
paid under this Act for the 1969-70 crop year will be in excess of
$63 million.?

The Temporary Wheat Reserves Act subsidizes producers’ incomes after
they have produced in excess of market demands, and encourages them to
continue producing in excess of market demands. It has become self-
perpetuating as one of the measures which creates excessive production of
wheat and mis-allocation of resources in agriculture, and yet appears
necessary to protect farmers’ incomes. This “temporary” policy has been in
existence for 15 years.

What is required is that the net effect of all policy measures should be
to reduce wheat production and maintain sales sufficiently to eliminate these
surplus stocks as soon as possible. One way in which this might be achieved
is by using the moncy now spent under the Temporary Wheat Reserves Act
to direct resources from wheat production to the production of other crops
for which there are growing markets.

TABLE 3

Canadian Wheat Board Carryover and Carrying Charges Under the
Temporary Wheat Reserves Act, 1955 to 1968

Number of

Bushels in

Storage in
Licensed Number of Excess of Carrying chgs.
Elevator Bushels in 178 Million Paid During

Capacity Storage Bushels Crop Ycar
Year (at July 31)  (at August 1) (at August 1) (beg. August 1)
(million bushels) ($ thousand)

1958. 586 395 217 31,486
1956 615 n 195 28,817
B 628 408 230 35,554
1958... 637 406 228 39,825
1959.uicerrrerennererererseesenns 642 417 239 43,604
1960.... 639 455 277 50,431
1961, 649 430 262 47,974
|y N 6H 324 146 28,897
1963.... 660 416 238 44,934
1964, 669 328 150 28,568
1965. 676 396 218 40,926

678 306 128 24,294

682 358 180 34,980

682 432 254 55,879

Source: Garland, S. W. and Hudson, S. C. Gorernment Involvement in Agriculture

*Sce Coarse Grains Quarterly, August, 1969, Dominion Burcau of Statistics, Ottawa.
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THE PRAIRIE GRAIN ADVANCE PAYMENTS ACT

Because of the large accumulated surpluses of grain in the mid 1950’s and
the growing lack of space in the country elevator system to accommodate
farm deliveries of grain, the Federal Government enacted the Prairie Grain
Advance Payments legislation in November, 1957. This legislation provided
for advance payments to producers on a portion of their farm-stored grain.
Normally, grain producers do not receive any payment for their wheat, oats
or barley until the grain is delivered to the elevator.

Under the original terms of the legislation the Wheat Board was authorized
to make advance payments to producers on farm stored wheat, oats and
barley at the rate of 50 cents per bushel for wheat, 20 cents for oats and 35
cents per bushel for barley, subject to a limitation of the deliverable quantity
of grain (i.e. up to six bushels per specified acre quota) and to a maximum
amount of $3,000 for each applicant. Under an amendment of the legislation
in October, 1968, the size of the advance payment was increased to $1 per
bushel for wheat, 40 cents per bushel for oats and 70 cents per bushel for
barley up to a six-bushel per specified acre quota and a maximum of $6,000
per applicant.

The recipient of a cash advance is obligated to deliver enough grain until
half of the initial payment for the grain is equal to the cash advance made
to him.

The number and size of the advance payments made to grain producers
since the inception of the program are noted in Table 4. The largest number
of advance payments were made during the crop year 1968-69 and will be
much bigger still in 1969-70. The cost to the Federal Government of the
interest-free cash advances to grain producers has ranged from a low of
$385,962 in 1961-62 to nearly a $1.4 million in 1960-61, and will be far
bigger in 1968-69 and 1969-70 with both larger advances and higher com-
mercial rates of interest.

For the first time since the inception of the program, a large number of
grain producers receiving advance payments were unable to deliver sufficient
grain during the 1968-69 crop year to rcpay the advances. On July 31, 1969,
approximately $41.5 million in cash advances were still outstanding. In spite
of the outstanding advances for the crop year 1968-69, these same producers
were eligible for full advances for the new crop year 1969-70. Indeced, by
the end of September, 1969, another 22,000 new advances had been made
for a total of some $57 million to that time for the 1969-70 crop ycar. It
is anticipated that the total cash advances taken during the 1969-70 crop
year will be very large in view of the difficulty in marketing grain.1®

The value of the cash advance program to prairie grain producers during
years when they arc unable to make deliveries can not be doubted. However,
the cash advances program should be designed to cope with periodic or

10 1f all eligible producers apply for advance in the 1969-70 crop year the total extended
could go well beyond $300 million.
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TABLE 4
Payments Under the Prairie Grain Advance Payments Act 1957-58 to 1968-69

Advances Outstanding
at Crop Year-End

As %, of
Total Average Total Total Cost
Crop Number of Amount  Amount Amount (Interest
Year Applications Advanced Advanced Amount Advanced Charge)
$000 s s
1957-58...ccc0neeee 50,412 35,203 698 3,324 0.009 480,531
1958-59.. 45,341 34,370 758 3,920 0.011 524,407
1959-60.. 50,047 38,493 769 4,683 0.012 816,502
1960-61.. 76,089 63,913 839 10,695 0.017 1,417,719
1961-62............ 22,342 16,657 745 9,725 0.058 385,962
1962-63............ 39,683 29,252 737 8,935 0.031 489,513
1963-64............ 63,427 62,136 980 20,829 0.034 869,552
1964-65............ 38,375 32,962 859 22,162 0.067 540,360
1965-66............ 43,509 40,600 933 37,943 0.09%4 665,826
1966-67............ 36,953 36,668 992 91,759 0.251 540,180
1967-68............ 45,811 47,281 1,032 1,703,349 3.857 780,018
1968-69............ 113,491 151,852 1,338 41,488,104 27.321 n.a.

Source: Channon, J. W. The Prairie Grain Advance Payments Act 1957-69
Canadian Farm Economics, Vol. 4., No. 4, October 1969
Economic Branch, Canada Department of Agriculture, Ottawa

cyclic surpluses and not perennial overproduction or stock building. The
program should not be used to insulate farmers from the realities of the
market place or to encourage a chronic surplus of unmarketable grain. Nor
should the cash advances program be employed to offset the harmful effects
of other marketing policies or programs.

One further limitation of the cash advances program relates to basis for
payment. It favours wheat and discriminates against barley and oats to the
extent that a producer is encouraged to deliver the higher valued commodity,
wheat, under the program (i.e. a producer received $1 per bushel for wheat
and 40 cents and 70 cents respectively for oats and barley up to a six-
bushel per specified acre quota).

THE WHEAT BOARD GRAIN DELIVERY QUOTA SYSTEM

Because the amount of grain which producers want to deliver to elevators
rormally cxceeds the clevator capacity available, the C.W.B. finds it neces-
sary to impose dclivery quotas for individual producers. A conflict of objec-
tives arises between cquity and cfficiency. Equity demands that all producers
be able to deliver roughly cqual amounts of grain per acre regardless of the
kind and grade they have produced, but cfficiency demands that preference
be given to the kind and grades in demand. Rapid movement of these grains
and grades into markets would reduce storage costs and would tend to
encourage the right kind of production related to market demand in the
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future. This requires a flexible quota system which reflects market demand
back to the producer. The Wheat Board’s quota system is insufficiently
flexible. Under the present quota policy, the natural tendency is for farmers
to deliver the higher valued grains and grades first in order to obtain more
cash. These grades may not reflect actual market demands, so that both
surplus stocks and deficits may appear for different grains and grades, without
this market demand being reflected back to the producer.

The quota system moreover discriminates against the more productive
farmers and high yielding varieties since it is based on bushels per acre. It
encourages larger acreage and larger output. The quota system should reflect
the demands of the market and should not discourage efficient agricultural
production.

FREIGHT ASSISTANCE POLICY FOR FEED GRAINS

A policy was introduced by the Federal Government in 1941 which pro-
vided for a subsidy on the transportation costs of feed grains from the Prairie
Provinces to British Columbia and Eastern Canada. The policy was conceived
during wartime conditions with the objective of encouraging greater livestock
production in those regions of Canada in which feed grains were in deficit
supply.

The program was administered by the Federal Department of Agriculture
from its inception in 1941 to 1963 and the Department of Forestry from
1963 to 1967. In 1967, the Canadian Livestock Feed Board, which was
established under the Livestock Feed Assistance Act of 1966, took over the
administration of all matters relating to freight and storage assistance on feed
grains.

The specific objectives of the Canadian Livestock Feed Board are to
ensure:

1. The availability of fecd grain to meet the nceds of livestock feeders;

2. The availability of adequate storage spacc in Eastern Canada for
feed grain to meet the needs of livestock feeders;

3. Reasonable stability in the price of feed grain in Eastern'Canada and
in British Columbia;

4. Fair cqualization of feed grain prices in Eastern Canada and in
British Columbia. .

The total amount of the subsidy spent on feed freight assistance amounted
to ncarly $456 million during the period 1941-67. Table 5 indicates the
distribution of grains under the program among the recipient provinces. A
diminishing proportion of the subsidy is going to Ontario and an increasing
proportion to Quebec. The average subsidy per ton for the cntirc period
1941-67 ranged from $4.96 for Ontario to $23.60 for Newfoundland.

11 For further details sce, Garland, S. W. and Hudson, S. C. Government Involvement in
Agriculture, a report prepared for the Federal Task Force on Agriculture; Sce also Annual
Report of the Canadian Livestock Feed Board, Crop Year 1967-68.

76 CANADIAN AGRICULTURE IN THE SEVENTIES




The storage subsidy on feed grains amounts to 2.5 cents per bushel for
the winter period when the grain is stored in Eastern Canada. Storage ex-
penses paid by the Federal Government on winter supplies of feed grains in
Eastern Canada totalled $3.2 million from the inception of the storage
program in 1963 until March 31, 1967.

TABLE 5
Selected Data on Feed Freight Assistance by Province, for the Period 1941-67

Proportion of Ave. subsidy
Federal grain shipped payment per

Government under the ton of
Province Expenditures programs feed shipped |
(thousand % $
dollars)
Ontario 128,343 38.9 4.96
Quebec ) 193,808 40.9 7.14
New Brunswick 217,578 3.9 10.73
Nova Scotia 42,659 5.5 11.78
Prince Edward Island 9,840 1.3 11.72
Newfoundland......... 8,522 0.05 23.60
British Columbia...... 45,090 9.0 7.65
Total 455,840 100.0 —

Source: Annual Report of the Canadian Livestock Feed Board, Crop Year 1966-67

One of the basic contradictions of the feed grain economy in Canada may
be noted in Table 7. In spitc of a relatively large carryover of oats and barley
in Canada each year, low non-quota prices for barley and oats in the Prairie
Provinces and an annual Federal Government expenditure on feed freight
assistance of 15 to 20 million dollars, considerable quantitics of corn are
imported into Eastern Canada each year paying a duty of eight cents per
bushel. While a proportion of the imported corn is used for industrial pur-
poses, a significant amount is used by Eastern livestock feeders.

In kecping with other major recommendations appearing later in this
chapter the Task Force recommends that the freight subsidy on feed grain
movement from the Montreal freight zone into Eastern Quebec and the
Atlantic Provinces should be discontinued by August 1, 1970; further the
Federal Government should make direct payments to the five provincial
governments i.c. Quebec, Prince Edward Island, New Brunswick, Nova Scotia
and Newfoundland of the cquivalent of the average payment made over the
past three years on all shipments beyond the Montreal freight zone. These
payments should be uscd on projects designed to strengthen the agricultural
scctor, in whatever way the five provincial governments sce fit, ¢.g. trans-
portation or adjustment subsidics. These payments to the provincial govern-
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ments should be a fixed annual sum for a period of five years commencing
in 1970 and should then be gradually reduced for a further period of five
years with a complete discontinuance of the subsidies by 1980.12

TABLE 6
Quantities of Western Feed Grain Moved Under the Feed Freight Assistance Program

1967-68

Province Wheat Qats Barley Rye  Screenings Mill Feeds

000 bus. 000 bus. 000 bus. 000 bus. tons tons

Newfoundland 155 175 288 33 1,369 7,501

Prince Edward Is....c.couennnee 150 234 752 13 853 9,317

Nova Scotia e 1,182 1,153 1,557 88 4,878 32,922

New Brunswick....ccneeeeeanees 276 931 962 71 4,915 31,251

5,195 18,184 17,360 575 19,800 247,657

1,925 11,762 10,163 338 34,995 141,803

2,064 2,219 4,195 50 5,237 30,310

10,947 34,659 35,278 1,170 72,047 500,761

SOURCE: Grain Trade Year Book 1967-68, Winnipeg Grain Exchange

The feed freight subsidy from the Prairics into British Columbia and as
far as the Montreal freight zone should be removed by August 1, 1970. The
same recommendations should also apply to Ontario corn.

The tariff on American corn should be replaced by a variable import Jevy
which would apply whenever free market com prices in the United States
fall below the United States floor price. If the support price were $1.05 and
the frec market price 95 cents per bushel, the variable import levy would
be 10 cents. This would provide protection against scrious distress prices for
Canadian corn growecrs.

While the marketing and pricing policics for feed grains sold through the
Canadian Wheat Board will be examined in detail below, it is clear that the
pricing policies of the C.W.B. together with the restriction on the inter-
provincial movement of feed grains not sold through the Board Have created
some distinct anomalics in the feed grain cconomy in Canada.

LICENSING AND TARIFFS ON FEED GRAII;IS

Elsewhere in the report the Task Force has recommended a move to 2
frec continental market for livestock and livestock products and indicated
considerable possibilitics for incrcased cxports to the US.A. Compctitive
forces dictate that livestock producers must have access to feed grains on
conditions comparable to their compctitors south of the border.

To the extent that the Federal Government exerciscs partial control over the expenditure
of these funds, this should be through the Department of Regional Economic Expansion
(David L. MacFarlane).
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Currently the C.W.B. has the power to licence or refuse to licence imports
of oats and barley, and there is a tariff of eight cents per bushel on corn.

The Task Force recommends that the Wheat Board’s licensing power for
feed grain imports be terminated on July 31, 1970, and that the tariff on
corn be eliminated, and replaced by a variable import levy which would
apply whenever frec market corn prices in the U.S.A. fall below the United
States floor price.

TABLE 7
Imports of Corn, Canada, by Crop Year, and Carryover of Barley and Oats

Total
federal
Carryover at beginning Price of Barley Price of Oats Government
Bushels of crop year (3 C.W. 6) QCw.) expenditures
of on feed
Crop Barley Com Non- Non- freight
Year Exports Imported Barley Oats C.W.B. quota C.W.B. quota assistance
000 bus, 000 bus. 000 bus. 000 bus. - s H H $000

1958-59...... 70,444 13,318 118,165 156,916 1.0t 0.70 0.69 0.44 22,442
1959-60...... 63,759 12,799 131,183 129,979 0.98 0.67 0.77  0.50 20,552
1960-61...... 47,178 21,407 128,470 100,827 1.0  0.67 0.74 0.52 19,519
1961-62...... 42,909 29,583 112,357 115,154 1.28  0.98 0.77 0.52 15,592
1962-63..... 15,317 31,112 57,824 79,066 .13 0.93 0.72 na. 15,571
1963-64...... 46,938 23,423 89,245 150,278 1.18  0.74 0.69 0.63 19,445

1964-6S...... 37,032 17,817 118,270 179,408 1.26 0.8} 0.77  0.55 17,865
1965-66...... 38,029 23,897 88,776 130,121 1.29 na. 0.84 0.56 19,755
1966-67..... 58,542 22,871 97,752 127,163 n.a. n.a. na. na. 20,600
1967-68...... 41,408 29,411 131,751 109,791 na, na. n.a. n.a. 19,790
1968-69...... 20,500 33,700 130,600 77,000 na. na, na. na, n.a.
1969-70..... n.a. na, 197,700 128,400 n.a, n.a. n.a, na. na.
Average

(1958-59 to

1967-68).... 46,161 22,570 107,396 127,870 na. na. n.s. na. na.

.a. — not available.

AGRICULTURAL POLICY AND THE CANADIAN WHEAT BOARD

A great deal of confusion cxists between the broader policy issues of
agriculture and the marketing of grain. This confusion has led to an increas-
ingly critical debate about the role and responsibilitics of the Canadian Wheat
Board in the grain industry of Western Canada.

After 35 ycars of operations, the Wheat Board has become an integral,
if not a dominant, part of thc prairic grain cconomy. Its operations and
activitics pervade almost cvery aspect of the farm and grain marketing
business in Western Canada. At times, indced, it has become difficult to
distinguish between the basic responsibilitics of the Wheat Board and the
more gencral aspects of government policy as it relates to the agricultural
industry in the Prairic Provinces. Unless this distinction is made clear, how-

ever, the proper role and performance of the Canadian Wheat Board is
difficult to cvaluate.
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. The Wheat Board was designed originally to focus on the marketing of

Canadian wheat. When the Board was first established in 1935, the Minister

of Trade and Commerce announced at that time,13
The concentration of surplus stocks of wheat in Canada during the past few
years has created an abnormal situation in the world wheat trade. Last June
this situation was recognized by Parliament as not being in the interests of
Canada or her wheat producers, and the Dominion Government desires to
have our surplus restored to a normal basis. ... It is not nccessary to have
and there will not be any ‘fire sale’ of Canadian wheat, but it will be for
sale at competitive values and will not be held at exorbitant premiums over
other wheats.

This statement, made in 1935, is remarkably appropriate in 1969. During
the intervening years, many complex problems have besct the Canadian
wheat industry and, Prairie farmers have come to look to the Wheat Board
for the action to cure their ills. At times, the more general price and income
problems of prairic grain producers appcar to have been forced upon the
Wheat Board.

That prairie grain producers have price and income problems is not to be
denied. To permit these problems to dominatc the policies of the Wheat
Board, however, cannot but interfere seriously with its primary role as a
marketing agency.! It is the view of the Task Force that the farm income
problem must be scparated deliberately from Canadian Wheat Board opcra-
tions. The Board should not be expected to provide any magic solution to
the income problems on prairic farms.

The primary role of the Wheat Board must continuc to be the sale of
wheat and feed grains at the best possible competitive prices.

There is growing cvidence, however, that the Canadian Wheat Board has
had imposed on it policics and responsibilitics for which it was not designed.
The Temporary Wheat Rescrves Act designed to alleviate farmers of the
burden of carrying large surpluses of wheat, the Prairic Grain Advance
Payments Act developed to provide farmers with cash when markcts were
‘glutted, the provision for accelerated depreciation on farm grain storage
facilitics, the setting of excessively high price minima under the Intcrnational
Grains Arrangement and the political pressure for cqual treatment of farmers
under the grain delivery quota system, have all forced the Wheat Board into
a surplus management function. Storage and inventory control arc the
necessary parts of any marketing function but they should be regarded as
the means for stabilization and as aids in marketing, not as serving cquity
objectives or scparate income objectives or as cnds in themsclves.

2 Annual Report, The Canadian Wheat Board, 1935-36.

1 Justice W. F. A. Turgeon noted in Report of the Royal Grain Inquiry Commission,
1938, “In most of the representations made to me for the crcation of a Wheat Board the
underlying principle scemed to be that of government guaranteed minimum price for wheal
Conditions may well recur where the government will focd in duty bound to assist wheat
growers, by protecting those who have a crop against a disastrous fall in prices, or by pro-
viding in whole or in part for the subsistence of those who have no crop or an fnsufficicat
one. These two cases of need may occur at the same time or at scparate times. In cither cast,
there is no necessity of setting up a compulsory marketing board to deal with the situation”

80 CANADIAN AGRICULTURE IN THE SEVENTIES




The Wheat Board quota system appears to have had as its primary
objective the equal treatment of grain producers, a worthy goal in itself but
frequently in conflict with the objective of marketing efficiency. A marketing
system clogged with types and grades of grain which may not be required
at a given time or place cannot respond as rapidly or as effectively as it should
to the dynamic and constantly changing conditions of a highly competitive
market. The pressures generated by the Temparory Wheat Reserves Act to
fill the pipe line with wheat on July 31 adds to the problem and reduces
flexibility in marketing.

The pressure exerted by prairie grain producers on the Wheat Board to
increase grain prices, a perfectly understandable position in view of the
growing price-cost squeeze in agriculture, does not appear to be consistent
with the need for a more flexible and competitive pricing policy by the Board.
High prices are hardly a virtue if the grain must be stored or if markets
are lost. The sctting of initial prices by the Federal Government at the
beginning of each crop year gencrally establishes the price level above which
the Wheat Board is expected to opcrate regardless of competitive market
conditions. The fact that the initial prices set by the Government during
the last year appear to have been above competitive market prices has been
recognized in the form of a “two-price” system for wheat and barley sold in
the export market.

The Task Force docs not suggest that problems of periodic surpluses, low
incomes, inflation, instability of prices and incomes and the pricecost
squeeze arc not of paramount concern to Prairic grain producers. They are.
But it is wrong, in fact it could be fatal, if the Wheat Board, a marketing
agency, is cxpected to solve these more gencral problems and issues, or if
these broader policy issues are imposed on the grain marketing system.

These problems are far too vast and complex for any other than a com-
prehensive policy approach to the agricultural industry. This is not to say
that the Wheat Board should be absolved of its responsibility in decaling
with the very difficult problems associated with thc marketing of grain—this
is its job—but the Board should not be expected to undertake responsibilitics
which go beyond its capacity as a marketing agency.

The Canadian Wheat Board is basically a marketing agency and it is in
this role that it must be judged.

Even when the broader agricultural policy issucs arc sct aside, the Wheat
Board faces many difficultics as a compulsory marketing agency. Thesce
difficultics were anticipated by Chicf Justice Turgcon as carly as 1938:18

...any group of men cndcavoring with the best intentions in the world to

make a success of sclling wheat would be exposed to a great deal of
criticism.

Turgeon suggested that this criticism would apply with even greater force
to a government board. He pointed out that members of a compulsory

" Sce Report of the Royal Grain Inquiry Commission, 1938, Ottawa; also MacGibbon,
D. A. the Canadian Graln Trade, 1931.1951, Univenity of Toronto Press, 1952, pp. 43 {f.
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government board would be answerable not only to the producers who
believed in the board, but those who did not believe in it, and who would
protest against what they considered to high-handed interference. He
emphasized that in the light of past experience, one could conclude that as
time went on such a board would suffer more and more from the atmosphere
of political controversy that would surround it.
In his penetrating study of grain marketing in Western Canada, MacGibbon

warned,!¢ .

...there is the weighty consideration that where control of a country’s

disposable surplus rests with one body, if its decisions are influenced by

political considerations or if it misjudges the future trend of wheat values,

the cffects arec widespread and may entail heavy losses which have to be

borne by the taxpayer or by the producers themselves.

The Task Force finds these two quotations to be only too applicable in
1969. A group of men of the finest intentions and great cxpericnce and
ability have, through force of circumstances and political pressurc and
inadequate rescarch on markets, been party to a development which now
will truly “entail heavy losses which have to be borne by the taxpayer or
by the producers themsclves.” Most of the rest of this chapter will deal with
some of these heavy losses by taxpayers and produccers and the way to avoid
them in the future.

The Wheat Board's task of marketing grain during rccent years has been
complicated by a growing array of trading restrictions and obstacles in the
international markets of the world. Export subsidics, import quotas and
levies, barter and give-away programs, sales for forcign currcncy and the
increasing usc of domestic subsidics by traditionally importing countrics to
bring about a greater degree of sclf-sufficiency in grain production have made
it increasing difficult for Canada to compcte in the export markets. Given
these difficultics, however, there arc scveral aspects of the Wheat Board's
marketing policics and practices which merit further examination.

One arca of concern relating to the Wheat Board's operation appears to
be the lack of cffective communication between the Board which markets
the grain and the farmers who grow it.}” A new generation of farmers, who
remember nothing about and know little of the origins of the Canadian Wheat
Board in 1935, view the Board as an increasingly remote and burcaucratic
institution. The failure of the Board to communicate with farmers has created
frustration and criticism, problems which should be taken scriously and
quickly corrected.

While the Task Force recognizes the need for confidentiality in terms of
the specific operations of the Board, it docs suggest, however, that the basic

1 MacGibbon, D. A. ibid., p. 214.

1 See, for example, Patker, L. E., *The Produccr’s Role in the Matketing of Fam
Products”, a paper delivered to Farm Conference Week, The Univenity of Manitoba,
Februnry. 1969. This paper was presented on behalf of the Carman Disttict Farm Business
Association, a group of commercial farmers which spent several months obtaining information
relating to the grain marketing system.

82 CANADIAN AGRICULTURE IN THE SEVENTIES




0"

policies and general operating principles of the Wheat Board should be more
widely understood. The Task Force was impressed by the general lack of
knowledge about the functions and responsibilities of the Board among
producers in whose interest the Board is supposed to operate and the general
grain trade with whom the Board is expected to deal. To put it more bluntly,
the Task Force is apprehensive about the growing frustrations and antago-
nisms which are beginning to pervade the Canadian grain industry.

The Canadian Wheat Board is a public corporation, and like all public
corporations, its policies and general operating procedures should be fully
understood if it is to retain the confidence and support of the public in the
performance of its dutics.

Onc of the more scrious criticisms of the Board relates to its lack of
attention to marketing rescarch. The Task Force finds it inconceivable that
an organization whose annual volume of business exceeds one billion dollars,
should have devoted so little attention or funds to the development of a
comprchensive program of marketing research.!® It seems fair to suggest
that many of the problems and difficultics recently encountered by the Wheat
Board could have been anticipated and possibly avoided had a continuing
program of marketing rescarch been a part of the Board’s operations. The
Task Force notes that much of the data and information which it obtained
with respect to Canadian grain marketing came from sources external to
Canada. It should be noted, however, that the Board is not alone in its lack
of cmphasis on marketing rescarch. The Task Force has noted clsewhere in
this Report that very little of the agricultural rescarch dollar in Canada has
been devoted to marketing.

Another arca in which the Wheat Board has reccived considerable criticism
during rccent years relates to its marketing and pricing practices for feed
grains. These criticisms have been dealt with at length in carlier scctions of
this Report. As the sole scller of feed grains at the primary level of market-
ing, the Wheat Board has considerable latitude as to how and at what level
prices are sct for feed grains. In terms of the evidence available, and from
interviews which the Task Force had with several persons knowledgeable in
the grain industry, it appears that Canada has not been compctitive in the
feed grain export markets of the world, in large part because of the lack
of flexibility and compctitivencss in the Board’s pricing practices. In spite
of feed freight assistance, distress prices for non-quota sales, the large carry-
over of feed grains and shortage of cash in the Prairics, imports of com
from the United States increased from 23 million bushels in 1966-67 to 34
million bushels in 1968-69.

. “Parker, L. E. ibid, Patker noted, “The Board readily admits to a lack of rescarch
in market analysis.... The Board has scldom farmed out any rescarch work. At the present
time two Ph.D. theses are being concluded at the Univemsity of Wisconsin with Canadian
Wheat Board financial assistance.” Parker noted that no financial support was provided by
the Board for market rescarch at Western Canadian univensitics. 1t should be noted that the
Wheat Board has recently hired several marketing specialists,
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During this period, the prices for feed grains were held at a high and rela-
tively stable level, a virtue when grain is moving but a dangerous course of
action to follow during periods of surplus supplies and intense competition
in the market place. High and stable prices are hardly in the best interests
of the prairie grain producer if the grain must be stored or if potential sales
are lost.

During recent years, considerable criticism has been aimed at the handling
and transportation of grains in Western Canada. The Wheat Board has
major responsibility to see that the right types and grades of grain are
moved at a specified time to a given destination. To the extent that these
marketing functions are not fulfilled, delay and frustration are created, exces-
sive handling and storage costs are incurred, and potential customers for
Canadian grains may be driven to alternative sources of supply. The move-
ment of the right types and grades of grain to the West Coast ports has been
replete with difficulties during recent years. It is recognized that part of the
difficulty has been due to government policies which have forced the Wheat
Board into a surplus management and storage role, but the fact remains
that the Board is charged with the responsibility for moving marketable
supplies of grain into position for sale. It is hoped that the recently developed
Block Shipping System would eliminate many of the difficultics which have
been invovled in the transportation and movement of grain.

The Task Force has recommended that a clear distinction should be made
between the basic responsibiltics of the Wheat Board and the more general
aspects of governmental policy as it relates to the agricultural industry in the
Prairic Provinces. In making this reccommendation, however, the Task Force
does not advocate that the Wheat Board or the wheat cconomy should be
isolated from the rest of the agricultural industry or from policies relating to
agriculture.

On the contrary, policics for the Wheat Board and for the wheat cconomy
should be an integral part of overall policy for the Canadian agricultural
industry; there is an urgent need for closer co-ordination and planning among
the various institutions, policics and programs rclating to agriculture, in-
cluding the wheat industry.

At the present time, for cxample, several departments of government, 2
multitude of policics and many institutions arc involved in the production,
marketing and distribution of wheat. This prolifcration must make planning
and co-ordination extremely difficult and complex, if not impossible. The
Board of Grain Commissioners, which opcrates under the jurisdiction of the
Decpartment of Agriculture, is responsible for many policics and programs
relating to the Canadian grain industry including inspection and grading of
grain, official weighing of grain at terminal and mill clevators, compilation
of statistics rclating to handling and storage of grain, licensing of clevator
operators and grain dcalers, operation of the Canadian Government Elevators
System and a rescarch program relating to many aspects of plant breeding
and quality of cercal grains and oilsceds.
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In addition to the specific policies and responsibilities outlined above,
the Department of Agriculture is responsible for a large number of
policies and programs which relate directly and indirectly to the Canadian
grain industry, such as credit, Feed Freight Assistance and livestock
programs.

The Canadian Wheat Board, previously reporting directly to the Minister
of Trade and Commerce and, more recently, to a separate Minister of the
Federal Cabinet, has responsibility for many functions described above.
Transportation, an extremely important aspect of grain marketing and dis-
tribution, remains the primary responsibility of the Department of Transport.
The Canadian Livestock Feed Board, which is responsible for the availability,
pricing and storage of feed grains in Eastern Canada, reports to the Minister
of Agriculture. The Canada Grains Council which was developed recently
with the idea of attempting to bring about a greater degree of co-ordination
among the various agencies involved in the grain industry, reports to both the
Minister of Agriculture and the Minister of Trade and Commerce. More
recently, the Federal Government announced the establishment of a “Grain
Group” composed of members from the Departments of Agriculture, Industry,
Trade and Commerce, and Transport and chaired by the Minister responsible
for the Wheat Board. The primary responsibility of this Group is to co-
ordinate policics relating to the export sales of wheat.

The need for greater integration and co-ordination among the various
policies and programs relating to the grain industry in Canada is obvious.
Equally obvious arc the complex issues and difficulties involved in bringing
about greater intcgration and co-ordination among the various agencies and
policics within the grain industry. The problem is further complicated by
the fact that a *“grains policy” must be closcly related to general agricultural
policy in Canada.

There are scveral alternative approaches which could be adopted; cach
will have dcfinitc advantages and limitations. After weighing the evidence,
the Task Force can scc no valid rcason why wheat, or grains in general for
that matter, should be treated differently, or in isolation from other com-
moditics or scctors of the agricultural industry. Accordingly, the Task Force
recommends that grains policy in Canada should be the primary responsibility
of the Department of Agricultural Industry (now the Department of Agri-
culture).

Furthermore, it is reccommended that the responsibility for the Canadian
Wheat Board should be transferred to the Federal Department of Agricultural
Industry.

Onc Minister and onc Department must assume primary responsibility for
the formulation and administration of policics relating to the Canadian grain

industry if the type of integration and co-ordination so desperately needed is
to be achieved.
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DEMAND PROSPECTS FOR CANADIAN WHEAT

World wheat production increased by about 50 per cent in the ten-year
period ending in 1964-65 and more slowly, at about three per cent per year
since 1964-65. The U.S.S.R. is by far the largest producer of wheat in the
world followed by Western Europc and the United States in that order.
Canada, by contrast, produced only 5.7 per cent of the total world wheat
supply during the 1968-69 crop year.

World imports of wheat increased more rapidly than production up to
1965-66, almost doubling in a decade. However, about onc-third of this
increase was in the form of concessional exports or food aid (U.S. aid
shipments of wheat in 1965-66 werc some 583 million bushels). When the
United States reduced its aid shipments in 1966-67 to 414 million bushels,
world wheat trade decrcased by almost exactly the samc amount. In 1967-68
world wheat trade declined by about 15 per cent. World commercial cxports
of wheat rose rapidly in 1965-66 and then declined in 1966-67 and 1967-68
to a level below that of the carly 1960’s. World cxports of wheat have
shown great variability depending upon yiclds in importing countrics,
especially the Communist countrics. In the casc of the US.S.R,, for example,
wheat imports rosc to 8.8 million tons in 1963-64, dcclined to 2.6 million
tons in the following yecar and incrcased to a pecak of 9.2 million tons in
1965-66. Since that time the imports of wheat by the U.S.S.R. have declined
reaching a low of 1.5 million tons in 1967-68.

During the period 1956-61, the average annual cxports of wheat from
Canada amounted to 260 million bushcls. Approximatcly 82 per cent of
Canada’s wheat cxports went to developed countrics, ten per cent to the
developing countrics and approximatcly cight per cent to the centrally planncd
countrics.! Since that period, very significant changes have taken place in
the pattern of Canada’s wheat cxport trade. During the period 1961-66, the
proportion of Canada’s wheat cxports going to developed countrics declined
to 47 per cent of the total while the proportion going to the centrally
planncd countrics increased from cight per cent in the carlier period to
45.4 per cent five years later. A small but increasing proportion of Canada's
wheat cxports has gone to the devcloping countrics.

During the 1950's, over half of Canada’s wheat cxports went to Britain
and the E.E.C. countrics; in 1968-69 this proportion had dropped to slightly
over onc-third of the total quantity exported. During the same period,
Mainland China has become a significant importer of Canadian wheat, taking
ncarly 30 per cent of the amount cxported in 1968-69. The greatest variation
in Canada’s wheat export trade was associated with the U.S.S.R. whose
imports varicd from a high of 198 million bushcls in 1965-66 to a low of

1 The Developed Countrics include the E.E.C,, Britain, other western European countrics,
Japan and South Africa; the developing countrics include Africa, Asia and the westen
Hemisphere; the centrally planned countries include Eastem Europe, USS.R., Mainland
China, North Korea and Cuba.
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1.7 million bushels in 1968-69. Russia’s imports of Canadian wheat have
been closely associated with the size of the Russian crop which has tended
to vary considerably from year to year.

Canada’s share of the total world wheat import trade during the past
decade reached a high of 26.8 per cent in 1963-64 and dropped to a low of
17.2 per cent in 1967-68. Approximately half of British imports of wheat
continues to be supplied by Canada. Canada’s wheat exports to the E.E.C.
countries have constituted from one-quarter to over one-third of these
countries’ total wheat import needs during the past decade. Canadian wheat
continues to occupy a relatively important position in Japan, the U.S.S.R.
and Mainland China although the proportion of Canadian wheat imported
tends to vary substantially from year to year. -

One of the major factors influencing the pattern of Canadian wheat export
trade has been the export policies and programs of the United States. The
United States wheat exports depended heavily upon Public Law 480 from
1954 to 1966. In 1964-65 almost 80 per cent of ‘the wheat exports from the
United States were in the form of concessional sales.2® In 1965-66, U.S.
wheat exports consisted of 583 million bushels of concessional sales and only
277 million bushels of commercial sales for total exports of 860 million
bushels. Simultancously the United States imposed wheat acreage restrictions
as something of a counterweight to her high support prices and in 1966 her
stocks had fallen to what was regarded by U.S. government officials as an
undesirably low Ievel.

The year 1966 marked a scrics of major changes in U.S. wheat policy, all
of which affected Canada adversely. The U.S. wheat acreage allotment was
incrcased by about 30 per cent, a modified two-price system was introduced
using domestic milling certificates, and aggressive sclling in  commercial
markets supplanted much of the carlicr cmphasis on food aid. Between
1965-66 and 1966-67, U.S. concessional salcs dropped from 583 to 414
million bushels but commercial exports incrcased from 277 to 333 million
bushels. In 1967-68 the U.S. was the only major cxporter to increase its
wheat cxports, while total world exports declined by about 15 per cent, and
Canadian exports declined almost 40 per cent. Fortunately for Canada, U.S.
allotments have been cut from 68 million acres in 1967 to 59 million acres
in 1968 and to 51.6 million in 1969.

In other words, the United States has reduced, in recent years, its
emphasis on disposing of surpluses in non-commercial markets and has
become, with the aid of its lower support prices and the usc of a two-price
system and cxport credits, an aggressive competitor for the stagnant com-
mercial wheat market. It is clear that Canada faces increased compcetition
from the U.S.A. in all wheat markets. Canada has already lost a share of the
world wheat market to the United States, and may losc cven more unless

—

"’Conccssional sales include both Public Law 450 shipments and non-commercial soft
credit sales,
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our wheat exports remain fully competitive, not only in price and credit
conditions, but also in quality, including protein content.

Indeed, the relative amounts of wheat stocks held by Canada and the
United States have changed quite substantially during the past ten years.
During the period 1956-61 the average wheat stocks held by Canada
amounted to 17.3 million metric tons compared to 31.6 million tons for the
United States. By 1967-68, the wheat stocks held by Canada exceeded by
3.4 million tons the wheat stocks in the United States. In fact, Canada had
over one-half of the total wheat stock held by the four principal wheat
exporting countries of the world. Roughly the same situation held at the
end of the 1968-69 crop year.

Projections made by F.A.O. concerning production and consumption of
wheat in importing countries by 1975 are given in Table 8. For the period
1961-63, the overall gap between production and consumption amounted to
38.8 million metric tons for the wheat importing countries of the world.
Under a low growth assumption, the gap for 1975 is projected to be approx-
imately 41 million metric tons. Under a high growth assumption, the gap
between production and consumption for the wheat importing countries is
expected to be around 20 million metric tons.

The F.A.O. projections indicate that the “developed” importing countries
will likely increase their production by 34 per cent by 1975 and their con-
sumption by around 18 per cent.?! This would narrow the deficit from 13
million tons in 1961-63 to around 6 or 7 million tons by 1975.

The “developing” countries are expected to increase their production any-
where from 35 to 85 per cent by 1975 while the consumption of wheat is
projected to increase by about 50 per cent. Under a high growth rate, it is
expected that the developing countrics will not incrcasc their imports of
wheat, while under a low growth rate wheat imports could increase to around
28 million tons (compared to 16.5 million tons annually in 1961-63) by
1975. Not only level of income but the rapidity with which new production
technologics are adopted, particularly thc new Mexican wheat varictics,
will determine the quantity of wheat which will be imported by the
developing countrics. The implications are obvious for Canada’s wheat
cconomy.

According to the F.A.O. projcctions, the deficit of the centrally planned
cconomics could vary anywhere from 6 million tons of wheat to a slight
surplus position of onc million tons (Table 8) depending on whether those
countrics achieve a low or a high growth rate by 1975. Under the low
growth rate assumption, it is projected that wheat production in the centrally
planncd cconomies will increasc by 31 per cent and under a high growth
rate, production is projected to increase by 45 per cent by 1975. The
projected increasc in wheat consumption by 1975 is expected to be about
27 per cent greater than during the period 1961-63.

n Agricultural commodities—Projections for 1975 and 1985, Vol. I F.A.O. 1967.
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TABLE 8
Projected Consumption and Production of Wheat in Importing Countries 1975

1961-63 average Low G.D.P. 1975 High G.D.P. 1975

Region and Produc- Consump- Produc- Consump- Produc- Consump-
Country tion tion Trade tion tion tion tion
(millions metric tons) .
Developed Countries
UK 3.1 7.6 4.5 5.4 7.9 5.4 7.8 /
S S SR, 25.8 27.0 1.2 35.0 31.9 35.0 31.5 3

Other North Europe.... 3.2 4.2 1.0 3.5 4.5 3.5 4.4
South Europe.... 17.3 20.1 3.0 229 23.5 22.9 2.7

Japan......ceeneneae . 1.4 4.3 3.0 1.1 6.6 1.1 7.1
New Zealand e 0.2 0.4 0.2 0.4 0.3 0.4 0.5
South Africa........cuu.. 0.8 1.0 0.2 1.1 1.4 1.1 1.4

Total..ueeverrreneens 51.8 61.6 13,0 69.4 76.3 69.4 75.4

Developing Countries

Latin America.......oou... 4.1 8.7 4.7 5.5 13.0 7.0 13.5
i .. 4.7 1.5 4.5 6.9 5.7 7.2

11.3 3.0 10.8 16.3 14.0 16.6

22.6 7.3 2.2 35.0 32.5 36.6

Total....cocvrverenesronsae 31.7 47.3 16.5 43.0 1.2 59.2 73.9
Centrally Planned ! I
Countries It
U.S.S.Rurerirrsensenanans 50.0 49.2 -0.8 59.6 57.5 64.4 56.1 !
Eastern Europe............ 13.6 18.1 5.1 17.4 20.2 18.0 20.3
China Mainland.......... 19.7 24.5 5.0 30.3 35.4 31.8 36.9 )
Total....veerererncnse 83.3 91.8 9.3 107.3 113.1 114.2 113.3
|

Totals....cccvsmreneeene 166.8  203.7 38.8 219.7 260.6 242.8 262.6

SOURCE: Agricultural Commodites—Projections for 1975 and 1985, Volume I, F.A.O. Rome, 1967.

The above projections will serve as part of the background for the forecasts
of Canadian wheat cxports presented below.

Sales to the United Kingdom
(Marquis quality)

Exports of wheat and flour from Canada to Britain have declined stcadily
from 161 million bushels in 1947-48 to 69 million bushels in 1967-68 and
56 million bushels in 1968-69. Total British wheat imports fell by about 30
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million bushels in the past ten years, almost all of it accounted for by the
decline in imports from Canada.*? Table 9 indicates that Canadian exports
to Britain have not fluctuated as much as exports from other countries.

The British market prospect appears weak in the future because of increased
effort on the part of the British to save foreign exchange by reducing imports.
A report by the British Economic Development Committce for Agriculture
in June, 1968, recommended an increase in domestic wheat production from
3.8 to 5.7 million long tons by 1972-73. The proposed increase in domestic
production of two million long tons represents nearly onc-half of British
wheat imports. On the other hand, a substantial part of this proposcd increase
would be of feed rather than milling wheats. A further indication of British
cmphasis on reduction of imports was the higher floor price for wheat imports
introduced as a protective measure in August 1968.

Canadian exports to Britain by 1980 should be 50 to 80 million bushels.
F.A.O. projections show total British imports declining substantially as
domestic production increases. However, with larger volumes of domestic
filler wheat it is felt that imports of Canadian high quality wheat will be
required in fairly steady volume.

If Canada is to rctain the British wheat market, however, substantial
changes will be called for in Canada’s wheat grading system. In particular,
some form of protein grading will have to be adopted. With the introduction
of the Chorleywood Baking Process in 1960, a larger proportion of “soft
wheats” can be used in the bread-making process.® Bread which formerly
required 60 to 75 per cent hard wheat can now be produced with 75 per cent
soft wheat and 25 per cent hard wheat. The hard wheat uscd in the Chorley-
wood Baking Process must be of a high protcin content and a uniform
quality. Under Canada’s present grading system, it is becoming increasingly
difficult to provide the British milling industry with the type of hard wheat
required. On the other hand, the United States, Australia and the USS.R.
arc in a position to offer hard wheat on a guarantced protein basis to the
United Kingdom. Accordingly, Canada must compctc on a similar basis or
ultimately losc her traditional wheat markets in Britain.

This situation in the British market is being repeated in Germany, Holland,
Belgium and France, and most other arcas where protcin levels in domesti-
cally produccd wheats arc relatively low. In gencral, in countrics where there
is a high production of soft wheat the requirements arc for imports of high
protcin hard wheats of maximum protcin uniformity; over-all quantitics of
imported wheats will decrease but the business will go to those countrics able
to guarantee high-protcin hard wheats.

v Much of the decline in Canadian exports to Dritain was taken over by the United
States, Australia and at times by the USS.R., who were in a position to guarantee hard
wheats of a high protein level, something which Canada was unable to do. For further detail
sce Irvine, G. N., *“Technological Advances in the Milling and Baking Industrics and Their
Effccts upon Markets for Canadian Wheat™, a paper presented to a Wheat Marketing Seminaf,
Department of Agricultural Economics, University of Manitoba, December 3, 1969.

= Irvine, G. N., op. cit.
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TABLE 9
United Kingdom Wheat Imports, 1957-58 to 1967-68

Year Canada U.S.A. Australia Argentina USSR France Others Total

(millions of bushels)

1957-58....ce.unt 102 22 12 10 2 27 5 180
1958-59............ 103 26 23 18 5 5 11 191
1959-60.... 94 23 23 10 4 5 4 163
1960-61.... 89 18 29 8 11 4 4 163
1961-62.... 86 17 26 13 12 7 5 167
1962-63.... 89 3 15 10 14 5 12 152
1963-64.... 88 19 30 3 3 20 12 175
1964-65.... 82 9 22 18 —_ 9 14 154
1965-66.... 78 30 25 12 —_ 14 8 167
1966-67............ 13 26 15 8 — 3 23 148
1967-68............ 69 10 23 2 5 11 30 150

Source: International Wheat Council. Review of World Situation.

Sales to the European Economic Community
(Marquis quality)

Total wheat imports including those from Canada into the E.E.C. have
shown a moderatc decline over the past decade. Exports from Canada
declined from an average of about 60 million bushels in 1957-60 to an
average of about 50 million bushels in 1965-68. This is largely due to the
highly protective variable import levies, offering protection equivalent to a
tariff of almost 100 per cent. These levies have encouraged domestic pro-
duction at high prices. At the same time, the E.E.C. grants export subsidies
equivalent to the difference between the E.E.C. domestic price and prices
required to make sales in export markets. The export subsidics have, in
addition, affected Canadian cxports in other markets.?!

Unless these costly policics of protectionism and subsidies arc changed,
the outlook is for a continuing gradual decline in Canada’s wheat exports
to the E.E.C., which arc alrcady challenged by the increasing U.S. exports
and active U.S. wheat cxport promotion. A rcasonable forecast for 1980
might be of the order of 40 million bushcls. The F.A.O. forccasts the E.E.C.
to become a net exporter of wheat by 1975. However, there should continue
to be a fairly stcady demand for Canadian high quality wheat for bread
making.

It is rccognized that the high cost of the subsidics involved under the
present E.E.C. agricultural policics is coming under considerable criticism.
Should the subsidies be reduced, the outlook for Canadian wheat cxports to
the E.E.C. and to countrics presently buying subsidized wheat from France
should brighten accordingly.

"For details concerning trade policies of EEE.C. and other arcas, see Chapter 4, Inter-
national Trade.
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TABLE 10
E.E.C. Countries Imports of Wheat, 1957-58 to 1967-68

Year Canada U.S.A. Australia Argentina USSR France Other  Totals

(millions of bushels)
1957-58............ 70 40 10 24 — 24 35 203
1958-59... 58 43 1 22 16 11 39 190
1959-60... 47 32 4 20 10 19 27 159
75 77 22 15 23 20 20 252
67 69 20 38 11 22 21 248
52 26 2 20 9 6 16 131
65 n 8 23 2 19 11 199
53 29 — 50 —_ 22 10 164
4 72 —_ 32 — 27 12 187
55 61 4 22 1 18 11 177
41 55 5 17 1 33 17 169

Source: Hedlin, Menzics: The Wheat and Oil Seeds Economy in Canada. A Study for the Task
Force.

Sales to Other Western European Countries
(Switzerland, Norway, Denmark, Austria, Eirc) (Marquis quality)

Canada’s exports to other Western Europcan countries have declined by
more than one-third in the past decade, from an average of 17 million bushels
in 1957-60 to an average of 11 million bushels in 1965-68, duc to increased
competition particularly from the United States and France. Canada’s exports
to these countrics are likely to continue at about 10 million bushels per year
to 1980, for rcasons similar to those indicated for the U.K. and the E.E.C.

Sales to Japan
(Marquis quality)

Japan’s total wheat imports have shown spectacular growth over the past
15 years, more than tripling between 1952-53 and 1966-67 to a level of about
159 million bushels. Canadian wheat cxports to Japan sharcd in this growth,
and amounted to about 60 million bushels in 1966-67, though only some 40
million bushels in 1967-68. It should be noted here that the fear of a world
shortage of wheat in 1966-67 was the main impetus behind the increased
imports of Canadian wheat by Japan in that year. The decline of imports
by Japan in the following ycar represented a move to average out the wheat
imports from Canada around the morc normal requirements of the country.

The Japanese market for wheat is likely to continuc growing strongly. Sales
to Japan dcpend on competitive pricing as well as quality.*® If Canadian

8 Sce Irvine G. N. ibid Dr. Irvine warns that the changes which have taken place in
the baking industry in Britain will spread to Japan. When this occurs, Canada must be in 2
position to provide bread wheats of a guaranteed protein level to the Japanese market if
she is to remain competitive in this market.

92 CANADIAN AGRICULTURE IN THE SEVENTIES




prices and quality are competitive, Canada’s wheat exports to Japan by 1980
should be around 80 million bushels. Competition is increasing, however,
from lower priced French, Australian and Argentinian wheat as well as from
American wheat.

Sales through Flour-Markets other than the UK.
(Marquis quality)

Canadian exports of wheat flour have declined rapidly in recent years, as
importing countries have increased their milling capacity. Flour exports
(other than to the U.K.) totalled some 32 million bushels in 1965-66, 26
million bushels in 1966-67, and 22 million bushels in 1967-68 (half of which
went to Cuba).

The outlook for flour exports is one of continuing decline, unless flour is
included in aid programs. Export prospects for 1980 could be about 10
million bushels.

Sales in Canada for Human Consumption
(Marquis quality)

Canadian human consumption of wheat for bread, cakes, pastry, pasta, etc.
has risen from 40 million bushels in 1946-47, to 46 million bushels in
1956-57, and 56 million bushels in 1966-67, showing a fairly steady increase
of about 2 per cent per annum. This increase may be projected to 1980,
giving human consumption of wheat in Canada of some 70 million bushels
by that date.

Sales of Lower Quality Wheat

(a) The aU.S.S.R.

The Sovict Union is the world’s largest wheat producing and consuming
area, normally producing as much as Canada, the United States, Australia
and Argentina combined. The important point to be noted is that a 15
per cent change in Russian wheat production is cquivalent to total Canadian
wheat cxports. In view of the fact that production in the U.S.S.R. is extremely
variable, predictions as to Russian imports arc hazardous in the extreme.
Consumption of wheat per capita varics from 150 per cent to 250 per cent
of U.S. consumption.

The longer-run prospects for Canadian wheat exports to the U.S.S.R.
depend both upon the latter’s domestic production and upon negotiations
respecting new contracts, which in turn depend partly upon price. Import
supplics are small relative to domestic supplics in the U.S.S.R. As a result
Canadian export prospects arc difficult to assess. Nevertheless, it is unlikely
that Canada can maintain a ncar monopoly position in cxport sales to
Russia, especially if Canadian wheat sells at premium prices. With increasing
domestic production in the U.S.S.R. and the likclihood of incrcasing
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competition from lower-priced wheat exporters, there is a reasonable
probability that Canada’s wheat exports to the U.S.S.R. will decline to
around 10 to 20 million bushels by 1980. In future, the Soviet Union is
likely to be a surplus producing area, as indicated by F.A.O. projections,
except when bad weather leads to crop failures. A small volume of exports
is likely to continue to go to Vladivostok for Eastern Russia.

(b) China

Communist China is a more consistent importer of Canadian wheat than
the U.S.S.R., as shown in Table 11.2¢ If Canada offers competitively priced
wheat exports, prospects could amount to about 90 million bushels and
maintain this level on average to 1980. The F.A.O. indicates that there is
little information available on China’s grain plans but that the most reason-
able assumption is that imports will continuc on the present scale.

TABLE 11
Exports of Canadian Wheat to Communist Countries, 1960-61 to 1967-68

Mainland Eastern

Year U.S.S.R. China Europe Total
(in millons of bushels)
1960-61 8 35 22 62
1961-62. — 72 22 94
1962-63.. —_ 56 23 79
1963-64 234 41 36 312
1964-65 10 62 70 143
1965-66.......... " 202 74 33 309
1966-67 93 91 31 214
TOGT=68.......ooeevevrereririeieiseisesesssessrenss 60 52 12 126

Source: Hedlin, Menzics: The Wheat and Oil Seeds Economy in Canada. A study for the Task
Force,

(c) Eastern Europe

Canada’s cxports of wheat to some castern Europcan countrics have
been covered by three-ycar contracts. Sales to castern Europe declined from
around 30 million bushels in 1966-67 to 11 million bushels in 1967-68,
and are not stable.

Total production of wheat in Eastern Europe has grown rapidly in the
past decade. Competition is strong from the U.S.S.R., France, and in some
ycars from the United States. Thercforc Canadian cxports may be only
about 10 million bushels by 1980, unless Canada competes morc effectively
by offering a greater number of classes of wheat.

™ On September 26, 1969, the Canadian Wheat Board announced the sale of 86.2 million
bushels of wheat to China over a onc-year period. In the agreement, China is to pay 25%
cash when each ship is loaded and the balance within 18 months with intcrest.
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(d) All Other Commercial Export Markets (including less developed
countries but excluding foreign aid)

Canada’s total commercial exports of wheat (not flour nor aid exports)
to all other commercial markets including less developed countries average
only some 20 to 30 million bushels per annum, with South Africa, Cuba and
Venezuela the most important outlets. The largest commercial market in
this group, Brazil, (imports of 80 to 100 million bushels), has not yet been
penetrated by Canada, since sales to this market are primarily by the United
States on a subsidized or barter basis. The slow growth in purchasing power,
and different consumption habits in most less developed countries plus the
emergence of new high-yielding varieties and strong competition from other
exporters, would tend to limit Canada’s commercial exports to all other
commercial export markets at a fairly constant level of some 30 million
bushels in future. More research is needed on individual markets, and efforts
should be made in particular to penetrate the Brazilian market. With two-
fifths of world wheat exports including concessional exports going to L.D.C.’s,
a major sales cffort with cheaper wheats might pay handsome dividends.
Total exports to Asia, Africa and Latin America are shown in Table 12.

(e) Foreign Aid (food aid)

Canada provided some 53 million bushels of wheat as food aid in 1966-67,
primarily due to crop failure in India and Pakistan. In 1967-68 wheat exports
as food aid dropped to some 20 million bushels. However, Canada is com-
mitted to providing about 18 million bushels of wheat per annum under the
World Food Program for the next few years. This amount, plus Canada’s
other multilateral and bilateral food aid programs should maintain food aid
shipments for some ycars at 30 to 40 million bushels. Canadian food aid ship-

ments might be about 20 million bushels by 1980—this, after all, can only
be an estimate.

(f) Seed and Feed (in Canada)

It is possible that high yicld wheats might replace the traditional feed
grains as sources of feed to a considerable cxtent, but this is no more than a
possibility at present. A significant amount of wheat has been fed in the
past, particularly when on-farm stocks become large. The amount scems to
have varicd from about 40 to 70 million bushels per year.

Summary of Demand for Canadian Wheat

Putting together the data and projections of this section in Table 13, one
finds a rather pessimistic outlook for 1980. Acrcage requirements in 1980
obviously depend on onc’s assumptions. Assuming that there will be two
diffcrent types of wheat grown, and that the yicld of Marquis quality wheat
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TAsBLE 12

Exports* of Wheat and Wheat Flour from all Countries to South and Central
America, Asia (other than Japan), and Africa 1963 to 1968

Year
Region and Country 1963-64 1964-65 1965-66 1966-67 1967-68
(000 Metric Tons)
South and Central America 4,876 5,364 5,913 6,503 6,558
of which:
Brazil 2,077 2,121 2,326 2,728 2,370
Venezuela 502 586 568 619 689
Peru. 453 429 601 631 547 -
Cuba 466 566 624 667 726
Chile 130 218 391 440 523
Columbia......cveurmreersssssercasacns 166 217 245 201 275
Asia (except Japan) 15,968 18,861 20,564 19,378 19,172
of which:
China (Mainland)..........cecc... 5,198 5,054 6,372 5,007 4,156
India 4,661 6,542 7,612 6,277 6,817
Pakistan 1,669 1,892 1,064 2,045 2,175
Korea, South......cccccvveivceiennns 760 525 568 817 955
Philippines. 538 471 586 566 746
China (Taiwan).......cccoveeevnns 342 447 434 365 595
Malaysia. 307 328 354 495 542
Africa 3,805 4,415 4,930 6,984 5,690
of which:
Egypt 1,897 2,014 2,404 2,254 2,326
Aleria. ... ceerenrncasnennns 402 356 437 1,113 607
MOTOCCO......orvererererecsss ssasssasses 154 496 354 982 853
South AfTICA......coveecesuccsniren 184 79 216 834 97

*Including concessional exports or food aid.
Source: International Wheat Council, World IVheat Statistics 1968, Table 9 and 1969, Table 8d.

is 25 bushels in 1980,%" then 12 million acres would be required. Assuming
a high yiclding varicty suitablc for feed and for lower quality milling markets
and with a yicld of 32 bushels in 1980, another 8 million acres would be
required. Thus, for all purposes—high quality milling, low quality milling,
for export and domestic usc, and including 80 million bushels for fced—
20 million acres in wheat scems to be a reasonable target for 1980.

The prospects for Canadian wheat cxports vary tremendously from year
to year. Who could have predicted, for cxample, that cxports of Canadian
wheat to the U.S.S.R. would have riscn from zcro in 1962-63 to 234 million
bushels in the following year, then fallen to 10 million bushels in the next
year, and risen to 202 million bushels in the year after that? The Task Force
recognizes that making predictions for a commodity such as wheat is
extremely hazardous.

" Recent yiclds have averaged about 22 bushels per acre. Some authoritics project yields
averaging as high as 28 bushels per acre by 1980 (Sce Economics Branch, Canada Dept. o
Agriculture, Demand-Supply Projection for Canadian Agriculture, 1980). A somewhat more
conservative forecast is used here; Sce also Shebeski L. and McGinnis R.C. op. cil.
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TAsBLE 13

Present and Future Demand for Canadian Wheat and Flour
All figures in millions of bushels and for Canadian crop years

1966-67 1967-68 1980 1980
Actual Est’d Forecast Range

A. Marquis Quality
1. United Kingdom........cccoooverrveevrrrrrnnn... 73 69

60 (50 to 80)
2. European Economic Community.......... 50 42 40 (35 to 50)
3. Other Western Europe...........oreen.... 13 9 10
4. Japan 60 40 80 (60 to 90)
5. Flour markets (other than U.K.)........... 26 22 10
6. Canadian human consumption.............. 56 57 70
7. Sub-total . 278 239 270
B. Lower Quality Wheat***
1. USS.R 93 75 10 (0 to 100)*
2, China. 9% 50 9% (50 to 120)*
3. Eastern Europe..........ocoveververernnereenrons 31 11 10
4. All other commercial..........crverreerrennnnns 26 18 30
5. Foreign aid 53 20 20
6. Feed wheat (domestic use)................... 41 60 80
— —— — *e
T. Sub-total... e i 334 234 240
C. Seed 44 45 35
Grand Total (A7, B7 and C).................. 656 518 545

Source: Canadian Wheat Board Annual Reports, for actual and provisional consumption figures.

*The higher range figures will only be attainable, if at all, by the introduction of higher yiclding
lower priced wheats, and for crop failures in importing countries.

**If high yiclding feed wheats are introduced, they may compete both domestically and inter-
tionally as feed grains for animal feeds. The potential size of such markets is great if feed wheats are
competitive with other feed grains, but forecasts are impossible at this time.

***Small discrepancies in data due to differing sources and different crop years.

The cxtreme variability in Canada’s wheat cxports and production raiscs
the basic question as to what an optimum inventory or carryover of wheat
in any given year should be. During the period 1951-52 to 1961-62, for
example, Canada’s exports of wheat averaged 257 million bushels (sce
Table 14). The annual wheat carryover ranged from a low of 214 million
to 729 million bushels. The main rcason for the variation in the carryover
during this period appeared to be the wide fluctuation in wheat yiclds. If the
difference between the highest yield (26.7 bushels per acre) and the lowest
yield (10.6 bushels per acre) is applied to the average wheat acrcage (23.5
million acres) for the period in question, the difference in Canada’s total
wheat production would have been approximately 378 million bushels.

The main reason for the variation in Canada’s wheat carryover during the
period 1962-63 to 1966-67 appeared to be the variability in Canada’s wheat
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exports. The range in wheat exports varied from a low of 298 million bushels
in 1962-63 to a high of 545 million bushels in 1965-66 (See Table 14).

During the entire period 1951-52 to 1966-67, Canada’s wheat exports
varied from a low of 197 million to a high of 545 million bushels. The range
in Canada’s annual wheat carryover varied from 214 million to 729 million
bushels while the average wheat yield per acre fluctuated from a low of
10.9 to an all-time high in 1966 of 27.7 bushels per acre. '

TaAsLE 14

Variability in Canada’s Wheat Exports, Carryover, Wheat Acreage and Yiclds
(Wheat exports do not include flour cquivalent)

Annual Annual Annual Average
Wheat Wheat Yicld/ \Wheat
Exports Carryover Acrc Acres
(millions of bu.) (millions)
1951-52 to 1961-62
256.7 532.9 19.7 23.5
196.7 213.9 10.6 20.9
319.7 728.8 26.7 25.5
44.2 487.0 23.7 27.9
298.3 416.5 20.0 26.2
541.9 570.7 27.7 29.2
315.3 519.0 20.9 24.9
196.7 213.9 10.6 20.9
High ycar. 544.9 728.8 27.7 29.2

It is obvious that extremely severe fluctuations can occur in Canada’s
wheat carryover when high yiclds coincide with a period of low cxports or
conversely, when low wheat yiclds in Canada coincide with a buoyant export
market. One can speculate as to what the situation might have been like had
the 10.9 bushels per acre wheat crop in 1961 continucd during the period
of large export sales to Russia and China. The wheat problem would have
been serious, indeed, had the 27.7 bushels per acre wheat crop in 1966
continucd during three or four ycars of depressed cxport markets for wheat.

There is a need for Canada to develop a “normal granary™ concept as an
integral part of her wheat marketing policy. The “normal granary” would act
as a buffer between the unpredictable variability of wheat exports on one
hand and the widely fluctuating wheat yiclds on the other. Some minimum
and maximum limits should be set within which fluctuations in the wheat
carryover would be regarded as a normal part of the marketing process. A
great deal of rescarch is needed in order to determine what these minimum
and maximum limits should be. It should be noted, however, that the “normal
granary” should not be allowed to become an “abnormal” granary as surpluscs

93 CANADIAN AGRICULTURE IN THE SEVENTIES




Eal

begin to appear. In other words, there must be a maximum carryover limit
beyond which it would be clearly undesirable to hold grain in stock.

If recent developments are any indication of the events which might take
place in the coming decade, it is clear that substantial adjustments will have
to be made in the wheat industry.

In brief, the implications of this section are:

(a) current indications are that total acreage in wheat should be no more

than 20 million acres by 1980;

(b) Canada may have to turn to the production of some higher yielding
classes of wheats attractive to a wider range of markets if even the
output of 20 million acres is to be marketed;

(c) higher yielding wheats have the potential for achieving increased sales
in feed grain markets. Canada must be able to supply high quality
wheats of a guaranteed protein content to retain her European and
Japanese markets and to serve Canadian consumers, and should have
higher yiclding wheats in order to retain and capture sales in other
competitive markets, to develop feed wheat outlets, and to help
improve farmers’ incomes.

DEMAND PROSPECTS FOR CANADIAN FEED GRAIN;

The world coarse grains cconomy has experienced some remarkable
changes and adjustments during the past 10 to 15 years. Production of
coarse grains has expanded very substantially in many countries of the world.
There have been marked changes in the utilization of feed grains and a very
significant shift in the pattern of intcrnational trade. New and changing
domestic and intcrnational policics have had a very important effect on the
competitive relationships of cxporters and importers of coarse grains.

1. World Production of Coarse Grains

During the period 1957-68, world production of coarse grains increased
from 408 to 526 million tons (Table 15). By far the largest part of this
increase came from com. One-third of the increase in world comn production
occurred in the United States (primarily through increases in yicld) with
the remainder of the production increase occurring in Western Europe and
several countrics in Asia and Africa. Almost half of the incrcasc in barley
production during the period 1955-68 occurred in Europe, particularly West
Germany, France and the United Kingdom. The production of millets and
sorghum also increased very substantially reaching a high of 84 million tons
during the crop ycar 1967-68. Thc production of oats and ryc actually
declined during the past ten ycars.

2. World Exports of Coarse Grains

World exports of coarse grains increased from 20.6 million to 41.4 million
tons during the ten-year period ending in 1967-68 (Table 16). By far the
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TABLE 15
Coarse Grains: World Production by Type of Grain!

Change
1955 /56—
1955-56 Year 57/58
average average to
1957-58 1964-65 1965-66 1966-67 1967-682 1967-68
(millions tons) %
Production
MAIZE.....covererrreraecseressirsnsnanss 160.1 218.4 228.4 239.8  233.9 46
Barley... 78.3 108.2 104.1 115.0 118.9 52
Millets and sorghum.............. 59.8 74.0 78.7 79.2 84.0 40
Oats. 62.1 44.4 46.5 471.3 50.4 —-19
Rye..... 35.5 32.7 344 31.0 32.4 -9
Mixed grains......oceseresnssenes 6.1 6.1 6.0 6.0 6.3 3
TOtal..oucereeerrronnrinenenns 407.9  483.8  498.1 518.3  525.9 29

1 Data includes estimates for Mainland China, North Korea and North Vietnam.
2 Preliminary
Source: FAO Commodity Review 1967, page 38; and U.S.D.A. Foreign Agriculture Circular

largest exporter of coarse grains is the United States followed by Argentina,
France and South Africa. While the export volumc of feed grain doubled
during the decade, Canada’s cxports of feed grains declined by almost
one-third.

A significant shift has occurrcd in the rclative position of the major
exporters of coarse grains during the past two decades. During the
immediate post-war period, the United States handled about onc-third of
all coarsc grains moving into cxport trade; fiftecen years later the United
States accounted for over onc-half of all coarse grain exports. Since the
war, Canada’s position among thc major cxporters of coarsc grains dropped
from 10.5 to 3.1 per cent of the total volume cxported, while France
increased her share from 0.2 to 7.6 per cent during the same period of time.

Western Europe (particularly the E.E.C.) was the largest importer of
feed grains. During the 1967-68 crop ycar, the E.E.C. countrics imported
16.8 million tons of feed grains out of the 41.2 million tons traded. Japan,
the next largest importer of feed grains, purchased 8 million tons in 1967-68.
The United Kingdom, oncc a relatively large importer of coarse grains,
accounted for only ten per cent of the world feed grain imports during
the crop year 1967-68.

[ 4

3. Trade Patterns In Coarse Grains

By far the largest proportion of the incrcase in world cxports of feed
grains was represented by corn. During the decade ending in 1968, world
production of com increased by 46 per cent, while the export volume of
comn increased by approximately 300 per cent during the same period of
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TABLE 16
World Trade in Coarse Grains!, Crop Years 1956-57 to 1960-61 and 1964-65 to 1967-68

1956-57
to
1960-61 1964-65 1965-66 1966-67 1967-68

(millions tons)

Exports

Argentina.... 2.9 5.2 3.8 6.5 4.3
Australia. 0.9 0.8 0.5 0.9 0.3
Brazil na. 0.0 0.6 0.6 1.4
Canada 1.7 1.1 1.2 1.3 1.2
France. n.a. 2.9 2.8 3.8 4.1
S. Africa 0.7 0.7 0.3 0.7 3.4
United States. 9.4 17.6 25.5 21.0 19.7
USS.R2..... n.a. 0.6 0.2 0.2 0.1
Eastern Europe2 0.3 0.8 0.5 0.6 0.7
Others n.a. 5.0 6.8 7.1 6.2
World2 20.6 34.7 42.2 42.7 41.4
Imports

Western EUrOpC......ocveveencsennececnnnnnne na. 22.7 29.1 27.7 26.7
—E.E.C. 8.4 14.0 17.9 16.9 16.8
—U. Kingdom 4.1 3.9 4.3 4.1 4.1
Asial na. 6.3 7.6 11.7 10.9
—Japan..... 1.5 5.1 5.2 7.8 8.0
Eastern Europe2..........coeveeervreeenninenne na. 1.2 1.8 1.2 0.8
Others. . na. 3.3 2.7 2.1 2.8
World? . 204 33.5 41.2 42.7 41.2

1 Rye, barley, oats, corn, sorghum, millets and other grains
2 Excluding trade within the centrally planned countries
3 Excluding China (Mainland)

Source: “A Revicw of the World Grain Situation™, Canadian Farm Economics, Economics
Branch, Canada Dept. of Agriculture, Vol. 4, No. 3, August, 1969.

time (Table 17). The export trade in sorghum has also increased very
substantially during recent years, rising from 1.6 million tons to a high of
9 million tons during the period 1955-67. There has been very little change
in the volume of barley cxported during the past decade while trade in
oats and ryc declined significantly.

There has been a marked shift during recent years in the relative importance
of cach of the coarse grains in the world export market. Twenty years ago,
barley and oats together ranked about cqually with comn in the world export
market. Since that time, com cxports have grown in importance, comprising
about two-thirds of the cxport trade in recent years (Table 17).

At present corn comprises by far the largest proportion of the total feed
grains cxported from the United States, Argentina, South Africa and
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TasLE 17

Coarse Grains: World Exports by Type of Grain!
Year Beginning

Change
1955-56 1955-56
1957-58 to

average 1964-65 1965-66  1966-67 1967-682  1967-68

(millions of tons)

Exports

Maize 6.9 23.0 27.3 25.9 27.7 301

Barley 6.8 7.8 7.7 7.1 7.0 3

Sorghum. 1.6 4.2 7.2 9.0 5.6 250

Oats. 1.4 1.5 1.6 1.2 1.1 -22

RYC...oeeinsecncacsisansssnasass 1.0 0.5 0.6 0.5 0.4 -60
Total.............. 17.7 37.0 4.0 43.7 41.8 236

1 Data includes estimates for Mainland China, North Korea and North Victnam
2 Preliminary
Source: F.A.O. Commodity Review 1967, p. 38; and U.S.D.A. Foreign Agriculture Circular,

Thailand (Table 18). Sorghum is also an important export commodity from
the United States and Argentina. Barley, on the other hand, comprises about
two-thirds of the total coarsc grains exportcd from France and Canada
while barley and oats are about equally important to Australia. While
France and Australia are in direct competition with Canada insofar as
world barley markets arc concerned, the corn and sorghum cxports from
other countries also offer very cffective competition to Canada’s barley
export trade. (Table 18).

TabLE 18

Percentage of Each Grain Comprising the Coarse Grains Export Package for
the Major Exporters
(average for the § ycar period 1962-63 to 1966-67)

Total
coarse
. grains
Country Corn  Barley Sorghum Oats Rye Total cxports
% % % % % % (millions
tons)
67.9 7.0 2.7 1.3 1.1 100.0 19.11
73.6 4.4 15.6 5.4 1.0 100.0 4.52
30.7  66.5 0.9 1.3 0.6 100.0 2,75
91.8 0.3 7.9 —_ —_ 100.0 1.28
95.5 —_ 4.5 —_ _ 100.0 1.02
0.3 48.2 4.3 47.2 —_ 100.0 0.70
0.8 6.8 0.6 18.1 15.7 100.0 1.13

Sounce: Laughland, A. W. Canada and World Trede in Wheat, Coarse Grains and Oilseeds,
Saskatchewan Wheat Pool, January, 1969.
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_ The relative position of the major importers of coarse grains has changed
quite substantially during the past two decades. Italy and Japan, once small
importers of coarse grains, have become relatively important in the world
trading pattern for coarse grains. On the other hand, the United Kingdom
and West Germany have declined in relative importance as markets for
coarse grains.

Corn represents by far the most important feed grain purchased by the
major importing countries of the world. In fact, corn represented over
80 per cent of the total feed grains imported by Italy and the United
Kingdom during the period 1962-63 to 1966-67 (Table 19). Only in the
case of West Germany did barley occupy a relatively important position with
respect to the imported feed grains. It is significant to note that, while
Japan represents an important market for Canadian exports of barley, over
90 per cent of the total feed grains imported by that country during the
past five years consisted of comn and sorghum. The same situation prevails
in the case of Belgium and Luxembourg. It is clear that any expansion in
Canada’s barley cxport trade will have to take place in direct competition
with com and sorghum, two export commodities of primary importance
to the United States.

TABLE 19
Percentage of Each Grain Comprising the Coarse Grains Import Package for
the Major Importers
(average for the five year period 1962-63 to 1966-67)

Total
coarse
grains
Country Corn  Barley Sorghum Oats Rye Total imports
% % % % % % (millions

tons)

15.1 0.4 3.4 —_ 100.0 5.34

8.4 293 0.2 0.8 100.0 5.12

6.6 9.0 0.7 0.1 100.0 4.25

31.0 6.8 9.5 3.4 100.0 4.01

6.8 23.9 7.1 4.0 100.0 3.06

15.8 30.6 33 1.5 100.0 1.88

Source: Laughland, A. W. Canada and World Trade in Wheat, Coarse Grains and Oilseeds,
Saskatchewan Wheat Pool, January 1969.

4. Canada’s Export Markets for Coarse Grains

Canada’s major markets for coarse grains, particularly barley, include the
United States and three countrics—the United Kingdom, Japan and Italy—
in which imports of com and sorghum predominate at the present time. The
United States market for exports of Canadian feed grains has declined in
relative importance during the past 20 ycars, while the U.K. market has
remained relatively stable. Only in the casc of Japan and Italy has there
been a gain in the market for Canadian feed grains.
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Barley is by far the most important coarse grain export from Canada.
During the period 1956-61, the average annual export of barley from Canada
amounted to about 69 million bushels. Barley exports declined to a low of
15 million bushels in 1962-63, recovered slowly to 58 million bushels in
1966-67 and declined to another low of 21 million bushels in 1968-69
(Table 20). Rye has never represented a large proportion of Canada’s coarse
grains exports. It appears that Canadian exports of oats are becoming less
important, amounting to only two million bushels in 1968-69.

TABLE 20
Exports of Canadian Barley, 1967-68 and 1968-69

Destination 1967-68 1968-69
(bushels)
Italy. 9,567,134 —_
Netherlands. 35,000 —
Britain. 1,943,024 10,879,269
Ircland —_ 499,875
Israel . 2,954,047 1,266,300
Japan 15,448,226 771,830
Australia 1,304,630 —
U.S. Oceania —_ 116,200
Columbia 459,292 _
United States. 4,372,116 7,676,923
Total, all countrics 36,083,469 21,210,397

Source: Coarse Grains Quarterly, August 1969, Dominion Burcau of Statistics, Ottawa.

5. Future Production and Consumption Trends

The future possibilitics for exports of Canadian coarse grains have to be
assessed against the background of world production and consumption trends.
During the period 1961-63, the average annual deficit for fced grains in the
importing countrics of the world amounted to 20.8 million metric tons
(Table 21). Most of this dcficit occurred in the developed countrics, par-
ticularly the E.E.C., the U.K., Northcrn Europcan countrics and Japan. The
projected feed grains deficit by 1975 is expected to be around 39 million
tons under a low growth assumption and around 30 million tons under 2
high growth assumption. It is cxpected that the centrally planned countrics
will continuc to be approximately sclf-sufficient in coarsc grains by 1975
and so the growth in imports of fecd grains is expected to take place in the
developed and developing countrics. The largest imports are projected for
Japan and the E.E.C. countrics. In gencral, the F.A.O. projections indicate 2
potential growth in imports of fecd grains by 1975 of anywhere from 50 to
100 per ccnt over that for the period 1961-63.
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TABLE 21

Projected Production and Consumption of Coarse Grains in Importing Countries by
1975 and Average for Base Period 1961-63

1975
1961-63 average Low G.D.P. High G.D.P.
Produc- Consump- Produc- Consump- Produc- Consump-
Region and Country  tion tion Trade tion tion tion tion
(million metric tons)
Developed Countries
United Kingdom.......... 1.7 12.1 4.5 13.6 16.3 13.6 16.9
E.E.Cooereeerrerrersnssnsaenes 29.3 38.8 9.6 41.2 52.9 41.2 55.4
Other North Europe.... 12.6 14.8 2.1 15.7 19.0 15.6 19.6
South EUrope.......ceeeeee 18.1 19.8 1.7 23.0 27.1 25.0 2.5
BET7:1 1 IO 1.8 4.6 2.6 1.3 10.5 1.3 11.3
Total...uecevveeerueinnnns 69.5 90.1 20.5 94.8 125.8 96.7 125.7
Developing Countries
Latin America.............. 21.2 21.8 0.6 34.0 34.0 35.8 34.5
AfMICR...ucerersireannsasaenens 27.7 27.5 -0.2 37.4 41.2 42.9 4.5
Near East.......cccecrnnseannns 8.3 8.1 -0.2 10.4 10.4 11.3 12.2
Far East....ccveenvcncrennnes 31.2 31.5 0.3 38.0 42,7 44 44.3
Total...ucecrrnenene 88.4 88.9 0.5 119.8 128.3 134.1 133.5
Centrally Planned Countries
USS.Ruccrreneenaens 48.3 45.7 =2.6 67.5 66.4 72.0 69.5
Eastern Europe............ 33.9 35.6 1.7 42.7 42.1 41.1 42.8
China Mainland.......... 65.3 66.0 0.7 86.1 87.1 90.8 91.8
Total....ceverreneee. 147.5 147.3 -0.2 196.3 195.6  203.9 204.1
Grand Total......... 305.4 326.3 20.8 410.9 449.7 434.7 463.3

SOURCE: Agricultural Commodities—Projections for 1975 and 1985, Vol. 1, F.A.O. Rome, 1967

DEMAND PROSPECTS FOR CANADIAN OILSEED CROPS

1. Production of Oilseed Crops

The world production of oilsccd crops has been steadily expanding during
the past few years. Sincc 1960, oilsced production has increased by almost
16 per cent with most of this increase taking place in the edible vegetable
oils. The leading oilsced crop is soybcans followed by sunflowersced and
pcanuts. Rapesced is rapidly becoming an important crop in many countrics
of the world.

Almost 70 per cent of the world soybean production takes place in the
United States. The other major producer is Mainland China with about 20
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per cent of the world production. Canada’s production of soybeans has been
increasing very slowly and currently comprises less than one per cent of
world production.

India and China produce about one-half of the world’s rapeseed output
while other important producers include Canada, Poland, France and Paki-
stan. World flaxseed production has remained fairly constant over the past
20 years while Canada’s production has remained steady at about 20 million
bushels or 15 to 20 per cent of world production.

Oilseed crops do not occupy much of the farmland in Canada at the
present time. Flaxseed production dropped from 2.3 million acres in 1965
to a low of 1 million acres in 1967. By 1969 flaxseed acreage in Canada had
climbed to a high of 2.4 million acres.

Soybean production is confined primarily to southwestern Ontario. Soybean
acreage increased slowly from 228 thousand acres in 1963 to 295 thousand
acres in 1968. During this same period Canada imported substantial quan-
tities of soybeans and soybcan cake and mecal from the U.S.A. Soybean
imports arc more than double Canadian production.

Rapesced production in Canada has increased very rapidly during the
past few years. Between 1963 and 1969 rapesced acrcage increased from
478,000 to 2.0 million acres. Domestic crushings of rapeseed have increased
cach year and reached about 7 million bushels in 1968-69 compared with
exports of 14 million bushels.

Rapesced oil comprises about onc-third of vegetable oil now uscd in
Canada. During 1968-69, Canada cxported 14.3 million bushels of rapesced
of which 10.9 million went to Japan and 1.8 million to Taiwan. Exports of
rapesced to the E.E.C. countrics declined from 4.5 million bushels in
1966-67 to only 391,000 bushels in 1968-69.

Sunflowersced production in Canada is confined to southern Manitoba.
Canadian production of sunflowcrseed oil is sold primarily as salad oil in
Western Canada. Only a small quantity of sunflowerseed is exported cach
year, mainly to the United States. Indeed, Canada imported over 40 million
pounds of sunflowersced oil in 1968 mainly from the U.S.S.R. and other
Eastern European countrics.

Mustard sced production in Canada has increased quitc substantially
during the past six years. In 1968, 533,000 acres were devoted to mustard
sced production. During the 1967-68 crop ycar, about 2.2 million bushels
of mustard sced were cxported with over half going to the United States.
Japan, the Netherlands and West Germany also imported substantial quan-
titics of mustard sced from Canada.

2. Trade in Oilseed Crops

World exports of the principal vegetable oils and oilsceds are increasing
cach year. Of the cdible vegetable oils and oilsceds cntering cxport trade,
soybeans is thc most important crop, comprising about 40 per cent of the
total. The United States dominates the soybean oil and meal cxport market,
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accounting for 75 to 80 per cent of total world exports. Canada’s exports
of soybean oil and meal have been generally quite small and, in most years,
have been about equal to imports from the United States. Japan and West
Germany have accounted for about half of the world imports of soybeans.
Pakistan and Spain are the largest importers of soybean oil, while the main
importers of soybean meal include Canada, Denmark, France, the U.K. and
West Germany.

Rapeseed accounted for about seven per cent of the total edible vegetable
oil and oilseed crops exported in 1967. Canada is the major exporter of
rapeseed followed by France and Sweden. The main exporters of rapeseed
oil are France, Sweden and West Germany. The relatively small amount of
rapeseed oil exported from Canada goes to the United States. France, Italy
and West Germany account for the main exports of rapeseed meal. The main
importers of rapeseed are Italy, Japan and West Germany and in recent
years these countries have accounted for about 60 per cent of world imports
of rapeseed.

Japan is by far the most important market for Canada’s export of rapeseed
(Table 22). Between 1957 and 1967 Canadian exports of rapeseed to Japan
increased from 739,000 to approximately 8.4 million bushels; by the end
of the crop year 1968-69, exports to Japan amounted to nearly 11 million
bushels. According to a recent study, there would appear to be even greater
opportunitics for the use of Canadian rapesced in Japan.?® It was found that
rapeseed meal in Japan was being used almost wholly to fertilize tobacco
plants and citrus fruits, with very little rescarch work being carried out to
determine the suitability of rapeseed meal for animal fecd. The results of the
study indicated that Japan could conceivably use about four times (40 million
bushels) as much rapeseed as she imported from Canada in 1968. It was
indicated, however, that if Canada is to capturc this potential market, she
must do a much better job of sclling the merits of rapesced to users.

Italy has been the next most important market for Canadian rapesced,
although this market declined very significantly during 1967-68 and 1968-69.
Nationalist China, was Canada’s sccond best customer for rapesced during
the 1968-69 crop ycar. The study carried out for the Rapesced Association
of Canada did indicate, however, that the processors in Taiwan encountered
serious problems in the processing of Canadian rapesced, difficultics which
should be recognized by Canada if that market is not to be lost. It was recom-
mended that some persons knowledgeable in the processing ficld should be
sent to Taiwan to help the processors resolve their difficultics.

Canada’s prospects for expanded cxports of rapesced to the E.E.C.
countries are somewhat uncertain. The protection of the E.E.C. levics, the
relatively high domestic price support programs and thc use of export sub-
sidies by the E.E.C. cxporters to third countrics not only encourage greater
production within the E.E.C. countrics but makes it difficult for countries
such as Canada to scll in these markets. If the protcin content of rapesced

"Report to the Rapesced Association of Canada by a two-man team which visited
Japan in March, 1969.
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‘ TABLF 22
Major Importers of Canadian Rapesced, 1957-58 to 1968-69

Belgium-
‘ Luxem-  West Nether- All
Crop Year Japan UK. bourg Germany Italy lands  Others Total

(thousand bushels)

1957-58 739 62 . 20 1,110 2,238 2,092 88 6,349
1958-59 976 22 11 459 2,221 1,926 55 5,670
1959-60 2,289 3 8 — 138 10 472 2,948
1960-61 877 169 31 607 2,949 845 2,317 8,075
1961-62 1,231 146 108 226 3,320 988 898 6,917
1962-63 3,080 73 158 215 1,358 372 414 5,670
196364 4,331 92 — 6 189 167 636 5,421
1964-65 2,567 357 68 638 1,462 1,036 2,107 8,235
1965-66 6,986 162 335 1,075 2,804 1,470 794 13,626
1966-67 8,404 158 — 68 3,163 960 1,056 13,809
1967-68 10,197 —_ —_ — 324 307 1,481 12,309
1968-69 10,909 —_ —_ 64 184 143 3,01 14,311

SouRCE: Grain Trade Yearbook, 1966-67, Sanford Evans Services Ltd; Rapeseed Production in
Western Canada, Searle Grain Co. Ltd. April, 1966. Coarse Grains Quarterly, Aug. 1969, D.BS.

could be utilized more widely for human food in protcin deficient arcas of
the world, this could have very significant implications for the rapesced
industry in Canada. Most devcloping countrics do not have sufficient
resources to depend on livestock products as a source of protcin for humans.

Canada is the leading exporter of flaxsced followed by the United States.
The major exporter of linsced oil is Argentina. On world markets, Canadian
flaxsced cxports have met with increasingly stronger compctition from the
United States. Flaxsced cxports during 1968-69 at 13.4 million bushels, were
six per cent more than the 1967-68 level of 12.6 million bushels. Major
markets for this oilsced in 1968-69 were: Japan, with imports of 4.9 million
bushels; and the Netherlands and Britain with 2.2 million bushels cach. In
general, there appears to be a gradual shrinking world demand for flaxsced
and linsced oil. )

3. Domestic Market for Oilseed Crops

In addition to the cxport markets, there appears to be considcrable oppor-
tunity for the cxpansion of rapesced consumption in the form of cdible oils
in Canada. During the period 1964-66, the total domestic consumption of
cdible oils was cstimated to be around 448 million pounds (Table 23). of
this total only 260 million pounds or about 58 per cent, were produced from
soybeans, rapeseed and sunflower sced grown in Canada. Each ycar large
quantitics of cdible vegetable oils are imported into Canada. It is cstimated
that 40 million pounds of sunflowersced oil were imported into Canada in
1968 most of which came from the U.S.S.R. and Romania. The soybeas,
corn and cottonsced oil imported into Canada came mostly from the United
States and most of the imported peanut oil from Nigeria.
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TABLE 23
Canadian Production, Trade and Consumption of Edible Vegetable Oils, Average

1964-66
Apparent
Domestic
Vegetable oils Production  Imports Exports use
(thousand pounds)
Soybean oil....... 197,924 29,598 29,646 197,876
Rapesceed oil....... 56,790 — 132 56,658
Sunflowersced Oil.........ouvcvcereerernrernnn, 5,929 — —_ 5,929
Cottonsced oil —_ 39,098 — 39,098
Corn oil..... —_ 17,251 —_ 17,251
Peanut oil —_— 16,816 — 16,816
Coconut oil.... — 40,670 —_ 40,670
Palm oil.... — 19,922 —_ 19,922
Palm kernel oil —_ 8,795 — 8,795
Olive oil — 3,269 — 3,269
Cocoa butter. —_ 13,962 —_ 13,962
Vegetable oils and fats....................... — 17,129 599 16,570
Vegetable cooking oils and pack salad
oils. — 7,037 — 7,037
Margarine and shortening..................... —_ 4,384 167 4,217
Total 260,643 217,931 30,504 448,070

Source: Fats and Olls in Canada, Dept. of Industry, Food Products Branch, December, 1967,

4. Future Prospects

In gencral, the future prospects for vegetable oil sced crops, particularly
rapeseed, appear to be very bright in Canada. Rapesced exports account for
only seven per cent of the total world cxports of edible vegetable oil crops
and Canada is the lcading cxporter of rapeseed. It appears that the export
demand for rapesced is very clastic, and that if Canada is prepared to be
pricc competitive, there is a very substantial market for Canada’s cxports of
rapeseed. In addition, of course, market promotion developments will con-
tinue to be an important aspect of any cxpansion in world markets for
rapesecd.

The Task Force has been advised that the limited storage available for
rapesced and difficultics involved in the movement and transportation of
this crop make it extremely difficult to provide continuity of supply to im-
porters. The Task Force has been advised that the 1.5 million bushels of
Storage space allocated in Vancouver for rapesced is completely inadequate.

In addition to the cxport markets, it appecars that considerable oppor-
tunitics are available in the domestic market for rapesced oil. It is conceivable
that a doubling of consumption could take place by replacing the vegetable
oils presently being imported from other countries.
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The future prospects for the increasing use of rapeseed meal appear to
be bright. In addition to the expanding market for rapesced meal in countries
such as Japan, there are considerable opportunities for the increased use of
rapesced meal as a livestock protein supplement in Canada. Because of
certain inherent qualities, there is a restricted use of rapeseed meal for
livestock at the present time but improvements in the meal will be forth-
coming through plant breeding and better crushing and processing techniques.

On the basis of the évidence available to the Task Force, it is estimated
that rapeseed production could be increased to about five million acres within
the next decade. Whether this target is attained will depend primarily on the
production efficiency and the price competitiveness of the Canadian rapeseed
industry.

PRAIRIE LAND USE

Total acreage in all grain production in the Prairic Provinces has
increased from 40.5 million acres in the latc 1950’s to approximately
45.4 million acres in the late 1960’s (Table 24). The number of acres of
improved land on the Prairies has increased by about one million acres
per year since 1946, and the acreage devoted to all crops (including tame
hay) and summer-fallow has increased stcadily during this period (Table 25).
If these past trends were to continuc at a somewhat slower pace, the total
acreage in all grains in the Prairic Provinces could amount to approximately
51 million acres by 1980; this would rcpresent a five million acre increase
over the late 1960’s. Whether and to what extent this increasc in crop
clearing under A.R.D.A., the provision in the Income Tax Act which permits
the cost of land development as a deductible expensc to farmers, and
provincial policies, which cncourage the devclopment of ncw lands for
agricultural purposes such as that in the Peace River area.

While therc is a certain romance in the cxtension of the agricultura
fronticr, the Task Force reccommends that a gencral moratorium be placed
on the development of new lands for agricultural purposcs by both federal

Tante 24
Acreages in Grains, Prairic Provinces, 1955-59 to 1967

Average Avcrage

Province 1955-59 1960-64 1965 1966 1967
(thousand acrcs)

AIBCHA. ceeeeeeieenaecnnnenns 11,902 12,131 12,930 13,611 13,849

Saskatchewan... coeerveereee 22,560 22,511 23,625 25,056 24,795

Manitoba 6,279 6,234 7,012 7,037 7,12

Prairic Total.......ccccceenunee 40,741 40,876 43,567 45,704 45,769
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TABLE 25
Land Use in the Prairie Provinces, 1946-66

All Crops R
and e
Improved Summer Summer
Year Lands fallow Wheat fallow
(thousand acres)
1946. 65,408 61,858 23,731 20,398
1951 71,840 66,494 24,385 21,569
1956....... .. 15,706 69,238 22,064 24,113
1961 80,370 71,803 24,629 27,860
1966 85,191 78,643 29,166 25,224

Source: Census data.

and provincial governments. There appears to be little justification for the

use of public funds to expand the agricultural land base during the next

decade. o
In the projected land use estimates which follow, the Task Force assumes

that the improved land acreage in the Prairie Provinces for the next decade

will remain at approximately the present level, i.e. 85 million acres. :

TABLE 26

Land Use and Production of Principal Crops, Canada
and the Prairic Provinces, 1968 and 1969

Pro- 1000 i 1
1000 acres Yicld peracre  duction  bushels o
1968 1969 1968 1969 1968 1969 :
Canada i
Winter Wheat................ 355 360 42.0 40.8 14,910 14,688 Rt
Spring Wheat..... . 29,068 24,608 21.8  27.2 634,934 670,131 ]
All Wheat.......... - 29,422 24,968 2.1 27.4 649,844 684,819 R
Oats for grain. . 1,556 17,855 48.0  48.5 362,516 381,195 i
Barley............ 8,836 9,535 36.8 39.9 325,373 380,535 !
Allrye............ . 679 927 19.2  18.1 13,049 16,785
Mixed grains...... w 1,667 1,740 51.4  49.9 85602 86,771
Corn for grain.... . 957 978 84.8 72.3 81,168 70,772
Flaxseed.............. - 1,524 2,441 129  12.8 19,666 31,264
Soybeans..... wvecsnes 295 2 30.6 23.6 9,027 7,599
Rapeseed........ooovueeeenenn 1,052 2,012 18.4 18.2 19,400 36,700
Prairie Provinces
Spring Wheat.................. 28,860 24,400 21.8  27.3 629,000 665,000
Oats for grain.................. 5,340 5,830 46.6  48.9 249,000 285,000
Barley.....ooumuureeeems e 8,330 9,000 36.1  39.7 301,000 357,000 RSt
3 L 619 859 18.4 174 11,400 14,959 -
Flaxseed...........ooo.. 1,52 2,420 12.8 12.8 19,300 31,000 Lo
Rapesced......vvonooon.. 1,082 2,012 18.4  18.2 19,400 36,700 ;

Source: Coarse Grains Quarterly, August, 1969, Dominion Burcau of Statistics.
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The projected land use for the Prairie Provinces by 1980 is shown in
considerable detail in Table 27 and Chapter 10. The land use require-
ment for spring wheat is based on the assumption that the total domestic and
export requirements for wheat will amount to approximately 545 million
bushels by 1980. The projected land use requircments for oats and barley
were based on the anticipated livestock and other domestic uses for coarse
grains together with projected exports of eight million bushels of oats and
100 million bushels of barley by 1980.2 In the case of barley, the Task
Force believes that the projected export of 100 million bushels is quite
reasonable given the anticipated world exports of feed grains during the
next decade.

TaABLE 27
Projected Land Use for The Prairic Provinces

Projected
1966 1980
(thousands acres)

Spring Wheat 29,780 19,750
OALS.coeeeeeereeeesereesesersesesnasases ssnes 6,200 4,800
Barley...cvceeeerrireeeisemsnisisessssssessassnssassssessssssaianss 6,870 9,500
Rye.... . 583 700
Mixed Grains... . 670 1,000
COMMeoeeeesevecseserssesesssesesessssasassstssssssessssntsesseratsassssassssssstunastsanasans 19 250
Flaxsced.. 2,029 1,500
Rapeseed 1,388 5,500
Tame Hay. 5,185 8,521
Tame Pasture. 4,991 7,179
FOUAAEr COMM..cneeoeirecercveermrnerassesesesossassssssssssssssassssnesssnsnas 48 80

TOtal CrOPS.....covveemrecrsersesusresernesesesas 57,763 58,780
SUMMICT FANIOW. . veereeeecaeeceeareesreesesesessssusssaseassssassesesassasens 25,224 25,000

GANA TOMRLo i ceeerncrrae e eneerasresstsessssnssssssrssssssusssisseasnss 82,987 * 83,780

1 Note that the difference between this figure and the total improved land acreage, or about 2.2
million acrcs, is accounted for by other uscs not listed in this table.

Detailed calculations of Projected 1980 acreages appear in Chapter 10.

Considerable cxpansion (5.5 million acres) will have to take place in
the acreage devoted to tame hay and pasturc to accommodate the projected
increase in livestock production by 1980 (scc Chapter 10).

It is difficult, of course, to predict with any degree of accuracy what the
cxact market requircments for rapesced might be by 1980. The prospects

» The projected feed requirements for livestock may be noted in Chapter 6 on fivestock
It should be noted that the future exports of feeder cattle to the United States are projected
to be $00,000 annually. For cach 100,000 head of feeder cattle exported, the amount of Jand
utilized for this purpose would amount to approximately 500,000 acies or the cquivalent
of approximatcly 20 million bushcls of batley.
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for rapeseed, however, appear to be bright. In addition to the potential
opportunities for greatly increased use of rapeseed oil for domestic purposes,
there appears to be considerable opportunity for increased exports of rape-
seed to other countries of the world, particularly Japan, Taiwan and to a
lesser extent in the E.E.C. countries. In addition to the use of rapeseed oil
for human consumption purposes, there are good prospects for considerable
expansion in the use of rapeseed meal for livestock feeding. While rapeseed
meal is used at present for livestock feeding purposes, certain undesirable
qualities currently prevent an even greater use of the meal. However, current
and prospective developments in plant breeding work suggest that this
limitation will be overcome in the not too distant future. Another limitation
in the use of rapeseed meal relates to the variable quality of the meal
resulting from the crushing and extraction processes used at the present time.
The Task Force has been advised, however, that improvements in the crush-
ing process are taking place and that it will be only a matter of time before
a uniform, high quality product is available. Once these limitations have been
overcome, rapeseed meal should replace a significant proportion of the
imported soybean meal presently being used in Canada for livestock feeding
purposes. In addition, if rapesced can be produced at a competitive cost with
soybeans, there should be growing opportunities for the export of rapesced
meal.

A shift to a protein-system of grading for wheat with a market-justified
price premium for protein content could have significant implications for
land use in the Prairic Provinces. A study by the Board of Grain Commis-
sioners indicates that the highest protein content for wheat appears to be
associated with the brown and dark-brown soil zones; the protein content
declines as onc moves from these soil zones through the brown-black
transition and black and grey-black transition soils in the Prairies which are
associated with the production of below average protein content in wheat.

A specific land usc policy aimed at encouraging the production of high-
protcin wheat is complicated by the fact that there are considerable inter-year
variations in protcin content among the various soil types and the additional
fact that the amount of fertilizer used has a significant effect on the level of
protein content in wheat. In general, however, some rough approximations

may be made as to where high-protcin wheat should be produced in the
Prairics.

NEW MARKETING GUIDELINES FOR WHEAT

Since the Second World War, the Canadian Government and the Wheat
Board have had as onc of their major objectives the stabilization of world
wheat prices. The support of the International Wheat Agreements, the
setting of initial prices for wheat and the pricing policics followed by the
Board were all aimed at the stabilization of wheat prices. When forcign
compctitors engaged periodically in price cutting, Canada generally refused
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to follow suit. The best example of Canada’s position on world wheat pricing
occurred in 1967-68 when the United States declared that in the absence
of a formally accepted international agreement on wheat prices, it would
consider 1967-68 as a “free year” in regard to export pricing. The Wheat
Board refused to make any serious reductions in wheat prices even when
it was evident that some sales would be lost, the argument being that
retaliatory price cuts would jeopardize the coming into force of the Inter-
national Grains Arrangement.

While the Wheat Board has contributed greatly to the stabilization of world
wheat prices, events during recent years have raised serious questions about
the benefits of the approach followed by the Board. The mounting wheat
surplus in Canada is a heavy cost to bear for pricc stability. There are
growing doubts about the value of international agreements as a mechanism
for ensuring price stability. One author made the following obscrvation:3®

Stability in the world wheat market has resulted more from the consistency
of domestic and international goals of the major participants in the market
than from the existence of the LW.A. In fact it may be argued that the
L.W.A. continues to exist because it is consistent with the goals of the major
participants. Should this consistency ceasc to cxist, ncw patterns of price
behavior would result simply because domestic agricultural policy goals are
dominant in most of the nations involved in the International Wheat
Agrcement.

The actions followed by the U.S. in 1967-68 and France and Australia
during 1968-69 madc it clear that Canada’s main competitors support inter-
national wheat price stabilization only as long as it is in their interests to do
so. At the same time, major importers of Canadian wheat, such as Britain
and Japan, have demonstrated during recent years that they will import
from those countrics offcring wheat on a competitive pricc and quality basis.
The Task Force docs not reccommend the scrapping of the International
Grains Arrangement or deny that some form of international wheat agree-
ment may be nceded but it does content that Canada should not make
unilateral sacrifices to maintain pricc stability for wheat. The wheat price
war during 1969 indicates that an international wheat agreement must have
the mutual support of all participants concerned if it is to be meaningful.
Much of the difficulty associated with the Intemational Grains Arrange-
ment appears to be associated with the unrealistically high minimum prices
which have been sct. Given the present surpluses of wheat in the major
exporting countrics, the Task Force recommends that Canada should take
the initiative in ncgotiating for a more realistic sct of minimum and maximum
prices under the International Grains Arrangement. History has shown that
international wheat agrecments appear to work well as long as the market
price operates somewhere between the minimum and maximum price Jevels
set. Within this range the specific price is scttled by the normal factors of

»AcCalla, A. P. “A Duopoly Model of World Wheat Priing.” Journal of Fam
Economics, Vol. 48, No. 3, Part I, August, 1966, pages 711 fL.
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demand and supply. If, however, prices rest on the minimum level under the
agreement, exporters are sorely tempted to steal a march on their competitors
by using various techniques to shave their prices. The inevitable result,
particularly where exporters are burdened with surpluses, must be a break-
down in the international agreement. Because there are no practical or mean-
ingful sanctions behind the International Grains Arrangement which can be
exercised in the case of countries which violate the Arrangement, it is
difficult, if not impossible, to maintain a minimum price level which appears
to be well above the prevailing competitive price for wheat.

Given that it is appropriate strategy for the Wheat Board to maintain
wheat prices and not engage in cut-throat competition with the U.S. and other
competitors as long as the I.G.A. remains effcctive, there still remain
questions as to whether the Wheat Board should not discriminate more freely
between markets and offer a more flexible pricing mechanism to facilitate
and encourage sales of Canadian wheat by the wheat exporting firms opera-
ting on behalf of the Wheat Board.

It has been suggested that the Wheat Board's practice of announcing selling
prices for wheat is disadvantageous to Canada in two ways. First, it gives
forcign compctitors an opportunity to negotiate sales contracts which just
shade these prices. Sccond, the limited price flexibility allowed to the wheat
trading firms gives them less opportunity to negotiate and satisfy buyers that
they are obtaining a good deal, and also reduces the trading margin and thus
the incentive of these firms to sell Canadian rather than United States or
other wheat, which they also handle.

Price flexibility appcars to be important. The Wheat Board should give
consideration to abandoning its public announcement of fixed prices for all
price takers, and instead price flexibly and sclectively with different buyers
(domestic or forcign). Furthcrmore the Wheat Board should allow the
traders sufficiently attractive margins so that they have some latitude for
negotiation with various customers.

The Task Force recommends that the current wheat surplus be reduced to
manageable proportions through the Transition Policy described below.
Thereafter the pricing strategy of the Wheat Board during any given year
must be dictated by the prevailing world demand and supply conditions. The
“initial price” for wheat must be low cnough to permit price flexibility
throughout the crop ycar. The basis of wheat delivery quotas should become
wheat acreage rather than “specified acrcage”. Never again must the Canadian
Wheat Board adopt policies which result in the creation of a surplus as
large as that which accumulated in 1969.

NEW MARKETING GUIDELINES FOR COARSE GRAINS
There is a gencral and growing dissatisfaction with the present methods of

marketing and pricing feed grains in Canada. Many rccommendations have
been made for changes in the coarse grains marketing system. Some groups

WHEAT, FEED GRAINS AND OILSEEDS 1s




oy

have recommended an even stronger control over the marketing of coarse
grains by the Canadian Wheat Board. For example, it has been advocated
that Prairie producers should be prevented from delivering non-quota wheat,
groups have recommended a complete return to the open market method of
selling coarse grains. Still others have recommended the creation of a Coarse
Grains Marketing Board completely separate from the operations of the
Wheat Board.

In general, the problems associated with the marketing and pricing of
Canadian feed grains may be summarized as follows:

1. A declining share of the expanding world markets for feed grains.

2. Importation of American feed corn during times of surplus feed grain
supplies in Canada.

3. A perennial debate over the merits of the Feed Freight Assistance
program which costs approximately $20 million annually.

4. Distress prices associated with inter-farm sales of feed grains within
each of the Prairic Provinces.

5. A futures market for feed grains which may have operated in such
a manner in recent ycars as to lcad to the creation of “artificial
shortages” in Eastern Canada.

6. A marketing system which favours wheat and tends to discriminate
against coarsc grains.

7. A marketing system which does not permit cfficicnt producers to
compete in the feed grain cxport markets of the world.

The proposals which follow relate to longer-run changes in the marketing
system for barlcy and oats. Before these changes can be implemented, how-
cver, a Transition Policy, discussced in a later scction of this Report, will be
necessary to climinate the burdensome surpluses which prevent any con-
structive changes in the marketing system. .

We now turn our attention to the longer-run changes nceded in the market-
ing and pricing of fced grains. Under the proposcd modification of the
present market system, the Canadian \Wheat Board would continuc to be
the only authorized commercial channel for the purchasc of oats and barley
from the primary producer. The Task Force proposes that all coarse grains
produced and offered for sale to the Canadian Wheat Board by farmers
within a given crop year must be clearcd from the market during the same
crop year with the cxception of a normal operating carryover which should
be clearly defined. The Task Force recommends that the Canadian Wheat
Board should announce in October of cach ycar the quantity of oats and
the quantity of barlcy which arc to be carricd over by the Canadian Wheat
Board at the end of that crop ycar (i.c. the following July 31). In any given
year the actual carryovers could be less than those announced by the C.\WW.B.
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in October if further sales not originally anticipated could be made, but
the carryovers should not exceed those announced in October. Grain delivery
quotas for coarse grains, if established at all, should be used only to regulate
the flow of available coarse grain to the market within the crop year and
by May of each crop year grain delivery quotas should be completely lifted
for oats and barley. It is also recommended that all purchases of coarse
grains from farmers by the Canadian Wheat Board be hedged immediately
in the futures market, and if it is not practical to hedge each individual
purchase, it is proposed that a system be developed by the Canadian Wheat
Board whereby a certain (but not necessarily constant) quantity of coarse
grains would be hedged daily. The primary purpose of the hedging would
be to develop a futures market which would reflect the genuine free play of
demand and supply forces in the market place.

The Task Force recommends that the practice of setting “initial prices”
for coarse grains at the beginning of cach crop year be discontinued. It is
proposed that the price ultimately received by the individual farmer for any
given delivery be a monthly pooled price for his particular grade of grain.
At the time of a given dclivery of grain, the farmer would receive a first
payment calculated to be approximately 75 per cent of the estimated final
pooled price for that month; he would also be issued a participation certificate
which would entitle him to receive the remainder of his payment once the
actual pooled price was determined for the month in question.

When an annual pooled price is uscd, delivery quotas are necessary to
ensure a more uniform flow of grain to the market throughout the crop
year, i.c. there is no incentive for the producer to delay delivery of his grain
if he reccives the same price regardless of when he delivers within the crop
year. Under an open market, the futures pricc should normally reflect a
cumulative scasonal carrying charge. That is, a farmer dclivering later in
the crop year should reccive a higher pricc (to the extent of the carrying
charge) than his ncighbour who delivers his grain carlicr in the crop year.
A monthly pooled price would help to regulate the flow of grain to the market
throughout the crop year without relying so heavily as in the past on delivery
quotas,

The primary objective of the new marketing guidelines for coarse grains
would be to shift the Wheat Board from a surplus management role to a
highly aggressive marketing function. The proposcd system would lcave the
Wheat Board and the private trade free to price competitively in the domestic
and export markets of the world, It would permit farmers to market at any
time during a given c¢rop ycar any coarsc grains that they wished to deliver
(consistent with quotas provided up to May cach year). In general, the
Proposed system of marketing should be designed to remove the shackles
which tend to inhibit a healthy and vigorous growth of the coarse grains
industry in Canada.
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Under the proposed marketing system, there will be times when the prices
which the farmer receives may not be as high as he would like to see, but the
main criterion of success will be whether he received the best possible prices
for all the feed grain that he wished to sell. The Task Force believes this to
be more desirable than the case where high prices set by the Wheat Board
lead to limited sales of quota and distress prices for non-quota sales of feed
grains in the Prairies. After 20 years of experience, it has become clear that
the competitive forces- (i.e. pricing, promotion, providing desired quality, etc.)
of the international and domestic market cannot be ignored if lost markets
and burdensome surpluses are to be avoided. If the competitive prices of the
market place are thought to be “unjust” or “unfair”, or too low at times to
yield the producer a reasonable level of income, other policies should be
developed apart from the marketing system to deal with the problem. This
issue is dealt with in the next section of the Report.

The Task Force believes that a more competitive marketing system for
feed grains would eliminate many of the problems and difficulties which have
plagued the industry during recent years. It would provide Canada with the
opportunity to regain some of the world markets for her feed grains. It
would make it much more difficult for American corn to be imported into
Eastern Canada and, at the same time, it would give Eastern livestock
producers competitive access to Prairie feed grains. The bencfits of these
proposals for coarse grain marketing would be extended to livestock
production and permit more efficient location of livestock feeding. A more
competitive marketing system would permit efficient grain producers to
compete in the feed grain markets of the world. Under the proposcd market-
ing system for barley and oats, there would be a common market price for
sellers and buyers, not a series of different prices such as thosc which prevail
at the present time within the Prairics, in the export markets and in
Eastern Canada.

Prairic grain producers have demonstrated that they have the capacity to
produce feed grains competitively if the markets arc available. The Task
Force belicves that markets are available if the Canadian marketing system
is geared to the competitive realitics of the world market place. Canada did
not share in the 21 million ton increase in world feed grain' cxports between
1958 and 1968. However, cvery cffort must be made to provide the
Canadian feed grain producer with the opportunity to sharc in the large
world export trade in feed grains. The Task Force projects Canadian exports
of 100 million bushels of barley, a rcasonable and practical target.

PRAIRIE GRAIN PRICE STABILIZATION PROGRAM
Various policies have been developed in the attempt to stabilize the price

and income position of the Prairic farmer. The introduction of the Prairie
Farm Rehabilitation Act and the Prairic Farm Assistance Act in the 1930',
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and the enactment of the Federal Crop Insurance legislation in 1958 were
designed to protect the farmer against unpredictable variations in crop
production. The crop insurance program, in particular, provides the farmer
with an effective means of countering the effects of crop yield instability.

Other policies have been designed to stabilize the price and income
position of the Prairie farmer. The setting of initial prices by the Federal
Government at the beginning of each crop year provided Prairie grain

- farmers with a minimum price for those quantities of their wheat, oats and
barley which they were able to deliver to the Wheat Board in any given
crop year. The Temporary Wheat Reserves Act and the Prairie Grain
Advance Payments Act were designed to provide farmers with greater
stability of price and cash income. Other ad hoc policies have been used,
such as the acreage payments to Prairie producers during the early part of
the 1960’s. More recently, Prairie grain producers have been guaranteed a
minimum price (i.e. $1.95% per bushel for No. 1 Northern wheat basis Fort
William) for wheat consumed in the domestic market.

None of these policies has been entirely satisfactory. Perhaps the most
serious criticism that can be made of many of them has been the lack of a
clear-cut philosophy as to what the various policies were supposed to
accomplish, either individually or collectively. In addition, several of these
policies have created difficulties in grain marketing because of mixing of
marketing and general income objectives.

The Task Force believes that the marketing of the grain must be separated
from the general income issues of Prairie agriculture if a highly competitive
system of grain marketing is to be developed. There can be no doubt that
such a system must be developed. At the same time some form of price and
income protection against serious declines in grain prices is fully warranted,
because the Task Force recognizes that the introduction of a more competi-
tive pricing system will inevitably introduce greater price fluctuations than
has been the case in the past with grain delivered to the Canadian Wheat
Board. The discussion which follows outlines a proposal for the development
of a Prairie Grain Price Stabilization Program.3* Under the Program, the
Prairie grain producer would be provided with a price floor for a certain
portion of his crop.

The Program specifies that prescribed local delivery point minimum prices
be established for wheat, oats and barley at levels equivalent to 80 per cent
of the annual average of the final Canadian Wheat Board prices received at
these local delivery points by farmers for the preceding ten-year period.3?

The Task Force recommends that the prescribed minimum price apply to
a “designated yicld” from only onc-half of the farmer’s “base acrcage” for

e —

B *'The Program should apply to the designated area defined by the Canadian Wheat

oard.,
¥ The “prescribed minimum price™ level for wheat, oats and barley corresponds to the

minimum price support level for specified commodities under the Agricultural Stabilization

Af:l. It should be noted that wheat, barley and oats grown in the Prairie Provinces are not

cligible for support under the Agricultural Stabilization Act.
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each of wheat, oats and barley.®3 If, in any given year, the prices fall below
the prescribed minimum price level (i.e. 80 per cent of the preceding ten-
year average) a producer would be paid directly an amount equivalent to
the difference between the prescribed minimum price and the actual market
price times the “designated yield” applied to his “eligible acreage” (i.e. one-
half of his “base acreage”).

An cxample illustrating the application of the Prairie Grain Price Stabiliza-
tion Program is shown in Table 28. In the example used, the farmer has a
base acreage (average for the preceding three years) of 300 acres in wheat,
75 acres in oats and 150 acres in barley. His “eligible acreage” would be
one-half of thesc amounts. The “designated yields” to be applied to the
eligible acreage (one-half of the base acreage) are based on the long-term
yields applicable to the farmer’s arca and soil type as described above. The
prescribed price supports are derived by taking 80 per cent of the average
Wheat Board prices for the previous ten years at his delivery point. In the
| example shown in Table 28, the farmer would have received a total payment
" of $1,020.

In effect, the farmer reccived a support price of $1.46 per bushel for onc-
half (3,000 bushels) of his total calculated wheat crop, while the remainder
of the wheat crop sold for $1.30 per bushel. The same reasoning applics to

; his barley. In the casc of oats, however, the farmer received no payment
‘ because the actual market price for oats of 72 cents per bushel exceeded the
’ prescribed support price of 68 cents per bushel.

It is to be cmphasized that the farmer would be cligible for payments
under the Program cven though he did not produce a crop during the current
year; the payments arc based on the preceding three-year average. If, for
cxample, the producer shown in Table 28 did not plant wheat in 1970, he
would still be cligible for payments in 1970 under the Program on the basis
of his average wheat acrcage for the preceding three years (i.c. the average
wheat acreage for the period 1967-69 was 300 acres).

The financial support for the Program would be based on a.$100 million
revolving fund, to be administered under the Federal Agricultural Stabiliza-
tion Act. A maximum of $100 million would bc available from the fund in
any given year regardless of how low the prices of grain “might drop. In

5 The “designated yicld” is defined as the long-term average yicld applicable to a givea
farmer or his soil type as used by the crop insurance agency in his province. For those
farmers not insured under the crop insurance program, the long-term average yiclds which
would apply in calculating coverages (if such farmers were to insuse), would be used in
determining the “designated yicld™. The farmer’s “basc acreage™ for each of wheat, oats and
barley is defined as the average acreage for the preceding three-year period for cach of these
crops. For cxample, if the farmer’s wheat acreages in 1967, 1968 and 1969 were 400, 300 and
200 acres sespectively, his “base acreage™ for 1970 would be 300 acres. The farmer would
have a “basc acreage™ of 300 acres for wheat in 1970 even if he did not plant wheat in that
year. 1f the farmer planted no wheat in 1970, his “base acreage™ for wheat in 1971 would be

200 4+ O
3

“cligible acreage™ is defined as one-half of his basc acreage.

the average of the preceding three nxn(lm + ) = 167 actes. The farmers'
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other words, the fund could not be overdrawn. In the event that prices
dropped so low that the fund would be overdrawn, a highly unlikely possi-
bility, the $100 million would have to be pro-rated accordingly.

TABLE 28

An Example Illustrating the Application of the Agricultural Price Stabilization Program
to an Individual Farmer

1. Base acreage ave. 1967-69
WHheat....o et 300 acres
Oats 75 acres
Barley. 150 acres
2. Guaranteed support price: 80%; of average of previous ten
year prices
Wheat No. 1 Northern Fort William............ccccoeoummvennnn. $1.46/bus
Qats. $0.68 /bus
Barley. $1.01 /bus
3. Actual prices received—basis Fort William
No. 3 Northern Wheat.....cocucvcivveeenncieenerecreenssessronns $1.30/bus
2 C.W, DalS....verecencnsssnenssenssissssssssensesssssecemsssssassessssosen $0.72 /bus
3 C.W. (6 row) Barley.... $0.81 /bus

4. Acreage eligible for price support
Wheat § of basc acreage. ettt be e e nne 150 acres
Oats ¥ of base aCrCaLC....covvmeereerreeeeeeeeeeeeen .
Barley ¢ of base acrcage

S. Designated yield to be applied to eligible acreage (based
on yields established under Crop Insurance Program
Jor farmer's area)

Wheat..... 20 bus/acre
QLS. sresen 42 bus facre
Barley...... 36 busfacre

6. Payment to farmer
Wheat (150 acres X 20 bus, =3,000 bus)...........cco............ 3,000 bus X 16 cents = $480
Oats (38 acres X 42 bus. = 1,596 bus).........co.ooevrvvn 1,596bus X Ocents = S 0O
Barley (75 acres X 36 bus. =2,700 bus)...........oo........... 2,700 bus X 20 cents = $540

TOtal PaYMEnL..ueoeceececoeeceeeeeecerces e er e $1,020

The fund would be financed by the Federal Government and those Prairic
grain producers who choosc to participate in the Program. Prairic grain
producers would contribute to the fund through a levy which would become
operative when the prices for wheat or oats or barley exceeded 110 per cent
of the annual average of the Canadian Wheat Board prices for representative
grades for the preceding ten-year period, basis Fort William.3¢ If, for
example, grain prices had riscn above 110 per cent (c.g. to 120 per cent)
of the average prices, the farmer used as an cxample in Table 28 would
have contributed about $245 to the fund.

* We have proposed that the critetion for contribution should be Fort William prices in

order to provide equitable treatment among all producers in the designated Prairie arca.
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Aggregate payments by grain producers to the fund in any year would be
matched by an equal contribution to the fund by the Federal Government.
Prairie grain producers and the Federal Government would continue con-
tributing to the fund (whenever prices exceeded 110 per cent of the ten-
year average prices) up to a maximum of $100 million. In any year in which
payments from the fund exceed the accumulated monies in the fund the
difference would be met by the Federal Government. Total payments in any
year should not exceed $100 million. If, for example, the producers’ and
the Federal Government’s accumulated contribution to the fund amounted
to $65 million in a given year, and if during that same ycar grain prices
dropped such that payments from the fund amounted to $80 million, the
deficit of $15 million would be covered by the Federal Government.

The levy of one per cent should be applied on the value of the “designated
yicld” (defined above) times the farmer’s base acreage for wheat and oats
and barley—the base acreages being the average of the acreages for these
crops for the three preceding years.

The Program should be voluntary. Farmers not wishing to participate in
the Program would opt out from paying the levy and would, accordingly,
not be cligible for payments from the fund if prices for wheat, or oats or
barley dropped below the prescribed minimum support level. In years in
which such farmers opted out of the Program, their acrcages for those years
would be designated as zéro for purposes of calculating their base acreage
if they were to return to the Program in subscquent years. Their base acreage
would be reduced to the cxtent that the zero acrcage would be used in
calculating the preceding three-year average acreage.

A further refinement must be applicd to the proposal outlined above. In
order to encourage a suitable balance among the quantitics of wheat, barley
and oats produced, it is reccommended that the $100 million revolving fund
be allocated in such a way as to provide a maximum of $55 million for
wheat, $30 million for barley and $15 million for oats in any onc ycar. These
proportions correspond approximately to the projected acreages for wheat,
barley and oats in the Prairic Provinces by 1980. .

In cffect, there would be scparate accounts in the fund for cach of wheat,
oats and barley. For cxample, the aggregate payment to wheat producers could
not exceed $55 million in any given ycar. On the other hand, wheat pro-
ducers and the Federal Government would continue contributions to the
fund through the levy (whenever prices exceeded 110 per cent of the previous
ten-ycar average prices) up to a maximum of $55 million. The same reason-
ing applics to oats and barlcy.

It should be emphasized that nothing would be paid to grain producers
under the Program for wheat or oats or barley in ycars when the actual
market prices for any of thesc crops cxceeded the prescribed minimum prices.

The Task Forcc emphasizes that the minimum prices cstablished for wheat,
oats and barley should be restricted to the “designated yicld” applied to
onc-half of the individual farm basc acrcage in wheat, barlcy and oats
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production. Many price support programs have failed because farmers have
become insulated from the realities of the market place. By confining the
proposed minimum price support to one-half of the base acreage, the “market
price” for the remainder of the crop would indicate to the individual farmer
which crops to produce and how much of each. The Task Force believes that
the market price is a better allocator of resources in farm production than
any arbitrary rules and production controls which can be devised.

If the Prairie Grain Price Stabilization Program, a form of price insurance,
is taken together with the Federal-Provincial crop insurance program, a form
of yield protection, Prairie grain farmers would in effect have a minimum
income guarantee. More specifically, the individual farmer would have availa-
ble to him a systematic form of protection against sharp and unpredictable
drops in yields and prices. While the individual farmer would have a
minimum income guarantce, he would still be free and have sufficient
incentive to produce and to sell his crops at the best possible prices in
the open market.

The Task Force recommends that the Prairie Grain Price Stabilization
Program should be implemented just as soon as the current grain surpluses
have been reduced to manageable proportions under the Transition Policy
described in detail in the following section. This step should be accompanied
by the changes recommended above for the development of a more competi-
tive grain marketing system.

The Prairic Grain Price Stabilization Program will make a much more
effective and positive contribution to income stability for Prairic agriculture
than do existing programs such as the Temporary Wheat Reserves Act and the
Prairic Grain Advance Payments Act. In the proposed Program the Federal
Government will share directly with producers in achieving greater income
stability for the Prairic economy. The Task Force recommends the discon-
tinuance of the Temporary Wheat Reserves Act, The Prairie Farm Assistance
Act, and the cash Advance Payments Act under the Transition Policy
described below, and recommends that at the end of the Transition Policy
they be replaced by the Prairic Grain Price Stabilization Program.

A TRANSITION POLICY FOR THE PRAIRIE GRAIN INDUSTRY

The current grain surplus problems hang like an ominous cloud over the
Prairic Provinces. If Canada’s wheat inventory were to be reduced to an
average carryover by the end of the 1969-70 crop ycar, almost one billion
bushels of wheat would have to be exported this year, an obvious impossibili-
ty. In addition to the large stocks of wheat, Canada also has a large supply of
feed grains on hand.

Grain surpluscs and an acute shortage of cash among Prairic grain farmers

will continue for some time unless drastic steps arc taken to alleviate the
problems,
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It is necessary and desirable that a Transition policy be developed for the
Prairie grain industry if the current problems are not to be accentuated and if
severe disruptions are not to occur in the livestock and oilseed economy.

The immediate objectives of a Transition Policy for Western Canadian
agriculture should be:

1. A reduction in the excess carryover of wheat and coarse grains.

2. The provision of financial assistance to Prairie farmers consistent with
necessary and desirable adjustments in the agricultural industry.

Any transition policy designed to deal with these two immediate problems
should be compatible with the development of the longer-run agricultural
policy embracing the Prairic Grain Price Stabilization Program described
earlier in this chapter.

The alternatives to choose from, in dealing with the current grain surplus
problem, arc few and mostly unproductive. Continuation of present policics is
indefensible. Payments under the Temporary Wheat Reserves Act will exceed
$60 million during the 1969-70 crop year and will do nothing to rcduce the
current grain supplics. Funds cxtended under the Prairic Grain Advance
Payments Act, whilc welcome to hard pressed grain produccrs, rcpresent
temporary assistance only, make no contribution towards the solution of the
grain surplus problem and could cost the Federal Government approximately
$14 million in the form of interest free cash advances during the 1969-70
crop year. Government liability on 1968-69 wheat stocks for which farmers
received an initial payment of $1.70 per bushel (No. 1 Northern basis Ft.
William) and which are being sold during the 1969-70 crop year for prices
less than the initial payment to farmers, will amount to approximately $4.5
million for cvery cent that sclling prices average below the initial payment.
Other costs include the farmers’ cxpense of storing grain on the farm, losses
incurred by farmers on the distress prices associated with non-quota sales of
grain, intcrest on debts and the loss of income by all businesses in the Prairie
cconomy as a result of stagnation in the grain industry.

Straight cash grants such as the acreage payments program during the carly
1960's, while providing farmers with temporary financial relicf, arc ad hoc in
nature and contribute nothing towards the solution of the grain surplus
problem. Food give-away and surplus disposal programs arc not a practical
solution for the immediatc problems of the grain industry cven though hunger
and malnutrition prevail in many parts of the world. To depend on drought and
misfortune in other countrics as the means of reducing Canada’s grain surplus
is not a positive or a reliable foundation on which to build a grain policy.

As a Transition Policy, the Task Forcc rccommends that a system of
voluntary acreage diversion payments and an amended quota policy be cstab-
lished commencing in the spring of 1970.3% Under the proposed acreage
diversion program, farmers would be paid a specificd sum per acre to divert
wheat and barley acrcage to forage.

= Although the Task Force regards this as the desirable timing, it recognizes that there
may be administrative and technical difficulties in achicving this schedule.
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Wheat

Three of the options relating to the use of wheat acreage diversion payments
may be seen in Table 29. In making the calculations shown in Table 29, the
following assumptions were used:

1. that an acreage diversion payment of $7 per acre during the first year
would be sufficient to induce farmers to divert a portion of their wheat
acreage to forage; that a further payment of $5 per acre would be
paid on the diverted acreage for the second and subsequent years
providing it remained in forage.

2. that annual exports of wheat would be 360 million bushels.

3. that domestic use of wheat would amount to 160 million bushels
annually.

4. that the wheat yield would be approximately 23 bushels per acre.

5. that the funds would be available to support the acreage diversion
program,

Hard spring wheat acreage on the Prairics in 1968 was 28.9 million acres,
and in 1969 was 24.4 million (average 26.6 million acres). Case 1, Table 29,
indicates that if $60 million were made available during the first year to
support the acreage diversion program, the average 1968-69% wheat acreage
(26.6 million acres) would be reduced by approximately 8.6 million acres;
about 18 million acres would remain in production in 1970. Given the above
assumptions and a wheat acreage held at approximately 18 million acres, it
would require four years before the year-cnd carryover could be reduced to
576 million bushels. The total cost of the program for the four years would
amount to approximately $60 million for the first year and $43 million for
each of the three subscquent years, or a total of $189 million.

In Casc 2, Table 29, and given the same assumptions but raising the
acrcage diversion payment to $81 million for the first year, wheat acreage
would be reduced to approximatcly 15 million acres, and it would require
three years before the year-cnd carryover of wheat could be reduced to 481
million bushels. The total cost for the three years would amount to $197
million.

Casc 3, Table 29, indicates that if the funds were increased to $102 million
for the initial year, wheat acrcage would be reduced to approximately 12
million acres and it would require two ycears to reduce the year-end carryover
to 508 million bushels. The total cost for the two years would amount to
S175 million.

The projected year-end carryover would vary up or down, of course,
depending on the yicld per acre and the quantity of wheat exported in any

given year. For example, to the extent that the annual wheat yicld per acre

" The average acreage of 1968 and 1969 is used as a base in order to provide more
quitable treatment of producers. 1f only 1969 acreage were used, it would not reflect the fact
at some producers reduced their wheat acreage more than others between 1968 and 1969.
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TABLE 29

Possibilities Relating to the Use of Wheat Acreage Diversion Payments

Crop Year Crop Year Crop Year Crop Year Crop Year
1969-70 1970-71 1971-72 1972-73 1973-74
Case 1 (Gross cost during initial year = $60 million)
Carryover (beginning crop year) 849,821 1,000,000 894,000 788,000 682,000
Production 684,000 414,000 414,000 414,000 414,000
Total Supply 1,533,821 1,414,000 1,308,000 1,202,000 1,096,000
Domestic use. (160,000) (160,000) (160,000) (160,000) (160,000)
Exports (360,000) (360,000) (360,000) (360,000) (360,000)
Year end carryover. 1,000,000 894,000 788,000 682,000 576,000
Case 2 (Gross cost during initial year = $81 million)
Carryover (beginning crop year) 849,821 1,000,000 827,000 654,000
Production 684,000 347,000 347,000 347,000 '
Total Supply. 1,533,821 1,347,000 1,174,000 1,001,000
Domestic use (160,000) (160,000) (160,000) (160,000)
Exports. (360,000) (360,000) (360,000) (360,000)
Year end carryover. 1,000,000 827,000 654,000 481,000
Case 3 (Gross cost during initial year = $102 million)
Carryover (beginning crop year) 849,821 1,000,000 754,000
Production 684,000 274,000 274,000
Total Supply. 1,533,821 1,274,000 1,028,000
Domestic use. (160,000) (160,000) (160,000)
Exports. (360,000) (360,000) (360,000)
Year end carryover, 1,000,000 754,000 508,000

Sounck: Derived by the Task Force.
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exceeded 23 bushels, or annual wheat exports fell below 360 million bushels,
the year-end carryover would increase accordingly.

Given the urgency of the problem, the Task Force recommends that the
Federal Government provide $81 million for 1970, and $58 million for each
of the two following years, in support of a wheat acreage diversion program.
This would mean that wheat acreage would be held at approximately 15
million acres until the spring of 1973 at which time the acreage diversion
program would be discontinued.

The cost of the wheat acreage diversion program should be covered by the
discontinuance of the Temporary Wheat Reserves Act (over $60 million in
1969-70) and the Prairic Grain Advance Payments Act (which could cost
approximately $14 million in 1969-70) and the Prairie Farm Assistance Act
(average subsidy of about $6 million per year). The net cost of the wheat
acreage diversion program to the Federal Government would be minimal.

Producers should be given the opportunity to apply for the maximum
allowable diverted acrcage under the Transition Policy up to March 31,
1970.%7 Initially, the maximum amount of wheat acreage that any one produ-
cer can divert for payment under the program should be 44 per cent of his
average 1968-69 wheat acreage. If, by March 31, 1970, insufficient acreage
has been diverted under the program (i.c. the wheat acreage had not been
reduced to 15 million acres), farmers so inclined should be permitted to
reapply for a diversion of their entire wheat acreage to the program in 1970.

While participation in the wheat acreage diversion program would be
voluntary, an ecssential feature of the program must be to establish wheat

~ delivery quota acrcage on cach farm cqual to 56 per cent of its average
1968-69 wheat acreage. The amount deliverable under this quota acreage
would be sct by the Wheat Board and should be cqual for cach acre of the
quota acrcage by the end of the crop year. During the course of the year,
however, the Wheat Board could vary the amount delivered per quota acre
among dclivery points, as it docs now, in order to obtain the grades
desired from particular locations, but by July 31 it should have accepted the
same number of bushels per wheat quota acre in the entire C.W.B, designated
arca.

This feature of the Transition Policy is cssential to ensure that acreage is
diverted from wheat, to discourage producers from attempting to circumvent
the acreage diversion program by increasing yiclds (as has occurred in the
United States) and to provide cquitable treatment of all producers during the
Transition Policy period. It has the disadvantage that it makes no distinction
among farms with different wheat yields, and it may, perhaps, result in the
delivery of grades of wheat which are in less demand than the C.W.B. would
desire. Nevertheless, the Task Force is of the view that, given the present
crisis situation, these disadvantages of the proposal arc greatly outweighed by

its advantages during the projected three-year life of the Transition Policy.
————

" Sco Footnote 34.
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An example of the operation of the wheat delivery quota acreage is given
in Table 30. Producer A and Producer B have been operating almost identi-
cally in 1968-69 in regard to wheat acreage and production. Both receive the
same quota acreage, but A adheres to his and B does not elect to participate
in the program, and, in fact increases his yield. The result is that both can
deliver the same number of bushels, but Producer B finds that he has no
outlet for his excess production, and he receives no acreage diversion

payment.
TasLE 30
Example of Operation of Transition Policy for Wheat

Producer A Producer B

1. Wheat acrcage 1968 600 600
2. Wheat acreage 1969 400 400
3. Average wheat acreage 1968-69 500 500
4. Bushels of wheat produced, ave. 1968-69. 10,000 10,000
5. Delivery quota acreage 1970 (56 % of average acrcage 1968-69) 280 280
6. Acres sown to wheat 1970 280 500
7. Yiceld 1970. 20 25
8. Bushels produced 1970.. 5,600 12,500
9. C.W.B. dclivery per quota acre, 1970°. 28 28
10. Wheat dclivered by producers 1970... 7,840 7,840
11. Change in stocks held by producer 1970 - 2,20 <+ 4,660
12. Diversion payment received s 1,540 0

*Delivery quota determined by C.\.B. and based on C.W.B. sales.

Barley

At the cnd of the 1968-69 crop year, the carryover of barley amounted to
197.7 million bushels (Table 31). This carryover together with an estimated
production of 378.4 million bushels will yicld a total supply of 576 million
bushels to be disposed of during the 1969-70 crop ycar. The Task Force
estimates that the barley carryover at the end of the 1969-70 crop ycar could
amount to approximatcly 267 million bushels. In order to reduce this car-
ryover to a morc manageable quantity the Task Force recommends that the
Federal Government provide a further $21 million to be used to divert barley
acreage to forage or summerfallow in 1970. If an acrcage diversion payment
of $7 per acre were used, it is estimated that the average 1968-69 barley
acrcage of 8.7 million acres could be reduced by approximately 3 million
acres. If barley acrcage for 1970 were reduced to 6 million acres, and if 100
million bushcls of barley were exported, it is estimated that barley carryover
by the end of the 1970-71 crop year could be reduced to approximately 140
million bushels, still a large carryover but a manageable one under the more
competitive pricing system rccommended above. A quota policy on the
reduced barley acreage should be developed similar to that proposed above
for wheat. During the 1970-71 crop ycar, thc amount dcliverable under the
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TaBLE 31
Total Suply and Disposition of Canadian Barley

1967-68 1968-69  1969-70*  1970-71*

(million bushels)
Supplies

Carryover (beginning of crop year) e 131.8 130.9 197.7 267.0
Production...........evueeeeeueieeeeeeeerereeooo 248.7 325.4 378.4 240.0
Total Supplies...........oooverreerernn. 380.4 456.3 576.1 507.0

41.4 26.4 60.0 100.0

0.1 0.1 0.1 0.1

ST 14.5 15.6 16.0 16.0

Industrial Use 17.0 17.3 18.0 18.5
Residual Item (livestock feed and waste).... 176.5 199.2 215.0 230.0
Carryover at end of crop year................ 130.9 197.7 267.0 142.4
Total Disposition.............coo.......... 380.4 456.3 576.1 507.0

*Estimated

Source: Coarse Grains Quarterly August, 1969. The figures for disposition for the crop year
1969-70 and all figures for the crop year 1970-71 were estimated by the Task Force.

quota on the reduced barley acreage should be set by the Wheat Board in a
manner similar to that described above for wheat. A restriction of this type
would be nccessary if excessive production on the reduced barley acreage is
not to be encouraged thus frustrating the attempt to reduce the current barley
surplus.

The Transition Policy should be administered by the Agricultural Stabiliza-
tion Board of the Department of Agricultural Industry (now the Department
of Agriculturc). In summary, thc rccommended Transition Policy is as
follows:

1. Wheat acreage diversion payments amounting to $81 million for 1970
and $58 million for cach of the two following years.

2. Wheat acreage in the Prairics would be reduced to about 15 million
acres for a period of three years.

3. A barley acrcage diversion payment of $21 million for the 1970-71
crop ycar only.

4. Barley acrcage in the Prairics would be reduced to about six million
acres in 1970.

5. During the period when acreage diversion payments were being made,

the farmer’s delivery quota for wheat and barlcy would be set by the
C.W.B. and based on his declivery quota acrcages.

At the end of the Transition period (July 31, 1973 for wheat and July 31,
1971 for barley) the Transition Policy would be discontinued and the longer-
Tun New Marketing Guidelines and the Prairic Grain Price Stabilization
Program described above would be initiated.
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Part of the necessary funds for the Transition Policy would be obtained
through the discontinuance of the Temporary Wheat Reserves Act and the
Prairie Grain Advance Payments Act with the remainder coming through a
special appropriation from the Federal Government, as discussed above. In
addition to providing a form of immediate financial assistance to Western
Canadian grain producers, the Transition Policy would help to reduce the
grain surplus in the Prairies. At the same time, of course, every attempt
should be made to reduce the present carryover of grain by a thoroughly
aggressive export program. The present situation is not any less serious than
the conditions which prevailed in the early 1930’s when the Federal Govern-
ment had to intervene in a very decisive way to assist in the disposal of
surplus wheat stocks.

The Transition Policy should definitely be regarded as a short-run, stop-
gap measure. The Task Force feels that it would be disastrous for Prairie
agriculture if the Transition Policy were to become a permancnt policy.
There is an urgent neced in the longer-run to have agricultural policies which
will permit the farmer to respond to the market forces of demand and supply.
Much of the current difficulty in the grain industry ariscs from the fact that
several policies have had the effect of insulating farmers from thc market
place. At the same time, however, the Task Force does recognize, and has
recommended, that the grain farmer should be given some protection against
disastrous and sudden drops in grain prices.

If the proposed Transition Policy appears to be drastic and relatively
costly, it is because the immediate problems to be solved arc extremely
serious. The realitics to be faced are the colossal grain surpluses, the critical
income position and the growing debts of the Prairic grain farmer, and the
gencrally depressing cffcct on the Prairic cconomy of reduced farm income.
The Task Force belicves that longer-run policics for the Prairic grain industry
cannot be developed until the current grain surpluses have been climinated.

The Task Force is convinced that the costs involved in a continuation of
the present situation far excced the costs associated with the Task Force
proposals above. Never again should a grain surplus of the magnitude which
occurred during the 1969-70 crop year be allowed to develop.

RECOMMENDATIONS

The Task Force recommends the following with respect to wheat, coarse
grains and oilsceds:
1. That thc marketing of wheat remain under the jurisdiction of the
Canadian Wheat Board.
2. That the Canadian Wheat Board be placed under the jurisdiction of
the Minister, Department of Agricultural Industry.

3, That Canada make no further concessions under the International
Grains Arrangement until they arc matched in full by other countrics.
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Canada has suffered serious losses since the summer of 1967 by
making unilateral sacrifices to bring into being and to sustain the
International Grains Arrangement.
. That a Transition Policy be established for wheat and barley com-
mencing in the spring of 1970; that wheat acreage diversion payments
amounting to $81 million for 1970 and $58 million for each of the
two following years be used to reduce wheat acreage in the Prairies to
15 million acres until 1973; that a barley acreage diversion payment
of $21 million be used for one year only to reduce barley acreage to
six million acres in 1970; that delivery quota acreages be set at 56 per
cent of the average of 1968-69 acreage for wheat and 65 per cent
of the average 1968-69 acreage for barley for the period during
which the Transition Policy operates; that the program be adminis-
tered by the Agricultural Stabilization Board.

. New Marketing Guidelines for Coarse Grains.—That the Canadian

Wheat Board continue to be responsible for all commercial purchases

of barley and oats from the primary producer but that:

(2) each purchase by the Wheat Board should be hedged in futures
market at the time of the purchase or as an alternative, pro-
vision should be made by the Board to hedge daily a certain
quantity of coarse grains in the futures market.

(b) all coarse grains produced in a given crop year should be sold
during that period with the exception of a normal Wheat Board
operating carryover, the size of which should be announced each
October by the Wheat Board.

(c) all oats and barley delivered by the farmer should be accepted by
the Wheat Board whenever offered except where delivery quotas
arc used in which case such quotas should be lifted entirely
in May of cach yecar.

(d) the price paid to the producer should be a monthly pooled price.
. New Marketing Guidelines for Wheat.—That at the termination of the
Transition Policy all wheat produced in a given crop ycar should be
sold during that crop year with the cxception of a normal Wheat
Board operating carryover, that the C.W.B. follow a more flexible
pricing strategy, that “initial” prices be sct low cnough to permit price
flexibility throughout the crop year; that prices paid to the producer
for wheat should continuc to be annual pooled prices; that delivery
quotas continuc to be used to provide for the orderly flow of wheat
to the market throughout the crop year; that the basis for the delivery
quotas be “wheat acreage” rather than “specified acres” as used at
present.

- That the practice of sctting initial prices for barley and oats should
be discontinued as soon as the proposed Prairic Grain Price Stabili-
zation Program is introduced.
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8.

10.

11.

12.

13.

That a Prairie Grain Price Stabilization Program be instituted as
soon as the current grain surpluses have been reduced to manageable
proportions under the Transition Policy; that grain producers be
provided under the Grain Price Stabilization Program with a minimum
price support at a level equivalent to 80 per cent of the average
of the local Wheat Board final prices for the preceding ten-year
period; that the prescribed price support be applied to a calculated
yield of wheat, oats and barley on onc-half of the farmer’s base
acreage (average for the preceding three years) for cach of those
crops; that a revolving fund in thc amount of $100 million be avail-
able for payments under the Program if prices fall below the
prescribed minimum price support.

. That the Temporary Wheat Rescrves Act, The Prairic Farm Assist-

ance Act, and the Prairie Grain Advance Payments Act be discon-
tinued and that the monies normally used under these Acts be used to
help underwrite initially the Transition Policy and following that the
Prairie Grain Price Stabilization Program. The Program should make
any futurc emergency programs unnccessary.

That the grain delivery quota system be used, if used at all, primarily
as an instrument to facilitate the movement (within a given crop
year) of grades of grain rcquired by the market and to providc for the
cquitable treatment of farmers unable to deliver grain during any
specificd period of time within a given crop year.

That a protcin-system of grading for wheat be established as soon as
feasible that a market-justificd pricc premium for protein content be
cstablished; that guarantced protein levels be cstablished for cxport
wheat; that land-use policics be developed to encourage the produc-
tion of high protcin quality wheat.

That the freight subsidy of feed grain movement from the Montreal
freight zonc into Eastern Quebee and the Atlantic Provinces be dis-
continued by August 1, 1970; further that the Federal Government
make dircct payments to the five provincial governments i.c. Quebeg,
Prince Edward Island, New Brunswick, Nova Scotia and Newfound-
land of the cquivalent of the average payment made over the past
three years on all shipments beyond the Montreal freight zonc. These
payments should be used on projects designed to strengthen the
agricultural scctor in whatever way the five provincial governments
sec fit, c.g. transportation or adjustment subsidics. These payments t0
the provincial governments should be a fixed annual sum for a period
of five ycars commcncing in 1970 and should then be gradually
reduced for a further period of five ycars with a complete discontinu-
ance of the subsidics by 1980.

That the feed freight subsidy from the Prairics into British Columbis
and as far as the Montreal freight zone be removed by August 1,
1970. The same recommendations should also apply to Ontario corn.
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14. That the tariff on American corn be replaced by a variable import

15.

16.

levy which would apply whenever free market corn prices in the
United States fall below the United States floor price. If the support
price were $1.05 and the free market price 95 cents per bushel, the
variable import levy would be 10 cents. This would provide protec-
tion against serious distress prices for Canadian corn growers.

That the present marketing system for flaxseed, rye and rapeseed be

maintained and that more flexibility be provided for storage of rape-
seed at the Vancouver port.

That the Fedcral Government and the three Prairie Provinces jointly
review the policies relating to the development of new lands and land
clearing projects with the objective of preventing, wherever possible,

the introduction of new lands for agricultural production at least until
1980.
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One of the best descriptions of the Wheat Board grain delivery quota system
was included in the August 1969 issue of the Canadian Farm Economics.!
We quote at length from this article.

APPENDIX A

THE WHEAT BOARD GRAIN DELIVERY QUOTA SYSTEM

The Wheat Board administers a system of quotas whereby grain producers
within the area of jurisdiction of the Board are limited to a set pattern of
grain marketing with special reference as to where, when, what and how
much grain may be marketed. The quota system applies to those grains
marketed by the Board (wheat, oats and barley) and also the grains which
are not marketed by the Board (rye, flax and rapesced). The main objectives
of the quota system are:

1. To facilitate the orderly marketing of grain by producers and in turn
to enhance the efficient use of grain marketing facilities (handling, stor-
age and transportation);

2. To reflect market demand or sales opportunities back to producers and
by so doing act as an indirect regulator of aggregate production;

3. To make thc management of marketings by the Board acceptable to
producers through close adherence to the principle of cquality.

As far as it is practicable, given the physical restraints of the handling,

storage and transportation system, all producers are permitted over a crop

year to share cquitably (in relation to the specified acreage or in some
instances sceded acrcage) in marketing opportunitics and in the use of
marketing facilitics.

The system of quotas administered by the Board consists of the following

components:

1. Unit Quota: Also known as the Initial Quota because it is operative
throughout the designated arca immediately on commencement of the
crop ycar, the unit quota consists of 100 units, cach unit having a
quantitative value in bushels when applied to wheat, oats, barley or rye.
For the crop ycar 1968-69 these unit values were as follows: 4 bushels
wheat or 10 bushels oats or 6 bushels barley or 6 bushels rye. Producers
may dcliver any onc or a combination of thesc grains provided the total
bushels cxpressed in units do not exceed 100. This quota cnsures that
all producers may dcliver grain without regard to the size or location
of their farms and since it is not based on acreage, it is of the greatest
benefit to small producers. .

2. General Quota: The general quota applies to wheat, oats, barley and
ryc and is bascd on specificd acreage. Specified acreage consists of
acreage sceded to wheat (including durum), oats, barley and rye, the
summerfallow acrcage and the acreage sceded to cligible grasses and
forage crops. For example, a one bushel quota means that a producer
may dcliver a quantity not cxcceding onc bushel times his specified
acreage. The total quantity may consist of onc grain or a combination
of grains. Spacc permitting, this process is repeated throughout the
crop year, cach successive round of dcliverics after the first (one
bushel quota) being designated as a 2, 3, 4, S, bushel quota etc

VCanadian Farm Economlcs, *The Grain Delivery Quota System of the Canadian Wheat

Board™, Vol. 4, No. 3, August, 1969, pp. 2211,
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although deliveries for each quota level are restricted to one bushel
per specified acre. The quota level may vary according to location
throughout the year although every effort is made to equalize the level
throughout the designated area by the end of the crop year. Under
this quota, the larger producers can avail of a proportionately greater
volume of available elevator space.

3. Secded Acreage Quota: This is applied in the case of special crops such
as flax and rapeseed (in some years durum wheat) and is defined as
so many bushels per sceded acre of the particular crop or a specified
quantity whichever is larger.

4. Supplementary and Over Quotas: These are used to call forward
specified grains for sales commitments that are not being delivered in
sufficient quantity under general quotas. They are therefore additional
to any previously declared quotas and are normally defined as for seeded
acreage quotas although a specified quantity alone may also be called
for, for example, an over quota of two carlots.

5. Special Quotas: These may be declared to meet a particular set of
circumstances as during the 1968-69 season when an “advance” quota
was declared for the delivery of high-moisture grain and a special
quota was granted certain producers in the Red River Valley area ﬁ.’
who were threatened with flood damage. Other cxamples are quotas Pl
granted to the cstates of deceased producers or to retired producers . . .

The present quota system constitutes a producer sales quota. It is not a
production quota system. With the exception of a special policy permitting
sales of feed grains to feed mills on a non-quota basis (Feed Mill Policy),
producers only make a sale on delivery of their crop to the country clevator.
In any given crop ycar production is completed before the restrictions or
demands of the quota system are felt by the producer. If his production turns
out to be untailored to market demand, it is only possible for the producer
to be wisc after the event and there is a time lag of up to one crop year
before he can implement any consequent decisions.

Low quotas arc said to provide a signal for a cutback in production. The
quotas arc not the causative factor in this cutback, however, and producers
would also fecl the basic market pressures without a quota system. Under
these circumstances, such pressures would bear more unevenly on individual
producers.

The system has been criticized as being inflexible and unable to reflect
market demand. Given that the required grades and grains are in farm
storage, there scems to be adequate provision in the system through supple-
mentary and sceded acreage quotas to meet market demands of a current
scason. Whatever the system, there will be a natural tendency for producers
to deliver the higher value grains as the opportunity arises and surely the
value of the grain is a reflection of market demand. As mentioned carlier,
the quota system is not a production quota system and in this sense may be
considered inflexible.

Fundamental to the system is the concept of cquality of opportunity to
deliver, that is, allocation of available spacc on as cquitable a basis as
possible. In practice, however, it is almost impossible to design a system
which is cquitable for all producers. The unit quota for cxample puts the
concept into action but is of most benefit to small producers while the
general quotas benefit larger producers. Sceded acrecage and other quotas
tend to benefit producers of the particular commodity at the expense of
other producers. It is also truc that the system is biased towards wheat
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production. For example, oats and barley consistently out-yield wheat in
terms of bushels per acre, and with the exception of the unit quota, there
is no provision for this in the system. (To some extent this is compensated
for by the fact that a considerable portion of feed grain supplies are con-
sumed on the farm.) In more general terms, the system is biased in favour
of low-yield or extensive production. It has been said that the effort to achieve
an equitable system has led to inefficient handling and marketing but it may
also be true that such inefficiency where it exists, is part of the related
problem of transportation.

In an attempt to bring about greater co-ordination between grain shipments
from country elevators and requirements for terminal sales and inventory
build-up, a Grain Transportation Technical Group® was established to study
and to make recommendations on the overall grain marketing and transporta-
tion system in Western Canada. In October, 1968, this group submitted
proposals for a new Block Shipping System. Two test shipping blocks were
established in February, 1969, and by the end of June, ninc additional
shipping blocks were brought into operation. By October, 1969, all country
elevators shipping to the West Coast terminal clevators plus two arcas ship-
ping to the Lakehead were included in the Block Shipping System.

The new shipping system is based essentially on a geographic classification
of the CNR and CPR train runs into scparatc blocks. Each block consists of
from 40 to 50 grain loading points or up to 100 country elevators situated at
intervals of scveral miles on a common rail linc.

Under the block shipping system, the Wheat Board and the private and
co-operative grain organizations forccast their sales several months in
advance and attempt to designate for each week the type, amount and grade
of grain which is to be delivered to domestic or export customers. This
information is compiled for cach block and forwarded to the Wheat Board.

The Canadian Wheat Board, accordingly, advises cach of thc private or
co-operative grain companics of the number of carloads, by type of grain,
grades and destination which cach company will be allowed to ship out of
each block during any designated week or specific period of time. The
railways arc committed to spotting a certain number of cars to specific
clevators for any designated week and arc expected to move the cars, once
loaded, to given destinations on the basis of a pre-arranged schedule. Appro-
priate incentives and penaltics are built into the system to cncourage the most
cfficient and predictable use of the marketing and transportation facilitics.

In general, the Block Shipping System is designed to make sure that the
right type and grade of grain is available at a given destination at a specified
time. If this goal is to be accomplished many changes may have to be made
in cxisting policics such as the delivery quota system and cash advances, as
well as policics and programs which have tended to cncourage stock building
and the clogging of the market system by burdensome surpluscs.

*The Grain Transportation Technical Group is compriscd of representatives from the
Canadian Wheat Board, the Board of Grain Commissioners, grain handling companies asd
the railways.
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APPENDIX B

Seminar on Wheat—December 3, 1969

Department of Agricultural Economics and Farm Management
University of Manitoba, Winnipeg

TECHNOLOGICAL ADVANCES IN THE MILLING AND BAKING
INDUSTRIES AND THEIR EFFECT UPON MARKETS FOR
CANADIAN WHEAT

G. N. Irvinet

One of the major factors which led to the rise of Western Canada as a prime
wheat exporting area was the development of the roller mill in Europe about
the middle of the nineteenth century. Prior to that time milling was done on
stone mills, mostly operated by wind or water power. With stone mills, the
whitest flour was produced by soft wheats, which readily released flour under
the grinding action of the mill stones and the tough, relatively thick bran,
characteristic of thesc wheats, did not break down too readily and contami-
nate the flour. Hard wheats were heavily discounted in those days as they
were very difficult to reduce to flour and the relatively thin bran broke up in
the process and heavily contaminated the flour. Thus hard wheats produced a
dark coloured, specky, coarse flour while soft wheats produced a whiter,
cleaner, finer flour. The development of the roller mill reversed this situation
and led to the production of higher yields of very fine white flour from hard
wheats that could not be matched using soft wheats either on roller mills or
on stone mills. The addition of the Purifier to the roller mill capped the
development and led to the production of such excellent flours from hard
wheats that they were and still are referred to as Patent flours (referring to
special flours made by the newly patented process). At the time the roller
mill was developed, primarily in Hungary, that country happened to have a
high percentage of hard wheat as the indigenous wheat. For many years—
until the First World War—Hungarian Roller mill flour set the standard for
European bakerics. Roller milling caught on very quickly—especially in the
Upper Midwestern United States and shortly after in Western Canada; by the
turn of the century the United Kingdom and other Europcan countries had
largely changed over to the new system.

Thus Canadian cxport flour was on its way, and with it, the wheat from
Western Canada which produced the great roller mill flour. There were some
basic differences, however, between flour milling in Western Canada and flour
milling in Europe. In most arcas of Europe there was a substantial local
production of soft wheat which had to be utilized one way or another by the

milling industry and so the roller milling system was designed to mill blends

! Director, Grain Rescarch Laboratory, Board of Grain Commissioners for Canada.
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of soft wheats and imported hard wheats; to get the most effective results a
compromise was necessary and the systems developed were every long,
employing a very gentle reduction of the flour by numerous passages through
reduction rolls—the so-called gradual reduction system. In North America,
where only hard wheats were milled for bread flours, the milling system used
was much shorter and the technology much simpler. In the gradual reduction
system, used in Europe to get the best possible results from the soft wheat
component of the grist, very little damage to the starch occurred and it is now
known that starch- damage is one of the major factors producing the high
water absorption in baking which is one of the major features of hard wheat
flours milled on the shorter systems of the U.S. and Canada.

From the turn of the century to the end of World War II there was little
change in the European milling industry. The value of the high protein hard
wheats in an otherwise domestic soft wheat grist came to be generally recog-
nized, although during the thirties protectionist policies in most European
countries led to a drastic restriction on the amount of imported wheat used in
the grist. This situation was much improved however as Europe gradually
recovered from World War II. There was much new mill construction in
Europe in the nineteen-fiftics but the only basically new development, which
did not really change the system of milling, was the introduction of pneumatic
conveying of the products in the mill. During the late fiftics and carly sixties,
however, first in castern Europe and later in Western Europe and the United
Kingdom, the possibilities of increasing productivity without adding equip-
ment led to the redesigning of existing mills to greatly shorten the flow. With
heavier loading of the rolls, morc starch damage was produced with a
resulting increase in water absorption of the flour. This was probably first
noted in the United Kingdom where the percentage of hard wheat in the grist
was much higher than clsewhere in Europe, normally fifty per cent or more.
This development was well timed to take advantage of the next breakthrough
in technology which was about to occur in the baking industry.

The European baking industry had long been accustomed to relatively
weak, low protein flours and had adopted baking systems which appeared to
be best suited for this kind of flour; mixing was very gentle and fermentation
times were relatively short. The bread produced was usually heavy, with quite
coarse texture and had poor keeping quality but was gencrally tasty. In the
U.K. with stronger, higher protein flours, fermentation times were longer and
mixing was somewhat more vigorous but not ncarly as vigorous as in Canada
and the U.S. Here the flours were considerably higher in protcin and stronger
because they were made from an all hard wheat grist. We had known for
long time that Canadian bakers got much better loaf volumc and hence
better texture and better keeping quality, than bakers in the U.K. using
the samec flour. In other words we knew that the protein content and
general strength of bakery flours used in the U.K. were really better than
they nceded to produce the quality of bread that they turnced out on their
baking systcm.
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" In the middle fifties the baking revolution began in the United States with
the introduction of the Baker process—a completely continuous automatic
bread making system which did away with the traditional bulk fermentation
stage, thereby greatly speeding up production and achieving great savings in
space and staff required for a given level of production. This process swept
the United States and within ten years of its introduction, over fifty per cent of
the industrial bread production in the United States was made in this way.
One of the major advantages of the process was a substantial increase in the
amount of water which could be used—thereby very significantly increasing
the amount of bread which could be produced from a bag of flour. There was
one drawback however; the process produced a different type of bread from
the conventional systems—it had the texture of angel cake and was very soft;
the crust was somewhat different as well, the flavour suffered as a result,
These changes were, by and large, accepted in the U.S. although the accept-
ance appears now to have levelled off at about 60% of total bread produc-
tion. The new system was tried in Canada and in the U.K. but the new type
bread did not gain consumer acceptance. In the UK. it represented a very
drastic departure from the normal bread and the system was quickly aban-
doned. However rescarchers at the British Baking Industries Research
Association had obtained a custom built pilot unit for the Baker process and
had done some experimenting with it. One of the major features of the
process was that the dough was developed very rapidly and with a relatively
| colossal power input. This power requirement seemed to be relatively con-
stant and more or less independent of the type of flour being used. Further
work was donc at BBIRA looking at this power input factor with a number
of experimental mixers. The key operation was to get the work in quickly and
only one mixer at the time scemed capable of doing this easily and at the
same time offering the possibility of being scaled up for commercial bread
production. Following a batch procedure, rather than a continuous operation,
they found that with a power input of 5 watt hours per pound of dough, put
into the dough in less than five minutcs, they could completely eliminate the
bulk fermentation stage and producc normal type English bread, indistin-
guishable in all essentials from that produced by the conventional process.
This was the birth of the Chorleywood Bread Process or CBP as it is now
known. The original mixer had been designed for mixing pigments, cement
and other powders, certainly not for bread, but the company recognized the
potential it had and quickly scaled it up and automated it for usc in the
Baking Industry. Within cight years about 70% of all British plant bread was
being produced by this system. There arc now a number of other mixers
being manufactured for the process and it is beginning to spread rapidly
beyond the shores of the U.K.; it has alrcady become established as far away
3 Singapore, Malaysia and the Philippincs.

The Chorleywood system is less claborate than the American Baker proc-
s and is much more adaptable to the production of different types of
breads; it retains the advantage of the high water absorption, characteristic of
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the Baker process, and has one very significant advantage to the milling and
baking industry of the United Kingdom; it permits the use of a considerably
weaker flour without sacrifice to normal bread quality. The same bread can
now be produced from 75% soft wheat and 25% hard wheat that formerly
required 60-75% hard wheat. If the protein content of the flour is reduced,
however, the amount of water the flour will hold goes down somewhat. The
British milling industry responded quickly to this situation; they had already
had some experience with increased starch damage, which favours higher
water absorption, with their move to shorter milling systems. Now they
turned their attention to starch damage production in earnest and quickly
developed the necessary technology to produce lower protein flours for the
Chorleywood process without losing out in water absorption.

Since 1960 when the Chorleywood Baking Process was first developed,
sales of Canadian wheat to the U.K. have dropped quite steadily from 78
million bushels to 55 million bushels this past year. A significant factor in
the speed with which the Chorleywood process took over plant bread pro-
duction in the U.K. was the contemplated cntry of the U.K. into the Common
Market. Acceptance, by the British, of the Treaty of Rome would mean a
fairly drastic change in the cost of flour and bread in the U.K.; the CBP
offered an immediate opportunity to reduce thc imported strong wheat
component of the U.K. bread flour grist, and this point was not lost by the
milling industry who by that time owncd or controlled about 80% of the plant
bread capacity in the UK. Thus the decision to change over to the new
process was not made by thousands of individual bakerics, but was a politi-
cally expedient decision taken by the two largest milling groups with the
others forced to follow soon after. Should the U.K. join the Common Market,
there is no doubt that the consumption of imported hard wheats will decline
further.

The baking revolution has not yet gathered the momentum in Europe and
in Japan that it has in the U.S. and the U.K.: however, it is coming. In ncither
Western Europe nor Japan have the bakerics come under the direct control
of the milling industry, thus change will be much slower. In Eastern Europe,
the advantages of thc ncw systems in the climination of night work in
bakerics arc most attractive and the problems of conversion arc largely
cconomic. Interest from this arca is great however, and is bound to be further
stimulated at the Fifth International Cereal and Bread Congress to be held
next May in Dresden, East Germany. There will be a bakery machinery
cxhibition in conjunction with the Bread Congress, and for the first time it is
cxpected that hundreds of mill and bakery technicians from the Iron curtain
countrics will attend the Congress and have an opportunity to mcasure
progress made in the Western world.

The Grain Rescarch Laboratory of the Board of Grain Commissioners has
been working with both the Chorleywood process and with the American
continuous systems since they were originally developed. We probably have
as much expericnce with both systems as anyonc in the world. Our results
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indicate three things: first that the British system and the further future
development of it, is adaptable to the production of leavened breads of the
Western type as produced in any area of the world; secondly, that the quality
of protein is not as important as it has been in the past with the various
conventional baking systems, and that quantity of protein becomes more
important as the over-all level is reduced in bakery flours thirdly, that the
bottom has not yet been reached in probing for the minimum flour quality
that can be used successfully in the process. Thus, based on our experience,
we can conclude that the use of imported strong wheats will diminish jn
countries which already produce a surplus, over their presen: needs, of soft
wheats.

The problems of wheat gristing for the British miller have for many years
been very complex. From well back into the last century the U.K. has had a
“cheap food policy” based on free entry of raw food materials such as wheat.
As a result of this policy the UK. has been the main competitive battle
ground for anyone with a surplus of wheat to export. The larger British mills
long ago became Cxperts at achicving lowest cost grists which could still meet
a minimum quality standard, However, over the years the task has not been

was inevitable that the protein level in bakery flours varied somewhat from
year to year; however with a large component of Canadian wheat in the
bread grist and with the bakerics, as noted carlier, working well below the
optimum for the quality of the flour, they managed to put up with this
variation rcasonably successfully. With the Chorleywood Process, however,
bakers arc now working much more closely to the optimum of the flour and
that is why protein levels and strength can be reduced with no ill effects on
bread quality. Under these conditions however, there is little margin of safety.
Before CBP, flour protein levels were about 12% and, using 100% Canadian
wheat this would require a wheat protein level of at least 12.8%. It will be
apparent from Table I that this was just not available from Canada during
the period from 1952-53 until 1958-59. It was during this period that the
first high protcin guarantced wheats began to appear in the U.K. market from
the United States, These were mostly U.S. Hard Winters guaranteed 14.5%
protein. During this period also, production of home-grown wheat in the
UK. was increasing and, by using a deficiency payments system to subsidize
the British farmer, the British government made English wheat very attractive
at times to the British miller. Under this scheme, wheat was sold to the mills
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TABLE I
Average Protein Levels of No. 2 Northern Wheat

Western
Crop Year Atlantic Pacific Churchill  Domestic
1951/52....... . 13.1 13.8 14.5 14.2
1952/53 12.7 12.6 13.6 13.7
1953/54. 12.6 12.5 13.7 14.0
1954/55 " - 12.4 12.5 13.3 13.8
1955/56. 12.3 12.4 13.3 13.7
1956/57 12.3 12.4 12.6 13.3
1957/58 12.4 12.7 12.8 14.0
1958/59 13.1 13.2 13.2 14.5
1959/60 13.7 13.7 14.0 14.6
1960/61 13.8 14.3 14.3 14.4
1961/62. 13.9 14.2 14.2 14.4
1962/63 13.8 14.4 14.2 14.4
1963/64 14.1 14.3 14.6 14.4
1964/65 14.5 14.8 14.5 14.6
1965/66 14.4 14.7 14.9 14.5
1966/67. 13.8 13.4 14.1 14.2
1967/68 13.8 13.6 13.4 14.3
1968/69. 13.8 13.4 13.8 14.4

a ton. Heretofore little or no English wheat had gone into the bread grist but
the temptation was now irresistible. By the 1959-60 crop ycar the protein in
Canadian wheat had returned to a more reasonable level and the grist makers
began to sharpen their pencils. Our protcin levels remained high until
1966-67 and during this period the Chorleywood process swept the country;
as it did so, flour protein levels gradually decreased as cxpericnce indicated
that the former 129 protein level was no longer necessary. Presently protein
levels for Chorleywood flour are in the range 10.5 to 11.0%. During this
period the large British millers were very active developing the technology
associated with supplying flours for the new process. Amongst other things,
they applicd computers to the least-cost grist question. These studics appear to
have indicated that lcast-cost grists arc composed of two principal clements:
Jow-cost soft wheats, both English and Contincntal, and high protein hard
wheats. The soft wheats don't vary too widcly in protcin from shipment to
shipment and accordingly, to allow computer programming of wheat imports,
the protcin levels of the hard wheats have to be known to a closc tolerance
and the higher the better! Thus we now have U.S. Northern Springs of 14%
and 1555, Russian SKS 14 and SKS 15, and Australian Prime Hards 14.5%
all being offered in the UK. on a guarantced protein basis and, at present,
supplanting a good deal of Canadian wheat in this market.

Let us have a look at a simplificd version of a gristing cxcreise by
comparing the cconomics of producing a 125 protein grist and an 11%

protcin grist from English wheat at 9% protein and various levels of protein
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in Canadian wheat—such as can occur over any long period of time. Assum-
ing a cost to the British miller of $58 a ton for British wheat and $80 a ton
for Canadian wheat we have the situation shown in Table II. You will notice
how grist cost decreases with increasing protein levels in the Canadian com-
ponent, and is considerably less for the 11% grist than for the 12%. Perhaps
of even greater importance politically, however, is the precipitous drop in the
grist cost in terms of hard currency expenditure. Now let us calculate the
value to the various hard wheat components using the reduction in cost
divided by the percentage of hard wheat required. In going from 12.5% to
14.5% at the 12% grist level, the 14.5% protein wheat shows an increased
value over 12.5% of 23 cents per bushel with a foreign exchange difference of
35%. At the 11% grist level in increased value of the 14.5% protein is
34 cents per bushel and the foreign exchange difference is 37%. Thus the
lower the protein level of the U.K. grist, the more valuable high protein wheat
becomes to the British miller and to the British economy. Now Jet’s glance at
the recent situation with Canadian wheat going into the U.K. at about 139 as
against Russian SKS 15 at the same price level. Grist cost is $68.75 with
Canadian of which $40.00 is hard currency and $64.95 with Russian, of
which $26.45 is hard currency. Now one might argue that Canadian wheat
gives a better yield of flour or is lower in ash, etc., but with the much smaller
percentage of hard wheat in the grist these factors tend to losc their impor-
tance. I think it is now difficult to sec why some British mills have shifted
almost entircly from Canadian to Russian or Australian wheat for gristing.

It is my opinion that this genceral lowering of the protein in the UK. bread
grist is the rcason for the change in the British view of protein levels in
Canadian wheat. Formerly they indicated little interest in Canada adopting a

TanLe 11
U.K. Grist Cost Relative to Protcin Content of Canadian No. 2 Northern Wheat

Ratio Total Cost Represented
Can/Eng. Grist Cost by Hard Currency
(Can. ) (Can. §)
12% Protein Grist
Northern wheat at 2K L A 85/15 76.70 68.00
1300 e, 75/25 74.50 60.00
13 s 65/35 72.35 52.00
14.0%% s, 60/40 71.20 48.00
148 55745 71.10 44.00
1%, Protein Grist
Northern wheat at | 25 1 S 57/43 70.50 45.50
50/50 69.00 40.00
45/55 67.90 36.00
40/60 66.80 32.00
36/64 66.00 28.80

Assume: English wheat at $58.00 per ton, 9 protein.
Canadian wheat at $50.00 per ton, varying protein.
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system of protein grading; at the present time they are indicating that if we
cannot supply high protein wheat with guaranteed minimum levels they are
not interested in using our wheat. So long as the U.S,, the U.S.S.R. and
Australia can supply what they want, we will have to compete or ultimately
lose the business. This situation in the British market is repeated to a greater
or lesser extent in Germany, Holland, Belgium and France, and most other
areas where protein levels in bread flours are normally quite low, i.e., those
countries where a high percentage of the bread flour grist is made up of
domestic soft wheat.

There is another serics of markets, increasing in size, which also requires
guarantced high protein hard wheat. These markets are in the former colonial
territories of Africa, Asia, the Caribbean area, and most of the Latin Ameri-
can countries of Central and South America. These arc arcas. which grow no
wheat, or where wheat growing is of fairly recent origin and is, as yet, on a
fairly small scale. Formerly all were importers of flour to supply their baking
industries and most werc importers of Canadian Hard Red Spring wheat
flour. In the heyday of our flour export markets, the “cdge” that our salesmen
capitalized on was high protein content. Competition amongst Canadian mills
and with American mills led to a stcady risc in export flour protein over the
years and in making their sales pitch on a flour protcin basis they created a
genuine need for it. That is, bakers in these arcas found that the higher the
protein, the more foolproof the flour was in the bakery. In the past 15 ycars
or so this flour export business has disappeared, as mills have been built in
virtually all of these arcas. In return for tariff protection against imported
flour, the mill usually undertakes to produce a flour as good as that formerly
imported—usually high protcin Canadian flour; the protein level in these
Canadian flours was usually about 14% or sometimes higher. To mill a flour
of this protein level requires a wheat with about 14.6% protcin; in many
cases while the mill is being built, representatives come to Canada to make
arrangements for a supply of Canadian wheat to make such a flour. Alas, in
only two ycars during the past 25 have our average protcin levels been this
high. For many ycars thc Canadian mills, especially thosc in Western
Canada, have been sclecting high protein wheat for their grists. While during
the past 25 years the average protein level of No. 2 Northern has averaged
14%% or better only in three years at the Atlantic coast and six ycars at the
Pacific coast, the average protcin of this grade uscd by Western Canadian
mills has dropped below 1455 only four times and on cach of these occasions
it was at least 196 higher than that exported during the same year. While this
sclection enabled the mills to do an cxcellent export business, it now comes
home to haunt us, as we have no mechanism to supply these markets with the
high protein wheats they need. And so in these arcas as well we need selected
high protein wheats at guarantced protcin levels to compete in the market.

This situation is however an interim onc; the interim may be fairly long but
there is little doubt that cventually the baking revolution will take hold in
these arcas as well. When it docs, the nced for high protein flours will
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disappear and these markets should eventually be well satisfied with a wheat
protein level of about 13%, provided they do not get into the business of
growing their own soft wheat! Already the CBP has taken hold in Singapore
and Malaysia—formerly good markets for high protein Canadian flour,
Before CBP, a domestic milling industry was established and we managed,
during our high protein years, to scll a fair volume of wheat. But with the
introduction of the Chorleywood Bread Process the wheat flour grists are now
almost 100% Australian FAQ wheats, as flour protein levels are down to
about 11%. There seems little doubt that this is the direction of the future in
most of these areas.

In the past the Canadian milling industry has claimed, and quite justifiably,
that the sale of export flour sold Canadian wheat at home. Now that the
export flour markets have all but disappeared we should be prepared to make
the same sclection of high protein wheat to offer to our potential customers
as was formerly made by the Canadian milling industry for use in the
manufacture of export flour.

To summarize briefly, the major technological change affecting sales of our
traditional grades of Canadian wheat, and likely to have an increasing impact
in the future, is the revolution in the baking industry. The milling industry, in
the UK. and increasingly clsewhere, is learning to cope with the changed
situation, reducing the protein content of the bread flour grist and increasing
the extent of starch damage in the flour so that bread yiclds arc maintained.
In countrics where there is a high production of soft wheat the requirements
are for imports of high protein hard wheats of maximum protcin uniformity;
over-all quantitics of imported wheats will decreasc but the business will go
to the countrics able to supply the right type of wheat. Not only docs the use
of high protcin wheat result in minimal grist cost but forcign exchange
requircments arc minimized as well,

The revolution has not yct swept many of the underdeveloped arcas of the
world and these markets will continue to require high protein wheats for
some time. Even when the revolution arrives it may still turn out that in
some arcas the most cconomical grist will be onc made up of a combination
of cheap imported soft wheat and high protein hard wheat,
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Chapter six

LIVESTOCK AND POULTRY

INTRODUCTION

The livestock and poultry industrics exhibit a combination of healthy trends
the growing challenges. Consumption of red meat and poultry meat has
expanded remarkably on a per capita basis from 154 pounds in 1953 to 195
pounds in 1967 and is projected to be 217 pounds in 1980. The red meat
industry has not grown up behind high protective walls but operates as part
of a continental market interrupted by modest Canadian and American
tariffs. The poultry meat industry has cxperienced amazing expansion in
output and consumption largely as a result of greatly reduced costs of
production and processing. Canadian pork is of such quality that about 50
million pounds of it can be cxported every year at prices well above Ameri-
can pork prices.

On the other hand, thesc industries have immediate and long-run problems.
With record stocks of unsold grain accumulating, what has prevented Canadi-
ans from producing far more livestock and poultry and exporting them to the
huge American market? Obviously the levels of expected costs and returns
have led farmers to produce more and more wheat rather than to increase
output and exports of livestock. A crucial question is whether we are remain-
ing competitive in beef production especially with the huge American feed-
lots. Vertical integration has brought such cfficiency or low margins (or
both) in the United States broiler and turkey industrics that our industrics
are threatened, even behind present tanff walls of two cents per pound on
live birds and five cents or 124 per cent on dressed birds. Can we afford
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marketing board policies aimed at quota production and elimination of verti-
cal integration when there are such powerful competitors just south of the
border? Why has Canadian egg consumption increased by only a total of six
per cent in the nine year period from 1956-60 to 1966-68? Are we operating
wasteful and contradictory feed grain programs through feed-freight assist-
ance and Wheat Board pricing? Are we sufficiently aware of regional prob-
lems of production, marketing and income? While it is true that the Canadian
and American markets for beef are expanding rapidly (both per person and
in total) there is a threat that the huge stocks of grain and the enlarging grain
production potential both north and south of the U.S.-Canadian border could
produce such volumes of beef and pork as to undermine prices in the
continental meat market.

These are some of the crucial questions which must be taken up here and
in the chapter on Wheat, Feed Grains and Oilseeds. In this chapter we must
consider in particular the possibility of increased exports of beef to the
United States and the most appropriate form i.e. feeders, slaughter cattle or
dressed beef—in which increased exports might occur.!

BEEF CATTLE

An outstanding feature of the beef cattle industry has been the remarkable
growth of consumption in both Canada and the United States. Beef is one of
the few farm products for which higher incomes lead to higher per capita
consumption; for most farm products expanded consumption comes almost
entirely as a result of increases in population. Table 1 shows consumption
trends and projected levels in 1980. The estimate of 100 pounds of beef
consumption per capita® in Canada may well be low by as much as ten
pounds but we have accepted the more conservative figure for our “materials
balance” calculations for 1980.

Canadian output of beef and veal (excluding exported live cattle and
calves) increased by 50 per cent between 1959 and 1968 (Table 2). Exports
in all forms (live or dressed, cattle or calves) have varied widely from year
to year in volume and composition yet there is no apparent trend toward
cither an increase or a decrease. In the period 1961-67 exports of live
cattle were 7.6 per cent of Canadian output and exports of live calves were
13.6 per cent of output. Exports and imports of dressed beef and veal were in
balance over the period 1958 to 1968 but varied from year to year, probably
on the basis of variations in cow slaughter in Canada.

1 This chapter draws heavily on a study undertaken for the Task Force “An Assessment
of Current and Prospective Trade Patterns, Supply and Demand Situations for Cattle and
Beef, Hogs and Pork, with Reference to Canada’s Competitive Position in the North American
Market” by R. G. Marshall of the University of Guelph.

In this Chapter we have made no effort to provide descriptive material and statistics except
where they have immediate bearing on the problems and policies under discussion. Excellent

description and statistics are to be found in Canadian Agricultural Outlook Conference 1969,

Canada Department of Agriculture.
2 From Supply-Demand Projections for Canadian Agriculture—1980. See also Chapter 10,

Canadian Agriculture in 1980—A Materials Balance Approach.
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TAsBLE 1
Per Capita Consumption of Meats, Poultry, Eggs, Canada, 1961-68 and Projected 1980

Mutton Poultry
and Other AllRed Meat

Beef Pork Veal Lamb Meats Meat (Evisc.) Eggs

(pounds) (doz)

Av. 1951-55..... 61.6 51.6 7.9 2.3 10.4 133.8 — —_
Av. 69.3 50.5 7.7 2.8 10.1 140.4 — —
70.5 50.3 6.8 3.5 8.8 139.9 31.1 22.6

71.1 50.1 7.1 3.8 8.5 140.6 31.0 22.5

74.3 50.7 6.5 4.0 8.4 143.9 33.0 21.5

79.4 51.8 7.2 34 8.4 150.2 35.0 21.5

83.6 47.9 8.3 2.8 7.8 150.4 36.6 21.3

84.1 46.9 7.0 34 7.8 149.2 39.3 20.5

84.0 53.8 7.2 3.6 8.6 157.2 40.7 21.2

86.8 53.6 6.4 4.2 8.5 159.5 39.7 21.3

00.0 50.0 6.9 3.3 8.0 168.2 49.0 19.1

*Projected

Source: Columns 1 to 6—Canadian Livestock & Animal Products Statistics Cat, No. 23-203
DBS 1969.

Columns 7 and 8—Production of Poultry & Eggs 1968 Cat. No. 23-202 DBS 1969

Projected 1980 from Supply-Demand Projections, op. cit.

TABLE 2
Beef and Veal, Prices and Exports of Cattle, Calves and Beef, Canada, av. 1955-57 to 1968

1 2 3 4 5 6
Beef and Av. Live exports Net
Animals Veal weighted exports
1 June Output prices Cattle Calves of beef
thous. head million Ibs. S.cwt thous. head million Ibs.
Av, 1955-5T.............. 10,956 1,332.9 14.60 120.3 6.6 —17.6
... 10,990 1,321.6 19.21 611.4 12.4 +24.2
11,058 1,273.5 20.32 275.2 30.3 —24.0
11,337 1,391.4 18.50 204.5 30.7 —23.1
11,934 1,444.7 18.75 430.0 28.8 —18.0
12,067 1,446.6 20.90 416.0 36.6 —29.6
12,365 1,549.8 20.20 208.7 35.3 —38.2
12,994 1,714.5 18.45 135.2 48.9 — 5.0
13,260 1,912.5 18.45 498.9 60.9 +63.6
12,879 1,898.0 21.80 377.1 106.0 +33.6
. 12,781 1,887.4 23.25 138.3 86.3 —25.3
1968...................... 12,566 1,990.1 23.20 171.5 137.4 +26.2
Col. 1 Number of cattle and calves on farms.
4 Over 200 Ibs. and other than dairy and purebred.
5 Under 200 1bs.
6 Export is + and import is —.
SouRrce: Livestock and Animal Products Statistics and Catalogue No. 32-220, D.B.S.
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“Output” of beef refers to the number of animals exported live along with
those actually slaughtered domestically and made available to consumers;
“inventories” refer to numbers on farms. For some years the rate of growth
in beef output has been greater than that in inventories because animals have
been fed to heavier weights before slaughter and have been fed more heavily
and therefore reached a heavier slaughter weight at an earlier age.® While
both of these trends are likely to continue, any substantial increase in beef
output will require an expansion in the breeding herd, i.e. an expansion in
cow-calf operations.

SHOULD FEEDER CATTLE OUTPUT BE GREATLY EXPANDED

This question is one of the most important and also onc of the most
complex that faces Canadian agriculture. It is important because it could
represent a major alternative use for thosc prairic acres which the Task
Force has recommended (in Chapter 5) should be diverted from wheat. Onc
possible use of this land is in barley production for feeding in Canada and for
export. This usc of prairic land is promising, given the cxpected large
increases in barley exports to Japan in particular. However there are limits to
what can be exported because of policics in the United Kingdom and Euro-
pean Economic Community. The United Kingdom has subsidized barley
production until she is almost sclf-sufficicnt and is likely to continue to do so.
The European Economic Community has cstablished a corn-barlcy price ratio
that favours corn imports over barley and leads to subsidized cxports of
barlcy by France. The Task Force has given considerable emphasis to
increased barley production on the prairics and foresces exports of 100 million
bushels in 1980.4 Yet incrcased acrcage of barley to satisfy domestic and
forcign demands will not usc up all the acres which must be withdrawn
from wheat.

Rapeseed, too, offers rcal promisc of becoming the wonder crop on the
prairics and will account for a substantial diversion of land from wheat. As
with barley, however, rapesced is unlikely to be a complete answer to the
wheat diversion problem.

Thus “Should cattle production be greatly expanded?” becomes crucial as
a possible answer to the wheat surplus problem. As will be apparent in this
document, the Task Force concluded that all three—beel exports, rapesced
exports, barley cxports—will sharc more or less cqually in contributing to a
solution to the wheat surplus problem.

3 A recent study estimated that through 1954-59 to 1960-62 over onc-half of the increase
in farm output of beef arose from heavier carcass wcights but that this proportion declined
to less than 10 per cent in 1960-62 to 1965-67. The study indicates that Canadian growth in
beef output through most recent ycars has been to a considerable cxtent sustained by 8
depletion of the breeding herd—a process that of necessity can be but a short-run phenomenon.
Sce Lohoar, J. S., “Prospects for Increasing Beefl Supplies in Canada®, Canadian Farm
Economics, C.D.A., April 1969,

+Sce Chapter S, Wheat Feed Grains and Oilsceds and Chapter 10 Agriculture in 1980:
A Materials Balance Approach.
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The question “Should cattle production be greatly expanded?” raises a host
of sub-questions: What would be the source of feeders and the cost of raising
them? What are export prospects for feeders? Should we feed more cattle and
try to export fed cattle or dressed beef rather than feeders? Assuming a
particular development is desirable, should governments merely encourage
farmers to follow it or should they provide financial assistance or guarantees
for desirable kinds of adjustment?

Sources of Expanded Feeder Cattle Numbers

In Canada a much smaller proportion of calves dropped per year become
feeder cattle than in the United States. Calves slaughtered or exported as veal
account for 24 per cent of all calves born in Canada and for only twelve per
cent in the United States. Both countries were similar in their proportions (at
about 28 per cent) in the early 1950’s but producers in the United States
have changed their practice while Canadians have not. Column 4 of Table 2
shows the dramatic increase in Canadian exports of calves, from less than
7,000 per year in 1955-57 to 137,000 in 1968. These exports consist mostly
(if not entirely) of calves from dairy heards in Eastern Canada, mainly
Quebec. In 1968, 75 per cent of the 137,000 head exported moved in April
to June; during the year 96,000 were sold directly into export from Quebec
and 22,000 from Ontario. Exports of veal calves were the cquivalent of 18
per cent of inspected Canadian calf slaughter in 1968.

These veal calves are mostly dairy calves, sold shortly after birth and
slaughtered soon thereafter to satisfy a specialty market on the eastern United
States scaboard. They could be retained in Canada and subscquently become
part of the feeder cattle or fed cattle supply. Quebec dairy farmers are opting
to breed their dairy cows to dairy bulls and scll many of the calves as veal.
Other alternatives would be to raisc the calves and scll them as feeders or
feed them at home or altemnatively, to breed some of these dairy cows to beef
bulls and cnter the dual business of milk production-feeder cattle production.
Such alternatives deserve attention by thosc farmers who scek to increase
total revenue per farm. Yet, given the cxtra technical knowledge required, it
is probable that there will be only a modest trend in this direction so long as
current relative prices for feeders, New York veal and industrial milk prevail.

Industrial milk production is popular largely because of current heavy rates
of subsidy but feeder cattle production is unsubsidized. Some of the propos-
als made later in this chapter and in that on Dairy would lead to considerable
expansion of feeder cattle production in what are presently industrial milk
producing arcas of Ontario and Quebec. In a few cascs it might mean com-
plete change-over from a dairy herd to a beef herd but gencerally it would
occur at the margin on individual farms whereby the farmer would continue
to producc milk but also produce beef from dairy-beef steers and heifers.

——————

* These latter alternatives have attractive possidilities discussed in Chapter 7 on Dairy, See
also the article by Pigden and Lister on this subject in the Agricultural Institute Review of
Nov-Dec 1968,
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In South-western Ontario there may well be a trend toward producing
calves from cows kept as a complement to a regular beef feed lot operation,
with the cows frequently acting as scavengers., In the more extreme case
there may be confinement handling of beef cows. This would provide a whole
new dimension to beef production and deserves considerable attention. At
this point it is still tentative and its future impossible to predict.

While there may be considerable growth in feeder production in the
eastern dairy arcas and possibly in corn producing areas, the major potential
for any large increase in feeder cattle production must be on the Prairics.
In the traditional arcas of feeder cattle production (such as the rangeland
of Alberta and the interior of British Columbia) expansion in output would
encounter rapidly increasing costs; it would be cxpensive to up-grade the
carrying capacity of rangeland now in usc. Thus onc must turn to the pos-
sibilities of converting prairie grain-growing land into tame hay and grass
and of replacing grain growing operations in some prairic arcas by cow-calf
operations.

If 4 million acres of prairic cropland were converted to tame hay and grass
and used in cow-calf operations the output would be about 720,000 feeders
per year once the operations were in full production. The basis of this
calculation is as follows: assuming that four acres arc rcquired for a cow
(ycar round) plus its calf (spring to late fall) plus bulls and female replace-
ments, 4 million acres could accommodate 1 million beef cows. With calf
crops at about 85 per cent, the 1 million cows would producc 850,000
calves per year. About 15 per cent of these would be retained as replace-
ments leaving 720,000 feeders for sale per year. If these cstimates are
correct it would require 5.5 acres to produce one feeder for sale. In addition
there would be a flow of discarded cows entering the lower quality beef trade
largely in competition with imports. It is rccognized that these arc rough
figures and the rcalism of them will depend in particular upon the kind of soil
converted to hay and grass. In the park land this figurc of 5.5 acres (to
produce a fceder) may be somewhat high but should be about right on
average. ,

The Export Market for Feeders

The United States tariff structure on cattle and beef is a peculiar onc,
putting a hcavicr tariff on feeders (2.5 cents per pound) than on fed cattle
(1.5 cents) as shown in Table 3. This is cxactly the reverse of usual US.
tariffs, which placc lower tariffs on unfinished than finished goods. Task
Force discussions in Washington indicate that this structure is the result of
historical accident rather than conscious policy. It appears too that very little
attention was paid in the Kennedy Round of tariff negotiations to the possi-
bility of lower tariffs on cattle and beef. Canada and the United States did
agree at that time to reduce their tariffs on hogs and pork.

Given that 100,000 to 350,000 Canadian feeder cattle arc cxported annu-
ally in spitc of a 2.5 ccnt per pound U.S. tariff, it appears that Canadian
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TABLE 3
Canadian and United States Tariffs on Livestock, Beef and Veal

Canadian rate on Imports U.S. rate on Imports

from from
USA Australia, N.Z.

(cents per pound)
Purebreds for brecding...........ounnvon free free free
Dairy cows over 700 Ibs, 1.2 “ 1.3
Calves under 200 Ibs 1.5 “ 1.5 on first 200,000
per fiscal year
2.5 thereafter
Calves 200 10 699 Ibs.....ouu..venereneae, 1.5 “ 2.5
Cattle 700 Ibs. and over.....uunnnoene. 1.5 “ 1.5 on first 120,000
per quarter and
400,000 per fiscal
year
2.5 thereafter
Beef and veal, fresh, chilled, or frozen... 3.0 3.0 3.0 subject to quota

cattle feeders have been favoured by the relative U.S.-Canadian prices of
feeders and slaughter cattle.® This may be explained as follows: because we
are consistent exporters of feeders, the price of Canadian feeders must be less
than that of similar U.S. feeders by approximatcly the cost of the tariff (2.5
cents) and transportation to U.S. markets, We arc exporters of slaughter
cattle on a contingency rather than a consistent basis and in fact are on
occasion importers, Thus our prices of slaughter cattle are usually well above
the *“cxport floor” price, which would be the U.S. price of slaughter cattle
minus tariff (1.5 cents) and transportation to U.S. markets.

This linc of rcasoning is partially borne out later in this chapter, where it is
estimated that Canadian slaughter cattle prices would have to decline by
$2.00 or morc and feeder cattle prices by only $1.00 relative to average 1965
to 1968 prices in the United States in order to cxpand Canadian exports
considerably. Because of the decline in Canadian cattle inventorics during
1965-68 and the high demand for feeders in 1969 (accompanying the build
Up of prairic grain stocks) Canadian feeder cattle prices have risen and
exports have almost disappeared in 1969. Thus the pricc of feeder cattle
would have to decline much more than $1.00 per hundredweight from 1969
price levels in order to expand feeder cattle exports. Relative Canadian-U.S.
fecder cattle prices arc by no means “normal” in 1969.

—

*While all catie weighing over 700 Ibs. have been categorized as “slaughter cattle”, a
considerable number of cattle in this weight range consist of heavier weight feeder cattle. For
example, in 1968, of the $4.3 thousand head exported and falling in this category about 21.§

ousand moved as feeders with 32.8 thousand listed as export for immediate slaughter. Since
the tariff rate on cattle in this wecight range is 1.5 cent/lb. rather than the 2.5 cent/Ib,
applicable to cattle 200-700 Ibs, a tariff advantage is given to feeder cattle of heavier weights.
robably also included in this category arc some cows for slaughter purposcs.
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Table 4 indicates the wide variation in feeder cattle exports to the United
States, a variation which has arisen largely because of discrepancies in the
Canadian and American cattle inventory and feeding cycles. The price differ-
entials of Table 4 fit well with the changes in volume of exports. While price
comparisons are hazardous,” it appears that very large exports can occur if
the differential widens to about $2.00 per hundredweight and smaller but
substantial exports if the differential were $1.00.

' TABLE 4
Exports of Feeder Cattle (200-700 1bs.) Feeder Cattle Prices Kansas City and Calgary—
1959-1968
Good Stocker Steer Prices
Price
Can. Feeder Differential
Cattle Exports Kansas City-
200-700 pounds Kansas City Calgary Calgary
(thous. head) (Can. $ per cwt)
1959. 183.2 24.62 23.08 1.54
1960. 138.9 22.26 19.90 2.36
1961 332.5 22.62 20.50 2.12
1962 . 342.9 26.38 24.20 2.18
1963 cunrnrirrcrerreaseraressaensnns 156.0 24.67 23.25 1.42
1964, 88.0 21.27 20.70 .57
1965.cueeervreneeerscrreeecnsissanes 357.0 24.19 21.95 2.24
1966 282.3 27.32 24.50 2.42
1967, 102.8 26.49 26.40 .09

1968 108.8 27.82 26.40 1.42

Source: Catalogue No. 32-220, D.B.S.

Column 1 of this table differs from Column 4 of Table 2 because the latter includes animals
weighing more than 700 pounds, many of them destined for immediate slaughter and the remainder
for short term feeding and slaughter.

Exports of feeders (200-700 pounds) and slaughter cattle l(ovcr 700
pounds, but note Footnote 6) have been the equivalent of 8 to 30 per cent
of Canadian commercial steer and heifer marketings over the past 10 years
(Table 5). This large proportion emphasizes the great importance of the
U.S. market to the Canadian cattle industry. By contrast, imports of feeders
into the United States have varied from 2.3 to 6.5 per cent of cattle placed
on feed in the United States and have averaged about four per cent (Table 6).

*In Table 4, for example, we present the prices of Good Stocker Steers in Kansas City
and Calgary, taking these prices as more or less representative of feeder cattle prices. However
Good Stocker Steers are assumed to represent ycarlings of 600-700 pounds whercas most
Canadian feeder cattle exports are calves of 6-8 months of age weighing 400-500 pounds sold
at higher prices. Heifer prices also vary from steer prices. Thus Good Stocker Steer prices
do not necessarily reflect the price of “feeder cattle” since the latter includes calves, yearling
steers and heifcrs in varying proportions and somewhat varying relative prices.
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TABLE §

Exports of Canadian Slaughter and Feeder Cattle to the U.S. Average Annual Prices of Choice
Steers—Chicago and Calgary, 1954 to 1968

1 2 3 4 5 6 e
Exports Average Prices Price
Exports as % of Choice Steers Differential
Canadian Chicago-
200—700 Ibs. over 700 Ibs. Marketings Chicago  Calgary  Calgary ;
(thous. head) % (Can. $ per cwt.) ~(i
3.6 49.0 4.2 24.18 19.94 4.24 ;
1.9 20.0 2.0 23.70 19.60 4.10 :
1.3 3.0 0.4 22.35 19.50 2.85
139.5 195.4 14.2 23.08 18.50 4.58
370.1 241.3 26.2 27.30 22.93 4.37
183.2 92.0 29.5 27.31 24.30 3.01
138.9 63.6 16.0 25.77 21.85 3.92
332.5 97.6 14.7 25.38 21.75 3.63
342.5 73.1 23.6 29.41 25.60 3.81
156.0 52.7 21.4 26.14 23.25 2.89
88.0 47.1 10.8 24.85 21.95 2.90
357.0 141.9 11.6 27.74 23.60 4.14
282.3 94.4 20.2 28.22 25.50 2.72
102.8 16.9 13.7 27.76 26.65 1.11
108.8 54.3 7.7 —_ —_ —_

Sources: Columns 1 and 2 from Livestock Market Review, C.D.A., Annual Issues 1954-1968
Column 3 Exports as percentage of Canadian commercial marketings of steers and heifers and calcu-
lated with 200-700 Ib. cattle entered with a one-year lag.

Columns 4, 5 & 6 Livestock and Animal Products Statistics, D.B.S. Annual Issues 1954-67.

Of this four per cent Mexico now provides about three per cent and Canada
the remaining one per cent. Our exports are of minor importance to the U-S.
market. It appears that no increase can be expected from Mexican sources
given a continuation of recent conditions in that country.

It is important to note that efforts to expand the export of Canadian feeder
cattle to the United States might encounter two major snags. One is that U.S.
production might itsclf increase to such an extent that feeder prices would
fall. In 1966, a total of 63 million acres of American cropland were reported :
as being retired from production® because of acreage diversion payments and B
allotment programs such as that for wheat. About three-quarters of this land s
could easily be used for pasture and thus for cow and calf operations but the
US. Department of Agriculture and most U.S. farm organizations are
opposed to such use. A remarkable number of feeders could be produced on
these 45-50 million acres.

The sccond possible obstacle to increased exports of Canadian feeder cattle
might be the imposition of quotas on imports of feeder cattle. Past experience
has shown that the U.S. Government is quite willing to take such action in

———

*See Productivity of Diverted Cropland, ERS 398, U.S. Department of Agriculture, 1969,
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TABLE 6
Live Cattle Imported into the USA Compared with Placements of Cattle on Feed, 1955 to 1968

1 2 3 4 5 6

Imports from Canada

Total Imports of Cattle over 200

Live Cattle Placements Imports pounds
of as

200-699 700 lbs. Cattle  percentage as % of US
Year 1bs. and over onfeed Placements Placements

(thous. head) %  (thous.hecad) %

3.7 10,904 2.4 22,2 0.20

14.0 11,534 7.2 4.4 0.04

230.3 11,051 6.0 346.5 3.14

311.7 12,528 8.7 615.0 4.90

136.0 13,465 4.8 278.6 2.07

80.5 13,534 4.4 206.1 1.52

125.1 14,375 6.7 435.1 3.03

108.5 15,960 7.2 424.4 2.66

69.2 16,275 4.7 201.2 1.24

47.7 17,711 2.5 133.7 0.76

150.6 18,763 5.4 500.6 2.67

105.4 20,500 4.6 375.3 1.83

21.9 21,700¢ 2.9 140.1 0.45

59.0 22,780°* 3.8 171.5 0.75

Sources: Livestock and Meat Situation USDA, various issucs.
Col. 4=Cols. 142 as 55 of Col. 3. Note Footnote 6 however which indicates that many of cattle in
Col. 2 are slaughtered not fed.
Col. 6=Col. 5 as 5 of Col. 3

*Estimated

regard to other products regardless of the consequences on foreign cxporters.
In this casc however the Canadian component of American cattle placements
is so small, (onc per cent) the U.S. fed beef market is cxpanding so rapidly,
pressures from U.S. feeder producers (wanting import restrictions) would be
countered by U.S. cattle feeders (wanting lower priced feeder cattle) and
demands by consumer for lower beef prices arc so insistent, that it would
appear unlikely that quotas would be imposed. ]

In summary, then, it appears that Canadian cxports of fecder cattle could
be increased from about 115,000 head per year in 1967 and 1968 to 500,000
head per year with a decline of about $1.00 per hundredweight in price
relative to recent American-Canadian relative prices® up to 1969 and without
affecting U.S. prices to such an cxtent that barricrs would be raiscd. Even at
500,000 hcad per year Canadian cxports would only cqual average Mexican
cxports to the Unitcd States in 1964-68 (Tablc 6).

* Note that this implies that had Canadian feeder cate prices been about $1.00 per
hundredweight Jower than they were in a particular year, cxports could have been vastly
increased.
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Should the Emphasis be on Feeding More Cattle
and Exporting Fed Cattle or Dressed Beef?

The proposed market would be the United States, now the largest importer
of beef in the world. In 1968 beef imports by the U.S. were seven per cent of
U.S. production and equal to 80 per cent of total Canadian production of
beef and veal.

Canadian exports of dressed beef and veal and a heavy cattle are insignifi-
cant on the American market. In 1968 Canada exported about 60 million
pounds of dressed beef and veal and the equivalent of another 30 million
pounds in the form of 60,000 cattle weighing over 700 pounds each. In
contrast to this total of 90 million pounds, U.S. total imports of dressed beef
and veal were 1,520 million pounds and U.S. domestic production was
21,620 million pounds (Table 7).

U.S. beef imports are mainly of boneless beef in chilled or frozen form
from Australia and New Zealand. A survey conducted by the U.S. Tariff
Commission indicated that only a very small percentage of imported beef was
sold in retail outlets as fresh or frozen table beef cuts but that most of it was
sold as hamburger or in processed products such as frankfurters, sausages,

Table 7
United States Domestic Beef and Veal Production, Beef Imports, 1955 to 1968

1 2 3 4 5
Imports from Canada
Beef and Imports
Veal asa 9, of % of U.S.
Production Imports  Production Imports
(carcass weight)
(million pounds) (million pounds)
15,147 ©229.0 1.5 9.7 4.2
16,094 211.0 1.3 16.2 7.7
15,728 395.0 2.5 53.0 13.4 :
14,516 909.0 6.3 61.3 6.7 !
14,588 1,063.0 7.3 27.2 2.6 '
15,837 775.0 4.9 2.7 2.9
16,344 1,037.0 6.3 34.0 33
16,313 1,439.8 8.8 24.2 1.7 !
17,357 1,677.5 9.7 21.3 1.3 :
19,459 1,085.2 5.6 34.9 3.2
19,744 941.8 4.8 88.1 9.4
20,631 1,204.0 5.8 71.0 5.9
21,004 1,341.9 6.4 34.6 2.6
21,620 1,517.9 7.0 60.0* 4.0

Col. 1 and 2 from: Livestock and Meat Situation, E.R.S., U.S.D.A., Various Issucs.
Col. 4 from: Livestock and Animal Products Statistics, D.B.S., Various Issucs.

*Estimated
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TABLE 8

United States Beef and Veal Imports by Country of Origin, 1961-1968
Million Pounds (Product Weight)

. New
Year " Canada Mexico Argentina! Ireland Australia Zealand Total

32.3 534 65.2 64.4  233.9 154.4 689.2
19.4  59.3 55.9 70.7  441.7  213.6 967.5
17.2 73.0 87.4 72.9 517.0  235.7 1,122.4
28.8  48.9 54.4 20.1 377.0 168.1 800.4
71.4 463 54.8 7.8 3074 103.6 701.1
57.2  57.1 80.5 38.4  404.1 145.0 893.3
26.7 47.8 108.1 80.6  474.7 171.0 980.0
46.7  65.6 132.6 56.3 444.0 203.1 1,128.0

*(preliminary)
1 The prevalence of foot and mouth discase in South American countries restricts beef imports
from Argentina and Uruguay to canned and processed products only.
OdNot.c that data of Table 7 are in pounds of carcass whereas data in this table are in pounds of
product.

SOURCE: Foreign Agricultural Trade of the United States, E.R.S., U.S.D.A. Various Issues.

bologna and other luncheon meats.® This pattern still scems to apply.
The large imports of boneless beef mect a demand for lower quality beef not
satisfied by U.S. output of cow and bull beef. With the declining dairy cow
numbers and the increasing proportion of cattle marketed through fecdlots it
is likely that there will continue to be a substantial American market for low
quality imports. Imported beef is in direct competition with U.S. cow becf but
does have some cffect on the prices of fed cattle and higher quality beef.!!

Up to 1964 beef and veal entered the U.S. market subject to the tariff rates
given in Table 3 but frec of quotas. The heavy beef importation of 1963
together with a decline in cattle prices in the U.S. brought pressure on the US.
Government to restrain beef imports. In carly 1964, the governments of
Australia, New Zcaland, Ircland and Mexico agreed to limit their annual
cxports of certain meats (including beef) to the United States. The quota
limitations specificd for 1964 in the four agrcements represented approxi-
mately the average annual U.S. imports from the respective countrics in the
two yecars 1962-63.12

In August 1964, thc United States Government took ‘further steps to
contain beef imports through Public Law 88-482. Under this law import
quotas werc provided for any ycar beginning with 1965 for which the Sccre-
tary of Agriculturc estimated that imports will equal or exceed 110 per cent
of a base quantity. The basc quantity specificd by the law is 725.4 million
pounds of product wcight (approximatcly the 1959-63 avcrage imports).
This base quantity would be increased (or decreased) by the same percent-

w peef and Beel Products, United States Tarill Commission, Publication No. 128,
January 1964, p. 12-14.

nA US. Department of Agriculture study for 1948-62 indicated that a onc pound pef
capita change in the supply (domestic or imported) of cow beef was associated with a decline
of 30 cents per hundredweight in the price of choice steers in Chicago.

12 fleef and Beef Products, op. cit., p. 104,
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age that the U.S. estimated average annual commercial production
increased since the five year base period 1959-1963. In other words, quotas
are tied to a calculated share of U.S. commercial output. Imports of beef in
the years 1964 to 1967 were well below levels that would have required
quotas. In 1968 imports were only 55 million pounds below the adjusted base
quota of about 1,056 million pounds (110 per cent of the adjusted base
quantity).13

The Australian Meat Board imposed voluntary export restrictions in 1968
and 1969 to ensure that they did not trigger the U.S. quota machinery.

It seems obvious from the kind of competition which would be encoun-
tered in the American market from lower quality Australian and New Zea-
land beef that Canadians should not plan to export such beef. Indeed,
Canada also imports such beef from Australia, New Zealand and Argentina,
an indication that we have few advantages in such a trade. The foregoing
analysis indicates that it would be unwise to emphasize the production and
export of low quality beef except as it is made available from dairy cows and
similar residual sources.

What are the prospects for exporting slaughter cattle or high quality
dressed beef? These are alternatives because the finished cattle could be
slaughtered in Canada and certain cuts exported or alternatively the fed cattle
could be exported for immediate slaughter or for some further finishing and
then slaughter. Slaughter cattle arc commonly identified in the trade statistics
as cattle over 700 pounds (the weaknesses in this definition are given in
Footnote 6.) For cattle over 700 pounds the U.S. tariff is 1.5 cents per
pound rising to 2.5 cents above 120,000 head per quarter or 400,000 head
per fiscal year. Canada’s exports in this category have averaged only 78,000
per year in 1965-69 inclusive and total U.S. imports of such cattle have been
about 90,000 per year. Thus there is room for considerable expansion before
reaching the tariff quota of 2.5 cents. However if exports of fed cattle reached
such levels at a time when U.S. prices were low, one might expect agitation
by U.S. producers to impose limits on imports. In this case both American
producers of feeders and those feeding them would be ranged on the same
side. This is in contrast to the division of forces anticipated above in connce-
tion with proposals to limit imports of feeders.

In Table 9 periods have been sclected to illustrate the two-way flow of
slaughter cattle across the U.S.-Canadian border and the corresponding fed
cattle price relationships that prevailed during this period. Of importance
here is the fact that in recent years the export of slaughter cattle from Canada
to the U.S. has not been a continuous process and accordingly the average
price reccived for Canadian fed cattle has averaged above the “export floor”
imposed by U.S. fed cattle prices.

The price differential between an “export floor” and an “import cciling” is
around $4.50 per hundredweight. It appears that Canadian fed cattle prices
have avcraged about $2.00 per hundredweight or more above the “export

————

* Livestock and Meat Sltuation, February 1969,
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TABLE 9
Canadian Cattle! Exports-Imports and Average Prices

Average Weekly Average prices choice steers
Exports Imports Chicago Calgary Differential
(number of head) (Canadian $ per cwt)

1964 Period

3,440 22.73 22.98 —0.25
— 26.17 21.17 5.05

— 28.49 23.92 4.57

1966 Period
Mar-Apr. . 2,193 — 30.57 26.07 4.48
Nov-Dec 1,031 954 26.66 25.80 0.86
1967 Period
Oct-Dcc 748 1,546 28.41 28.23 0.18

1 Over 700 pounds

Source: Livestock and Meat Trade Reports, Various Issucs, Market Information Section Pro-
duction and Marketing Branch Canada Department of Agriculture.

floor”. Expansion of output would lower the Canadian price by at lcast $2.00
and probably $2.50 per hundredwcight relative to U.S. prices from the
average rclationship of rccent years.

In rccent ycars Canadian feeder catle prices have been closer to a full
scale “cxport floor” than have slaughter cate prices. Expansion of cxports
would likely rcsult in a decline from past average U.S. Canadian price
relationships of about $1.00 for Canadian feeder cattle and $2.00 or morc for
Canadian slaughter cattle. Thesc relationships together with the price cffcct of
the higher tariff on feeder cattle indicate that tradc patterns have given the
Canadian feedlot operator a favourable position relative to his U.S. counter-
part. In other words there has been a higher average fed cattle-feeder price
differcntial in Canada than in the United States. _

It is unlikely that our fecdlot industry will find profitable markets for
slaughter cattle or dressed beef in the United Statcs on a consistent basis.
Over the next two or three years Canadian feedlot operators will have to
outbid U.S. buyers for fecder cattle and then compete on an cxport basis with
their slaughter cattle. This would not appear to be a profitablc situation.

Where Will Canadian Feeder Cattle Be Fed?*

Most of the feeder cattle will continuc to be producced in the West. In
1968, 83 per cent of all beef cows were in the four western provinees

1 For further treatment of this question sce the Canadian Agricultural Congress supple-
mentary paper *“The Position of the Canadian Beef Producer Operating on the North American
Economy™ March 1969.
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(Alberta 37.1 per cent; Saskatchewan 28.7 per cent; Manitoba 11.2 per cent;
British Columbia 5.6 per cent). Given the need to convert land from wheat
to grass, the predominance of the West in feeder cattle production is likely to
continue and even to increase. Location of feedlots, however is a different
thing.

Because of severe winters Saskatchewan and Manitoba farmers will find it
more difficult to develop feedlots in spite of their proximity both to feed and
feeders. Quebec and the Maritimes are deficient in feed and also in the know-
how of operating feedlots. Thus the main areas are likely to be Southern
Ontario and South-Central Alberta, with considerable development also in
British Columbia.

The price of Choice Steers in Toronto has averaged about $2.00 per
hundredweight more than in Calgary since 1960. Steers gaining 500 pounds,
thus bring $10 more per animal if fed in Ontario than fed in Alberta. Ontario
producers have the important advantage that they produce corn silage and
grain corn. Alberta feeders currently have the advantage of being able to buy
non-quota grains at very low prices compared with the prices Ontario pro-
ducers would have to pay for the same quality of grain (even after Feed
Freight Assistance). This advantage to prairic feeders cannot be expected to
persist indefinitely if the Task Force recommendations on feed grain market-
ing arc implemented. Thus, both Southern Alberta and Southern Ontario will
experience considerable growth in feedlot operations to meet the rapidly
rising domestic demand.

World Projections

There have been several studies of projected world supply and demand for
beef and all of them foresce growing shortages of beef and veal. As can be
scen from Table 10 the expected deficit in OECD countries!® is expected to
risc from 800,000 tons in 1961-63 to 3 million tons!® in 1980. Most of the
projected dcficit in beef and veal will occur in North America (primarily the
US.A.) and will be met mainly by shipments from Australia, New Zealand
and Argentina. These studics project rising world prices for beef. It is better
to be associated with an expanding industry than onc with stagnant markets
and world over-production.

Grades and Grading

These subjects arc under discussion at present by representatives of pro-
ducers, the trade and government. The Task Force commends these groups
for their attempts to improve beef grading which has long been in striking
contrast to thc cxccllent grading system for hogs in Canada.

Summary of Analysis

1. Per capita Canadian consumption of beef will be at Icast 100 pounds in
1980 and could be 110 pounds.

—————

¥ Canada, US.A, Japan and countries of Western and Southern Europe.
™ Canadian beef consumption in 1964-65 was about §00,000 tons.
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TaBLE 10

Projections of Beef and Veal Production, Consumption and Balance for Major Trading Nations

1961-1963 1975 (low income) 1975 (high income)
Net Trade ’
Exp. +,
F.A.O. Prod’n Cons'n Imp.— Prod’'n Demand Net Trade Prod’n Demand Net Trade
(thous. tons)
North America 8,196 8,848 —652 11,468 12,289 —821 11,840 12,701 861
E.EC......cu.e. 3,570 3,854 —284 4,555 5,093 —538 4,760 5,398 —638
N. Europe 1,226 1,806 —580 1,504 2,121 —617 1,582 2,192 —610
Total all Importers. .. 17,369 19,076 -1,707 23,789 26,438 —2,649 24,734 27,736 —3,002
Exporters. 5,551 3,776 +1,775 7,159 4,955 +2,204 7,507 5,190 +2,317
Total of all Countrics...... 22,920 22,852 +68 30,948 31,393 —445 32,241 32,926 —685
Source: Monthly Bulletin of Agriculture Economics and Statistics, F.A.O., March 1968.
0.E.C.D. 1961-1963 1975 1985
(O.E.C.D.
Countries only) Prod'n Utilztn. Net Trade Prod'n Utilztn. Net Trade Prod’n Utilztn. Net Trade
(thousand tons)
North America..........ccc.. 8,302 8,652 —368 10,878 12,244 —1,366 13,850 15,391 —1,541
| S I ORI 3,671 4,114 —431 4,374 5,170 —796 4,924 5,894 —-970
N.W. Europe......ccccocvvnnne 1,882 1,894 -9 2,073 2,115 —42 2,258 2,397 —139
S. Europe.......... 593 587 -2 810 1,033 .—=223 1,039 1,372 —333
Japan........... 164 169 -5 242 346 —104 451 557 —106
O.EC.D...rreecee 14,612 -15,416 —815 18,377 20,908 -2,531 22,522 25,611 —3,089

Source: Agricultural Projections for 1975 and 1985, O.E.C.D., Paris 1968.
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2. World ‘demand for beef will continue to rise more rapidly than supply
and world prices will be strong.

3. The export prospects for feeder cattle are excellent and very large
numbers could be sold if Canadian prices were to fall by $1.00 per hundred-
weight relative to United States prices. If prices fell by between $1.00 and
$2.00 per hundred the export market would be unlimited up to the capacity
of Canadians to produce feeders.

4. There seems little point in counting on exports of low quality beef in
competition with Australian beef except as a declining residual from dairy
cow slaughter.

5. The export prospects for slaughter cattle are not encouraging since they
would require a decline of at least $2.00 and probably more per hundred-
weight vis-a-vis U.S. prices. In the short run Canadian feeders face the dual
squeeze that the prices of Canadian feeders have exceeded U.S. feeder cattle
prices in 1969 and in order to export, Canadian fed cattle prices would have
to decline all the way to the export floor, i.e. below prices in the United
States.

6. The export prospects for high quality dressed beef are similar to those
for slaughter cattle.

Policy Implications

Several serious farm problem areas and policy matters converge in a
discussion of beef cattle production. First, there is the problem to do with at
least 10 million acres of prairie land which the Task Force estimates must be
removed from wheat production.’” Some of these can go to increased
acreage of rapeseed and some can go to increased barley exports, given more
flexible pricing than that of the Wheat Board in the past, but these two outlets
are not likely to be enough to accommodate these surplus acres. A good
portion of them can be diverted to tame hay, pasture and feeder cattle
production.

Sccond, there is the problem of the continual expansion of improved
acreage in the West by almost 1 million acres per year. Given the present
surpluses of grain, continued expansion scems highly unwise!8 yet it is pro-
moted by ARDA programs, Wheat Board quotas, income tax exemptions and
provincial government land-clearing programs. Along with the initiative of
individual producers these factors have increased potential production in the
form of expanding improved acreage. Because the export markets for rape-
seed and barley have definitc limits, further acreage expansion may be
expected to take the form primarily of increased feeder cattle exports. If the
estimate made carlier in this chapter is correct, 5.5 acres of extra prairie
land would produce onc extra feeder per year. This is in accord with a study

——

' This figure of 10 million acres is the estimated reduction from almost 30 million acres
in 1968 to almost 20 million in 1980. There should be an even greater reduction in 1970 to
1972 in the face of a projected carryover of one billion bushels on July 31, 1970,

N '* An analogy would be with a person who trics to mop up the floor without turning off
the tap,
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done for the Task Force which concluded that for 100,000 feeder cattle
exported, the amount of land utilized would be 500,000 acres—the equiva-
lent of approximately 20 million bushels of barley.

Continued expansion in the acreage of improved land at the rate of 1
million acres per year and all used for feeder cattle, would thus imply
180,000 extra feeders per year. The Task Force does not think that 1 million
extra acres will be improved each year and it recommends changes to ensure
that this does not happen.

The Task Force has assumed that its recommendations in Chapter 5
Wheat, Feed Grains and Oilseeds will be sufficiently implemented that im-
proved acreage (including tame hay and pasture) in 1980 will excced that
of 1966 by no more than 1.6 million acres. Projections as to usc of land and
number of acres appear in Chapter 10 of Agriculture in 1980: A Materials
Balance Approach.

Third, dairy policy converges on the beef cattle industry. A considerable
amount of the beef and veal consumed in Canada (much of it of lower
quality) originates in dairy herds. The potential for considerably increased
beef output by nominal dairy farms is very large in Ontario and Qucbec,
especially if fewer bob-calves were shipped shortly after birth from Quebec
to New York. The Task Force is not, however advocating any wholesale
change from selling bob-calves to raising fecders in Quebec. The possibility
is therc but achicving it will depend upon relative veal-feeder prices. The con-
vergence takes a sccond form; if the present large dairy subsidics were to be
reduced (as is reccommended in Chapter 7) and if imports were permitted to
increase gradually, many milk producers would convert to the production of
feeder or slaughter cattle. Some obscrvers claim that on a small farm acrcage
in Eastern Canada onc cannot afford to lcave industrial milk production in
favour of cow-calf and fceding operations. This is probably correct but largely
so because of the twin facts that milk production is heavily subsidized and
protected whercas the alternative of cattle production is ncither subsidizcd nor
protected. From the national point of view it appears unwisc to subsidize the
production of milk, in which we are at competitive disadvantage intcrna-
tionally and thus attract rcsourccs away from beef production, in which we
have cost advantages and cxport opportunitics. To a considcrable extent, milk
and beef production arc complementary in Eastern Canada and many farmers
would find it desirable to maintain their dairy herds and produce beef from
some of the offspring.

The fourth policy which converges with beef cattle production is that of
international trade. The general objective recommended by the Task Force is
to work toward an uninhibited contincntal market for grains, oilsceds, live-
stock and potatocs. It would appcar to be in the best interest of both Canada
and the United States to climinate all existing tariffs and quotas on cattle,
calves, beef and veal.

The results of all of these policics appear in Chapter 10, Agriculture in
1980: A Materials Balance Approach, in which rapid declines in dairy cow
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numbers and wheat acreage are offset by increased exports of barley and
rapeseed, increased domestic consumption of meats and the export of
500,000 feeder cattle per year to the United States. It is this latter subject
which is particularly relevant here.

Changes in production from one product to another come about largely
because of the views of producers concerning expected relative prices, costs
and returns. If farmers are of the opinion that the prospects for profits in
feeder cattle production are less favourable than in milk or wheat production
there will be no increase in feeder cattle production no matter what the Task
Force or any one else may say. This is as it should be. Thus if in the interest
of improved productivity of resources and higher farm income, it is appropri-
ate to try to increase feeder cattle production and to reduce milk and wheat
production, then there are two sets of policies which can be employed.

First, some or all of the existing policies which favour milk production
(price supports for butter and skim milk powder, direct subsidies for the
whole milk uscd in manufacturing, embargoes on imports of butter and
powder) or favour wheat production (Temporary Wheat Reserves Act and
C.W.B. quota policy in particular) must be amended to reduce the relative
attractiveness of producing milk and wheat. Second, new policies must be
developed to provide positive encouragement to beef feeder production. Such
policies include using some of the Canadian Dairy Commission funds and
some of the funds devoted to the Temporary Wheat Reserves Act to provide
adjustment grants to farmers who enter beef production. These are particu-
lary important during the first two yecars or so required to establish a
beef enterprise.

The Task Force commends the action of certain provincial governments
which have decided to provide credit incentives to those farmers who convert
from grain to grass and livestock production. However the maximum of
$6,000 undcr the Saskatchcwan program scems undesirably low.1°

There arc a number of other developments which would operate in the
same desirable direction. The Canadian Dairy Commission should work as
closcly as possible with various credit institutions to promote adjustment from
dairy to beef; for a period of three to four years artifical insemination using
beef bull semen might be subsidized by federal and provincial governments;
the beef cquivalent of the very cffective Dairy Herd Improvement Associa-
tions should be developed in a number of provinces.

Beyond such assistance there is not much which can be done without
prejudicing cxport markets. For example, if there were to be a production
subsidy of $20 or $25 per animal raised to a specified weight, it is likcly that
compctitors in the United States would object scriously to what might be
termed unfair competition.

Some comment is nccessary to mect the objections of thosc currently
producing feeder cattle who may maintain that they would be discriminated

1969” Livestock Loans Guarantee Act, of Saskatchewan which went into effect November 1,
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against by such assistance to new or expanding producers. First, existing
producers of feeders should also be eligible for assistance in reducing grain
production in favour of livestock. Second, there already exist several forms of
assistance to some cattle producers and not to others that a differential rate
might right some of the current imbalance. Existing forms of assistance
include government subsidies which meet the overhead of irrigation projects
which produce forage and include also the sctting of leases on range land
owned by the state at levels far below their market value.*?

TasLE 11

Per Capita Domestic Disappearance, Output, Prices, Exports and
Imports of Pork, 1955-57 to 1968

1 2 3 4 5
Year Domestic Prices
disappearance Grade A
per capita Output Toronto Exports Imports

(Ibs.) (million 1b.) (S/Cwt) (million 1b.)
1955-57 (average)........ 47.6 862.7 28.20 52.6 0.6
) [51: SO 49.4 973.6 29.13 63.5 1.7
. 56.7 1,237.7 24.80 70.0 1.4
52.6 988.0 24.75 67.7 17.1
50.3 975.4 28.30 52.4 41.9
50.1. 784.6 29.60 47.9 35.6
50.7 981.0 27.80 47.4 £9.5
51.8 1,060.1 27.30 54.0 53.8
47.9 1,006.5 33.40 58.0 37.2
46.9 1,014.3 35.90 48.5 28.3
53.8 1,181.5 30.70 59.1 28.8
53.6 1,181.3 30.80 60.8 38.5
1969 (estimated).......... 49.8 — —_ 58.0 61.0
1980 (projected)........... 50.0 1,302.0 — 65.0 65.0

Source: Livestock and Animal Products Statistics and Catalogue No, 32-220, D.B.S.
Projection 1980 from Demand-Supply Projections.

Hogst

The major question to be addressed in this scction is whether Canada can
expect to become a major exporter of pork to the United States in future
years. The answer to this question will be found partly in the levcls of
technology and cfficiency of hog producers north and south of the border,

»In British Columbia in 1967, rangeland outside the Peace River arca was Jeased for
pasture at the rate of 41 cents per head per month. In the Peace River arca, fenced and
reserved range was leased for 50 cents per head per month and what was called “Cuhin{cd
pasture™ for $1.00. In that year grazing permits were issued for 188,000 cattle by the Dritish
Columbia Forest Service.

In Alberta 4.4 million acres were under lease in 1966 by the provincial Department of meb
and Forests. Rates varied from 78 cents in the south to 63 cents in the ceatre to 45 cents 10
the notth, all per animal unit per month. An animal unit consisted of a cow and call.

n This section also draws heavily upon wortk done for the Task Force by Professof
Marshall of the University of Guelph.

166 CANADIAN AGRICULTURE IN THE SEVENTIES




partly in the efficiency of hog packing plants and to a very considerable
extent in the relative prices of feed grains (themselves influenced considera-
bly by government policy). Before turning to this crucial question however, it
is necessary to examine the industry analytically.

Per capita consumption of pork over the past eleven years has been
amazingly stable with a high of 56.7 pounds in 1959 (a year of very low
prices and heavy production) and a low of 46.9 pounds in 1966. (See Table
12, Col. 1) Table 12 also contains a projection that per capita consumption
of pork in Canada will be 50 pounds in 1980. This projection deserves
comment especially when consumption in 1967 and 1968 was almost 54
pounds. Professor Marshall expects that per capita consumption in 1980 is
more likely to be 55 pounds than the 50 pounds The Task Force has used in
its projections. He bases his prediction largely on the considerable amount of
substitution to be found between pork and other meat. Prices of broilers fell
rapidly during the period 1955 to 1961, reducing the consumption of pork as
a result. Broiler prices now seem to have stabilized and this depressing effect
on pork consumption will no longer be likely to apply to pork in the future.
The price of beef fell in 1964 and 1965 (Table 2 of this Chapter) and this
also tended to reduce pork consumption in those years. Per capita consump-
tion of pork in the United States was 66 pounds in 1968.

The Task Force has continued to usc the Demand-Supply Projections figure
of 50 pounds of pork per person and has incorporated this projection into
Chapter 10 containing thc materials balance tables. Per capita consumption
in 1969 is likely to be down considerably from that of 1968, and will likely
be just under 50 pounds.

Stable exports of pork have been notable over the last decade (Table 12,
Col. 4). Where clsc would onc find a product whose cxports had remained
within the range of 47 to 70 million pounds per year over an eleven year
period and yet whose production and sale has been almost completely on the
free market over this period?

Variable imports arc another feature of trade in pork products, largely
between Canada and the United States (Table 12, Col. 5). In the absence of
trade restrictions it would be unlikely that cxports would be stable and
imports highly variable unless there were considerable differences in the
quality of the pork products cxported and imported. This, indeed, has been
the case. Canadian cxports to the United States arc primarily hams, back
bacon and high quality bellics—all of high quality and bringing a price
premium over the American counterpart products. Imports of American pork
to Canada arc not becausc of special quality but because of price.

Relative Canadian-American hog prices have an obvious effect on Canadi-
an imports of pork, as shown in Table 13, but little apparent cffect on the
high quality specialty product cxported to the United States. Canadian prices
have not fallen low cnough relative to U.S. prices to expand exports substan-
tially; a sizeable cxpansion would come about only through price competition
on the common cuts and not just for specialty products.
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In the Canada Department of Agriculture “Outlook 1969” a weekly level
of Canadian gradings of 157,000 hogs is identified as the level of output
which currently satisfies Canadian demand and the consistent level of exports

TABLE 12

Exports and Imports of Pork; Toronto-Chicago Hog Price
Differential by Quarter 1963 to Jan.-Sept. 1969

Toronto-
Exports Imports Chicago Price
to USA from USA Differential

(product weight-million 1b.) (Can.5)

1963
Jan.-March... 10.1 26.2 6.91
ADL=JUNC.....cecrcaeieseeneresnssssassssessassnscssassasesess 9.7 24.4 3.74
July-Sept.......... 11.3 13.8 3.81
Oct.-Dccember.. . 11.3 14.0 4.48
1964
Jan.-March.. 11.4 12.8 4.83
Apr.-Jenc. 11.3 13.9 4.09
July-Supt reeeeseros ittt besasbesass s sasteraattes 10.8 6.6 4.09
Oct.-December........ 11.2 8.5 4.50
1965
Jan.-March rererenserereresssans 11.9 7.3 3.81
' Apr.-Junc.... 13.6 4.8 .46
‘ July-Sept 12.4 4.3 1.38
Oct.~December 11.5 6.0
1966
Jan.-March. 10.6 5.0 .95
Apr.~June 11.% 4.0 47
July-Sept.... 8.9 5.0 —-1.64
Ost.-December. 10.7 10.0 2.7
1967 -
Jan.-March 11.7 10.0 . 3.67
Apr.-June....... 13.6 X 7.2 .71
July-Sept......... 13.1 2.4 -.61
Oct.-December 12.5 4.4 1.27
1968
Jan.-March 14.0 3.0 -.51
Apr.~June. 15.0 2.6 -1.15
July-Sept 11.9 12.1 2.53
Oct.~-December.. 10.7 16.5 4.78
1969
Jan.-March 13.0 25.1 4.59
Apr.~June 14.8 22.4 —_
July-Scptember. 9.4 1.7 _—
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TABLE 13
U.S. Pork Imports by Origin; Canadian Share of U.S. Imports

1960-1968
Canadian
Canada Denmark Nethinds Poland Total Share
(million 1bs. product weight) %)
47.3 40.7 42.0 35.1 171.3 27.6
44.7 46.2 42.0 34.7 173.7 25.7
46.8 63.8 43.4 39.8 203.8 23.0
45.9 71.0 4.9 40.0 210.5 21.8
50.6 66.4 38.2 43.9 210.6 24.0
1965....comveiervcrenninrenenee 54.0 85.2 46.2 52.9 262.3 20.6
1966....cconvuerreenrireninnnne 47.5 116.9 65.0 51.6 298.3 15.9
1967...coocnvrevncccnnennnnnnns 54.8 102.3 74.6 57.2 306.9 17.9
1968...evererrrereenncnerrenenes 55.5 111.9 82.2 55.1 324.1 17.1

SouRrcCe: Livestock and Meat Situation, Economics Research Service, U.S.D.A.

to the United States.** If Canadian output falls short of this level, the CDA
authors observe that Canada enters a “net import position”. The Task Force
is not inclined to attach so much importance to a figure such as 157,000 hogs
graded per week, since there is bound to be some part played by price in its
eficcts on Canadian consumption.? However the concept is helpful and the
figurc of 157,000 provides a rough but uscful rule-of-thumb.

Competition between Canadian and American producers is obviously
direct and intense and it will grow with lower tariffs. The Canadian tariff on
U.S. fresh pork was reduced from $1.25 to 50 cents per 100 pounds in June
1969; the U.S. tariff on Canadian fresh pork was $1.00 per 100 pounds to
December 31, 1969; it will become 80 cents during 1970, 70 cents during
1971 and 50 cents per 100 pounds beginning on January 1, 1972. In contrast
to cattle, in which trade is largely in live form, almost all trade in pork is in
the form of cuts.

Canadian hog prices, at the farm level, arc higher than American hog
prices. In the three yecars 1966-68 the Canadian weighted average price
exceeded the calculated average price in cight major U.S. markets by about
$2.00 per hundredweight of dressed pork®* (both caleulated in Canadian
dollars). The higher price of Canadian hogs may be regarded as an advan-
tage,® providing it involves producing a high quality product at approximately
equal costs. If the higher price is merely the result of different supply and

™ Canadian Agricultural Outlook Conference 1969, CDA, Nov. 24, 25, 1969. Page 62
The 1969 cdition was considcrably improved over carlier years.

®For a figure such as 157,000 hogs per week to indicate the turning point exactly, per
gapita consumption in Canada would have to be constant. It has not fluctuated greatly, but
13 not constant (Table 12, Col. 1).

" “For 1966 to 1968 the National Average Weighted Price in Canadian dollars averaged
approximately $3.95 more than the average price at the 8 markets in US. dollars converted
10 a dressed basis using an atbitrary 75 per cent yield,” Outlook 1969, p. 70.

®It s regarded as an advantage in *“Outlook 1969™, p. 69, 70.
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demand factors north and south of the border then it may be a disadvantage.
A definite advantage, however, is that there is a premium market for certain
Canadian cuts (hams, back bacon especially) in the United States, whereas
there is no such preference by Canadians for cuts from the United States.
This advantage is, of course, closely associated with the higher prices in
Canada and indicates the higher quality for some Canadian cuts. A second
real advantage for Canadian producers is that they enjoy a grading and
payment system considerably superior to that in the United States. When
consumer preferences are reflected through the grading system to create price
differentials at the producer level and when these grade and price differentials
are clearly apparent to producers one has a highly desirable grading system.
The Canadian system was superior to that in the United States even before
the introduction of the new Index Grade producer and packer organizations
and government, deserve credit for having produced a good grading system
for Canadian hogs.

Canadian producers have suffered from two serious disadvantages in com-
peting with U.S. hog producers and both concern the price of feed grain. The
first disadvantage is the generally higher prices for feed which hog producers
must pay relative to their competitors 1n the United States. These differentials
arise out of the cight cent per bushel tariff on corn, the tariff on mixed feed
and the Canadian Wheat Board policy of maintaining high prices for barley.
The sccond disadvantage is the distorting cflects that occur among regions
from feed-freight subsidies which give advantages to Maritime producers
relative to prairie producers, but which advantages arc frequently far more
than offsct by the availability, on the prairics only, of over quota (C\WB)
feed grain sclling at distress prices. A sound and cfficicnt hog producing
industry should have a minimum of dislocation arising out of distorted or
panic pricing of inputs.

The Scptember 1969 Quarterly Survey showed that the number of pigs on
farms in Saskatchcwan was up 26 per cent over the previous year. This, of
course, is a dircct reflection of the crisis situation in grain marketing.
Increases and subscquent decreases, of that magnitude are totally inconsistent
with a sound cfficicnt industry and creatc expensive over-capacity in breeding
stock, farm facilitics and packinghousc facilitics. -

For the past 10-12 years there has been a great deal of attention paid to
the question of vertical integration in hog and poultry production. The usc of
tletype systems of sclling by producer marketing boards such as that in
Ontario (which pioncered in this dircction) has made vertical intcgration
impossible between the producer and packer stages. The limited development
of vertical integration in the Canadian hog industry compared with the
United States may have had some adverse cffects on production efficicncy but
these have been limited. The improvements in price formation and in making
hogs available to all bidders has been favourable to cfficicncy.

Packing house operations become important when considering Canadian-
Amecrican competition, because the product moves as cuts, not as live ani-
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mals. Unfortunately there are no detailed studies which would yield informa-
tion on the relative efficiency of packing plants north and south of the border.

To export or not to export? The question posed at the first of this section
must now be faced. Can Canadian pork be sufficiently low cost that exports
will be increased substantially? Expert opinion on this important question is
divided. On the optimistic side are those experts who point out that so far as
climatic differences between the United States and Canada are concerned, we
have no disadvantage in producing hogs and we do have some disadvantages
in producing cattle. Therefore produce hogs, especially given our advantages
in quality products and in grading—both of which are not present in the case
of cattle. Furthermore, so this argument goes, those Ontario farmers who
produce corn and feed it to hogs, and those prairie farmers who do the same
for barley and oats, can compete with hog producers in the United States.26

Reaching pessimistic conclusions are those (such as Professor Marshall)
who point out that is casy for us to export our specialty high quality hams
and bacon in total quantities up to 60-70 million pounds but that to increase
exports greatly beyond that level would involve really substantial reductions
in producer prices. The price reductions would have to be so great, they
maintain, that many Canadian hog producers would give up hog production
and we would return again to a balance not much different from recent
conditions.

There is considerable support for this position. Referring to the fact that
hog gradings in Canada were below those of the previous year for the 15
months to Scptember 1969, the CDA Outlook 1969 rightly gave the cause as
follows “The main reason for the decline in gradings in Canada was the level
of hog prices in the last quarter of 1967 and the first half of 1968 ... The
price of Grade A hogs at Toronto averaged $28.49.”%" The average price for
1966-68 was $32.47, but when the price fell to $28.50 production declined
substantially.

Further evidence comes from Table 13 which indicates on a quarterly basis
the stable flow of Canadian pork cxports and the remarkably close relation-
ship of volume of imports and differentials in price.28 What is particularly
relevant from Table 13 is that even when the Toronto price fell as much as

™1 wish to be identificd with this position. Defensible as stated above, it would apply
more strongly if the Task Force rccommendation respecting the development of a free
market in feed grains (Canada vs. the United States and Eastern vs. Western Canada)
were implemented. I do not accept the judgment that Canadian hog production would
necessarily be unresponsive to price changes. The remarkable achievement of Denmark
and the Netherlands in exporting to the United States (Table 13) is a result of efficiency in
production and excellent market development and merchandising. Canada could surely
exploit its advantages of higher quality hogs, feed grain surpluses, lower cost feed grains
and less costly transport to the U.S. market. Alberta is as close to the rapidly expanding
Pacific Coast market as much of the US. Com Belt. Tarifls are low. Hogs should not be
excluded from the Continental market concept which runs through most of the Task Force
Report. We should not scttle for the necessity of having a small, essentially domestic, hog
industry. The current and prospective application of advanced production technology also
argue against this. (David L. MacFarlane).

" Outlook 1969, p. 60,

"Data on an annual basis cover up the relationships. Even these raw data giving
Quarterly figures, not lagged for price changes, may be slightly misleading.
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$1.00 -below the Chicago-price (and therefore about $3.00 to $4.00 below
the normal Toronto-Chicago spread) exports failed to increase appreciably.
In other words, prices would have had to fall even more relative to American
prices before substantial increases in Canadian pork exports would have
occurred. ‘
. We estimate that for Canadian pork exports to expand considerably,
Canadian prices would have to fall by about $5.00 per hundredweight below
the relationship they “normally”*® have with U.S. prices. Canadian produc-
tion costs show no signs of decreasing to that extent on a continuing basis. In
other words, we cannot cut our costs sufficiently to expand exports greatly,
but we will continue to export a specialty product even though our prices are
high. Finally, there is an upper level beyond which our prices cannot go
without huge imports from the United States. The data of Table 13 show that
Canadian prices can rise to $4.50 above American prices and fall at least to
$1.50 below. Kennedy Round concessions will reduce this range by about.
$0.75 on each end. Given the economic relationships previously discussed
Canada seems to have gained less by this particular tariff reduction than did
the United States. Both countries appear to have gained less by negotiating a
lower pork tariff than if they had negotiated lower cattle tariffs. One should
not take cach tariff concession in isolation, however, because each was
presumably part of a package.

Imports of pork into the United States amount to about 3.0 to 3.5 per cent
of U.S. domestic production. Canada’s sharc of this import trade has fallen
from 27 per cent in 1960 to 18 per cent in 1967 and 1968. Between 1960
and 1968 U.S. imports from Denmark almost trebled and from the Nether-
lands doubled. These are mostly canned hams, whercas Canadian exports to
the U.S. arc mostly fresh or frozen hams. We might cxpect to experience
greater competition from Europcan hams in the American and cven the
Canadian market in the future. Table 14 indicates recent trends in U.S.
imports. It is a striking commentary on Canadian livestock production tech-
nology that Danish and Dutch farmers and agribusiness can capturc a grow-
ing sharc of thc North American pork market while Canadian farmers with
unprecedented stocks of grain available scem unable to compete.

In summary then, the Task Force is of the opinion that Canada is unlikely
to cxperience major changes in cxports or imports of pork with the us,
however recent developments indicate that there may be a substantial market
for pork in Japan.

Consumption and Canadian production, will increasc by perhaps 30 per
cent between 1964-1966 and 1980. This means stcady growth and will
require cfforts by rescarchers and farmers to reduce costs and to cmphasize
quality. But hogs cannot be regarded as a major answer to the question of
what to do with prairic cx-wheat acres, or as a major alternative to dairy
farming.

= The average ptice of Grade A's in Toronto exceeded the average of No. 1, 2, 3, medium
weights in Chicago by Can $2.33 per hundredweight dressed, 1964-1969.
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‘POULTRY AND EGGS

Poultry and egg production has gone through revolutionary changes since

the arrival of commercial broiler production technology in Canada in 1950.
Dual-purpose breeds for meat and eggs have been replaced by specialized
stocks for broiler and for egg production. Broiler, turkey and egg production
have become specialized operations. Output has rapidly expanded, scale has
increased tremendously, prices for poultry meat have fallen and the number
of producers has declined drastically. Vertical integration has occurred in
some phases and provinces and provincial producer marketing boards have
attempted to control output by allocations quotas. The present state of this
completely altered sector will be discussed in turn for each of the major
segments.

Breeders

Poultry breeding is highly specialized. A handful of master breeders in the
United States, plus onc each in Canada for broiler and for egg breeding now
supply most of the basic breeding stock in North America and much of it
throughout the world. This breeding stock goes to franchised hatcheries (or
to intermediate hatchery supply flocks which provide the hatcheries with

hatching eggs). Hatcheries produce the commercial chick developed by the

breeder, but cannot reproduce the basic stock.

Hatcheries

Hatcheries are franchised by breeders and are therefore loosely integrated
by agreement or by contract. Integration may also take the form of the
financing of pullet growing operations by breeders. But the extent of actual
ownership of hatcherics by breeders is not very great.

Integration by fced manufacturers is more extensive. Feed companics own
or control a large number of broiler and turkey hatcherics and also of poultry
processing plants. There results a complicated system of contracts and verti-
cal integration, with the hatcheries or processor initiating contracts with
growers but often acting as agents of the feed companies. For example, in
Ontario, hatcheries have long participated in broiler growing contracts and
are involved (sometimes jointly with feed producers and poultry processors)
in broiler intcgration, by quota ownership of about 10 to 15 per cent of the
Ontario basic quota. Arrangements to secure chick supply to the grower and
payment to the hatchery, arc often made by the processor as integrator
(often as the agent of the feed company), who agrees to make payment to
the hatchery.

Hatcheries themselves have expanded into financing of pullet growers until
the product is ready for market and into financing of cgg producers until cgg
returns cnable the latter to repay the hatcheries® loans. Chicks are also often

grown longer by the hatcherics, instcad of being supplicd as day-old replace-
ment chicks,

LIVESTOCK AND POULTRY '

RO




vy

Hatcheries have had to adjust to the mass needs of the modern poultry and
egg producing firms and have to be ready to supply large orders (e.g. of
20,000 chicks or more) at one time. In this process of scale expansion, the
number of registered hatcheries has rapidly declined (e.g. in Ontario to
one-third of the number in 1950), while output has quadrupled. The day of
the small hatchery is almost over.

With high volume outputs and specialized facilities, hatcheries face prob-
lems of seasonality of hatch and variability of production. These will proba-
bly continue unless production of broilers, turkeys and eggs can be stabilized
and marketing problems of the latter solved.

Chicken and Turkey Broiler Producers

Commercial broiler production began in Canada in 1950 after the loss of
the British market for eggs in 1949. The loss of this market caused a sharp
reduction in Canadian egg production, with its poultry meat by-products and
opened the way for a Canadian broiler industry. Since 1950, production of
broilers and turkeys in Canada has expanded greatly, the number of produc-
ers has fallen rapidly and their size has increased correspondingly.

Production of chicken and turkey broilers was introduced as a new form of
production and has largely replaced the old dual-purpose chicken enterprises.
Thus it has not been a question of the effects of vertical integration upon an
established set of producers but the nature of the vertical links developed in
the course of establishing a new set of producers. The old set of producers
has been largely forced out of production, with resultant problems of losses
of farm income and declining numbers of farms. The sectoral problems now
to be discussed are those affecting the new sect of chicken and turkey broiler
producers.

From the start in this new set of enterprises, vertical integration has had an
important place. At the very beginning, fccd companics sponsored and assist-
ed the development of broiler production with capital assistance, credit for
feed and technical assistance and supervision of growers. As broiler produc-
tion became large volume cnterprises, chick supply and processing schedules
became important and this led to contracts involving hatcherymen as well as
growers and to the acquisition of broiler processing facilitics by feed com-
panics. In practice, the processors often arrange the contracts and schedules
with growers and hatcherics and arc thus regarded as the integrators but
many processors are in cffect feed company agents.

Integration through ownership of broilers or of broiler production facili-
ties has not become ncarly so widespread in Canada, except for Quebec, as it
has in the United States. Whether due to the cfficiency of totally integrated
operations, or to the attempts by marketing boards in Icss intcgrated areas to
maintain prices at higher levels, output from totally integrated regions is
becoming increasingly competitive in other regions. For cxample, Quebec is
supplying increasing numbers of chicken broilers to Ontario and turkeys have
been imported in large volume at times from the United States. Table 14
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shows the dramatic expansion which has occurred in Quebec chicken broiler
production compared with Ontario. In 1957-1961 Quebec broiler production
was 60 per cent of that of Ontario. By 1967 it had drawn equal and now it
exceeds Ontario by 20 per cent. The interesting feature of this development is
that Ontario producers have more than held their own in turkey, hog and
beef production relative to Quebec. The answer, of course, is that the quota
system of the Ontario broiler board has inhibited growth and turned over a
substantial market to Quebec’s integrated, low cost producers. This kind of
thing must not be allowed to happen on a national scale, with the imports
coming from other countries.

TABLE 14
Production of Poultry Meat in Canada, by Province, 1957-61 to 19691

Average  Average

1957-61 1962-66 1967 1968 19692
(thousand pounds eviscerated weight basis)
Chicken and Fowl
Canada.......ccoeevereeeeeecie s 362,174 490,577 597,340 597,530 680,000

2,029 1,114 943 685 1,000
10,243 15,611 17,986 17,343 20,000
5,529 6,536 10,161 11,262 14,000
86,912 162,496 215,801 221,442 260,000
149,416 172,692 202,217 198,962 222,000
25,066 27,374 32,645 34,092 40,000
22,454 22,307 23,570 25,284 27,000
33,476 44,610 50,729 45,371 47,000
27,049 37,837 43,288 43,089 49,000

Canada......ueecece e, 116,238 171,069 207,639 200,372 202,000

Prince Edward Island..... 288 148 95 56 _—

Nova Scotia.....ceerreereenn 839 1,004 1,650 1,873 2,000
638 813 1,909 883 700

14,497 24,094 35,556 35,588 38,500
42,103 82,241 100,506 99,192 103,000
16,844 20,528 19,849 17,775 15,800
17,809 15,312 10,751 9,846 8,700
15,612 16,581 19,391 18,453 16,500
7,608 10,348 17,932 16,706 16,800

1 Total production includes output not marketed through registered processing plants.
2 Preliminary estimate.

Source: Canadian Agricultural Outlook Conference 1969, p. 91

Competition from other provinces and from imports has made provincial
supply management through provincial marketing boards extremely difficult.
at the same time, rapidly expanding and uncontrolled supply has led to
periodic gluts and distress prices throughout the 1960’s. The question of

supply management is therefore a crucial one for all Canadian broiler
producers,
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In the case of chicken broilers, where the product is generally sold fresh in
ice packs and is therefore protected to some extent from outside competition
due to the difficulties of transportation and storage, provincial supply is stabil-
ized and quotas have acquired substantial monetary value. Criticisms have
been made of provincial prices and quotas and market demand estimates, but
the main criticism is that for one provincial marketing board to attempt to
limit output when there arc other nearby sources of supply merely results in
giving up some of the market to imports. National marketing boards and
supply management are considered in Chapter 12 on Marketing Boards,

Egg Producers

Egg production in Canada was combined with poultry meat production
and also carried out as a widespread subsidiary cnterprise until the egg
market collapsed in 1949. Thereafter specialized egg production grew in
importance, parallel with the growth in specialized broiler production.

Small-scale egg producers are being replaced rapidly by large-scale produc-
ers. Many of these small cnterprises were subsidiary enterprises on mixed
farms and their loss puts a further squeeze on low farm income. In 1966, 3.5
per cent of the farms with hens had 68.9 per cent of the hens, thus indicating
the wide difference between the large-scale and small-scale producers and the
potential for further decline in the numbers of egg producers. Similar tenden-
cies exist for cgg-grading and packing stations; in 1966 there were only one-
third as many stations as in 1951.

The two main problems of egg producers are the rapidly declining number
of producers and great instability of prices. These result from a situation in
which

(a) compcetitive supply is cxpanding with large increases in scale of
opcration and internal cconomics of scale,
(b) the product is traded both inter-provincially and intcrnationally and
(c) demand is both stagnant over timc and highly inclastic with respect
to price.
Consumption and Market Prospects

It is likely that consumption of poultry meats per capita will continue to
increasc; in fact the Task Force has accepted the Demand-Supply Projection
cstimatc of a 32 per cent increasc between 1964-1966 and 1980. The
increase in turkcy consumption is expected to be particularly dramatic. The
Task Force has made the big assumption that Canadian production of broil-
crs and turkeys will be sufficiently competitive that, with the help of the
cxisting tariff, all Canadian consumption can be supplicd out of Canadian
production. At this point it is by no mcans clear that this will be the case.
Efficicncy in scheduling and production in the United States has made such
advances as to threaten Canadian markets in spitc of the Canadian tariffs.
This situation is in marked contrast to thosc of beef and pork, in the
production of which Canadians arc competitive without protection.
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It is obvious that any move to manage supply which raises costs will not be
in the best long run interest of this sector.

At the same time, it is desirable that growers have access to feed grain and
protein supplements at prices as competitive as possible with those of poultry
producers across the border. The Task Force proposal elsewhere to eliminate
the tariff on corn (but to impose “value for duty” when U.S. corn prices fall
below the U.S. price support level) would be a step in the right direction. A
similar step is the Task Force recommendation to eliminate all tariffs on
poultry production and processing equipment.

The Task Force is convinced that, given equal access to feeds and other
inputs, with the existing tariff (two cents per pound live weight or five cents
dressed) to compensate for the colder climate in Canada, Canadian produc-
ers can be fully competitive with their American counterparts.

The situation facing egg producers is less favourable in regard to markets.
The Demand-Supply Projections indicate that per capita consumption will fall
but that total consumption will risc only modestly. As to production and
compctition with forcign supplics, the same arguments and conclusions apply
to egg production as to broiler and turkey production. There is no reason

why egg producers in Canada cannot be as cfficient as their counterparts in
the United States.

RECOMMENDATIONS

1. Governments and producers should accept as a target the export of
500,000 feeder cattle per ycar by 1980 and the production of enough beef
and veal to meet Canadian consumption demands in full. Federal and provin-
cial programs of rescarch, extension and credit should take this objective into
account.

2. Canada should initiate discussions to remove all tariffs on cattle and
beef in order to achicve a completely free continental market.

3. Dairy farmers in Quebec and Ontario(particularly in Quebec) should
consider carcfully the desirability of retaining calves which arc now sold at
low weights in order to produce heavier veal animals or feeders. Which of
these alternatives should be followed will vary from time to time and will be
determined by relative prices and the availability of other opportunitics for
income.

4. The Task Force commends the fact that discussions arc currently
underway concerning beef grading and recommends continuing review.

5. The Federal Government should direct some of the funds currently
made available through the Temporary Wheat Reserves Act for payments to
cncourage diversion of resources from grain to cattle production.

6. The Canadian Dairy Adjustment Commission should include positive
incentives for milk producers to move into beef production. Thesc are dis-
cussed in greater detail in Chapter 7 on Dairy.

7. There should be no change in tariffs on poultry and cggs.
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8. Tariffs on feed and on equipment used in producing and processing
livestock and poultry should be eliminated. Details are given in the Appendix
to Chapter 4, International Trade.

9. Any moves in the direction of National marketing boards for poultry
or eggs must be scrutinized with the greatest care to ensure that it does not

reduce efficiency. This subject was discussed in considerable detail in Chapter
12, Marketing Boards.
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