chapter seven

DAIRY

INTRODUCTION!

The Canadian dairy industry is beset with problems, both natural and man
made. Climatic conditions for milk production are less favourable in Canada
than in most countries; per capita consumption of milk and milk products is
falling in Canada as it is in most countries; even with a rapid increase in
population Canadian consumption of milk in all forms is increasing only
slightly; substitutes threaten fluid milk producers’ markets, the devaluation of
the British pound has reduced Canadian cheese exports; high support prices
in many countries have led to a world-wide surplus of dairy products.

Federal dairy policies have supported manufacturing milk and cream prices
by offers-to-purchase programs, by embargoes on virtually all dairy imports
except specialty cheeses and by other forms of subsidization. To some extent
these subsidies have slowed down adjustments. Support programs have pro-
vided seasonally stable prices but the year-to-year changes in dairy programs
have created uncertainties for investment in the entire industry. Some milk
producers use modern methods and technology in highly efficient operations
but many are appallingly out of date.

There are about 110,000 manufacturing milk and cream shippers of whom
about 78,000 ship less than 100,000 pounds of milk (equivalents) annually
and about 21,000 fluid milk shippers of whom nearly all ship over 100,000

1This paper draws heavily with frequent unascribed quotes from a study done for the
Task Fprce “Canadian Dairy Policies” by B. B. Perkins, J. H. Clark and R. G. Marshall, of
the University of Guelph. )
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pounds of milk.2 Except for those small scale producers who have little
alternative use for the few resources they devote to dairying and the largest
scale producers (predominantly fluid shippers) who have attained substantial
economies of size, dairy farmers have high costs. The dairy income problem
revolves around those small and medium sized dairy farms whose operators
have few alternatives either off-farm or on-farm and who have not managed
to up-grade their milk production technology. Given their lack of moderniza-
tion the majority of producers would not be able to cover their operating
costs and obtain a return on their labour and investment in dairying if federal
subsidies were significantly reduced. In such an event many producers who
derive a large part of their income from dairying would face income prob-
lems varying in severity and duration with their farm and off-farm alterna-
tives. Milk processing and distributing firms have serious problems too. Their
numbers have fallen by one-third in six years (from 1,600 plants in 1963 to
1,100 in 1969) and of those remaining about one-third are so small as to
have annual sales of less than $250,000. Among both farms and milk plants
there are wide differences in costs and use of technology and the smaller
farmers, processors and distributors face serious financial problems.

Currently the Federal treasury costs of support programs for manufactur-
ing milk and cream amount to $125 million per year and the consumer costs
(through higher dairy product prices) to about $100 million. There are no
developments in the offing which offer any prospect of improved incomes to
producers. Indeed high prices for fluid milk are providing incentives for the
use of substitutes which could erode dairy product markets.

This chapter attempts to do six things: first, to present a brief description
of the structure of the milk producing sector indicating in particular the
degree of relationship between rural poverty and dairying; second, to present
some projections to 1980; third, to discuss problems within the processing
‘'sector; fourth, to comment on the implications of fluid milk substitutes; fifth,
to explore the main issues and policies in the dairy industry; finally, to make
a number of recommendations.

“

THE MILK PRODUCING SECTOR

In 19662 about 190,000 farmers in Canada produced milk; almost one-half
of the Census count of farmers had income from the sale of milk or milk
products. The majority of dairy farmers were cream shippers with small
operations. Cream shippers were a majority of the total in all provinces
except for Quebec, Ontario and British Columbia (Table 2). Shippers of

* Many dairymen, especially in the Central Provinces gain substantial additional income
from the sale of dalry cows and heifers to the United States. Sales amounted to $12 million
in 1967. As noted in the chapter on Livestock a very considerable number of veal calves are
exported from Quebec and Ontario.

* Because of rapid structural change in the sector one must pay particular attention to the
year quoted. The 190,000 dairy farmers of the 1966 Census had shrunk to almost 130,000 at
time of writing this Report,
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manufacturing milk were numerically important only in Quebec, Ontario and
Prince Edward Island. Not surprisingly, the number- of ﬂuld Shlppers
varied roughly in proportion to the prov1nc1al populatlon.

TABLE 1
The Distribution of Dairy Farms by Type of Shipper and Province, 1966

Province . Cream Manufactured - Fluid Total
Prince Edward Island...........cccccoeneenil. 3,042 1,007 110 4,159
NOVa SCOtHA.cvveererireeerirecereeeeee e 2,350 201 1,287 . 3,838
New Brunswick........ooeovvireiirenennnd e 2,847 428 720 3,995
16,571 41,748 _ 5,494 63,813
15,466 22,203 7,525 45,194
15,803 716 1,234 17,753
23,453 12 776 24,241
23,389 - 1,950 1,423 26,762
614 294 2,079 2,985
Total.ueeeeceeereereeeevenens 103,535 68,559 20,648 192,740

SOURCE: Mackenzie, W., Canadian Dairy Industry, ARDA Project No. 15033, Canada Depart-
ment of Forestry and Rural Development. Mackenzie’s data for numbers of fluid shippers were ad-
justed by use of data from the 1966 Census of Agriculture. Mackenzie’s data on manufacturing milk
and cream shippers double counted about 7,000 producers who shipped both milk and cream. Since
most of these shippers probably shifted from cream to manufacturing milk during the dairy year, it
is primarily the number of cream shippers which was overestimated.

A vast majority of the dairy enterprises on Canadian farms are small. In
1966 at least two-thirds of the producers in the Maritimes and the Prairies
shipped less than 48,000 pounds per year, which represents the output of
about eight average cows and yields less than $2,500 in gross returns per
dairy enterprise (Table 2). Even in Quebec and Ontario fully one-third of
the shippers were of this small size; only British Columbia was an exception
and even then one-quarter of its shippers were of this size. The great majority
of these smallest scale producers were cream shippers; the relative impor-
tance of cream shipping declines markedly with increases in output per farm.
By contrast fluid milk shippers were heavily concentrated in the 96,000
pounds and over output class and almost none of them produced less than
48,000 pounds per year. Only Quebec, Ontario and to a lesser extent, Prince
Edward Island had a substantial proportion of manufacturing milk shippers.
These shippers were intermediate in scale of output between cream and fluid
shippers.

Shippers of Fluid Milk
All provinces have legislation which provides for restricted entry into the
fluid market but while prices received for quota sales are higher than those in

manufacturing markets, fluid shippers must ship on a year-round basis and
meet higher standards of milk quality. Because of the location, land and
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_data on a considerable number of dairy farms across Canada.

labour costs are typically higher on fluid milk farms. These factors have
resulted in above-average dairy farm managers who make fluid milk produc-
tion a major enterprise. Appendix A to this chapter gives farm management

TABLE 2
Volume of Milk Shipped by Type of Shipper and Province, 1966

Manu-
Province Shipping Volume Cream facturing  Fluid Total
(Ibs. milk equivalent (per cent of all dairy farms)
per annum)
Prince Edward Island.............. under 48,000.......... 54 14 ) 69
48,000-95,999........ 15 7 ) 22
96,000 and over.... 4 3 2 9
Total.............. 73 24 3 100
Nova Scotia........ccoecerverecrenrenee under 48,000.......... 55 3 4 62
48,000-95,999........ 5 1 7 14
96,000 and over.... 1 1 22 24
Total.............. 61 5 34 100
New Brunswick...........ccoerveruen. under 48,000.......... 56 6 1 63
48,000-95,999........ 12 3 3 18
96,000 and over.... 3 2 14 19
1 11 18 100
R 18 23 ) 41
48,000-95,999........ 7 20 1 28
96,000 and over.... 2 22 7 31
Total.......... 26 65 9 100
Ontario...........ccoevveerveeeeeenae under 48,000.......... 22 10 ) 33
48,000-95,999........ 9 12 1 21
96,000 and over.... 3 - 27 16 46
Total.............. 34 49 17 100
Manitoba.........ccooevvvireeeeannn under 48,000.......... 75 2 (—) 78
48,000-95,999........ 12 1 () 13
96,000 and over.... 2 1 7 9
Total.............. 89 4 7 100
Saskatchewan.......................... under 48,000.......... 90 ) ) 90
48,000-95,999........ 6 () ) 6
96,000 and over 1 ) 3 4
Total.............. 97 (—) 3 100
AIberta.........ovveeeeeiercvesenie under 48,000.......... 6 2 (-) 7n
48,000-95,999........ 15 2 ) 17
96,000 and over.... 4 3 5 12
Total.............. 87 7 5 100
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TABLE 2
Volume of Milk Shipped by Type of Shipper and Province, 1966

Manu-
Province Shipping Volume Cream facturing  Fluid Total
(Ibs. milk equivalent (per cent of all dairy farms)
per annum)

British Columbia................... under 48,000......... 18 4 ) 23
48,000-95,999........ 2 3 16 20

96,000 and over.... (—) 3 54 57

Total.............. 21 10 70 100

Canada under 48,000.......... 43 11 (&) 54
48,000-95,999........ 6 10 1 20

96,000 and over.... 2 14 9 26

Total.............. 54 36 11 100

(—) less than .5 per cent. Percentages do not add exactly to totals in some cases because of round-
ing.
SOURCE: see Table 1.

Data on over 750 fluid milk farms in Ontario indicate that in the mid
1960’s the average cost per hundredweight of milk produced declined sharply
up to 300,000 pounds per year but only modestly beyond that level. These
data indicate that the minimum size for a viable dairy enterprise is 25 to 30
cows with an annual production of close to 10,000 pounds of milk per cow.
Smaller enterprises can be expected to have considerably higher costs. In
1966 there were fewer than 3,000 fluid shippers who shipped less than
96,000 pounds (located mostly in Quebec and the Maritimes) but there were
probably another 5,000 in the 96,000 to 192,000 class and both of these -
groups would have had higher costs and lower net incomes than the average
fluid shippers. Production costs and technological improvements increase the
size of fluid milk enterprise necessary to have a profitable unit and the
smaller shippers will find it increasingly difficult to compete. As a class they
are not considered to have had serious income problems and their adjustment
out of the industry or into larger size operations is made easier by the
opportunity in most provinces to sell their fluid quotas or to acquire addition-
al quotas.

Shippers of Cream and Manufacturing Milk

A special survey of shippers of cream and manufacturing milk in 1966*
revealed that only 36 per cent of them derived one-half or more of their cash
receipts from sales of milk and cream and that a similar proportion obtained
less than one-quarter of their cash reccipts from this source (Table 3).
Moreover, even this degree of dependence is characteristic only of produc-

‘W. J. White and V. A. Heighton, The Structure of the Canadian Manufacturing Milk
and Cream Industry, Canada Department of Agriculture, March 1968,
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TABLE 3

Receipts from Sales of Milk and Cream as Percentage of Total Receipts on Farms
Shipping Manufacturing Milk and Cream; Canada and Provinces, 1966

Less
than 25% 25-49% 50-74%, 75-1007

(percentage)
37 27 19 17
31 46 16 7
47 27 14 12
30 36 21 14
6 31 28 25
25 28 22 25
. 58 25 9 8
Saskatchewan......... n 16 4 4
Alberta 62 24 8 6
British Columbia........... 41 24 14 21

Source: W. J. White and V. A. Heighton, The Structure of the Canadian Manufacturing Milk
and Cream Industry, Canada Department of Agriculture, March 1968.

ers in New Brunswick, Quebec, Ontario and British Columbia. Quebec had
the highest percentage of producers with at Icast one-half their income from
dairy products (53 per cent); Ontario had the second highest (47 per cent).
In the Prairic Provinces the great majority of producers derived less than
onc-quarter of their cash receipts from dairy products.

The special survey also showed that only 15 per cent of the producers
with one to seven cow herds obtained most of their income from sales of
cream and manufacturing milk (Table 4) but that dependence on dairy sales
increased rapidly with increases in size of herd. This is as onc would expect;

~in fact it cmphasizes how small some producers arc when the sales from
seven cows or fewer produces over onc-half of their cash income.

Sales per cow averaged just under 6,000 pounds from the enterprises
shipping cream and manufacturing milk; sales in Saskatchewan averaged only

TAbLE 4

Receipts from Sales of Manufacturing Milk and Cream as Percentage
of Total Receipts, by Number of Cows Milked, Canada 1966

Less
Number of Cows Milked than 259%, 25-49%, S0-74% 75-1007;
(percentage)

65 20 8 7

2 37 24 17

10 27 3 32

10 18 27 45

11 1 24 55

SoURCE: As with Table 3.
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4,084 pounds per cow. Low yields per cow help to explain low incomes from
milk production. Nearly one-half of all non-fluid shippers milked by hand;
only 36 per cent of producers uses artificial insemination; only 37 per cent
had either a bulk or can cooler. The data of Table 5 tell the sad story of the
low level of technology on most non-fluid dairy farms. These facts must be
borne in mind when discussing future dairy policy.

TABLE §

Levels of Dairy Technology: The Incidence of Modern Equipment and Practices
on Manufacturing Milk and Cream Enterprises, by Province 1966

Per cent of dairy farms

Farms Using P.E.I N.S. N.B. Que. Ont. Man. Sask. Alta. B.C. Can.

Electric milking

Machines......coeeveerrccerinens 42 30 51 63 14 21 14 41 47 54
Pipeline milker.. 5 1 5 2 5 1 X 2 4 3
Bulk Tank......... B | x 2 13 12 X X 2 10 8
Can Coolet.nnnecnaeannnn. 20 12 15 40 34 13 6 15 28 29
R.O.P.or D.HIA....... 14 4 7 7 7 4 4 4 7 6

Artificial Insemination.... 72 52 41 24 59 35 26 35 64 36

= Less than one per cent.

Source: W. James White, “The Adoption of Modern Dairy Practices,” Canadian Journal of
Agricultural Economics, VYol. 16, No. 1, p. 30.

~ Those producers who have small or medium sized dairy enterprises and do
not have other cnterpriscs to provide rcasonable net farm incomes represent
the hard core of the dairy income problem. To increase their dairy incomes
requircs both managerial skills and enough capital to enlarge the herd to at
least 25 to 30 cows and output per cow to at least 9,000 pounds per year.
This is not a feasible solution for the majority, given supply and demand
conditions. Even since 1966, the year on which much of the analysis in this
section has been based, large numbers have left the industry altogether.
Between 1966-67 and 1968-69, 25,000 dairymen producing less than 50,000
pounds of milk went out of production and another 25,000 producers were
cut off dircct payments from the Canadian Dairy Commission and most of
them presumably are no longer shipping milk or crcam. It is not surprising
that the rate of change has slackencd in the past year.

Those producers who currently have quotas of 12,000 to 50,000 pounds
are less dependent on dairy income than the shippers sampled in 1966. Over
50 per cent of these small producers derive less than onc-quarter of their
income from milk and crcam sales (Table 6); threc-quarters of them derive
less than onc-half of their income from dairy sales. One-tenth of all these
quota holders had year-round off-farm employment and ncarly 20 per cent
had some off-farm cmployment.

DAIRY TR




S —

TABLE 6

Number of Farmers with Quotas of 12,000 to 50,000 Pounds by Per Cent of
Farm Cash Receipts from Dairy Products, Canada, 196869

Less than More than

Region 26% 26-50%, 51-70% 70% Total
Maritimes 842 1,020 661 625 3,148
Quebec 1,788 2,164 2,258 3,200 9,410
Ontario 2,402 1,477 656 877 5,472
Prairies 16,317 3,516 1,118 1,142 22,093
British Columbia....... ...... 77 52 24 39 192
Canada.......ccoeeeeeiinienens 21,486 8,229 4,717 5,883 40,315

Source: Unpublished Canadian Dairy Commission data; distributions adjusted for about 3,000
shippers who did not provide income information.

To quote from the conclusions of the Perkins Study donc for the Task

Force.

1. Much of the primary dairy scctor is characterized by poor management,
archaic technology and small scale enterpriscs but the majority of producers
with such enterprises do not depend on them as a major source of income
and the dairy enterprise makes use of pasture, labour and building resources
which have low opportunity costs (i.c. low returns in the next best use,
such as producing beef or other livestock.) However in much of Quebec
and in marginal farming arcas in other provinces, low output dairy
cnterprises make a significant contribution to the relatively low total incomes
of farm familics. Morcover on most cntcrpriscs shipping between 50,000
and 150,000 pounds milk cquivalent, production cannot be based on other-
wise under-utilized resources and production costs arc high. The demands
of the medium to large dairy cnterprisc limit the ability of the operator
to take off-farm employment.

2. The rate of structural change in the scctor has been extremely high
and we do not expect that this ratc of change will abate. In our estimation
there are currently no more than 15,000 producers shipping less than 50,000
pounds who arc expericncing scrious income problems® In addition, there
may be up to 25,000 larger shippers who arc facing income problems but
generally less scvere problems. Among cream shippers there is a marked
trend to convert to shipping: whole milk or quit dairying and we expect
that cream shipping will virtually disappear during the 1970's, with the
possible exception of Saskatchewan.

The estimate of 40,000 milk produccrs “facing problems” out of 110,000
non-fluid shippers may be low. In the Chapter “The Low Income Sector”, it
is cstimated that a minimum of 100,000 farm familics were living below the
poverty line in 1966 and it could well be that at Icast onc-half of them are

milk producers.

s*There are approximately 19,000 shippers in this class in the current dairy year who
have depended on sales of milk and cream for morte than 285 per cent of their farm
income. Allowing for off-farm employment camings and other sources of family income
(including peasions and income reccived by other members of the farm family) the cstimate
of 15,000 producers in this claws in povesty was contidered a reasonable upper limit” (Part
of quote from the Perking Study).
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PROJECTIONS TO 1980

Projections as to future consumption of milk in all forms depend upon the
assumptions made and type of analysis used. Two forecasts were made for
the Task Force. The study by Perkins forecast an increase of nine per cent in (h
total Canadian consumption in the 15 years 1964-66 to 1980; a Canada e
Department of Agriculture® study forecast a 14 per cent increase in the same
period. The main source of this fairly modest discrepancy arises from
differences in the trecatment of Two-Percent fluid milk. The rate of market
growth of Two-Percent sales has been rapid; in Toronto it accounted for 11
per cent of total fluid milk sales in 1958 and for 37 per cent in 1967. As a 4
proportion of all commercial sales of fluid milk in Canada, Two-Percent milk ipr
accounted for 15 per cent in 1964 and 24 per cent in 1967. In provinces east
of Ontario it was ten per cent or less in 1967, while in other provinces it
ranged from 19 per cent in Saskatchewan to 34 per cent in Ontario.

The Perkins estimates appear in Table 7. They indicate that between
1964-66 and 1980 per capita consumption of milk in all forms will decline by
18 per cent but that total consumption will rise by nine per cent because of
population growth. Cheese consumption by 1980 is expected to be more than
double that of 1964-66 but total consumption of other milk products will fall.
To the dairy farmer and indeed to many milk processors, this is a depressing
but nevertheless realistic forccast.

~ The Perkins report projections of supply appear in Table 8, based on the
assumption that currcnt policics would continue to 1980. Between 1963 and
1969, the number of milk cows in Canada declined by 11 per cent and
output per cow rose by 9 per cent. These data must be treated with caution:
“Milk cows™ may be defined quite arbitrarily; “output per cow” and “sales per
cow” arc not identical. The unfavourable comparisons of Canadian output
per “milk cow” with that of milk cows in other countries may be partly
because of different interpretations as to what constitutes a “milk cow.”

THE PROCESSING-DISTRIBUTING SECTOR

The processing-distributing scctor of the Canadian dairy industry in 1966
consisted of almost 1,300 factorics or plants owned by nearly half as many
companies. They cmployed about 33,000 persons and had a total “value
added” of approximately $350 million. A large part of the scctor is still made
up of small local fluid milk distributors and of companics processing butter or
cheese in small single plants. Large scale and multiproduct plants, operated

—e,

. *“Supply-Demand Projections to 1950, CDA, 1968. In this publication, consumption
in all forms was forecast to be 19.9 billion pounds compared with the forecast of 18.8 billion :
in Table 7. Because consumption of butter (the main form in which milk is consumed) '
varics considerably with price, one must make his assumptions explicit as to price. If butter
Prices temain at 1969 levels (relative to margarine only) per capita consumption in 1980
might be 15 pounds rather than 13.1 (Table 7). This higher figure would account for 1.1
billion pounds of milk, or cxactly the difference between the CDA and the Perkins forecasts.
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TABLE 7

Per Capita and Total Consumption of Dairy Products, 1964-66
1967, and Projections for 1975 and 1980, Assuming Constant Real Prices

1980 as per
Per Capita Consumption cent of
in Pounds of Products 1964-66 1967 1975 1980 1964-66
- (pounds}
Fluid milk....corecrecirnnencienne 275.0 267.5 246.0 233.0 84.7
Butter 18.5 16.9 14.0 13.1 70.8
Cheese 9.0 9.9 12.8 14.4 161.1
Other milk products?................ 114.4 114.5 102.8 99.6 89.4
1980 as per
Total Consumption cent of
in Milk Equivalents 1964-66 1967 1975 1980 1964-66
(million pounds)
Fluid milkL.....ccoeooreiecirenvinncnnen 5,263 5,325 5,703 5,943 115.3
Butter. 8,372 7,933 7,773 7,913 95.2
Cheese 1,714 1,971 2,945 3,653 213.1
Other milk products.................. 2,178 2,337 2,438 2,594 119.1
Totald 17,230 17,149 17,809 18,831 109.3

1 Includes fluid milk sales and milk consumed on farms; excludes Newfoundland population.
Cream included in other milk products,

2 In milk cquivalents.

3 Adjusted to avoid double counting sales of Two-Percent milk and the butterfat separated off
in preparing the product. Adjustment in terms of millions of pounds of whole milk amounted to:
297 (1964-66), 416 (1967), 1,050 (1975), and 1,332 (1980)

Source: Perkins,

TAnLe 8

Projected Changes in Milk Cow Numbers, Yicld Levels, and Milk Sales
by Regions, 1975 and 1950

Cow numbers . Salcs per cow Milk Sales
Reglon 1963-66 1913 1980 1968-66 1978 1980 1964-66 1973 1950
(000's) b)) (million pounds)

AUADN ceee e 149 1 100 $,5%4 7,300 8,00 $20 796 500

Quebet. . imivenene 1,047 938 873 3,310 7.300 3,200 3,769 6,826 7.189

Ontario ... 918 31? 76 6,807 3,400 9,200 6,367 6,863 7.9

Manitoda...o e 1 1 3 (2 4,718 7,500 8,200 byl 622 88

Saskakchewan.... 178 43 M 4,114 7.100 7,800 10 320 263

Aldents e 260 147 128 $,36) 8,00 8,300 1,923 1,220 1,10
British

Columbia........ 113 n 72 9,356 11,100 11,700 $03 3} 82

Canada e 2,822 2,213 2,048 3,90 1.99 8,722 16,672 17,502 17,563

Noanonnuluxndchnhiuaksfoﬂhcmmdumhmcmwlwdumdmbkmmlﬂl
of Two-Percent milk.

Souvncs: Perking.
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by major corporations which sell a wide range of dairy products and have
their own brand names are integrating the sector across product lines. The
degree of concentration in the sector is increasing markedly. Apart from the
fluid milk distributors, which in size and number vary largely in proportion to
the distribution of population, the processing sector is located mainly in
Ontario and Quebec. Nearly three-quarters of all processing plants are in
Quebec and Ontario and these provinces account for a similarly large
proportion of total sector sales.

The regional distribution of plants classified according to the processing
product differs considerably. Of the 545 butter plants operating in 1965, 35
per cent werc in the Western provinces and 60 per cent in the Central
Provinces, whereas of the 202 cheese factories, 92 per cent were located in
Ontario and Quebec. Condenseries and processed cheese plants were also
heavily concentrated in the Central Provinces, while ice cream manufactur-
ing, which is commonly associated with the pasteurizing operation, was more
widely distributed across the country.

In 1965 average output of butter per plant was 264,000 pounds but ten
per cent of the plants produced 40 per cent of the butter. The decline in
farm-scparated cream production has forced small local creameries either to
go out of business or to collect cream from a wider geographic area, thus
increasing their costs. Offer-to-purchase programs for skim milk powder in
the 1950s and again in recent years have favoured combined butter-powder
plants over creamerics and there has been a rapid structural change from
creamerics to industrial milk plants recciving whole milk. Today most butter
is made from whole milk. Recent studics have indicated that processing costs
fall rapidly (per unit) with increased output. A synthetic model employed in a
study undertaken for the Canada Department of Industry indicated that
processing costs alone declined from 8.9 cents per pound for creameries with
an output of 250,000 pounds to 5.2 cents for creamerics with an output of 1
million pounds of butter. For plants using whole milk, the processing costs
allocated to butter production were estimated to decline 5.4 cents per pound
at an output of 750,000 pounds to 2.5 cents at an output of 4 million
pounds.? Above an output of 700,000 pounds it was cstimated that crcam
processing would result in higher unit costs than whole milk processing.

A study in Alberta based on the operations of plants in 1966 revealed
similar substantial cconomics of size; plants with less than 200,000 pounds
output had average processing costs of over 11 cents per pound of butter,
whearcas plants producing more than onc million pounds had unit costs
below five cents.® The study provided the interesting information that the
small crcamerics through competition for supplics paid more per pound of
butterfat input than the larger butter plants.

———

' Economies of Scale In Cancdian Butter and Skim Milk Powder Production, a study
undertaken by Stevenson and Kellogg Ltd., for the Canada Dept. of Industry, 1967.

* Walter B. Rogers and Horace S. Baker, “An Economic Analysis of the Alberta Butter
Industry,* Canadian Journal of Agricultural Economics, Vol. XVI, No. 1.
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Much the same conclusions about economies of size in butter manufactur-
ing were drawn in a recent Quebec study.? This study also found that the
investment costs required to receive cans were much higher than those
required for bulk receiving. In the case of cheese, the Quebec study indicated
that economies of size, though evident, werc much less marked in cheese
made from raw milk than in butter production. Processing costs per pound
averaged 7.2 cents for plants with less than 200,000 pounds output and 6.3
cents for plants with output of 600,000 pounds and over.

Changes in technology and industrial structure have favoured large volume
plants. New forms of packaging and merchandising and changes in competi-
tion arising out of the development of the retail food chains have had a direct
impact on the number and size of these processing firms. Condenserics,
process cheese plants and the larger ice crcam plants, which typically have
been operated by major corporations with wholesaling operations, are faced
with countervailing power of the retail chains.

The devclopment of retail chains has had an important impact on fluid
milk distributors most of which were typically small firms serving local
markets, generally through home delivery routes. The retail chains have
offered consumers lower prices for milk and other dairy items and a greater
choice of container sizes. Competition at the retail level has been heightened
by the emergence of milk specialty stores in many major citics which, by
means of high volume sales and longer store hours, offer milk in two and
three quart jugs at lower prices. The large capital requirements for modern
pastcurizing and bottling plants, the nced to meet the demand for diversified
sizes and types of containers and types of products and the bargaining
strength of the supermarkcets which arc accounting for an increasing propor-
tion of their sales have combined to put great pressurc on dairics to expand
their businesses or to scll out to other distributors.!®

The degree of concentration in the ownership of dairy plants in Ontario
(which “is less than in any other province, cxcept perhaps Quebec™!t) has
increased considerably in the post-war period; the “Big Three” (Silverwoods,
Bordens and Dominion Dairies) accounted for 30 per cent of sales of fluid
milk, crcam and chocolate drink in 1945 and for 35 per cent in 1961; more
significantly, over the same period, the number of independents required to
account for 15 to 20 per cent of total sales declined from about 55 to 12
firms. Many independents were acquired by or merged with larger dairies.

Current trends indicate that in the long run the processing-distributing
scctor will be completely integrated, producing most of the range of dairy

*Gilles Lebel and Armand Lacaue, Economic Study of Manufacturing Costs of Dairy
Products in Quebec, 1967.

»The ultimate threat posed by the retail chains to the dairics is that the former will
integrate back into the procesmsing ficld as Loblaws has done in Ontario and as Safeway has
done in the West. Such integration along with growth in independent jug stores could result
in the traditional dalrics losing their markets altogether. Some large dairy companics have
entered the jug store markets themselves,

uSce Duncan Allan's excellent paper, “Concentration and Competition in Ontario’s
Fluid Milk Industry,” Ontario Ecoriomic Review, November 1965,
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products and operated by a small number of large corporations and co-opera-
tives. At the present stage the degree of competition is high and margins low.

In 1957, the Royal Commission on Price Spreads of Food Products found
no evidence that the rate of return on net worth in this sector was abnormally
high. A similar conclusion can be drawn from data for 1963 which indicate
that the profit on net worth after tax for corporations manufacturing dairy
products averaged 9.5 per cent and was below the average of other types of
corporations. A Task Force survey of agribusiness produced similar conclu-
sions for more recent years.

When provincial milk boards administer retail prices!? they effectively
determine the marketing margin for fluid milk products. It is likely that these
margins are sct to cover the costs of the least efficient distributors and thus
serve to reduce price competition and to encourage advertising and other
forms of promotion of questionable value to consumers and producers. The
most obvious instancc of such provincial protection is in Alberta where
identical store and home delivery prices for fluid milk products prevent
consumers from having the option of lower prices through store purchases.
The cxistence of fixed margins for distributors provides considerable incen-
tive for backward integration by chain stores into this field.

There has been a similar problem in Ontario for manufacturing milk
products. In 1968 the Canadian Dairy Commission publicly stated that it
viewed a pricc of $3.54 per 100 pounds of manufacturing milk as the
producer level cquivalent of the support prices of 63 cents and 20 cents for
butter and powder respectively and that it was up to the provinces to sccure
this manufacturing milk pricc. The Ontario Milk Marketing Board was the
only provincial authority to fix a pricc of $3.54 for manufacturing milk and
by this action it cflcctively set the margin for processors. Processors with high
operating costs have undoubtedly found this margin too low, whereas the
more cfficicnt processors may be able to gain profits which would not exist if
margins were determined by market competition.!s

Federal price supports for dairy products have undoubtedly reduced short-
run unccrtainty for processors and to this extent the support programs have
lowered processing costs. On the other hand the Federal programs have
increased processing costs because scasonally stable prices encourage scasonal
instability of milk and crcam production, which in turn results in excess plant
capacity throughout most of the year and in higher costs for processing. By
contrasts, the year-to-ycar vagarics of Federal dairy programs have been a
source of uncertainty for plant planning and investment. Federal and provin-
cial policies have contributed to heavy investment in butter-powder plants in
recent years. The current costly surplus of skim milk powder is a result.

“1In the Prairics, Quebee and parts of the Atlantic region.

“This corresponds to the position taken by G. R, MacLaughlin, Chairman of the Ontario
Milk Marketing Board who argucs *...our processing industry for industrial milk is behind
the times... Ontario processors maintain they need a gross margin of at least 75 cents per
CwiL... However, in some other arcas of Canada and the northern United States, 40 cents

lr? 50;:9?1! is accepted as a sathfactory gross margin.” Reported in Ontario Milk Producer,
ov, 9.
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FLUID MILK SUBSTITUTES

Substitutes for fluid milk (i.e. regular whole milk) are either (1) filled
milk, a product that contains non-fat milk solids in either fresh skim milk or
reconstituted skim milk combined with a vegetable fat in place of milk fat or
(2) synthetic milk, a product in which no component of natural milk is
used.!* Because of lack of experience with the marketing of either filled or
synthetic milk in Canada, the Task Force is limited to an analysis of experi-
ence in various states of the United States and to conjecture concerning
developments in Canada. Appendix B to this chapter gives considerable detail
concerning the American experience. In this section'® we merely summarize
some of the findings discussed in Appendix B and then go on to assess the
possible implications of filled and synthetic milks to the Canadian dairy
industry and Canadian dairy policies.

Filled and Synthetic Milk in the United States

In the United States, the only fat used in both filled and synthetic milk is
coconut oil, which has more saturated fatty acids than butterfat has. A survey
of consumers in California and Arizona indicated that over half of those
interviewed were of the mistaken opinion that filled milk contained lcss
cholesterol than did regular milk and an cven larger proportion held the
mistaken belicf that therc were fewer calorics in filled milk than in regular
milk.

Through its Federal Milk Orders, the United States Department of
Agriculture has insisted that the non-fat milk solids used in filled milks be
paid for at Class I (the highest) prices. A study by USDA indicated that the
cost of ingredients, per U.S. half-gallon, would be 27.2 cents for regular fluid
milk, 20.7 cents for filled milk and 13.0 cents for synthetic milk. Several
other studies gave rough confirmation to these differentials (Scc Appendix B
of this chapter). Filled or synthetic milks have been sold in at least 20 states
but only in Hawaii and Arizona have they taken over a substantial share of
the market (Hawaii, 20 per cent, Arizona, 10 per cent). In Hawaii the retail
price of filled milk is about 20°cents per half gallon (U.S.) less than that of
regular fluid milk. The ability of filled and synthetic milks to take over part of
the fluid milk market is not mercly a matter of their price differcntials
comparcd with fluid milk. Promotional activitics, length of time the new
products have been available to consumers, and misconceptions about rela-
tive caloric and cholesterol contents, may be as important as the actual price
differentials. In the Unitcd States, many states prohibit or regulate the sale of
filled milk but few states have barricrs to the production and salc of synthetic

¥ Synthetic milk may contain sodium cascinate, a milk derivative, as an ingredient.
However, in the United States the Food and Drug Administration considers sodium cascinale
as not falling within the meaning of dairy products as defincd by the Filled Milk Act.

3 This scction and Appendix B are drawn largely from work on the subject of milk
substitutes done for the Task Force by Professor Manhall of the University of Guelph.

192 CANADIAN AGRICULTURE IN THE SEVENTIES




&
i

milks. Perhaps more important, the Filled Milk Act of the Federal govern-
ment prohibits inter-state commerce in filled milk but not in synthetics. This
Act is likely to be challenged in the courts and the whole legislative-adminis-
trative position for both filled and synthetic milks is in a state of flux.

Assessment of the Possible Impact of Fluid Milk Substitutes in Canada

A discussion of the market development of fluid milk substitutes and their
impact on the Canadian dairy industry can proceed only after making
assumptions concerning legal and administrative restraints and relative
ingredient costs of the competitive products involved.

(a) Legal and administrative restraints

Most provinces have legislation or regulations prohibiting the blending of
ingredients of dairy origin with those of non-dairy origin although in some
provinces these restraints are ambiguous and subject to different interpreta-
tions.?® The Ontario Edible Oils Act and the Quebec Dairy Products Act both
seem to prohibit the manufacturing and sale of filled products. Changes in
provincial legislation would be necessary before filled milk could take over
very much of the fluid milk market.

Synthetic milk scems to be in the same position as does margarine in terms
of provincial legislation.!® Some provinces prohibit the manufacture and sale
of substitutes but with exclusions made for individual products such as
dessert toppings or coffce whiteners. Others permit the manufacture and sale
of synthetic products under license. Although existing federal legislation does
not prohibit the manufacturc and sale of synthetic products, a restraint rests
with the Federal Food and Drug Directorate pending their approval and
development of nutritional standards.

(b) Relative ingredient costs in Canada

Various estimates have been made of the relative ingredient costs of filled,
synthetic, and fluid milk in Canada. These are, of course, based on assump-
tions concerning the pricing of solids-not-fat and regular milk, the butterfat
differential and the prices of non-dairy ingredients. In general, prices of the
non-dairy ingredicnts in filled and synthetic milk are higher in Canada than in
the U.S. and the butterfat support level lower. Skim milk powder prices are
similar in both countrics. If skim milk used for filled milk is priced at Grade
A or Class I prices, the fact that the Canadian butterfat differential is lower
than in the United States would raise the valuc of the solids-not-fat compo-
nent in Canada relative to that in the U.S.A.

The Ontario study?? cites the ingredicnt costs of regular fluid milk at 15.47
Cents per qt. (at $6.00 per cwt) as compared to 13.12 cents per quart for
filled milk using Grade A skim (8.05 cents per quart using skim milk

*Sce The Impact of Edible Oil Products on the Dairy Industry, Farm Economics,
Statistics, and Co-operatives Branch, Ontario Department of Agriculture and Food, June,
1968, Pages $, 7, 35, 36.

" The Impact of Edible Oil Products on the Dairy Industry, op. cit.
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powder) and 9.36 cents per quart for synthetic milk. Perkins'® esti-
mated the ingredient costs of filled milk (using liquid skim) at 11.71
cents per quart and of synthetic milk (using soya flour) at 5.27 cents
per quart.

Table 9, which indicates the relative cost of ingredients in the United
States and Canada, has been constructed from the U.S.D.A. study previously
cited (with U.S. costs converted to an imperial quart basis) with particular
" assumptions concerning relative ingredient costs in Canada. One assumption
is that the non-fat component of filled milk would be priced at Class I or
Grade A prices; this is a rcasonable assumption given the present milk
control legislation in the different provinces.

TABLE 9
Estimated Ingredient Costs for Filled, Synthetic and Regular Fluid Milk in Canada

Filled Milk
Using Class 1
or Grade A
Fluid Skim Milk Synthetic Milk Whole Milk

US. Canada US. Canada US. Canmada

(Cents Per Imperial Quart)

Fluid Skim...ueeeeeierecrecene 9.26 10.58 —_ —_— 9.26 10.58
Vegetable Oil2... 1.65 1.88 1.65 1.88 _ —_
Mitk Fatl.eerreceerreenncenes —_ —_— -_ — 7.32 6.75
Protein (soy Protein)l............. —_ -— 3.47 4.16 —_ —_—
Emulsificrs, Stabilizers............ 1.71 1.71 1.7 1.7 — -
Sweeteners, body agents......... _ — 1.09 1.09 —_ —
Cents PEr Qlecereeernrererereeceesncsnns 12.62 14.17 7.92 8.8 16.58 17.33

1 Based on a fluid price of $6.56 cwt. (3.55%) with a butterfat differential of 74 cents in Canada and
on a fluid price of $6.35 US/cwt. with a butterfat differential of 80 cents in the US.A.

* Assuming prices of vegetable fats and soy proteins 20 per cent higher in Canada than
in the US.

Souxrct: Data for US.A. converted from Table B-2 (Appendix B of this chapter); data
for Canada cstimated by R. G. Manhall,

Pricing the non-fat component at powder prices would widen the cost

differential between regular milk and filled milk by approximately four cents

per imperial quart.

Other influcnces in Canada could be: (1) the possible application of a 12
per cent federal sales tax to filled and synthetic products (there is currently a
12 per cent federal sales tax on margarinc) and (2) the fact that parly
skimmed milk, offered at a price lower than regular milk, has become mor¢
widely accepted in Canada than in the United Statcs. The latter would tend to
narrow the price advantage of filled or synthetic milk.

s Canadian Dairy Policies Appendix IVA, p. 152
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Policy Implications of Milk Substitutes
(a) Filled milk

Assuming that legal and administrative barriers to the manufacture and sale
of filled milk are removed or circumvented in particular provinces and assum-
ing that the pricing of the solids-not-fat component of filled milk falls under
provincial jurisdiction with respect to classified pricing, then the price differ-
ential between regular fluid milk and filled milk will depend upon two
policies: (1) federal price support policies concerning butterfat and (2)
provincial policies on the pricing of solids-not-fat. The latter might be set by
the provincial milk administrative body at regular fluid skim prices, or alter-
natively, manufacturers might be frec to use skim milk powder at market
prices. These would be sct currently by the offer-to-purchase level. High
butterfat prices and low solids-not-fat prices would increase the differential

between regular fluid milk and filled milk and expand consumption of the
latter.

(b) Synthetic Milk

Policy implications concerning the completely synthetic product are of a
somewhat different order. Again assuming technological improvement with
respect to taste and other product attributes and assuming that nutritional
and composition standards arc established such that a relative cost advantage
still accrues to the synthetic product, displacement of fluid sales by a non-
dairy product presents a threat to both provincial classified pricing arrange-
ments and to federal dairy policies.

The implications concerning displacement of dairy resources, the loss of
revenue from fluid milk sales, the restraints on the level of prices for Grade A
milk and the added burden of disposal of manufacturing milk products are
sclf-cvident. In addition, although future devclopments in this regard arc, as
yet, completely hypothetical, should legislative and administrative restraints
on the production and sale of synthetic milk (c.g. outright prohibition,
taxation, restrictive composition and labelling regulations) not be imposed or
prove to be incflective, the competitive price level of solids-not-fat as cstab-
lished at both provincial and federal levels could be completcly undermined.

In the projections of Chapter 10 we have assumed that fluid milk substi-
tutes would have minimal impact by 1980. However there is potential for
substantial change and this assumption could be cntircly too optimistic from
the point of view of the milk industry.

THE PRESENT SITUATION—A SUMMARY
There docs not appear to be any great advantage to be gained from

duplicating herc a detailed review of the dairy policics of the past few ycars;
the Perkins study for the Task Force reviewed them in some detail to
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1968-69. Instead, we shall attempt to put the present situation into perspec-
tive and in doing so also put current dairy policies into perspective and then
indicate promising approaches in policy.

Consumption and Promotion

Per capita consumption of milk in all of its forms has been falling for
many years and there appear to be no likely developments which would
reverse that trend. On the other hand it might easily be speeded up by filled
or synthetic milks or by larger butter-margarine price differentials. In the
export market it appears that only cheddar cheese offers any prospect of
exports and these prospects are tied almost entirely to the United Kingdom
market. Devaluation of the pound sterling in 1967 affected the market
adversely; entry of the UK into the EEC is likely to bring cven more
unfavourable effects. Thus dairymen, like wheat producers but in contrast to
beef producers, face gloomy prospects on the demand side.

Fluid Milk Producers

There are about 20,000 fluid milk producers mostly with large dairy
enterpriscs and specializing in milk production (other enterprises, if any, are
minor).

The prices these farmers receive for the milk they sell for fluid consump-
tion (about 70-90 per cent of their production) is much higher than for
industrial milk because of provincial government regulations. These rcgula-
tions, along with the high cost of hauling fluid milk for long distances, give
fluid milk producers such a favoured (monopoly) position that they
apparently require no further government assistance.

The fluid milk producers affect the industrial milk scctor by producing in
excess of market requirements for fluid milk. They gain from the offer-to-
purchase programs of the Canadian Dairy Comimission by receiving the local
equivalent of 65 cents per pound for butter and 20 cents per pound for
(spray) skim milk powder.?® They can reccive CDC direct payments subsidics
but only on their output in excess of 125 per cent of their fluid milk sales.

The differential between fluid milk prices and industrial milk prices
increases the gross revenue of milk producers as a whole for any given level
of production. This is onc of the two-price systems discussed in Chapter 12
on Marketing Boards.

The negotiability of fluid milk quotas in British Columbia and Ontario and
the usc of an organized system of pooling have brought an increased level of
order and understanding to fluid milk production and marketing in those
provinces.

»The question of “hold-backs”, which have become sizeable is ignored. These arc sums
held back to assist in subsidizing exports of dairy products. In 1969-70, the hold-backs amount
to 26 cents per hundredweight on quota milk and 52 cents on non-quota milk. Export
subsidies on skim milk powder and chcese are expected to amount to about $45 million in

1969-70, about double the sum collected in hold-backs. Thus hold-backs may have to be
increased.
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The favoured position of fluid milk producers is threatened by substitutes
but substantial adverse effects should not be experienced before 1972 at least.

Fluid Milk Distribution

The number of distributor firms has been falling rapidly, partly because of
the economies which accompany larger operations and partly because of
relaxation in the regulations by provincial governments’ regulatory agencies.
There is, fortunately, a tendency to reduce those parochial influences which
prevented expansion and amalgamation of firms. The process of amalgama-
tion must include co-operatives as well as corporate enterprises. Some prov-
inces continue to establish farm-consumer margins.

Far-reaching changes are coming about in kinds of containers, in dairy-
retail vertical integration and in multi-product operations and these should
not be discouraged by provincial regulations.

Federal Government Subsidies

In 1969-70 the Canadian Dairy Commission operates an offer-to-purchase
program for butter at 65 cents per pound and for skim milk powder (spray)
at 20 cents per pound.

These prices:

(a) should allow plants to pay $3.60 per hundredweight of milk,20

(b) keep domestic production and consumption of butter in balance or
with a very slight surplus of production,

(¢) encourage farmers to scll whole milk rather than cream,

(d) encourage processors to cxpand butter-powder facilities and to con-
tract creamerics,

(e) produce a surplus of 220 million pounds of powder in 1969 (produc-
tion 380 million, consumption 160 million pounds).

The data of Table 10 indicate that the major cost of the dairy subsidy has
been through dircct payments which in 1969-70 amount to $1.25 per hun-
dredweight. This payment is made on most industrial milk?! and cream. In
the past year the rapidly rising cost of the powder price support has made
pricc support opcrations almost as important as the direct subsidies. Funds
arc shifted to the pricc support opcration by substantial “hold backs”
retained by the CDC from the direct payments.

The treasury payments for dairy programs far excced those provided to
any other scctor of agriculturc and now approach $1,000 per shipper of
crecam or manufacturing milk per yecar. Compared with these subsidies the
Temporary Wheat Reserves Act ($35 to 65 million), Feed-Freight Assistance
Act ($20 million), ARDA and other agricultural programs appecar small.

*This price is rcalized in Ontario but the price in other provinces is normally lower.

nPaid only for milk and crecam for which the producer has a CDC subsidy eligibility
quota. There are a number of CDC rules concerning minimum and maximum outputs which
are cligible for subsidy and concerning transfer of subsidy cligibility quotas. There are also
fegulations concerning hold-backs. (sce Footnote 19)
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TaBLE 10
Total Treasury Costs of Dairy Programs, Canada, 1962-63 to 1969-70

1962-3 1963-4 1964-5 1965-6 1966-7 1967-8 1968-9 1969-70

(thousand dollars)

Oirect payments!.......... 58,796 45,133 38,229 44,597 93,861 98,229 101,105 88,7004
Dffer to purchase
10SS€52....cuvrmenennnnennnnnne 3,223 2,922 3,014 664 1,443 4,784 4,941 7,0004
Export subsidization.... 2,838 876 1,005 2,541 7,770 10,1533 30,902 47,0004
Total.....ccoceureerennens 64,857 48,931 42,248 47,802 103,074 113,236 136,943  142,0004

1Includes all direct subsidies

2Losses for 1965-6, 1966-7 and 1967-8 include estimates of losses on end of year inventories.

3Total export subsidy fund including any unused portion which would be paid as a direct subsidy bonus to
producers.

4Canadian Dairy Commission estimate. Other years do not include allowance for program administration
costs.

SOURCE: Annual Reports, Agricultural Stabilization Board and Canadian Dairy Commission.

The Crisis in Skim Milk Powder

The bigger the CDC losses on powder, the less is available for its direct
subsidy program, since the CDC budget is fixed. Losses on powder are
growing rapidly and this trend cannot be reversed without a drastic reduction
in powder price supports. This might slow down the trend from cream
shipments to whole milk shipments but will not reverse it.

In order to bring powder supplies into balance with demand, milk produc-
tion would have to decline by as much as 2.5 billion pounds, which might
then involve butter imports of up to 100 million pounds per ycar. In other
words we now find oursclves in onc of these awkward situations of joint-
product output in which onc of the products is in vast over-supply. We
continue to buy powder at 20 cents per pound, store and transport it and scll
it to non-Canadian uscrs at five to cight ccnts per pound. With production of
380 million pounds and consumption of 160 million, the outlook is indced
serious and dcteriorating.

Protection

While dircct payments from the treasury are the largest form of subsidy to
milk producers, they arc not the only onc. Embargocs on the importation of
all important milk products except for specialty cheeses resulted in Canadian
consumers paying about $100 million more in 1967 than would have been
the case if imports had been permitted without tariffs. This calculation is by
no means clear-cut. Column 4 of Table 11 shows onc way of calculating the
consumer cost of pricc supports for butter; the price differential between
Canadian and New Zealand butter (in London) is multiplicd by Canadian
consumption and the consumer cost shown to be $77 million in 1967. This
calculation assumes that we could have imported our cntirc requirements
without affecting the New Zcaland prices (or at lcast world market prices);
this overstates the consumer cost because such an increase in imports would
have strengthened world prices. This calculation also assumes constant con-
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TasLE 11
Producer Protection and Consumer Cost of Dairy Supports Butter 1950-67

Montreal price
less London price
New Zealand  Montreal price multiplied by

Ist grade, finest, as 9% of Canadian domestic
Year Montreal London London disappearance

(cperlb.) (c perlb.) % ($millions)
56.9 21.8 261 107.5
62.6 28.0 264 102.9
61.6 30.6 201 92.8
60.0 37.1 162 70.2
59.3 44.8 133 45.2
58.9 4.4 133 46.1
57.5 38.5 149 62.7
59.5 35.2 169 81.8
63.1 28.6 21 112.6
63.6 41.1 155 71.2
63.5 38.6 164 75.4
63.0 33.5 188 88.7
54.9 (62.9n 40.2 137 (156)1 48.8
50.8 (62.8) 44.0 115 (143) 24.6
51.8 (63.1) 45.2 115 (140) 24.2
54.3 (63.9) 44.9 121 (142) 34.3
59.0 (62.0) 40.7 145 (152) 65.2
62.5 40.0 156 77.5

1 Based on support prices to producers. Other subsidies served to reduce wholesale and retail
market prices between April, 1962 and March, 1965.

Source: Dairy Statistics, D.B.S. Cat. 23-201, and data supplied by the Canada Department of
Trade and Commerce.

sumption in Canada, whether of Canadian butter at 62.5 cents or New
Zealand at 40 cents per pound and this assumption causes understatement of
consumer cost. Given the present and prospective dairy surpluses in Western
Europe it appears that Table 11 understates the size of the consumer subsidy
in recent years.

To the consumer cost of butter embargoes must be added those for cheese
(estimated by Perkins at $10 million in 1967) and skim milk powder,
making a total of about $100 million in 1967. Let us be clear on one point
concerning subsidies whether they come from the treasury or by way of trade
protection—subsidics arc not to be condemned mercly because they are
subsidics. If they were, of course, almost all government action would stand
condemned because onc way or another almost every industry and person
reccived some form of dircct or indirect subsidy from government action. The
important questions are not “Arc they subsidies?” but “Are the purposes of
the subsidy of high priority?” Who benefits and by how much? Are benefits
worth the cost? and *“Arc the methods of subsidizing the most effective way
to achieve the desired goals?” It appears that the present program of the

Canadian Dairy Commission cannot mect the test imposed by these
qQuestions.
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If the purpose of the subsidies is to expand or strengthen an industry in
which Canada has a competitive advantage over other countries, then manu-
factured milk products are obviously the wrong commodities to have chosen.
If the purpose is to provide a larger income for those with very low incomes,
then the dairy subsidy program is an extremely expensive and inefficient way
to do so. If the purpose is to promote adjustment among producers, then the
_ CDC policy of opposition to trade in subsidy eligibility quotas has been
undesirable. If the purpose has been to strengthen the processing-distributing
phase then provincial and federal policies have been spotty—some good,
many bad. Finally if the purpose has been to create an industry capable of
withstanding the threats of fluid milk substitutes and of offsctting a continuing
decline in per capita consumption, the results do not appear particularly
favourable.

Industrial Milk Producers

There arc about 110,000 producers of cream and industrial milk. While
some of these are efficient low-cost producers, the majority are so small and
have adopted so few of the modern techniques available that the industrial
milk producing sector cannot be desribed as a modern, cfficient part of
Canadian agriculture. Canadian industrial milk producers could not compete
with producers in New Zealand, Australia, Denmark and the Netherlands,
partly at least because of climatic disadvantages, but also because of techno-
logical factors (See Table S above). Compared with producers in France and
West Germany and much of the United States, Canadian industrial milk
producers compare fairly well. Yet it is not greatly cncouraging to be able to
say that onc is at lcast as good or perhaps better than those who arc lowest
on the scale. Thanks largely to her policy of subsidization the EEC has a
dairy surplus of unplcasant proportions. In fact the world surplus of dairy
products is almost as scrious as that of wheat especially when one considers
the more difficult storage problems involved. World prices for butter and
powder may be as distorted by subsidies as arc wheat prices.

The basic question facing those connccted with the dairy industry in
Canada is “Arc wc to continuc to rcly upon protection and subsidics to
remain sclf-sufficient in milk production?” This assumes, rightly, that any
thought of cxporting dairy products without substantial subsidics would be a
non-starter (except for our best cheddar cheese). In the case of milk produc-
tion the notion of a continental market (U.S.-Canada) is ncither particu-
larly appealing nor likely, and would have fewer benefits for both sides than
would free trade in livestock, feed, oilsceds and manufactured inputs. An
open U.S. market for Canadian cheddar cheese would be attractive but it is
perhaps unrealistic to anticipate any rapid and substantial opening of the U.S.
cheese market just as it is for the Canadian butter market.

The number of producers has declined very rapidly in recent years, with an
estimated declinc of 55,000 shippers in two years. In 1968-69 the Commis-
sion initiated its first major move toward quota reallocation by granting larger.
quotas to about 37,000 shippers of whom the great majority had had quotas
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in excess of 50,000 pounds. The increment in quota which they received was
equal to the excess of their shipments over their quota in 1967-68 up to a
total quota limit of 300,000 pounds. In 1969-70 the maximum quota eligibili-
ty was increased to 400,000 pounds for one individual and to 700,000 when
several persons own the dairy enterprise. The minimum quota is 12,000
pounds for existing shippers and 100,000 pounds for new shippers.

The Poverty Problem Among Milk Producers

To the extent that dairy programs have been implemented to improve the
incomes of many poor farmers, current subsidies (which are proportional to
market sales) are an indirect and inefficient means of dealing with the
problem of rural poverty. Low income farmers are much less closely associat-
ed with dairying than they used to be and the Dairy Commission now places
little emphasis on poverty problems as a rationale for its policy. Nevertheless,
a significant proportion of industrial milk and cream producers would face
serious income problems without present subsidies.

As discussed in Chapter 16, the Low Income Sector, it may well be that
when all farm and non-farm alternatives for a 55-ycar-old low-income milk
producer have been considered, the most desirable course for him and for the
economy would be for him to remain more or less as he is in milk produc-
tion. This would probably not be the case for younger men and certainly not
for their children. As we have suggested in Chapter 16, perhaps the best
course is for him to make a few minor changes and for ARDA to stand
prepared to purchasc his farm (and lease back the house) when he can no
longer operate it.

Efficiency in Processing Industrial Milk and Cream

The number of dairy processing and distributing plants declined from
about 1,700 in 1961 to 1,300 in 1966 and probably to about 1,100 in
1969—a ratc of decline paralleling that among producers. A great deal more
consolidation is nccessary. The major issuc here is whether federal and/or
provincial governments should be taking an active role in promoting consoli-
dation through grants, “forgivcable loans” and low interest loans, or whether
provincial governments in particular should rcmove those regulations and
institutions which have prevented the full impact of competition among
processors and distributors. There can be little doubt that costs vary greatly
among plants.

Federal-provincial Jurisdiction and Responsibilities

Federal-provincial relations become more involved in the dairy industry
than in any other scctor. Provincial governments take responsibility for fluid
milk pricing, quotas and pools and the Federal government operates price or
income subsidics, import controls and cxport promotion and subsidics. Both
programs affcct the other. Responsibility for dairy policy cannot be compart-
mentalized preciscly among federal and provincial jurisdictions. The required
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co-operation among government agencies responsible for dairy policies
includes consultation on policy formulation, consistency among programs and
removal of inequities arising out of discrimination between fluid and other
milk shippers. In the latter regard, provincial governments should undertake
to establish regional price pools for grade A milk and provide non-fluid
shippers with the opportunity of entry into such pools providing they meet
quality standards. Manufacturing milk shippers transferring into the pool
under this program should be permitted to continue receiving direct payments
on their federal quota subject to the same restrictions as other fluid shippers
and all fluid shippers should be permitted to purchase federal quotas.

The long term objective of the Canadian Dairy Commission is, according
to the Act, to provide efficient producers of milk and cream with the oppor-
tunity of obtaining a fair return for their labour and investment. Obviously, a
great deal depends upon the criteria for “efficient” and “fair return”. The
Chairman of the CDC has also enumerated two related objectives. One is
rationalization of the industry, which is generally interpreted to mean the
improvement of its productivity and efficiency so that it can become increas-
ingly self-sufficient. The other is to tailor the production of dairy products to
the requirements of our normal markets.?*

The Altantic Provinces

Regional impacts of national policics always provide important and con-
troversial issucs and never more so that in the Atlantic region. The present
policy of the Dairy Commission scems to create adverse cffects in parts of the
Maritimes where a large proportion of milk is sold as fluid milk, a considera-
ble amount as crcam and only very small amounts for manufacturing into
butter and skim powder. With CDC rules concerning the cligibility of fluid
shippers for federal subsidics and with only small amounts qualifying for the
dircct subsidies, some officials in the Maritimes feel that some cxceptions
should be made in the application of national policy. Since special rules have
been created for provinces in which there are pooling arrangements (British
Columbia and Ontario) there arc precedents for some regional flexibility in
C.D.C.’s policy.

The Milk Industry 1980

In this chapter we propose fairly drastic trcatment for the dairy industry
between 1969 and 1976. The result would be an industry of lower output,
lower costs and vastly fewer problems. We anticipate that the number of milk
cows, which has been falling steadily from 3,006,000 in 1957-61 to 2,668,-
000 in 1967 to 2,584,000 in 1969 will have declined to 1,667,000 by 1980.
Production per cow has been rising for ycars and we anticipate that it will
reach 9,000 pounds by 1980. This would be a tremendous achicvement and
one of which cveryone concerned with the dairy industry could be proud.

1 Address to Dairy Farmers of Canada, January 1969,
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If these projections prove correct and there were 1,667,000 milk cows
averaging 9,000 pounds per cow, total Canadian production would be 15
billion pounds of milk. Consumption in Canada may be about 19.9 billion in
1980 and thus imports of butter would be required. There seems no likeli-
hood of imports of skim milk powder or cheddar cheese by 1980, but
specialty cheeses will undoubtedly continue to be imported. The consumption
estimate is based on the assumptions that filled and synthetic milks will be of
minimal importance and that the 12 per cent tax will continue to apply on
margarine.

These changes in the dairy industry should produce a much trimmer, more
advanced industry. Compared with the findings of Table 5, which shows the
astonishingly low level of technology used (36 per cent of industrial milk
producers using artificial insemination, 37 per cent with coolers of any kind
etc.) the milk producing sector will be viable in 1980.

RECOMMENDATIONS

1. The Canadian Dairy Commission should be renamed the Canadian
Dairy Adjustment Commission. Its objective should be to assist milk produc-
ers to adjust their dairy enterprises so that the latter become profitable
without extensive subsidies or to assist milk producers who have little
prospect of financial success as dairymen to phase out of milk production and
into other operations with the least possible personal and social dislocation.

2. The C.D.A.C. and provincial regulatory bodics must provide the kind of
economic climate for processors and others involved in the dairy industry so
that marketing cfficicncy may be improved. Such measures include:

(a) Programs to bring about more stable milk production, especially

scasonally,

(b) Ending thosc rcgulations that inhibit thc cxpansion and merger of

processors and distributors.

3. The C.D.A.C. should announce its general programs at least five years
in advance including ranges of prices or physical targets to provide flexibility
in the later years. Quota policics and payments should be made explicit for a
five-ycar period in order to allow rational planning and action.

4. The C.D.A.C. should revisc its subsidy ecligibility quota policy as
follows:

(a) All holders of quotas should be offered a cash payment and if they
accept, their quotas should be retired by the C.D.A.C. A payment of
two or three times its current annual value is suggested.

(b) All quotas not retired by purchase should be made openly negotiable.
There should be no upper limit to the amount of quota held by any
onc producer. The lower limit should be raised from the current
12,000 pounds to 30,000 in 1970-71 and progressively higher in
subscquent years. This program should be announced in carly 1970.
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(c) The unit value of direct payments should be reduced progressively so
as to disappear in 1976. The unit values per year and the terms under
which quotas may be held and exchanged should be announced
during 1970 for each year until they are phased out in 1976.

(d) The objective should be for C.D.A.C. to be out of its present subsidy
programs by 1976.

5. The C.D.C., which has been buying skim milk powder at 20 cents per
pound and exporting it at five to eight cents, should make powder available
to livestock feeders at prices competitive with substitute ingredients. Presum-
ably the C.D.A.C. would have to denature the powder by using a harmless
vegetable dye and thereafter might sell it at prices close to those net prices
currently received in export markets.

6. No public funds should be made available (with or without subsidy) for
the expansion of skim milk powder processing facilities until the serious
oversupply of powder has been overcome. Economic opportunities are availa-
ble, however, for the production of specialty cheeses and limited assistance
for initiatives in this direction should be considered.

7. Some of the funds currently made available to the C.D.C. should be
used by the C.D.A.C. to provide positive encouragement for dairy farmers
who wish to enter beef cattle production. These would take the form of
adjustment grants during the two years or so required to establish a beef
operation. Other assistance might take the form of temporary subsidics for
artificial insemination by beef breeds. The principle here is the same as that
enumerated in Chapter 5, Wheat, Feed Grains and Oilsceds in which the
Task Force recommends that funds currently used under thc Temporary
Wheat Reserves Act should -be used to promote adjustment from wheat
production to forage. In addition, there arc some arcas in which assistance to
dairy farmers who have profitable opportunitics in cash crops would be
justified.

8. The level of price supports for butter and cheddar cheese should be
continued at current levels for several years but the offer-to-purchase level for
skim milk powder should be reduced progressively cach year until it is
considerably closer to intcrnational prices. Since per capita consumption of
butter in Canada is responsive to price, some of the reductions in cxpenditure
on skim milk powder might be used to reduce the price of butter to consum-
ers through a deficiency payment. It appears that the result of all of these
adjustments could be a shortfall in butter production relative to consumption
at prices to farmers of about 65 cents per pound. If this occurs the Task
Force recommends that the C.D.A.C. stabilize the pricc at about 65 cents
per pound by importing butter and selling it at 65 cents. The profits so
derived should be used to promote adjustment in the industry or out of it.

9. Other provinces ought to give scrious consideration to adopting the fluid
milk quota systems (including mcthods of transferring quotas) currently
followed in Ontario and British Columbia.
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10. Provincial and regional milk marketing boards should discuss with
provincial departments of education the feasibility of initiating school milk
programs in certain municipalities. A national policy concerning school milk
programs is ruled out on constitutional grounds.

11. All provinces should abolish resale price control on milk.

12. Increased emphasis on programs such as milk recording (perhaps by
Provincial Marketing Boards) and mastitis control is desirable in order to
reduce costs of production at the farm level. Many Canadian milk producers
are extremely efficient, using their resources skillfully and keeping abreast of
scientific developments related to their industry. There should never be any
doubt raised in the minds of such people that they contribute productively to
the well-being of the nation. It is a great responsibility for provincial exten-
sion specialists, for credit agencies, for marketing board officials and for the
C.D.A.C. to ensure that more farmers move into this elite of low cost efficient
operators and that facilities and information be provided to keep them highly
productive. Recent trends have been in the right direction, with rapidly
increasing output per enterprise. Expansion of bulk hauling and raising of
milk quality standards will speed this desirable trend; those without milk
coolers have little place in a modern industry. The dairy industry has a
number of years of rapid transition ahead of it and the speed of transition
should remain almost that of the last three years.
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APPENDIX A
TABLE A-1

Costs and Returns on Fluid Milk Farms, by Province

Nova Ontario Saskatchewan Alberta British
Scotial Qucbec Columbia
1965 1966 1966 1967 1966 1967 65/66 66/67 1967
Number of farms..... 99 86 207 118 28 13 51 61 140
Cows per farm......... 24.4 28.0 33.1 35.1 29.4 32.2 44.8 44.0 28.0
Milk sold/cow (Ibs.).......cccoooeiveicercrreeeeene 1,276° 8,755 9,077 9,759 9,664 10,472 9,452 9,847 9,229
Income per cwt. sold .
MK ot eeee e eae ) 5.14¢ 4.74 5.28 5.59 5.66 5.67 4.74 4.93 4.79
Livestock Credit. ... vveeerierecrencecisnereneiaene ) .66 .67 1.10 1.27 .95 1.04 .66 .81 .43
TOtAL oottt ) 5.80 5.41 6.38 6.86 6.61 6.71 5.40 5.73 5.22
Expenses and net returns per cwt. sold
Feed and other direct.....ociiiniinns (S) — — 3.81 3.61 3.15 3.26 3.32 3.27 2.71
Gross MATBIN.....ccveiecrereecrereeiieserenierenes (S) — —_ 2.57 3.25 3.46 3.45 2.07 2.47 2.51
Labour charges........ooeerecremeererereeecreeninins (S) — — 1.20 1.19 1.71 1.57 1.15 1.08 1.75
Contribution to overhead?............ccoee (S) — — 1.37 2.06 1.75 1.88 .92 1.39 .76
Dairy investment/CoW.........cocnvrinnnnnicrienns S) — — 942 1,056 1,087 975 717 776 789
Contribution to overhead as ¢ of dairy
IAVESTMCNL. ..o cceresen s (%) — — 13.2 19.0 15.5 20.2 12.1 17.6 8.9
Aver. total farm investment................... (S) 27,865 37,044 59,646 75,114 99,343 102,171 97,037 95,700 57,708
Aver. net farm inCoOme........oocveenninuinneens (S). 3,196 5,656 5,329 8,763 14,524 14,278 8,019 7,832 4,368

1 Not exclusively fluid milk farms.

2 Includes dairy overhead plus return to management.

*Estimated.

Source: Nova Scotia Department of Agriculture & Marketing; Ministére de I’Agriculture ct de la Colonization Québec; Ontario Department of Agriculture and
Food; Saskatchcwan Department of Agriculture; Alberta Department of Agriculture; Canada Department of Agriculture,




APPENDIX B

EXPERIENCE IN THE UNITED STATES WITH FILLED AND
SYNTHETIC MILKS!

(a) Composition and characteristic

According to a United States Department of Agriculture publication? filled
milk is defined as a “product made by combining fats or oils other than milk
fat with other milk solids and the resulting product is in semblance of milk”
and “synthetic or non-dairy milk . . . would be made with a combination of
fats or oils other than milk fat combined with other food solids, excluding
milk solids.”

In most instances the only fat used in filled and synthetic milk is coconut
oil, a fat source low in polyunsaturated fatty acids, although a combined
soybean and cottonseed oil relatively high in polyunsaturated fatty acids has
been used. Filled milk also contains a “basic mix” consisting of emulsifiers,
stabilizers in a few cases, and body agents. The major non-fat ingredients in
the completely synthetic product are protein—usually sodium caseinate
although a soy protein isolate has also been used—emulsifiers, buffers,
stabilizers, body agents and sweeteners. Both products may also contain
added vitamins, minerals, and coloring agents.

Nutritionally, it appears that there are only minor differences in the
major nutritional elements of natural milk between filled and whole
milk. However, Table B 1, indicates that synthetic milk, in the form
marketed in the United States over past months, is deficient in major
nutricnts particularly protein and calcium Another study indicated a
complete absence of riboflavin in synthetic milk.3

Estimates have been made that a nutritionally equivalent synthetic milk
would have little or no ingredicnt cost advantage over the filled product
depending on the pricing arrangement for the solids-not-fat component in the
latter product.* A Michigan State University study also indicated that to raise
the protein content of synthetic milk would cost approximately 1.5 cents for
each percentage point (.1 per cent) increase per half gallon.

Studies indicatc that regular and filled milk arc not significantly different
with respect to flavour and palatability. A consumer survey conducted by

! This appendix is a somewhat edited version of a memorandum prepared for the Task
Force by Professor R. G. Marshall, Department of Agricultural Economics, University of
Guelph. Professor Marshall visited a number of American centres in January, 1969 on behalf
of the Task Force to obtain up-to-date information on milk substitutes. Along with Professor
Perkins (project leader) and Professor Clark of the University of Guelph, Professor Marshall
also helped to produce a major report “Canadian Dairy Policies” for the Task Force.

28’ The National Food Situation, Economic Research Service, US.D.A., November 1968,
p. 28.
. '_The Relative Nutritional Value of Filled and Imitation Milk, Dairy Council Digest. It
18 esimated that U.S. consumcrs obtain 76 per cent of their total calcium and 43 per cent
of their total riboflavin from dairy products. The National Food Situation, US.D.A.,
November, 1968.

‘The Impact of Filled or Non-Dairy Products, op. cit, p. 22.
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TABLE B-1
Nutrients in Fluid Milk and Synthetic Milk

Fluid Milk (3.5%) Synthetic Milk

Nutrient % Gm/qt. % Gm/qt.
Carbohydrates. 4.9 48.00 6.8 66.00
Fat 3.5 34.00 3.1 30.00
Protein 3.5 34.00 0.8 7.3
Ash 0.7 7. 0.5 4.9
Calcium 0.12 1.15 0.02 0.18
Phosphorous 0.09 0.91 0.05 0.46
Sodium 0.05 0.49 0.07 0.68
Potassium 0.14 1.41 0.36 3.50

SOURCE: The Dairy Situation, Economic Research Service, U.S.D.A., May 1968, Pages 33-34,

Cornell University® indicates that 62 per cent of all users of filled milk
reported no difference in taste between filled and fluid milk, 12 per cent
reported a taste preference for filled milk and 24 per cent a taste preference
for fluid milk. This does not, as yet, appear to be true for the synthetic
product, although technological developments in the future could well permit
this product to more closely approximate the flavour, texture, and palatability
of regular milk.

(b) Relative Ingredient Costs

A U.S. Department of Agriculture study of ingredient costs indicates that
fluid milk cost 14.2 cents per American half gallon more than filled milk
(Table B-2). An Arizona market study® of February 1968 showed ingredient
costs per half gallon of 28 cents for fluid, 15.44 cents for synthetic and 18
cents for filled milk. A Wisconsin report showed fluid milk costing 9.4 cents
more than synthetic and from 4.4 to 12.4 cents more than filled milk, per half
gallon.?

Since the U.S. Department of Agriculture through Federal Milk Orders,
appears to have taken the stand that non-fat milk solids utilized in filled milks
are to be priced at Class I levels, (i.c. highest prices) all costs of filled milk
would be at the higher levels cited above (c.g. Col. 2 rather than 1 in Table
B-2). This policy widens the cost differential between filled milk and the
completely non-dairy substitutes, but lowers it between regular fluid milk and
filled milk. The differential between fluid milk and filled milk (Class I prices)
on the one hand and synthetic milk on the other is considcrably lower in
Wisconsin than in Arizona or in the U.S.D.A. cstimates. This is apparently

s“An Analysis of the Milk Substitute Situation”, Call, D. L., and Wilkerson, L I
Department of Agricultural Economics, Cornell University, October 1968,

¢ The Impact of Filled or Non-Dairy Products, A special study for the Milk Industry
Foundation, May 1968.

Y The Filled and Imitation Milk Story and What to Do About These Products, talk given
by Dr. Truman F. Graf, University of Wisconsin, at the Illinois Milk Producers Association
Annual Meeting, Chicago, Illinois, November 1968,
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TasLE B-2
Estimated Ingredient Costs of Fluid and Substitute Milks, U.S.A.

1 2
Filled milk using:
Non-fatl fluid? Synthetic Whole

dry milk  skim milk (hypothetical) milk!

(In Cents per U.S. Half Gallon)

Fluid skim —_ 15.2 —_ 15.2
Non-fat (dry milk)........ccoureveecnrnrvencnnncne 9.

Protein (SOY Protein).........oeeevcecvivinnincns —
MILK FAL..ccoeieieerrerenisreraeeresressassassossesaesanes —_
Vegetable Oil 2.7
Emulsifiers and Stabilizers............ccoeneune 2.8
Buffer, body agents sweeteners.............. —_

[
By

12.0

SRS

l .

[N ]

NN
0 00

Total cost per half gallon................ 14.9 20.7 13.0 27.2

.

1 Whole milk priced at $6.33/cwt., 3.5%, bf. with a bf. differential of 80 cents. Dry milk priced at
24.5 cents/Ib., vegetable oil at 21 cents/lb., base mix at $3.00/1b.

Source: The Dairy Situation, Economic Research Service, U.S.D.A., May, 1968, Pages 33-34,

due to regional differences in the pricing of regular milk and has undoubtedly
been a major influence in the variable penetration of milk substitutes in
different markets.

(c) Administrative and statutory influences

Currently, administrative and statutory barriers to both filled and synthetic
milk appear to be in a state of flux. Over 30 states have laws or regulations
prohibiting or regulating the sale of filled milk products within the state. In
addition, the Federal Filled Milk Act prohibits shipment of filled milk prod-
ucts in interstate commerce. However in many states filled milk acts have
been and are being challenged in the courts. The opinion has been expressed
that the Federal Filled Milk Act will be challenged in the near future.®

In the states in which filled milk is permitted, a variety of regulations
concerning composition standards and labelling exist or are being clarified.’

Few states have statutory barriers pertaining to the manufacture and sale
of the completely synthetic product. Non-dairy products can move freely in
interstate commerce and arc legal in at least 35 states. However, it is
expected that regulations concerning standards of composition and labelling
will be introduced at both federal and state levels.

* A Realistic Approach to Milk Pricing” Dr. T.F. Graf, Dept. of Agricultural Economics,
University of Wisconsin.

"See “Federal and State Standard for the Composition of Milk and Certain Non-
Milkfat Products”, Agricultural Handbook No. 51, Consumer and Marketing Service, U.S.D.A.
For example, New York State designates as “mellorcam™ any substance, mixture or com-
pound which contains vegetable fat or oils and proteins derived from animal or vegetable
sources and where appearance, odor, and taste is similar to cream, half and half, milk
or a mixture of milk and cream to a point of rendering these products difficult to
differentiate from each other™.
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In the United States there are more restrictions on the production and
marketing of filled milk which contains non-fat dairy solids than there are
for the synthetic product which contains no dairy ingredients.

(d) Market penetration

Filled and/or synthetic milk have been marketed in about 20 states with
significant market penctration of the filled product only in Hawaii (over 20
per cent of total milk sales) and Arizona (over 10 per cent of the milk
market); penctration in other markets has amounted to less than 2 per cent
in every case. Data compiled by the U.S.D.A. on filled and synthetic milk
sales in Federal Order markets are summarized in Table B-3 for the 12
months November 1967 to October 1968. Neither filled nor synthetic milk
sales would appear to have made a major inroad into the total fluid market
and account for only about 0.5 per cent of the total Class 1 sales in the 30
Federal Order markets in which they are sold. Market growth has been
slower in most recent months.

Tanre B-3

Filled and Imitation Milk Sales in Federal Order Markets,
U.S.A. 1967 and 1968

Synthetic
Filled Milk Milk
using using Non-dairy

Fluid Skim  Non-fat dry fat and protein

Nov. 1967

No. of markets 13 9 3
No. of handlers 30 11 3
Volume 000 Ibs. 1,787 581 n.a.
Feb. 1968

No. of markets 19 8 12
No. of handlers 37 2 10
Volume *000 1bs ' 3,480 1,078 n.a.
May, 1968

No. of markets 20 10 7
No. of handlers 45 17 10
Volume *000 Ibs.... 4,202 879 n.a.
August, 1968

No. of markets 16 9 8
No. of handlers 40 15 8
Yolume *000 Ibs 4,428 846 n.a.
October, 1968

No. of markets 16 8 8
No. of handlers. 41 15 8
Yolume 000 Ibs 4,888 753 na.

Sourc: The Daliry Situatlon, Nov. 1968, U.S.D.A. data for October, as yet unpublished.
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The failure of synthetic milk to match the taste of regular milk has
undoubtedly been a major factor influencing consumer acceptance of this
product. In addition, the nutritional deficiencies of synthetic milk and the
uncertainties of nutritional and composition standards to be adopted by the
U.S. Food and Drug Administration appear to have inhibited wide-spread
market development. Reports indicate that it has been market tested in
several regional markets. The following observations appear to be typical of
the marketing devclopments and the synthetic product.

Imitation Milk was sold in at least 17 stores of four chains in Connecticut
from January to March 1968 with the time period of sales for each chain
ranging from 21 days to 47 days . . . in New York State, synthetic milk
sales have been small or non-existent *° :

Three non-dairy milks have been offered for sale in Michigan . . . it is my
understanding that consumer acceptance and sales have been low and that

at lcast onc of these products has been removed from the market and the
others will be removed soon.® .

Filled milk sales have incrcased phenomenally in Hawaii and Arizona and
very modestly in other markets. A Cornell University study on the status of
milk substitutes in threc U.S. markets disclosed that filled milk has not
reached the acceptance level in New York State that it has in other markets
even though priced at a wider retail price diffcrential relative to regular milk,
This indicates that the intensity of the initial promotion of the substitute
product, the length of time consumers have been aware of and their attitudes
towards the substitute product may also be influences contributing towards
different sales levels among different markets.

Concerning these other variables the Cornell University study indicates
that there is no significant difference between consumers of filled milk and of
regular milk with respect to family size or family income. The study does
point out, howcver, that in a survey of consumers who purchase filled milk
in California and Arizona, between 60 and 70 per cent of those interviewed
mistakenly associated a lower caloric content with filled milk than with
regular milk and that between 50 and 60 per cent cxpressed the opinion that
filled milk produced less cholesterol — cven though all the products being
marketed contained coconut oil as a substitute fat ingredient. As previously
noted, coconut oil is reported to be higher in saturated fatty acids than is
butter-fat. This study then leaves the impression that at least part of the
consumer acceptance of filled milk could be based on faulty premises con-
ceming the attributes of compctitive products. On the other hand the rapid
market penctration of filled milk in the Hawaii market is generally attributed
to a retail price advantage of approximately 20 cents per half gallon.

1 Correspondence with members of the Department of Agricultural Economics, Uni-
versity of Connecticut.

,Letter from member of the Department of Agricultural Economics, Michigan State
Univensity, April, 1968.
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TABLE B4

Status of Milk Substitutes in Three Markets, U.S.A. 1967-68

New York
(Niagara Arizona California
Frontier) (Central) (State)
Length of time substitutes have been
available 6 months several years 12-21 months
Substitute as percent of relevant class. 1.02 10.80 1.25
Recent trend in Sales..cucieecnerscsnsennes down . up steady
May to August. 1.1%-.86% 9.1%-11.7% 1.27%-1.34%
Type of label Melloream Trade name Imitation
Typical price differential per American
half gallon 13 cents 8-10 cents 8.9 cents

Source: Call, D. L., and Wilkerson, L. J., op.cit.
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chapter eight

FRUITS AND VEGETABLES

INTRODUCTION

The fruit and vegetable growing industry confronts the country with impor-
tant and difficult policy issues. These are far out of proportion to the seven
per cent of Canada’s cash farm income and less than four per cent of the
value of agricultural exports for which the industry accounts. The Canadian
harvest is very much limited to the June-October period and the industry is in
competition with American fruits and vegetables harvested over a much
longer season. The carlicr United States product sold in Canada brings higher
prices to American farmers and takes the edge off Canadian consumer
appetites. It is common for the carly harvest season of a Canadian crop to
coincide with mid-scason or cven end-of-scason harvesting in the United
States. The carly scason advantage of the United States has persistently
troubled this sector of agriculture.

The fruit and vegetable industry provides 45 per cent (by weight) and
accounts for about onc-sixth of the value of food consumed in Canada. In
terms of value added, the fruit and vegetable processing industry contributed
some $200 million in 1966 to national incomec.

The many products of the fruits and vegetables industry complicate any
analysis of the scctor. The production and distribution conditions of some
products are quite similar but others cntirely different. In addition to dozens
of less important horticultural crops there arc almost thirty individual fruits
and vegetables grown in Canada, cach with a farm valuc of $1 million or
more per year. Thus we have chosen to consider the problems of only the
most important commoditics or commodity groups.
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Products and Regions

The farm value of vegetables sold by Canadian growers over the period
1962-66 averaged about $180 million annually. Of this, potatoes accounted
for almost $98 million, or nearly 55 per cent; tomatoes for processing were
valued at $12.9 million; mushrooms at $7.9 million; fresh market tomatoes,
$6.3 million; onions, $6.2 million; and peas for processing, $5.8 million.
Thus six crops accounted for more than 75 per cent of the cash farm income
from vegetables.

The situation is much the same for fruits. Of the average annual farm
value of sales of $68.5 million over the period 1962-66, apples accounted for
$30.7 million; strawberries and peaches were each valued at $6.8 million;
grapes at $5.7 million and cherries at $4.9 million. These five crops thus
accounted for 80 per cent of all farm marketing of fruits.

Data for 1962-66 show 40 per cent cash farm income in the Maritime
Provinces was derived from these crops. Corresponding figures for other
regions were: British Columbia, 22 per cent; Quebec, ten per cent; Ontario,
nine per cent and the Prairie Provinces, onc per cent.

Geographic distribution of important commodities and/or commodity
groups in this sector is presented in Table 1. Thesc data reveal the impor-
tance of potatoes in the Maritime Provinces; of other storable vegetables in
Central Canada; of processing vegetables, tender fruits and grapes in Ontario
and of apples of British Columbia, Ontario and Quebec. They also point to a
wide regional distribution of small fruits.

TABLE 1

Regional Percentages of Cash Farm Income by Groups of Fruits and
Vegetables, 1963-66

British
Commodity Group ~ Maritimes  Quebec Ontario  Prairies Columbia Canada

POtatoes. ....coconerruraresascsescas 39 16 22 16 3 100

Storable Vegetables.. 5 32 44 8 10 100

Fresh Vegetables................ 4 2 57 4 11 100

Processed Vegetables........ 5 17 72 n.a. 9 100

Vegetables, Sub-total........ 26 19 36 12 7 100

23 29 0 18 100

0 n 0 27 100

24 18 0 35 100

0 95 0 S 100

Fruits, Sub-total.............. 10 16 43 0 2 100
Fruits and Vegetables

TOtal e vsnsnaniens 22 18 38 8 14 100

Source: C.D.A., Crop and Seasonal Price Summaries, various ycars.
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Consumption

The demand for, or requirements of fruits and vegetables in 1980 depend
on projected changes in per capita consumption (reflecting changes in
incomes and tastes) and population. The response of expenditures on food to
changes in income is small but is slightly higher for fruits and vegetables,
particularly in the processed form. Demand is stimulated by a shift from raw
to processed forms, these representing convenience foods. Thus per capita
consumption of processed fruits is projected to increase by 15 per cent from
1964-66 to 1980; and processed vegetables, except potatoes, by 22 per cent
in the same period.

With the combined effects of both population and incomes, the Canada
Department of Agriculture projects domestic consumption of major fruits and
vegetables to increase as indicated in Table 2. This represents a basis for
substantial expansion of the industry over the coming decade.

TABLE 2
Canada Fruit and Vegetable Consumption 1964-66 and Projection 1980

Consumption 1964-66 Consumption 1980
(Millions of Pounds (Millions of Pounds  Percentage

Commodity or Group fresh equivalent) fresh equivalent) Change
Fruits
Fresh 1,916 2,605 36.0
Processed........oonneirerennnee 1,690 2,579 52.6
Total 3,606 5,210 44.4
Vegetables except potatoes
Fresh..eceenne 1,684 2,500 48.5
Processed.......uouineneenee. 1,674 2,709 61.8
Total 3,358 5,210 55.1
Potatoes, Total........................ 3,063 3,829 25.0

Source: Z. J. Yankowsky, Frank Shefrin, J. P, Cavin, Demand Supply Projections For Canadian
Agriculture—1980. Economics Branch Canada Department of Agriculture,

Processing Industry

Fruit and vegetables arc highly scasonal in production and many of them
are highly perishable. The processing industry performs the important service
of transforming scasonal fresh market surpluses into more even annual flows
of canned or frozen products, at the same time reducing heavy dependence
on imports.

The average proportion of the Canadian commercial crop of the various
commoditics and/or commodity groups which was processed over the period
1962-66 was as follows: potatocs, 11 per cent; processing vegetables
(asparagus, beans, corn, pcas and tomatoes), 85 per cent; other vegetables,
12 per cent (over the ycars 1962-64); apples, 33 per cent; tender fruits, 46
per cent; small fruits, 61 per cent. There has been a rapid increase in the
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proportion of potatoes and apples processed over recent years; the former
rose from seven to 14 per cent over the 1962-66 period and the latter from
29 to 35 per cent. These trends are expected to continue.

There is a heavy concentration of the fruits and vegetables processing
industry in Central Canada. In 1966 there were 314 establishments, over 75
per cent of them located in Ontario and Quebec. Twenty-nine per cent of
these establishments with 1966 shipments over $1 million accounted for more
than 85 per cent of shipments by the industry, ($470 million of which value
added was $200 million). The industry employed 20,558 paying salaries and
wages of $81 million.

International Trade

An examination of the position of this industry in its international trade
context provides a good background for consideration of major policy issues.
Canada imports far more fruit and vegetables than she exports (Table 3).
Among the imports are bananas, citrus fruits and other horticultural crops
not grown in Canada and those products such as fresh lettuce which are
produced only in greenhouscs except for a period of five months during the
summer. Thirty per cent of Canada’s agricultural imports are fruits and
vegetables ($291 million out of $991 million, average of 1962-66); horticul-
tural imports arc also almost six times as large as exports, a striking contrast
to that of the other sectors of Canadian agriculture.

The industry’s international trade raiscs the question of how competitive it
is or could become. Much is located close to large Canadian centres of
population. The industry produces many bulky, often highly perishable com-
modities cxpensive to transport. It appears to have a rcady-made opportunity
for cxpansion. Furthermore, per capita and total demand for fruit and vegeta-

-

TanLe 3
Canada, Trade in Fruit and Vegetables, and Agricultural Products

- Net Trade

Frult Fruit Net fruit in Fruitand

and Cold and Col 6 and Vegetables

Total Total  Vege- Vege- Vegetable of a kind
Agri.  Agri. fable Col2 table Col3  Exports- Grownin

Petiod Exports Imports Exports Imports Imports  Canada®
Smillion Smillion Smillion €5  Smillion %% Smillion
()] Q) (3) 4) (5) (6) @) (8) 9)
Aver, 1956-60..... 966 714 25.9 2.7 234.1 32.8 -208.2 -~152.7
Aver, 1962-66.... 1,335 991  S1.6 3.4 2909 29.4 -239.2 —18L.5
1962 1,157 857 39.6 3.4 267.6 3.2 2280 ~166.8
1963 e 1,359 1,005 49.1 3.6 2719.5 27.8 -2)0.4 —170.4
1964 1,702 1,047 52.2 3.1 288.6 27.6 ~-236.4 ~181.0
1968 cmeeece 1,393 1,011 58.3 3.6 304.1 30.1 —-245.8 —~188.8
1966, 1,862 1,036 58.3 3.1 314.9 0.4 -256.6 -200.6
196 cececronnes 1,483 1,084 70.8 4.3 .7 29.8 -251.9 ~191.9

Sourcx: C.D.A., Economic Branch, Annual, Canada Trade In Agriculiural Products.

*Excludes only the imports of oranges, bananas, grapefruit, lemons and those nuts for which
precise trade figurcs are available.
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bles in the domestic market is expanding. More than one-half of the Canadi-
an industry also, is located close to large American metropolitan markets,
which apart from tariffs and other trade restraints represent attractive outlets
for products Canada can produce competitively. On the other hand, the
climate is unfavourable. This cuts down the growing season, interferes with
much-wanted continuity of supply and causes highly seasonal and therefore
high-cost processing operations. In every part of the fruits and vegetables
industry international competitiveness, particularly with the United States, is
an important issue. This is considered in the commodity and policy sections
of this chapter.

Protection is necessary to permit Canada to have a wide commodity range
within its fruits and vegetables industry. For many years protection for most
commodities has consisted of periods of seasonal free trade within each year,
periods when seasonal duties apply and the use of ad valorem duties for
periods not covered by above arrangements. These vary from product to
product, depending on the Canadian harvesting period and storability of the
product. Fresh tomatoes for instance are imported without duty from 1st
January through 31st March; the tariff is onc and one half cents per pound
for 32 weeks maximum, the period to be selected by grower representatives in
each of the tariff zones and conveyed to government by the Canadian
Horticultural Council; during the balance of the year, the tariff is ten per cent
ad valorem. In addition to the above basic protective structure, there are
available (and scldom used) anti-dumping! and other measures to protect
Canadian producers against injury.

The Task Force does not consider the protection given this industry to be
excessive. It is much lower than that accorded growers in the United States or
in almost all other countrics. The most significant success in the Kennedy
Round tariff negotiations with respect to agriculture was achieved in the fruit
and vegetables commodity arca. Dutics on many fruits and vegetables were
reduced and five products (apples, blucberrics, parsnips, squash and endives)
will be on the free list by 1972, The Task Force commends the achicvements
of the Kennedy Round negotiations.

There arc a number of vegetable crops for which Canada has a seasonal
comparative advantage vis-a-vis American growers. Thus Canada has been
able to cxport increasing quantitics of carrots and onions to the United States
from October through April, in the face of U.S. dutics from 10 to 11 per
cent in the casc of carrots and 13 cents per pound on onions. Free trade
with the United States would allow exports of these crops to expand substan-
tially. Turnips and the cole crops arc in the same category. Year round free
trade would permit Canadian growers to cxploit their scasonal advantage. It
would also permit Canadian consumers lower cost access to imported fresh

products in the period when high quality fresh Canadian produce is not
available.

'Dumping, a much misunderstood term, means selling in a forcign market at a
lower price than in the home market. Sce chapter 4 on International Trade.
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COMMODITY ANALYSIS

Potatoes

Potatoes are the most important of the vegetables produced in Canada,
accounting for almost two-thirds of the value of all vegetables produced and
about three per cent of Canadian farm cash income. Regionally, income from
potatoes is more important in the Maritimes, where it represents 30 per cent
of farm cash income. The potato is identificd with the economic difficultics of
the Maritime Provinces in the same manner as the difficultics of the Nova
Scotia coal industry, both sources of low income in the region. In other
provinces potatoes account for onc to four per cent farm cash income
(Quebec, four per cent; Ontario, two per cent; Prairic Provinces, onc per
cent; British Columbia, four per cent).

Canada normally exports and imports potatocs with nct cxports averaging
about scven per cent of production between 1962-63 and 1966-67. Per
capita consumption in thc 1960s has been quite stable. The decline in
consumption in the fresh form was roughly offsct by the increasc of consump-
tion in the processed form. Over the four-ycar period, 1963-66, per capita
consumption of processed potatocs bounded from 20.6 pounds to 36.1
pounds. With increasing population, total consumption of potatocs increased
from 2,255 million pounds in 1949-51 to 3,063 million in 1964-66. Projected
consumption for 1980 is 3,829 million pounds.?

The Provincial distribution of potato production is sct out in Table 4.
Production and marketing is generally scparated into two arcas, the dividing

TABLE 4

Potatoes: Production in Canada by Province, 1957-1958 to 19638-69
(Crop Year July 1 to June 30)

(thousand hundredweights)
1957-1958  1962-1963
to to .
Province : 1961-1962  1966-1967  1967-1968  1963-1969
(annual averages)
Prince Edward Island.... ... ....... ceveres 7.617 8,450 9,607 10,611
NOVR SCOLA ..o venessnrmstaieinine 1,207 862 693 612
New Brunswick..... 8,743 11,712 12,585 12,261
QUEbCC... et e 9,578 8,983 7.938 9,716
Ontario....... e e eneaene 8,109 9,860 7.344 8,604
Manitoba. ... 1,123 2,576 2,900 3,000
SaskAtChEWAN ....cornviniecerrcrer s enenss 680 770 576 700
AIBCHIA oo 1,895 2,927 3,200 3,300
British Columbia......ccccooeviiviiciinins 2,142 1,947 1,900 2,100
Canada... . 41,184 48,147 46,743 50,904

Source: Canada Department of Agriculture.

*Data from Yankowsky and others, op. cil.
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point being the Lakehead. Production west of that point is about 22 per cent
of the national total with most of the marketing there controlled by two
marketing boards in British Columbia and two marketing commissions, one in
Alberta, the other in Manitoba. There are no effective producer marketing
controls in Ontario, Quebec or the Maritimes which account for more than
threc-quarters of total Canadian marketings.

Data on supply and disposition of potatoes for Canada in recent years
presented in Table 5 illustrates the rapid increase in the use of processed
potatoes. The import-export position of the industry is also shown.

A recent Canada Department of Agriculture study on the variability of
production, marketing and prices of ten important commodities (apples,
potatoes, wheat, oats, barley, corn, soybeans, eggs, hogs and cattle) estab-
lished that production of potatoes was relatively stable, ranking eighth in
magnitude of production variability. But in terms of variability of price,
potatoces ranked first, reflecting a demand situation in which a small change in
the quantity of potatoces offered on the market sharply affects price. It follows
then that a small crop brings a larger gross income than a large crop. The
severe price and income fluctuations observed throughout Canada, are greater
still in the Maritimes. The instability of prices and incomes poses exceedingly
difficult and intractablc problems for potato growers. It is patently obvious
therefore that growers should employ cvery means at their command to reduce
pricc and income instability.

TasLe §

Potatoces: Fresh Supply and Disposition, Canada, 1957-58 to 1967-68
(Crop Year July 1-June 30)

Avcrage Average
1957-58 1962-63

to to
Item 1961-62 1966-67 1967-68
(000 cwt.)

PrOQUCHION. cu.eecverierercer e cenesssassessassnssnsessnsssassapscseees 41,154 48,147 46,743

IMPOTLS..ccrcrrreecireen e ssrere s ersssesrsanssstsmsssasncs 1,979 1,514 2,266

Total SUPPIY..oeneirerveniierr et sscesesenns 43,133 49,661 49,009

Used for Seed the following year.....eeeecceeinnenens 2,829 2,844 2,912

Processed.......oucurvernnneene. rereereerer st aena st ne e 2,583 5,703 7,340
Exports

1,131 1,637 715

1,655 2,515 1,823

8,231 9,630 9,349

Available for Fresh Use. ... cieneinervrenioneennoos . 26,704 27,332 26,870

INCE TIRAC v eesoesessesessemeseseemsessessreanees 4 807 + 2,638 + 272

Source: Compiled from Crop and Seasonal Price Summaries, Canada Department of Agricul-
ture, vatious issues,
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The problem of widely fluctuating and frequently low prices and incomes
becomes more serious on large farms and more highly capitalized farms since
cash operating and overhead costs are proportionately greater than for small-
er units. This does not prevent the Task Force later arguing that larger units
are required to realize economics of production providing there is greater
price and income stability. Table 6 records the very wide annual price
fluctuations, particularly in the Maritime Provinces. Monthly data would
show even wider fluctuations.

TABLE 6
Farm Price of Potatoes by Provinces, 1963-67

Year
Province 1963 1964 1965 1966 1967
(Dollars per Hundredweight)
Prince Edward Island 1.50 2.90° 2.55 1.09 1.30
New Brunswick 1.40 2.85 2.20 1.08 1.20
Quebec 1.85 2.50 2.46 1.72 1.82
Ontario 2.00 2.70 2.85 1.56 1.85
Manitoba 1.33 3.00 2.70 1.60 1.50
British Columbia 2.50 4.20 3.40 3.00 3.20
Canada e 172 2.89 2.59 1.49 1.69

Source: Crop and Seasonal Price Summaries, Ottawa, Canada Department of Agriculture, 1968.

There is cxceedingly high variation in nct income from year to ycar and
returns to the resources employed arc satisfactory only for those farmers who
have large-scale, cfficicnt operations and/or those who perform a superior
marketing job.

The major markets for Maritime potatocs arc in Central Canada. About
three-quarters of the Prince Edward Island crop and an cven larger propor-
tion of that of New Brunswick, arc marketed in Ontario and Quebec. More
of the New Brunswick crop goes to Quebec than to Ontario and for the
Island crop the reverse is truc. Most of the Ontario and Quebec crops arc
sold in ncarby markets.

Acreage in Ontario and Quebec dropped nine per cent between 1958-62
and 1963-67; but yiclds increased about cight per cent. For the same
periods, acreages, yiclds and production in Prince Edward Island and New
Brunswick increased 11.4 per cent, 14.8 per cent and 26.9 per cent respec-
tively. Production of fall crop potatocs in Mainc, has been stable for more
than 25 ycars.

The increase in production in New Brunswick and Prince Edward Island
went largely to export markets, mostly as sced potatocs to countrics other
than the United States and as table potatoes to the United States.

The high volume and capacity for production of potatocs in the Maritimes
crics out for an cxport outlet in the United States but the United States tanft
and quota and/or thc Amcrican production lcvel prohibit or restrict the
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export flow of Canadian potatoes with a consequent lowering of Canadian
producer prices. Canadian exports to the United States are also sometimes
adversely affected by Import Regulations under United States Potato Market-
ing Orders. Conversely, higher Canadian price levels which would normally
be expected with a shortage of domestic potatoes are frequently not attainable
because of imports or the threat of imports from the United States.

The existing tariff structure is to Canada’s disadvantage. Canada has an
all-year tariff of 37% cents per hundredweight on all potatoes. The American
tariff is at the same level but this is applicable to annual quotas of 45 million
pounds of table stock and 114 million pounds of seed. A duty of 75 cents per
hundredwcight applies on all imports over the quotas. Exports of potatoes are
very largely from the Maritime Provinces and the dependence of this region
on the U.S. market means that prices in the Maritimes tend to be less than
American prices by the amount of the tariff.

By usc of marketing boards and commissions the potato industry in
Western Canada has achieved greater stability and higher returns than would
otherwisc have prevailed. Nonctheless, Western growers face stiff competition
from the growing arcas immediately to the south. Low-priced imports from
high-yicld and carly-harvest arcas imposc a ceiling on Canadian prices.
Downward pressurc on Canadian producer prices is set and sustained, not
necessarily by actual imports but by the threat implicd in the lower shipping
point prices and cven quotations in the United States.

A speedy system cnsuring the application of emergency  protection
offered by the new surtax provisions of the Customs Act would improve the
position of Western potato growers. One of the chief disadvantages of the
former protective measure, value for duty, was the slowness with which it was
applied.

A speedy procedure would keep injury to a minimum, stabilize prices
and result in a higher net income.

The Maritime potato industry has, or potentially has, a comparative cost
advantage vis-a-vis Central Canada and the Eastern United States, because of
advantageous soil characteristics, lower labour costs and land values. The
regional and national benefits from that advantage would be realized with a
move to free trade in potatoes with the United States. The Task Force
reccommends the Canadian Government take the required initiatives in that
direction.

To continue over the next decade to hold a competitive position in the
Central Canada and United States markets, regardless of the outcome of the
tariff and quota issuc, Maritime farmers and their potato marketing agencies
must proceed with a vast re-structuring of the industry. For instance, the
1966 Census of Agriculture showed that only cight per cent of the growers in
Prince Edward Island and New Brunswick having morc than three acres of
potatoes actually grew more than 67 acres. (Both university horticulturists
and prominent growers consider acrcages from 100 to 200 and upward per
farm are required to realize an efficicnt use of modern technology). And
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_while rapid progress is being made in expanding potato acreage per farm
more than half the farms in the two provinces are still as small and technologi-
cally irrelevant as the five-to-ten-cow dairy farm.

Marketing potatoes is equally badly handled. Evidence presented to the
Task Force pointed to patternless and almost meaningless price fluctuations.
This system involving Maritime shippers and brokers in the wholesale mar-
kets of Montreal, Toronto and American citics is clearly inefficient. The
irregular and unattractive pack of Maritime potatoes is partly to blame. It is
difficult for the Task Force to understand why growers in this important
sector of agriculture have not themselves attempted to market or at least to
control the marketing of their products. Growers could have obtained these
marketing powers over the last 30 to 40 ycars for the asking, under the same
type of legislation successfully used by growers in British Columbia and the
Prairic Provinces. The Task Force notes with satisfaction that Prince Edward
Island is now moving toward comprchensive marketing controls.

A few large Maritime grower-shippers arc doing an cxcellent marketing
job. They offer a uniform product grading well over Canada No. 1 and offer
it with continuity of supply. The few arc well paid for their efforts. These
same gains arc cqually available to all farmers provided they perform or
control their own marketing of a reliable quality product.

Experiences in Ontario which could very well be repeated in Quebec
accentuate the need for rapid improvement in the industry in the Maritime
Provinces. Cash crop farming in Ontario is making rapid advances in tech-
nology. Potato production is no cxception. Under the “protection” afforded
by transportation costs from thc Maritimes to Ontario and Quebec, the
numbers of large, highly mechanized farm units arc increasing rapidly. These
large farms produce a superior product and arc able to perform their own
marketing through dircct contacts with ncarby chain stores and other outlets.
Without a rapid change in the Maritimes, these Ontario and Quebec farmers
will increase their share of the Central Canadian market.

The recent introduction of futurcs trading in Maritime potatoes on the
Winnipeg Grain Exchange (with contracts deliverable in Montreal) has
raised considerable controversy. The Task Force fecls that for the Maritime
product which has a very high degrec of price instability and where shipper-
broker relations have been open to wide-spread questioning, the introduction
of futures trading is advantageous. The trading brings many new buyers and
sellers into the market and the futures market may be used as a genuine hedge
(or pricc guarantec) by growers. The only criticism of the existence of
futures trading in potatoes which the Task Force cncountered came from a
marketing specialist in Mainc. He stated farmers, observing the apparent
spreads between cash and distant futures at harvest time would not dcliver
any substantial part of their crop in the last threc months of the calendar
year. This withholding action has reduced the Mainc share of the Boston and
New York markets substantially over the post-World War II period.?

* University of Maine potato marketing specialist. We have already noted that production
in Maine has not increased over the past 25 years,
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The potato grade standards under the Canadian Agricultural Products
Standards Act are primarily for trading in large quantities rather than for
consumer purposes. It is possible, for instance, that from a carload of No. 1
potatoes a package may possess no grade defects while another may have 100
per cent defects and still the carload may be properly graded under existing
standards. Furthermore, grade standards are not rigidly enforced, particularly
in Quebcee and New Brunswick. The laxity has led to considerable consumer
complaint. Better grading must be oriented to consumer demand. We should
make it perfectly clear that Canada and United States first grade are identical.
But the quality of American potatoes in retail packs is higher than in Canada.
This is attributable to American shippers packing to a standard well above
U.S. No. 1.

Present grade standards are largely based on visible characteristics of
potatocs but for some markets further criteria such as starch content, specific
gravity and chipping or cooking colour are required to measure suitability.
Mcasurable indicators of quality for particular uses should be considered.

Lack of rcliable supplics of quality potatoes has led potato processors to
ask for duty-frec entry of potatoes for chipping purposes during the May-
August period. The processors claim suitable potatoes are not available in
Canada at that time but that they are available in the United States. They
claim Canadian storage facilitics arc not capable of maintaining potatoes in
proper condition, that microwave processing which might handle older
potatocs is too cxpensive and that potato chips cannot be made much in
advance of consumption. On the other hand, growers argue they will produce
the proper potato and store it if the processor will contract at the beginning
of the scason. This issuc will probably be resolved by the development of new
varicties suitablc to meet these special needs. This rescarch is in progress.

Othier Storable Vegetables

The most important storable vegetables other than potatoes are carrots
and onions. The former accounted for annual average value of $6.6 million
over the period 1962-66 and the latter for $7.0 million. What is more
important is that production of these crops is expanding rapidly and further
rapid cxpansion may be projected. In contrast, other storable vegetables
(turnips, cabbage, beets and parsnips) produce relatively small incomes and
production of the latter two is declining.

Carrots arc produced in cvery province, with Quebec being the largest
produccr, followed by Ontario. Acrcage in Quebec (8,550 in 1967-68) has
been consistently larger than in Ontario (3,226 in 1967-68), but yiclds per
acre in Ontario have exceeded those in Quebec. The two provinces account
for about 90 per cent of Canadian commercial production, averaging 352
million pounds over the past four years. Table 7 presents data on the
supply and disposition of carrots over the past cleven years.

Consumption of both fresh and processed carrots is also increasing.
Between 1957-61 and 1962-67, domestic disappcarance of fresh carrots rose
15 per cent and of carrots for processing by 33 per cent. (About 17 per
cent of the crop is processed). The 1967 per capita consumption of fresh
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carrots was 17.7 pounds. Domestic carrots supplied 76 per cent of the
market the remainder was imported.

Imports of fresh carrots largely from March through to July, when domes-
tic carrots are either in short supply or not available, dropped slightly over
the ten years 1957 to 1967. Exports of fresh carrots during the last five years
have ranged from 37 to 56 million pounds with a tendency for increased
exports. Since the loss of carrot market in Britain in the early 1960’s nearly
all Canada’s international trade in fresh carrots is with the United States.
Producers in both Ontario and Quebec have demonstrated their ability to
compete successfully in the north-eastern states despite a tariff of about ten
per cent.

TABLE 7

Carrots: Fresh Supply and Disposition, Canada, 1957-58 to 1967-68
(Crop Year July 1-June 30)

Average Average
1957-58 1962-63
to to
Item 1961-62 1966-67 1967-68
(000 pounds)

Production 244,399 351,838 355,060
Imports. ‘ 80,441 76,885 89,184
Total Supply.... 324,840 428,723 444,244
Fresh EXPOTLtS......ccoeueicereenecenninnsesensenseses 19,498 46,441 45,501
Available for Domestic Use..........ccoomrrneeiceserccsenes 305,342 382,282 398,743
Processed.... 39,916 60,074 52,000
Available for Fresh Use.......ccoceerevvenrecnrercnnniniecesens 265,426 322,208 346,743
Net Trade.......uvireeeerrrirreeresesessisseessessssssssesessssssesios —60,943 —30,444 —43,683

SOURCE: Crop and Seasonal Price Summaries, Ottawa, Canada Department of Agriculture, 1968.

A large proportion of the Canadian crop is alrcady produced on organic
soils, but Quebec has some 200,000 acres of undeveloped organic soils in an
area only a few miles from the United States border and less than 300 miles
from the Boston market. Privatc and co-operative shippers arc now well
established in the Boston market and others in the north-castern United
States, despite the duty. These exporters scll a washed, attractively pack-
aged, uniform product in contrast to the unsatisfactory marketing practiccs
over much of the Canadian vegetable industry. With the tariff reduced to six
per cent by 1972 and particularly under conditions of free trade, the Canadi-
an industry and especially the Quebec industry, would expand rapidly but
Canada would continue to depend on imports during latc spring and summer
months. Credit for development of the organic soil arcas of Quebec promiscs
a high pay-off and should be madc available.

Onions, like carrots, arc a vegetable of special interest since they have a
potential for further rapid expansion, especially if the industry could be
placed on a free-trade basis with the United States. Supply and disposition
data on a national basis arc presented in Table 8. The data point to rapid
cxpansion in production and exports, to some contraction in import and a
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moderate increase in consumption in the fresh form. While the expansion of
the industry in the 1960’s occurred under increased protection (the duty was
raised from one to 1.5 cents per pound in 1959) technology in the industry
has improved to such an extent that production would expand under free
trade.

TABLE 8

Onions: Fresh Supply and Disposition, Canada, 1957-58 to 1967-68
(Crop Year July 1—June 30)

Average Average
1957-58 1962-63
to to
Item 1961-62 1966-67 1967-68
(thousand pounds)

Production 139,192 239,154 224,627
Imports. 74,392 62,017 86,508
Total Supply. 213,584 301,171 311,135
Fresh Exports...... 12,263 56,187 26,235
Available for Domestic Use................coooooemre.n. 201,321 244,984 284,900
Processed 8,044 8,853 6,660
Available for Fresh Use.... 193,277 236,131 278,240
Net Trade............. -62,129 -5,830 -60,273

Source: Crop and Seasonal Price Summaries, Ottawa, Canada Department of Agriculture, 1968.

Production of onions is concentrated in Ontario and Quebec, with the
former having twice the acreage of the latter. The major areas of commercial
production in Ontario are the Bradford Marsh, the London area and the
countries of Essex and Kent. These areas produce over 90 per cent of the
production in Ontario. In Quebec onions are grown largely on the organic
soils south of Montreal on a relatively small number of fairly large farm
units.

Canadian onion production has been quite variable but prices even more
so. The fluctuation results in a high degree of income instability which could
be moderated if a continental free trade area were established since farm
prices in the United States show greater stability.

The present high tariff, 1 3/4 cents per pound applied by the United States
and 1 1/2 cents by Canada (for 44 wecks, otherwise, ten per cent), accentu-
ates price and income instability for Canadian onion producers. Nor has the
tariff afforded much protection since U.S. prices generally exceed Canadian,
Over the years 1962-66 imported onions accounted for more than 20 per cent
of Canadian consumption in the 44-week high duty period. Free trade would
remove the incentive (and costs) of striving for early season production and
would reduce storage costs. While Canadian exports have gone largely to
Britain and the British West Indies, Quebec producers are now shipping into
the northeastern United States and are confident they can hang on to that
market, even with the present high tariff. Again quality and packaging of the
onions are excellent. Without a tariff, Canadian onions would be assured a
strong position in Boston and other castern United States markets. ‘
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Other Vegetables

Tomatoes are another important vegetable. Over the period 1962-66 the
average annual farm value of tomatoes for processing was $12.9 million and
that of field grown fresh tomatoes was $6.3 million. Greenhouse or glass-
house tomatoes had an average farm value of $3.9 million over the same
period.

Eighty to 85 per cent of all tomatoes produced in Canada are processed
and the remainder sold at considerably higher farm prices for consumption in

fresh form. Ontario produces 97 per cent of all tomatoes-for-processing;

within Ontario, production is concentrated in Essex and Kent Counties where
yields are high. Tomato production for the fresh market is located close to
large urban centres. Consumption in all forms has run from 54 to 64 pounds
per capita in recent years.

Canada is a substantial net importer of tomatoes, fresh and processed.
During the period 1962-66, imports (fresh equivalent) were 360-370 million
pounds, or about 30 per cent of Canadian consumption. Of total consump-
tion of 1,160 million pounds, about 300 million was in the form of fresh
tomatoes, of which about 170 million were imported; the rcmainder of
Canadian consumption was processed tomatoes (860 million pounds, fresh
equivalent) of which about 200 million pounds were imported.

Canada has had large and growing imports of canncd tomatoes and of
pulp, paste and puree. Only in the casc of soups and juice docs Canada have
any cxports. Canadian tariffs arc two cents per pound on whole canned
tomatoes, 1.5 cents on tomato paste and 20 per cent ad valorem on juice.
Although modecrately high, thesc tariffs, have not prevented imports. Tomato
pastc imports from Portugal have been increasing in recent years.

A disadvantage for Canadian processing plants is the very short harvesting
period during which this perishable crop must be processed. Even though
other crops such as peas, con or carrots may be processed using some of the
same facilitics, the interchangeability of cquipment among processed vegeta-
bles is limited. Thus over-capacity tends to be a cost-increasing factor in
Canada’s fruit and vegetable processing industry.

Net farm income from the production of tomatoes for processing varies
greatly from year to ycar, not because of the wide fluctuations in price, as is
the case for many farm commoditics but because of fluctuations in yicld per
acre, with acrcage and_ prices remaining fairly stable. The relative price
stability is imposcd by marketing board ncgotiations.

The Ontario Vegetables-for-Processing Marketing Board has managed to
negotiate prices so high as to promote vertical integration by processors or to
inhibit growth in the industry itsclf. Average farm price per ton paid over the
years 1962-66 was $39 and has been over $40 in the last three years. In
1968 the average farm pricc was $47.40 per ton, comparcd to $37.10 in
Michigan. '

An Ontario study showed that labour costs represented over 40 per cent of
total costs cven in 1961-62. Mcchanization of tomato harvesting is making
progress in the United States but is of limited usc in Canada because its
cfficient use requires much larger farm operations than prevail in Canada.
The cconomics available through mechanized harvesting may force a major
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re-structuring of the Canadian industry. Since 1967 West Indian labour has
been flown to Canada to help during the fruit and vegetable harvesting
period.. In importing seasonal farm labour Canada is moving in the opposite
direction from the United States, which has imposed severe restrictions on the
migration of Mexican harvest labour to that country.

Among other vegetables, mushrooms, corn, cucumbers and peas are most
important. But singly they represent negligible proportions of Canadian farm
income and very small proportions of the income of commercial vegetable
production. The average annual values of farm sales of these vegetables in
the 1962-66 period was (in thousands of dollars):

Mushrooms 7,915 (1963-66)
Corn for processing 3,903
Peas, processing 5,579
Corn, fresh market 2,742
Cucumbers, ficld grown 3,141

These, as other vegetable crops, are of interest in an economic evaluation of

the industry because of their very high per acre input requirements, particu-
larly of hired labour.

Apples

Apples are grown commercially in all regions of Canada except the Prai-
ries. They are the most important single fruit grown in Canada accounting
for 45 per cent of the farm value of all fruit produced, 13 per cent of all
fruits and vegetables and just under one per cent of total cash farm income.
British Columbia is the leading province in apple production, producing one-
third of the Canadian output over the crop years 1962-63 to 1966-67.
Ontario ranked sccond, producing about one-quarter of the crop in the above
period. Quebec followed with production close to the Ontario level. Nova
Scotia produced 13 per cent of this crop and New Brunswick two per cent.
Data on production by provinces arc presented in Table 9.

TABLE 9

Apples, Production in Canada by Provinces 1957-58 to 1968-69
(Crop Yecar July 1-June 30)

1957-58 1962-63
to to
Province 1961-62 1966-67 1967-68 1968-69
(thousand pounds)
108,261 127,197 157,500 125,550
20,025 20,700 22,500 22,500

154,395 241,920 232,200 252,180
196,344 255,492 267,39 273,600
237,285 313,551 303,165 229,545

Canada 716,310 958,860 982,755 903,375

Source: Quarterly Bulletin of Agricultural Statistic, various numbers, Ottawa, D.B.S.
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Apple consumption in Canada has been increasing on a per capita basis in
both fresh and processed forms. The following tabulation presents 1964-66
data as well as 1980 projections respecting per capita consumption:.

Product ‘ 1964-66 1980
(pounds per capita)

Fresh............ 26.5 27.0
Processed (fresh equivalent)... . 13.5 19.0
Total. 40.0 46.0

Source: The D.B.S., in Reference Paper 25, shows per capita consumption in fresh form at 19.8
pounds and in processed form at 9.3 pounds annually for 1958-59. However, these date are not stric-
tly comparable with those in the above table. M

The rapid increase in per capita consumption of processed apples is very
significant. However, it must be recognized that apples for processing have a
lower unit value at farm level than those going to the fresh market. In
considering per capita data, it must be noted that in the United States there
has been a six-pound decline in consumption in the fresh fruit form over the
past 20 years. However, consumption habits are different in Canada enabling
the Task Force to accept the Canadian data, including the projections to
1980. Apple consumers demanding specific varicties, and the production and
marketing sectors of the industry are adjusting to these demands. Controlled
atmosphere storage and new apple products, (e.g. frozen apple crisp) are
important factors in expanding consumption.

Supply and disposition data presented in Table 10 show a rapid expansion
in production, fresh exports, processing, and in consumption of fresh apples
over the 1957-67 period. Imports are five to six per cent of total supply, but
exports arc two to three times as large as imports. The major processed
products are apple juice, canned apples and apple sauce amounting in total to
an average of 320 mi!lion pounds fresh cquivalent over the ycars 1962-63 to
1966-67. Over those years consumption of processed products were about 75
per cent of consumption of fresh apples.

TasLE 10
Apples, Supply and Disposition, Canada 1957-58 to 1967-638
Avcrage Average
1957-58 to  1962-63 to
Item 1961-62 1966-67 (1967-68)
(millions of pounds)
PLOQUCLION. ..o srene s seseecrssasasssnsnssbsass 716 959 983
Imports............. 55 51 66
Total Supply..... 772 1,010 1,049
Fresh exports 112 138 169
Processed, fresh cquivalent 210 320 350
Waste.....ooorreerenee reererneenesenn 104 130 130
Available for fresh USC......ocvcceivnierisineencisians 346 422 400
NEL LrAAC.....eooerirerrerescssnsainsieasnsesssssesesssanas +56 +-87 4103

Sounrce: Economics Branch, C.D.A.
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Apple exports increased from an annual average of $7.1 million in 1957-
58 to $14.7 million in 1967-68, mainly to the United States’ market which
has been expanding very rapidly. Increasing shipments have gone to some 15
to 20 other countries. Almost all the small new export markets are the result
of the excellent export market development and selling job done by the
British Columbia Tree Fruits Limited, a producer-controlled marketing
agency. The same organization has in the past five years accounted for more
than one-half of the exports to Britain and for 80 per cent of shipments
to the United States. The implications of increasing import restrictions by
Britain and the coming free trade with the United States are examined in the
policy section at the end of this chapter. An analysis of the annual variability
of production, marketings and farm prices shows that compared with nine
other farm commodities apples ranked about the middle for production and
marketing variability but second after potatoes for farm prices variability.
With this product also there is a need for a re-assessment of marketing
policies, for market research and development and for greater producer
control over marketing.

Strawberries

Strawberries are the largest and fastest growing of the “small fruit” group
which also includes raspberries, blueberries etc. Among the fruits, the crop
ranks second to apples in terms of farm income. Commercial production
occurs in all regions except the Prairies and is most important in British
Columbia. Over the years 1962-66 average annual farm values by regions
were: Maritimes $1.2 million; Quebec $1.5 million; Ontario $1.8 million and
British Columbia $2.3 million for a Canadian total of $6.8 million.

The average acreage of strawberries in the above period was almost 13,000
acres. Yields average less than 3,000 pounds per acre. This compares with an
average yield of 6,800 pounds in the United States over the past ten years.
Average farm prices over the past five years ranged from 24 to 31 cents per
pound. Because strawberries are extremely perishable even in cold storage
and because harvesting in cach area is confined to a short period of about
one to three weeks, there is usually great pressure to market the fruit. As a
result, the price of the fresh produce is relatively unstable although processing
provides an important and stabilizing outlet, especially in British Columbia.
In 1962-66, ncarly one-half of Canadian production was processed but in
British Columbia the proportion was morc than 80 per cent.

Per capita consumption in fresh form is constant but consumption in frozen
form is increasing. Over the years 1962-66 average per capita consumption
was only thrce pounds, with 1.9 in fresh form and the balance in processed
form. Canadians consumc about 65 million pounds of strawberries annually
of which about one-half arc imported cither fresh or as frozen berries.

The Canadian strawberry industry is vigorous and growing. Between 1957-
61 and 1962-66 production increased from an average of 27.7 to 32.1
million pounds annually, and incrcased to more than 41 million pounds in
both 1967 and 1968. Imports have declined by 15 to 20 per cent in the
1960's. .
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The present Canadian Most Favoured Nation tariff on fresh strawberries
gives producers the right to opt for a rate of 1.6 cents per pound for a
maximum of six weeks between April and August; entry is free from Septem-
ber 1 to March 31 and ten per cent ad valorem at other times.

The U.S. tariff on fresh strawberries, applicable from June 15 to Septem-
ber 15, is being reduced from 0.4 cents per pound in 1969 to 0.2 cents per
pound by 1972. If North American strawberry prices continue to rise, the
relatively low specific duty will present no obstacle to competitive Canadian
exports to the U.S. market by 1972. There is a great nced and an opportunity
for improvement in yield technology through greater usc of irrigation, better
cultural practices, the use of higher yiclding varictics and the usc of improved
marketing techniques. Growing carlicr and later varicties will also lengthen
the marketing scason for Canadian producers.

Peaches

Pcaches arc the most important of the tender fruits, (peaches, cherrics,
pears, plums and prunes) produced in Canada, rcpresenting about 40 per
cent of the value of this group. They arc grown commercially only in Ontario
and British Columbia. For thc period 1962-66, Ontario produced 80 per
cent of Canadian output with the balance in British Columbia. Numbers of
trees declined by 15 per cent over the period 1956-60 to 1962-66 while
production declined by 12 per cent over that period. The land arca devoted
to peaches decreased by 15 per cent from 1951 to 1961 and by a further 19
per cent from 1961 to 1966. Yiclds increased sharply during the 1950's and
modcrately in the 1960%. Much of this however was the result of taking the
less productive arcas out of this crop.

Per capita consumption of pcaches in fresh form rcached a peak in 1952
at scven pounds and has declined continuously since, now being less than
five pounds. Consumption in processed form has varied from 4.2 to 4.5
pounds per capita, with no trend. Because of rising population, total con-
sumption of pcaches, both fresh and processed, rose by five per cent during
the six year period 1956-60 to 1962-66.

The foregoing data point to an industry in slow decline. Exports have been
negligible and imports have grown as a proportion of total supply in the
Canadian market. Prices and gross incomes, however, have risen. Price
increascs have gencrally been consistent with those in the United States,
which supplics most of Canada's imports.

Ontario Department of Agriculture and Food studics show that farmers
in the industry have made swecping changes in farm organization and
practiccs as a means of fighting spiralling costs. (The studics covered the
periods 1954-56 and 1965-66). By far the most rapidly rising cost was that
for usc of land and buildings. The valuc of peach land doubled from 1955
to 1965 rising from about $1,000 to $2,000 per acre. The peach area
generally is highly subject to the influences of urbanization and some
propertics to be used for housing subdivision recently changed hands at prices
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ranging from $3,000 to $6,000 per acre. Short of zoning regulations, much
of the present peach area could pass into other uses in one or two decades.

About 55 per cent of Canadian production is consumed in fresh form and
45 per cent is processed. Domestic peaches have encountered serious prob-
lems in the processing market. Imports, which in 1956-60 claimed 29 per
cent of the Canadian market, expanded their share to 53 per cent in 1962-66
and to 68 per cent in 1968. Australia, a traditional supplier was virtually out
of the Canadian market (one per cent of canned imports in the period
1958-62) yet by 1967 Australian imports supplied 38 per cent of the market.
In 1967 Canadian producers and the processing industry alleged that the
great incrcase in imports was a result of Australian government export
subsidies. They asked (1) that representations to the Australian government
be made; (2) that the question of the alleged subsidy be examined; and (3)
that failure to secure satisfaction from the Australian government should be
met with protection and/or subsidies to the Canadian industry. While the
above allegations were never conclusively proven, after negotiations between
the two governments, the Australians carly in 1968 raised the price of
shipments to Canada. Later that year the Canadian government introduced a
program providing for the remission of scasonal duties on tender fruits for
processing if domestic supplics should not be adequate.

It is important to tender fruit growers and to consumers that peaches
account for 40 per cent or more of the volume of processed tender fruit. If
the Canadian peach-processing industry were to be climinated, it would have
serious cffects on the continucd viability of the processing of other tender
fruits. A sharp decline in volume handled by this processing sector would
requirc a drastic restructuring of the industry.

Other Fruits

While there arc a large number of other fruits of cconomic importance,
nonc accounts for as much as one-fifth of onc per cent of Canadian cash farm
income. We note here those fruits which in the period 1962-66 produced
average annual cash farm incomes in cxcess of onc million dollars. These
were, in thousands of dollars:

1962-66 1967
5,634 7,196
4,870 7,493
3,860 n.a.
3,820 3,475
3,663 4,814
Plums and PLRUNCS..........ooeveeececeeeeeeeeeeeeeer e 1,267 1,365

POLICY ISSUES

In the introduction to this chapter we noted that policy problems in the
fruits and vegetables industry had occasioned far more concern than its
cconomic importance would suggest. These arisc at provincial, national and
international levels. The Task Force has considered some of the Icading
international trade problems.
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INTERNATIONAL TRADE

Maritime potatoes, vitally important to New Brunswick and Prince Edward
Island, have actual and potential comparative cost advantages over other
Canadian and North Eastern United States areas. The development of the
industry and thus of the farm economies of these two provinces, is frustrated
by the level of the United States tariff and the accompanying quota arrange-
ments. The Task Force recommends as a matter of urgency that the Federal
Government move to negotiate reductions on tariffs both ways and elimina-
tion of the U.S. quota. In spite of the difficulties in achieving reductions the
target should be the total removal of both.

The Task Force recommends that the Federal Government take strong
initiatives toward scrious discussions of freec trade for a further group of
vegetables and fruits in which Canada has comparative advantage including
carrots, onions, cole crops, turnips and cranberrics. Apples are virtually on a
free trade basis now and will be completely free in 1972, For those crops
placed on a free trade basis an increase in resources invested and substantial-
ly higher incomes can be projected. Trade would develop on the basis of
serving particular geographic arcas of the United States during the harvest
and normal storage periods. The scope of the U.S. market is cnormous and
very large population concentrations live close to important Canadian pro-
ducing arcas.

The proposal to move to free trade on the products named above would
leave some of the Canadian potato industry exposed in a non-viable position.
The Task Force recommends that any move toward freer or free trade be
accompanied by the provision of adjustment assistance to thosc scctors
adverscly affected by any such move.

The poor prospects for exports of apples to Britain and Europe and our
success in cxporting to the United States leads the Task Force to recommend
that the Nova Scotia apple industry concentrate its sales cfforts on the
American market.

DUMPING, DISTRESS AND INJURY

Canadian farmers must compete with low priced imports entering at cycli-
cally or scasonally depressed prices. Horticultural producers feel it particular-
ly, since the harvest scason in the United States is carlicr by up to two or
three months compared to Canada. For the Task Force gencral position on
trade policy, trade strategy and adjustment assistance the reader is referred to
Chapter 4 on International Trade.

MARKETING BOARDS

In Ontario there arc cight fruit or vegetable marketing boards and an apple
commission; in British Columbia two vegetable boards and a tree fruits
board; in Alberta and Manitoba there are commissions which control potato
marketing; and in Prince Edward Island there is a potato marketing board
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which imposes neither production nor marketing controls, although compre-
hensive marketing controls may be set up in 1970.

While the business conducted by some of these boards is so small they
could scarcely do an efficient job, others particularly the boards in British
Columbia, do an effective job. The British Columbia success is based on
strong market development and merchandizing emphasis. Some of the
Ontario boards, e.g. the peach marketing boards, provide very useful market-
ing services. But why have two boards for peaches and two for grapes?
Consolidation of some boards is desirable. The Task Force notes with
approval the single board created to control the marketing of all vegetables
for processing in Ontario. The Ontario Onion Producers Marketing Board on
the other hand ceased operation in 1969. A stronger commercial orientation
may permit more aggressive exploitation of the American market.

While vegetables for processing in Quebec are under generally satisfactory
contract arrangements, producer marketing of fresh vegetables is most
unsatisfactory. Producer marketing boards for the more important fresh vege-
tables would result in improved grading and pricing. Quebec has the potential
to increase production considerably both on the black organic soils and
generally in arcas within 40 miles of Montreal. Funds from the Canadian
Dairy (Adjustment) Commission should be used to aid in this development.
However, we stress that in the development of the latter area marketing is
even more important than production. Without continuity of supply, high
quality, and attractive packaging Quebec products could not replace Ameri-
can and Ontario imports which presently dominate the Montreal market.
Produce marketing controls would be required to replace the present unsatis-
factory marketing structures.

Inter-provincially, there are problems of competition and unco-ordinated
action between provincial boards. Also board-marketed fruits and vegetables
in some provinces compete with the products marketed privately or by
co-operatives in other provinces. The best example of the variation is in
apples. British Columbia uses comprehensive board controls and aggressive
marketing and merchandizing. Ontario uscs less stringent marketing controls
through its Commission. Quebec has provincial grading which is not ade-
quatcly enforced so culls and windfall apples find their way to the fresh fruit
market. Nova Scotia has a strong co-operative which performs limited func-
tions well but there are no marketing controls. The result is that there is
much unproductive competition which tends to erode prices on a national
basis. This is a prime cxample of the need for co-ordination across provincial
borders, whether it be sccured by a national apple marketing board plan or
somcthing short of that. No such organization can be established without
strong all-producer marketing organizations in Qucbec and Nova Scotia.

Just as the need exists for producer controls over potato marketing in the
Maritimes, there is also a need for co-ordination across provincial borders
probably through a national potato marketing board. In proposing extension
of marketing controls cither for potatocs or apples, precautions must be taken
as stated in Chapter 12 on Marketing Boards, to cnsurc against the usc of
boards to restrict inter-provincial trade.

It is to the detriment of growers that with some very notable exceptions,
senior management personncl of producer marketing boards, having come up
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through agriculture, have not had the training and experience in marketing
essential to success. Marketing and management specialists must be recruited
from business firms outside agriculture, besides exchanging successful market-
ing specialists between marketing boards, irrespective of commodities. Per-
sonnel from the British Columbia producer marketing boards and co-opera-
tives could make very useful contributions to improved marketing in Eastern
Canada.

Some marketing boards, such as those marketing vegetables and fruit for
processing, negotiate with processors for uniform conditions and terms of sale
and for minimum prices. The major problem of such bargaining is that there
is no legal possibility of an aggressive producer forcing himself into the
industry by offering to produce and sell at prices lower than those negotiated.
Selection of growers becomes one of the functions of each processor and
must be performed without price as a guide. There is a dilemma here;
producers need the assurance of contracts before committing large sums to
the production of specialized crops, and processors too, need to be assured of
at least a basic supply through contracts. Yet the pattern of negotiations
eliminates price competition among producers within the board’s area, with a
consequent adverse effect on production efficiency.

The emphasis on an orientation toward exports in the earlier part of this
chapter suggests the need for sectors of the fruits and vegetables industry to
undertake export promotion. This should be on a national basis with produc-
er-marketing boards providing leadership but it must involve all groups
concerned with the product, including governments. Considerable success has
attended such efforts in the United States. Producer marketing organizations
should have a central role in export promotion because only such groups can
make the necessary “check-off” at the farm level. It must be recognised
that promotion activities on behalf of some products, e.g. carrots, onions and
turnips may have little or no value, for with these commodities price and
quality rule.

Deriving from the foregoing commodity analysis, we state very bluntly that
in the fruit and vegetable sector marketing institutions or machinery, market-
ing methods, in fact in the whole conceptual approach to marketing, Canada
is far behind the United States. And yet in every part of the industry very
strong competition comes from that country. The Canadian industry must
make an aggressive approach to improving this situation in all its aspects
from the farm to retail levels. We note with approval that the federal
manpower training program has established courses for workers at the whole-
sale and retail levels. These very successful efforts should be expanded and
extended to other market functions. But this is only a beginning. Growers,
the trade and governments must work together for the improvement of all
aspects of marketing of these products. This of course requires much more
research on marketing and market development.

PROCESSING INDUSTRY

The fruits and vegetables processing industry is exceedingly competitive
and yiclds low returns on equity capital while making a very important
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contribution to'Canadian agriculture and consumers. A major public policy
issue arises from the increasing domination of the industry by American
companies in the same business. Research for the Task Force estimates that
over 70 per cent of the pack of fruits and vegetables is processed in Ameri-
can owned plants. The parent company of some of these Canadian firms
appears reluctant to use in Canada the advanced machinery and technology
used in its American plants. The American investors may have good
private reasons for such practices but such a policy means that technology in
Canada advances more slowly than would otherwise be the case.
Perhaps more important is the fact that some American parent companies
restrict their Canadian subsidiaries in the export field, preferring to handle
this business from U.S. plants. In the case where the American companies
have world-wide operations, they generally refuse to allow Canadian subsidi-
aries to export to any country where the parent company has a local plant.
The restriction has happened in situations where the Canadian company,
before acquisition, had successfully penetrated markets in third countries.
The Task Force suggests the Department of Industry, Trade and Commerce
attempt to devise a system of economic measures or incentives to encourage
foreign companies in Canada to allow their Canadian subsidiaries to partici-
pate in export trade. ’

QUALITY AND GRADING

Consumers frequently make unfavourable comparisons between Canadian
products and those of the United States. While grade standards and lax
enforcement of government grading regulations are in part responsible for
these criticisms, it is not a general situation. For many commodities American
packers sell under a brand name rather than on the basis of government
grade. The usual practice is for the packer to set his own standard significantly
above the U.S. No. 1 grade. The same practice is occurring in Canada.

The Task Force concludes that, in general, grading is well done at the time
the actual grading takes place. But, again in general and recognizing some
notable exceptions, packaging and merchandizing of the Canadian product
falls far short of American standards. This was brought out clearly at the
Canadian Agricultural Congress with respect to lettuce. In the discussion on
potatoes the specific suggestion was made to change the grading system to
introduce more relevant bases than that of size and visual characteristics.
Throughout the range of fruits and vegetables there is need for establishing
higher requirements in the Canada No. 1 grade standard. Producers and
shippers should welcome a review of grading standards. More important still
is that grading be rigidly enforced. It is the industry as a whole which suffers
from poor inspection.

CROP INSURANCE

The commodity section of this chapter has sketched the wide fluctuations
which characterize yields in many of the fruits and vegetables crops grown in
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Canada. The hazards of committing large amounts of resources to annually
purchased inputs, at an unusual rate of risk not knowing whether they will
be recoverable from sale of the crop, is a heavy risk burden for growers to
carry. It is surprising that the provinces have not moved more quickly toward
embracing the output insurance provided under the federal Crop Insurance
Act of 1960. (Under the Act the Federal and provincial governments share
equally in the administrative costs of any approved plan, while the Federal
government contributes 25 per cent of the premium costs for all plans). Only
British Columbia has made comprehensive use of this legislation for fruit and
vegetable production. The annual yields of 13 fruits are covered, as well as
strawberry plants, grape vines and fruit trees. Prince Edward Island, Ontario
and Manitoba make insurance available on potatoes. Three provinces provide
insurance for a single vegetable crop for processing.

The Task Force is convinced the federal-provincial schemes under the
Crop Insurance Act are highly advantageous to farmers. Therefore we recom-
mend that farmers and provinces make expanded usc of the Crop Insurance
Act. Although cndorsing the present program, the Task Force sees advantage
in expanding the geographic arca of insurability for some crops beyond the
boundaries of a single province because it is generally desirable to use the
largest possible base for any particular crop insurance scheme. Some of the
provinces may have only onc hundred or less growers for a particular crop. A
scrious crop failure for potatoes or tobacco in Prince Edward Island might
threaten the solvency of a provincial scheme. But if six, seven or ten prov-
inces operated a single crop insurance plan for potatocs, solvency would be
assured. The same may be said of apples, which arc produced in an impor-
tant way in four provinces. Therefore, the Task Force recommends an expan-
sion of the Crop Insurance schemes toward regional and ultimately national
plans for some crops.

RECOMMENDATIONS
The Task Force rccommends that:

Potatoes

1. The Federal government take the initiatives necessary to cnsurc that
frec trade in potatocs be established between Canada and the United
Statcs, and that adjustment assistance be provided to farmers who
would be adversely affected by free trade.

2. Producer markceting boards be used for potatocs in Prince Edward
Island and New Brunswick.

3. Assistance be provided for rapidly re-structuring potato farms in New
Brunswick and Prince Edward Island to larger-sized units. This could
be achicved through Regional Economic Expansion plans.

4. Grading of potatocs be based on objective standards other than visi-
ble characteristics; and grading be rigidly enforced in all provinces.
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Apples

5. Marketing board controls be used in Nova Scotia and Quebec; and
the programs of producer marketing agencies in the four major pro-
ducing provinces be co-ordinated.

6. Nova Scotia orient its marketing policies toward penetration of the
United States market.

Other Vegetables

7. The Canadian government seek free trade arrangements with the
United States on carrots, onions, turnips, cole crops and cranberries.

8. Producer marketing controls over fresh vegetables be established in
the Province of Quebec; and assistance be provided for expansion of
vegetable production in the Montreal area and on the organic soil
areas along the United States border south of Montreal.

Dumping and Injury

9. Negotiation be initiated with the United States respecting the intro-
duction of objective standards for the application of quick relief
against dumping and/or injury from low priced imports.

Marketing Boards

10. In general terms, marketing boards place more emphasis on market
development and that these boards improve management practices by
cmploying highly skilled marketing specialists.

Processing Industry

11. The federal government broaden its program of economic incentives
which could encourage all sectors of the processing industry to exploit
every cconomically feasible export opportunity.

Crop Insurance

12. While endorsing crop insurance schemes under the Crop Insurance
Act of 1960, consideration be given to making crop insurance availa-
ble for potatoes, apples and other products on a national basis. Such
schemes would, of course, require actuarial soundness within each
province or sub-region of a province.

Marketing

13. That growers, the marketing scctor and governments move rapidly to
modcemize marketing structures and the performance of marketing

functions. This will requirc a great cxpansion of marketing rescarch
with an emphasis on market development.
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chapter nine

OTHER CROPS

PART A—ToBACCO

IMPORTANCE OF THE TOBACCO INDUSTRY

Tobacco is one of the most important cash crops in Canada. Production of all
types in 1968 totalled 223 million pounds (green weight) of which about 72
million pounds were exported and about 150 million pounds were sold in
Canada. The total 131,000 harvested acres produced a gross cash farm
income in that year of $142 million.

Total government revenue from all tobacco, cigar and cigarette taxes in
1968 amounted to nearly five times farm returns or about $700 million. The
Federal share was $555 million. Fluc-cured tobacco export carnings were
$55.9 million. Imports ranged between four and six million pounds in the late
1960’s. Valuc added by manufacturers was $171 million in 1966. National
data respecting acreage, production and prices arc presented in Table 1.

Ontario tobacco production, almost cntirely flue-cured, accounts for more
than 90 per cent of tobacco acreage and a larger share of total production.
But Quebee produces significant quantitics of fluc-cured, cigar and pipe
tobaccos, Fluc-cured tobacco production is beginning in the Maritime Prov-
inces, with about 100 growers in the three provinces. More than 3,000 acres
were grown there in 1968 and further expansion in this region is expected.

The introduction of the flue<cured tobacco to the croded drifting sandy
soils of countics along the north shore of Lake Erie transformed these poor
areas to highly productive agricultural lands. The 4,500 Ontario tobacco
farmers have cmployed up to 40,000 scasonal labourers in the harvesting
Scason. This large requirement is being significantly reduced by the mechani-
2ation of harvesting and curing methods.
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Favourable climatic and soil conditions have given Ontario a dominant
position in the Canadian tobacco-growing industry. A tariff of 20 cents per
pound on unstemmed and 30 cents per pound on stemmed flue-cured tobacco
completes the protection of the industry, however, under a Commonwealth
arrangement dating to the early 1930’s South African tobacco enters free of
duty. Growers have exercised control over acreage since 1934. The present
board, the Ontario Flue-cured Tobacco Growers® Marketing Board has been
the instrument for control since 1957.

TABLE |

Canada, Tobacco Acreage, Production and Prices, 1957-61 to 1968-69
(Crop Year October 1 to September 30)

Average Average 1968-69
Item 1957-61 1962-66 1967-68 (Estimated)
Acrcage
Flue-cured w. 123,806 107,695 130,170 127,600
Burley. 4,350 2,759 1,578 1,655
Cigar . 3,932 2,531 2,300 1,870
Darks....... 479 401 325 335
Total . 132,567 113,386 134,373 131,460
(thousand pounds, green weight)

Production
Flue<cured 184,450 183,411 211,300 217,000
Burley 7,6%0 5,658 3,074 3,310
Cigar 5,164 3,852 3,403 2,929

(cents per pound, green weight)
Average Farm Price

Flue-cured 5.2 62.03 71.25 -
Burley. 36.95 44.36 54.68 —
Cigar. 26.76 27.04 33.22 —

Sounce: Canadian Agricultural Outlook Conference, C.D.A. 1969, Vol. 1 p. 179, and Canadian
Farm Economics, vatious numbers.

Tobacco growing “Rights” attach to land so that the only mcans of cntry
to the industry or cxpansion of acrcage is by the purchase of land. Acreage
allotments or the acrcage cach grower is permitted to grow in any year is
regulated very stringently. Allotments are expressed as a percentage of the
“basic marketable acrcage” on which tobacco may be grown. This percentage
is varicd from ycar to ycar on the basis of cstimates of domestic demand and
of cxport ncgotiations between the Ontario Board and the Tobacco Advisory
Committee of Britain. These negotiations have become morc important since
sanctions were imposed on Rhodesia. The Federal Department of Industry,
Trade and Commcree excrciscd considerable influcnee in such negotiations.
Discussions arc also held with domestic manufacturers. During the 1960's the
acrcage of fluc-cured tobacco grown in Ontario has varicd from 73,000 to
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128,000 acres. In recent years the Ontario Board has permitted transfer of
annual acreage allotments from one farm to another when the land was held
under common ownership. Thus tobacco has been shifting to more productive
land, hence strengthening the economic position of the industry.

The acreage control has been so severe that land with “Rights” attached
has become very valuable. “It was found that buyers offered and paid prices
for tobacco farms ranging from $2,000 to $3,000 per acre of tobacco
‘Rights’ . This may be compared with prices of around $300 per acre for
land without “Rights”. These exceedingly high land values enter the cost struc-
ture and have in an important way increased production costs. Production
control has also affected the combination of resources. To maximize returns
per acre on the limited acreage farmers have increased the use of fertilizer and
most of them now use irrigation to guarantee yields. These returns increased
by about 50 per cent in the 1960%, reflecting changes in inputs and general
technological advance. Again, these intensive practices lead to higher unit cost.

PROBLEMS OF THE INDUSTRY

A major problem of the industry centres on tobacco consumption and
particularly on governmental attitudes and proposals aimed at reducing the
use of the product for health reasons. The House of Commons Committee on
Health, Welfare and Social Affairs released a report which will almost cer-
tainly become the basis for legislation. The report proposes a frecze on
tobacco promotion expenditures, a ban on the use of broadcast media and
phasing out all advertising and promotion over a four year period. The
Federal Minister of National Health and Welfare has repeatedly warned
about the hcalth hazard in using tobacco. A health hazard warning may be
required on all cigarctte packages.

Per capita consumption of cigarcttes grew slowly from 1,939 per year in
1959 t0 2,316 in 1967 but dropped by three per cent in 1968. In 1969 per
capita consumption again moved ahcad. Nevertheless, the increased usc of
filter cigarcttes has brought a reduced demand for flue-cured leaf tobacco.
Domestic demand for Icaf tobacco has apparently stabilized temporarily at
two to four million pounds below the 1967 level. Barring further and
unforescen pressure by government against smoKking, it is the judgment of the
Task Force that domestic demand will be fairly stable until 1980. The
imposition of new taxes, fearcd by the industry, could lead to a further
decline in demand for leaf.

A sccond industry problem centres on the Ontario producers becoming
increasingly high-cost growers. This becomes more critical with the pace of
inflation and as a result of cmphasis which the Ontario Board places on
limiting total output through acrcage restrictions as a means of achicving
higher prices. There is growing dissatisfaction among cxport buyers of

—

'G. 1. Trant, Production Opportunities on Ontario Tobacco Farms, University of
Guelph 1966, p. 20,
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Canadian tobacco with the high prices of the past four or five years and some
complaint about quality. Britain reduced her target import by five million
pounds in 1969; the British Advisory Committee has indicated that the
import target from Canada for 1970 may be reduced by a further four to nine
million pounds. Britain’s action is important because of Canada’s dependence
on the British market—over the years 1966-68 more than 90 per cent
Canadian flue-cured exports went to Britain.

Canada has virtually lost her tobacco market in Western Europe, the most

important import consuming area in the world. This market took 7.6 million
pounds in 1962 and 5.5 million pounds in 1963. The 1968 exports to
Western Europe were just over one half a million pounds. Farm prices in
1969 were somewhat lower than those of the previous two years and some
markets on the Continent have been recovered but lost markets are difficult
to regain. It is generally conceded that Canada, with short supplics, lost
opportunities for developing cxport outlets when Rhodesian tobacco sales
came under sanctions. The return of Rhodesia to the British market could
have serious consequences for Canadian exports. The current tobacco policy
negotiations within the Europcan Economic Community could further limit
the access of tobacco from North America to that arca. The prospect of
British entry into the E.E.C. threatens continued large cxports to Britain
under Commonwealth preference. Reflecting these situations, the Ontario
Board in 1969 adjusted its crop planning policy to provide additional acreage
for new market development and for an attempt to win back lost markets in
Britain and Western Europe.
* The continuing substantial stockpiles held by the United States Govern-
ment represents another unfavourable factor. All cxports from the United
States are subsidized by five cents per pound and about 20 per cent of United
States tobacco cxports arc made under other special government assisted
programs.

Within Canada the successful introduction of fluc-cured tobacco in the
Maritime Provinces constitutes a threat to the Ontario production control and
pricc maintcnance scheme. The Maritime acreage in 1969 was 3,135; double
the acrcage of the previous year. On the basis of Jand suitable for tobacco
production, acrcage in the Maritime could increase to three, four or more
times the 1969 acrcage. The Maritime arca has the advantage of low-valued
land and the absence of restraints on production.

The use of marketing board powers or supply management by the Ontario
Fluc-cured Tobacco Growers® Marketing Board raiscs questions of concern
beyond the tobacco industry. Production controls under authority granted by
a provincial legislature have virtually excluded new entrants to the industry
and thus reduce the opportunity for cfficient farm managers to produce
tobacco. Furthermore, the Ontario Board likely operated in such a way as to
reduce the export carnings of agriculture, especially when growers chosc to
underplant their allotted acres. It has operated in a short-run context, losing
sight of long-run considerations. The production control program has brought
serious problems to tobacco farmers themselves. Capitalization of the value
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of “Rights” into land values raises costs? and acreage restrictions lead to an
inefficient use of resources. High prices are required to meet rising costs. But
to a great extent the rising costs are a result of the production control
program. Thus they are ‘quite different from the rising costs to which all
sectors of agriculture are subject, nevertheless the tobacco industry is equally
subjected to general inflationary forces.

The Task Force concludes that present land values in the Ontario industry
cannot be sustained regardless of the way in which the production controls
are administered and that the severity of the use of production controls has
been contrary to public interest. Furthermore, the great emphasis on the
domestic and British markets and gencrally treating the other export markets
as residual, arc not consistent with the interests of the industry itself.

RECOMMENDATIONS

The Task Force therefore recommends that:

1. Tobacco growers, processors and manufacturers, the federal govern-
ment and interested provincial governments join in the creation of a
tobacco cxport development fund. This would support an aggressive
export trade devclopment program. Intensive cxploitation of export
market opportunitics, involving the use of trade missions, trade fairs
and where advisable, the use of cxport subsidies in a market develop-
ment context, should be used.

2. The Ontario Fluc-curcd Tobacco Growers’ Marketing Board reduce
the “basic marketable acrcage™ of growers who under-plant allotted
acreage. Such basic acreages accruing to the Board could be sold on a
tender basis.

3. The Ontario Board should continue, on a permanent basis, the provi-
sion in its program which now permits transfer of acreage allotments
from less productive to more productive arcas.

4. Maritime growers should form an organization which would permit a
“check-off” to allow participation in the cxport development fund
operations.

5. Maritime growers should take the action necessary to insure that
primary processing facilitics arc available in that region.

6. Intensive rescarch into the production and manufacture of tobaccos
that can be readily marketed under the demand conditions, including
consideration of cffects on health, of the 1970's be undertaken and
supported by government, the manufacturing industry and tobacco
growers.

7. A Federal government inter-departmental committee be created to
make a continuing asscssment of the cffect of anti-tobacco activitics of
the Federal government, and consider a program of adjustment assis-

tance for the industry, if required.

'Sece Appendix to Chapter 12,
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PART B—SUGAR BEETS

INTRODUCTION

A very large proportion of the sugar consumed in Canada is imported as
raw cane sugar as the Canadian sugar refineries are protected by a high tariff
on refined sugar. Only about 15 per cent of Canadian sugar consumption is
supplied from domestic sugar beets, which are protected by a prohibitive
(27.5 per cent ad valorem) tariff and heavily subsidized by deficiency pay-
ments under the Agricultural Stabilization Board. The evident question s,
what purpose the high levels of protection and subsidies achieves and whether
the costs to Canadian consumers, taxpayers and industrial users of sugar are
justified.

THE SUGAR BEET PRODUCING SECTOR

While only 15 per cent of the national sugar consumption is supplied from
sugar beets, the amount varies from region to region. The Prairie market is
largely supplied by beet production located in Alberta and Manitoba; British
Columbia and Eastern Canada arc almost entirely supplied from imported
raw cane sugar, refined in Canada. There is little competition between region-
al market suppliers. Transportation costs from either the East or West Coast
areas afford “protection” to the Prairic beet industry. In contrast, Quebec
growers, just a few miles from large cane refinerics, which are located near
East Coast seaports, arc exposed to direct competition with them.

Sugar beets are grown in Alberta, Manitoba and Quebec and processed by
factories located in these provinces. The small Quebec factory is government-
owned. Sugar bects were grown in Ontario until 1967 but production ceased
with the closing of the Chatham factory by Canada and Dominion Sugar in
carly 1968. Beets are normally grown under a contract signed between
grower and company before the beets are planted. Without specifying an
explicit price, the contract defines the basis for farmer participation in factory
returns from refined sugar, beet pulp and molasses. Data on numbers of
growers (1966) and acreages in recent years are presented below:

TABLE ]
Growers and Acreages, Sugar Beets, Canada Sclected Data

Acres
1962-66 1968
9,808 11,381
14,216 —_
25,689 29,079
39,788 39,206
89,501 79,666

Source: Canadian Agricultural Outlook Conference, C.D.A., 1969 Vol. I, p. 176.
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Production averaged 1.2 million tons in the 1962-66 period and was 1.1
million tons from the 1968 crop. There were 3,006 producers in 1966. Most
of them have important acreages of other crops and find sugar beets very
useful in crop rotations.

The acreage devoted to sugar beets has been in gradual decline since 1958,
yet in that year the crop became eligible for price support. Deficiency pay-
ments have been made each year except in 1963 and 1964 when record high
world sugar prices prevailed. The ten year decline has occurred despite the
substantial size of the total deficiency payments relative to the size of the
commodity sector. In 1967, $6.3 million were paid to 3,275 growers, an
average of $1,924 per grower, not counting approximately $2 million paid as
adjustment assistance to Ontario growers following the closing of the Chat-
ham factory. The above data do not take account of the substantial annual
losses involved in the operation of the Quebec beet sugar refinery, which
losses are in effect a subsidy to producers. Further, irrigation water is highly
subsidized in Alberta, as are the transportation and housing of the field
labour.

Table 2 presents data on the extent of federal participation in the beet
sugar industry. The government announces the level of support each year, as
a percentage of the average farm price in the previous ten years. It then
makes up the difference between prices paid by processors and the support
level by means of a deficiency payment based on a formula including the
world price and the sugar content of the beets.

TABLE 2
Support Level and Average Returns for Sugar Beets 1959-60 to 1967-68

Percentage Returns
of previous  Support from Federal Total
Year 10 years Level Processors Payment! Returns

(dollars per standard ton?)

93 93 per cent 11.62 2.51 14.13

100 14.23 per 11.77 1.40 13.17
270 pounds

102 13.18 per 11.62 1.93 13.683
250 pounds

106 13.72 18.64 — 18.64

109 13.72 18.73 — 18.73

104 13.72 11.62 3.15 14.77

104 14.35 10.78 6.38 17.16

105 14.35 11.00 4.83 15.83

114 15.50 10.64 5.41 16.05

I This subsidy was 3.23 on the 1968-69 crop.
2 Equivalent to 250 pounds of refined sugar.

3 Ontario also paid a small subsidy on the 1961 crop, and Quebec has paid a subsidy of two to
three dollars for several years.

Source: Canadian Agricultural Outlook Conference, C.D.A., 1969, Vol. 1, p. 176
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. The Task Force was informed but unable to confirm, that new production
methods could make sugar beets competitive with cane sugar without the use
of ‘subsidies. If this were the situation it would make the continuance of
federal subsidies unnecessary.

The question is whether such subsidies and protection are justified. They
do not have the effect of protecting the Canadian consumer from occasional
high world prices, as in 1963 and 1964 when the Canadian retail price
averaged from 14 to 16 cents per pound. Canada could become self-sufficient
§n sugar should a crisis occur in world trade but only at a very high cost.
Sugar beet producers are highly non-competitive at current and envisaged
world price levels. Therefore the Canadian consumer and taxpayer have
heavily subsidized a non-competitive industry for doubtful bencfits.

THE SUGAR REFINING INDUSTRY

. The sugar refining sector consists of 13 establishments. The major firms
are Canada and Dominion Sugar Company Limited, the B.C. Sugar Refinery
Limited, Atlantic Sugar Refincrics Company Limited, St. Lawrence Sugar
Limited, and the Carticr Refined Sugars Limited. Production of refined sugar
in the 1962-66 period averaged 1,920 million pounds annually; and in 1968
was 2,088 million pounds. Consumption per capita in all forms is quitc stable
at slightly over 100 pounds per ycar.

The industry appears to be very profitable, with net carnings about one-
sxxth of sales. The profitable situation results in part from a tariff structure
under which the British Preferential Duty on raw sugar is 31 cents per 100
pounds while refined sugar has a duty of $1.09 per 100 pounds British
Preferential and $1.89 Most Favourcd Nation. Imports of refined sugar arc
cflectively excluded by the tariff and the refinerics appear to take full advan-
tage of this. There is also limited competition among domestic sugar refiner-
ics. The castern Canadian cane sugar refiners were fined on conspiracy
charges in 1963 under the Combines Investigation Act. In 1969 the Tanft
Board was rcquested to make a broad inquiry into the tariff structurc on
sugar, into rcfincd sugar prices, into rcfiners’ margins and into the Canadian
beet sugar industry.

INTERNATIONAL PROBLEMS

Sugar beets arc the most claborately protected and subsidized of all world
agricultural products. In a freely competitive market most and likely all of
the world beet sugar industrics would be wiped out. Nevertheless national
defense considerations (of litle or no value in the Canadian sugar bect
situation) and unalloyed agricultural protectionism have given sugar beets
about 40 per cent of the world market. Denial of this large part of the market
to the developing countrics which arc and/or could become cfficient produc-
crs of canc sugar has scriously rctarded their development.

. Attempts to limit subsidization of beet sugar producers and assurc more
stable markets for canc producers have been made for nearly 70 ycars. But
these cfforts have been largely frustrated by the development of four prefer-
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ential arrangements. These include (1) American imports under the Sugar
Act. Six foreign countries have quotas each in excess of 100,000 tons; and
another 25 have small quotas; (2) the British special arrangements for
Commonwealth members; (3) the African and Malagasy sugar agreement;
and (4) the Cuban-Comocon special arrangements. These four cover about
one-half of the 16-17 million metric tons of world commerce in cane sugar
and each provides for prices higher than those prevailing in the free market.

Only at the beginning of 1969 did 12 importing countries, including
Canada, and 33 exporting countries implement a new International Sugar
Agreement. This Agreement is referred to as free market or residual since it
leaves sugar under the four arrangements named above untouched. It is
nevertheless a really serious attempt to stabjlize world trade in sugar not
covered by the four arrangements. The market for free sugar had been
chaotic with prices frequently falling below the costs of production of the
most efficient: producing countries. As -an illustration of sugar pricing, it is
estimated on the basis of ‘International Sugar Council statistics for 1967 that
Australia received 7.1 cents per pound for quota sugar shipped to the United
States, 5.9 cents for quota shipments to Britain, and about three cents for
sugar sold in markets where no “agreement” was in effect.

The Agreement provides for variable export quotas for producing countries
and a program to stabilizc world sugar prices between 3.25 cents and 5.25
cents per pound (U.S.) f.o.b. Caribbean ports. Export quota adjustments
which apply at various levels of the world price are the major instrument for
maintaining price stability. The Agreement contains assurance of supplies to
importing member countrics at the price of 6.5 cents when the world price
exceeds that level. In the sense that the agreement results in an increase in
the duty paid, price of Canadian imports of raw sugar of one to two cents per
pound, it will mean that beet growers will be able to secure a larger part of
their returns in the market and presumably less from the Federal government
by way of subsidy.

The Agreement does not include the E.E.C. which refused to sign when
other countrics would not accede to the E.E.C. demand for an export quota of
1.2 million metric tons. While the fact that the E.E.C. is not a signatory is
of some concern, it is unlikely that this bloc will be able to find export
markets for sizcable quantities of sugar. A further limitation rests in the fact
that Canada may have to turn to non-Commonwealth (and thus higher duty)
sources fora larger proportion of her sugar.

POLICY ISSUES

Judged by the levels of protection and subsidics used for sugar beet
farmers in almost all temperate climate countrics, Canada’s programs are
relatively modest. However, the Task Force takes the position that to perma-
nently support a very small sector of agriculture with relatively large treasury
outlays per farm is not in the national interest, cspecially when benefits to the
country arc marginal. With any cflcctive attack on the price of refined sugar,
beet growers would be unable to sccure as large a part of their income
through the market. Without anticipating the results of the Tariff Board
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inquiry, we would point to the substantial gains to the Canadian consumer
which would come as a result of a one cent price reduction for refined sugar
through. a reduction of the tariff. The position of beet sugar growers should
not be a barrier to the realization of large possible national gains. It is
concluded that if the industry is to have a future that it must be structured in
such a manner as to realize every possible efficiency in production and also
stress the obligation of the government to Canadian consumers and in provid-
ing expanding markets for the sugar of the developing countries.

RECOMMENDATIONS!

The Task Force agreed to inclusion of the foregoing description of the
Sugar Beet Industry in this Report but could not reach a concensus on
conclusions and recommendations. Professor MacFarlane dissented and his
recommendations are shown in footnote 1 below.

1 Recommendations for the Sugar Beet Industry proposed by Dr. MacFarlanc:

(1) That the Federal government limit deficiency payments to growers who have
reccived them in a recent period; and that payments to any grower be limited
to production by that grower in a recent past period, except as in (2);

(2) the Federal government be authorized to buy existing rights to deficiency pay-
ments. This would parallel the adjustment assistance payments made to farmers
when the beet sugar factory in Chatham, Ontario was closed. The govcmmc{\t
would be authorized to scll or allocate such rights to deficiency payments in
such a way as to improve the structure of the sugar beet sector;

(3) the level of deficiency payments be gradually scaled down as the industry
re-structures toward fewer, larger-scale, more cfficient production units,

248 CANADIAN AGRICULTURE IN THE SEVENTIES

I is



chapter ten

AGRICULTURE IN 1980—A MATERIALS
BALANCE APPROACH

INTRODUCTION—AGRICULTURE IN 1980

In the course of its work the Task Force found itself grappling with many
problems—the wheat surplus, the fact of poverty—analyzing many interrelat-
ed programs, and making proposals (first tentative and then final) for
changes in all sectors. What gradually became apparent was that it was
absolutely nccessary to attempt to put together in one series of tables a
summary of the kind of agriculture which Canada would be likely to have in
1980, given the kinds of changes in technology, markets, and institutions
which onc could reasonably expect and given, too, the various policies which
the Task Force was recommending for wheat, beef, dairy and so on. This
chapter is an attempt to do just that.

The heart of our materials balance approach is to be found in Tables 1 to 9.
There we have summarized Canadian consumption estimates, drawn together
the likely results of our proposed policies and of cconomic forces, and
cxamined the levels of output, exports, imports and the allocation of land
resources in Canada in 1980 for the major products.

Strangely cnough, no one scems ever to have done this excrcise before. Yet
it is essential if one is to judge the consistency of proposals and take into
account the interrclatedness of sectors and policies affecting them. It should
be one of the dutics of the new planning unit of the CDA Economics and
Business Branch to prepare annually such a scrics of predictive tables. The
picturc that emerges from them is partly descriptive—what the authors think
will happen—and partly prescriptive—what they want to have happen
through the force of government programs. It should not be thought however,
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that governments in our kind of society can make these predictive tables
come true, because production decisions are made, after all, by producers,
and consumption decisions by consumers, and processing decisions by
agribusiness and import decisions by non-Canadians.

Closely related to the materials balance approach and to all the projections
which are involved in it are implicit assumptions about the structure of
farming, how many farms there will be, their variations in size and regional
location, their variations in capital employed and so on. The structure of
farming by 1980 will have changed drastically from that of 1969 just as it has
between 1959 and 1969. We devote the final section of this chapter to the
Changmg Structure of Farming, and in Table 11 we estimate farm cash
receipts in 1980.

A. A MATERIALS BALANCE APPROACH!

The Role of Government in 1980 us at present, should be to provide a
satisfactory economic climate for farmers and agribusiness. This means high
rates of employment in the entire cconomy, the provision of certain services
or assistance to farmers and agribusiness and direct (non-market) assistance
to those in poverty. It does not mean a paternalistic approach, nor “direct-
ing” nor “managing” agriculture. Yet, the kind of assistance and services
government provides will mevnably influence the shape and size of the

industry.
Farmers will remain mdcpcndcnt decision-makers, sometimes combining in

collective bodics for common purposes but always free to decide to disband
such bodics and make their own decisions independently. Growing specializa-
tion and investment will make farmers incrcasingly vulnerable to crop, price
and financial hazards and will produce a modest but growing willingness to
accept limitations to their autonomy in return for greater stability and sccuri-
ty of prices and incomes.

Agribusiness will continuc to expericnce a winnowing-out of the inefficient
and the unlucky at a ratc almost as rapid, in many sub-scctors, as their
counterparts in farming. There will be more joint involvement of farmers and
agribusiness in. marketing commissions, in advisory committces and in
Canada Grain Councils. There will also be more attention paid by govern-
ments particularly by Departments of Agriculture to the cconomic health of
agribusiness.

Exports and imports will be less fettered by tariffs and quotas but probably
more affected by short term ad hoc actions such as the application of *“valuc
for duty”. The Task Force emphasizes the desirability of Canada taking the
initiative in attempting to crcatc a continental market with the United States
for grains, oil sceds, potatocs and livestock. Such a development would
cmphasize the importance of efficiency at three levels: by farmers; by
agribusincss (both in supplying inputs and in processing, packaging and
promoting); by governments in providing the desirable climate for informed

1The following pages must be read in careful conjunction with Tables 1 to 9 if
they are to be fully meaningful.
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decision-making by farmers and agribusiness. Another implication of a
common continental market is that all inputs by agribusiness and farmers
should be tariff-free. ‘

Red meat consumption in Canada will increase rapidly, providing one of
the really bright spots in an otherwise sombre picture. Projected consumption
(Table 1) will rise for all red meats but per capita consumption is sure to
rise only for beef and perhaps for pork2. The Task Force believes Canadian
producers will satisfy all the domestic demand for red meat in 1980 except
for Jamb and mutton. The number of sheep has been declining and is likely to
continue to do so. The projections in T: able 2, Column 3, show there will be
no net exports or net imports, except for feeder cattle exports and sheep and
lamb imports. '

Poultry meat consumption, especially of turkeys, will continue to rise
rapidly, (Tables 1 and 2). The Task Force assumes there will be no net
exports or imports of poultry meat in 1980. The assumption may be optimis-
tic, given the more rapid reduction in the industry’s cost in the United
States. If provincial or national marketing boards in Canada are unwise
enough to follow restrictionist policies which prevent costs from falling then
there will be imports in 1980.

The Task Force recommends that the present level of tariffs be retained
for broilers and turkeys. No increase is justified or beneficial. There is some
danger- that low-cost American production will cause trouble: to part of the
Canadian industry. Part of the differential in costs arises from climate—that
we cannot change. Part arises from feed costs; our proposals on feed grain
marketing and corn tariffs will help to reduce this differential. Part arises
from differences in organization of the entire industry. If governments or
producer organizations refusc to permit changes which economic forces dic-
tate, then Table 2 Column 3 will show a substantial deficit figure in 1980.

Egg consumption on a per capita basis is likely to continue to fall as in the
past and All the King's Horses are unlikely to change this trend. The
production cost and tariff statements relating to poultry production, in the
preceding paragraph, apply just as well to eggs.

Milk consumption per capita (all forms) has been falling for many years.
Projections in Table 1 assume a continuation of this downtrend. The dairy
industry shares with wheat production a prospect as gloomy as any farm
scctor. Because of the population increase domestic total milk consumption is
increasing very slowly. The major form of utilization, butter, is shiclded from
sales compctition to some extent by a 12 per cent tax on margarinc (the only
food product taxed) while producers of butter are shiclded from foreign
competition by a complete embargo on imports. There are very few other
farm products which arc protected by embargoes. (It is truc that imports of
wheat, oats and barley arc licensed by the Canadian Wheat Board but
Canadian grains arc normally competitive in pricc). The highest priced milk

*Professor Marshall of the University of Guelph expects per capita consumption of
potk to be at least SS pounds in 1980. This is rcasonable compared to a consumption
average of 53.7 pounds in 1967 and 1968. In Table I however, the more conservative
forecast of 50 pounds per person is used. Consumption in 1969 is likely to be just under
30 pounds per person. .
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product—fluid milk—could experience serious repercussions from improve-
ments in filled and synthetic milk but probably not before 1972 or 1973.

It is assumed that Canadians will consume almost 20 billion pounds of
milk in one form or another by 1980 (Table I). The dairy industry will have
gone through dramatic changes and shake-up. The number of milk cows will
fall from 2.8 million in 1964-66 to about 1.67 million in 1980 (there were
2.58 million in 1969) and output per cow will have to achieve an average of
9,000 pounds per cow if the sector is to be viable. This is a faster rate of

TABLE 1
Per Capita and Aggregate Consumption, Canada, 1964-66 and Projected 1980

1 2 3 4
Consumption
Output Animal equiv.
Per capita Aggregate per head consumed
(1bs.) (million 1bs.) (1bs.) (thous. head)

Average 1964-66
Beef. 81.0 1,592 527.7 3,149
Veal 7.4 145 124.6 1,177
Pork 49.6 975 127.7 8,134
Lamb and Mutton................... 3.3 65 43.8 1,484
Other meats 8.0 157 — —_
Poultry (EVISC.).eeereermsrecrsvrsnnee 37.1 729 4.0 181,962
Eggs (fresh equiv.).....ccoevennnae 31.7 623 199.0 eggs —_
Milk (all forms).c.....cocvversverenne 901.7 17,527 6,500.0 —
Projected 1980
Bef. 100.0 2,605 555.0 4,795
Veal 6.9 180 135.0 1,364
POTKovcmrrenerersnnnasssscsnasssnnsassraes 50.0 1,302 127.0 11,380
Lamb and Mutton. ... 3.3 86 43.0 . 2,000
Other meats 8.0 208 -— —
Poultry (€VisC.)..ccerrnnee 49.0 1,276 4.2 306,758
Eggs (fresh cquiv.)....occvveencnen. 28.7 748 220.0 cggs -
Milk (all fOrms)auuceiinvecernenns 765.0 19,928 9,000.0 —_

Derivation: * Demand—Supply projections for Canadian Agriculture—1980" (hercafter called
“DSP") by Yankowsky, Shefrin & Cavin, Canada Department of Agriculture, Ottawa, 1968.
(1) Col 1 from DSP, Page 13
(2) Col 2 from DSP, Page 14
(3) Col 3 from DSP, Page 63
(4) Col 4 from DSP, Page 40
(5) Cols 3 & 4, “*Othcr Mcats™ pro-rated among beef, veal, pork, poultry
(6) Col 4. “Lamb and Mutton™ corrected from Dsp
(a) 1964-66—1484 instcad of 581
(b) 1980—2000 instcad of 2100
(7 Col 3, 1980, *“Milk” increased from 8,500 pounds per cow in DSP to 9,000 pounds, given pro-
jections in these tables of decline in Canadian milk production.

252 CANADIAN AGRICULTURE IN THE SEVENTIES




decline in number of cows and faster rate of increased output per cow than
experienced in the sixties. The economic forces of the market and the
changes proposed by the Task Force will make Canada less than self-suffi-

cient in dairy products, producing about 15 billion and consuming almost 20
billion pounds of milk in all forms in 1980.

Feeder cattle production has an important economic place in the Task
Force’s projections of things to come. Exports of 500,000 feeder cattle per
year to the U.S.A. are projected for 1980 (Table 2). This is a reasonable

TABLE 2
Animals: Consumed and on Farms, Canada 1964-66 and Projected for 1980

1 2 3 4 5

Animals on farms 1 June

Animal equivalents Req’d. in
Net 1980
Consumed Consumed Exports Average (for cols
av. 1964-66 1980 1980 1964-66 2and 3)
(thousand head)
Cattle 3,149 4,795 500 6,498 10,350
Calves 1,177 1,364 — 3,579 4,160
Milk Cows.......cccoveeeermnennes —_ — — 2,822 1,667
Hogs 8,134 11,380 — 5,386 7,400
Sheep and Lambs............ 1,484 2,000 —1,790 1,153 420
All Poultry.......ccovuueriveeranne (181,962)  (306,758) —_ (77,115)  (111,325)
Hens and chickcns .......... 165,781 277,878 —_ 42,889 69,470
TUTKCYS.couirrenerernrerencnenaenes 14,818 26,460 _— 7,569 13,230
Layers....cncencsrinnceessennen — — — 25,974 27,415
Other poultry.......oocuvvenne 1,363 2,420 _ 683 1,210
Horses. -— — — 403 200

Derivation:

—Cols 1 and 2 from DSP, Page 40 (Corrected for sheep and lambs as indicated in Footnote 6
Table 1)

—Col 3. Estimated export of 500,000 feeder cattle per year to the United States and imports of an
cquivalent 1,790,000 sheep and lamb carcasses per year. There will be exports and imports of the
other products but they should be offsetting.

—Col 4. from DSP Page 41.

—Col §. from DSP, Page 41. Cattlc: the DSP 1980 figure of 9,260,000 makes no provision for
exports of fecders; a provision to export 500,000 is included which increases Col S by 1,090,000
to account for 500,000 feeders and 590,000 additional beef cows and replacements required to
produce these feeders.

Milk cows—The DSP projections assume that almost all Canadian dairy consumption would be met
by domestic production (sce DSP Page 39). If dairy subsidics are reduced before 1980, Canadian pro-
duction will be reduced; the Task Force assumes Canadian production of 15 billion pounds of milk
by 1,667,000 milk cows averaging 9,000 pounds of milk per cow. “All Poultry” total corrected from
110,690 in DSP to 111,325,
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C ' . TABLE3 - = - . -
Number of Forage-Consuming Animal Units on Farms Canada 1964-66 and Projected 1980

1 2 3 4
Forage-
Consuming - Forage-
Average Animal Projected .- Consuming:-
. Numbers Units no. Animal
1964-66 1964-66 1980 units 1980
) (thousand head)
1 Beef cows . , 2,882.9  2,882.9 5,332 . 5,332
2 Bulls eteeeneaenens e sesasanes ' 217.5 217.5 175 ) 175
3 Milk cows . 2,697.3 2,697.3 . 1,667 1,667
4 Steers and heifers...........cocoorunn... © 2,613.6 . ) 4,843
5. Calves R 3,515.0 }3'064‘0 4,160} 4,502
6 Sheep 1,136.7 189.0 420 70
D £ () 2 T 407.0 T 407.0 200 200
8 Total " —  9,458.0 — 11,946

Derivation:
—Col 1 from Canadian Livestock and Animal Products Statistics, 1968, Cat. No. 23-203 DBS.

—Col 2 from Col 1 X 1 animal unit for cach mature cow or horse and X 1/2 for steers, heifers and
calves and X 1/6 for sheep. .

—Col 3 from Table 2 Col 5 above. The ratio of *beef cows™ to *'steers and heifers™ s taken to be
as in Col 1.

—Col 4 from Col 3 and same conversion factors to animal units as with Col 2 of this table.

figure from the demand side: higher incomes increase consumers’ want for
beef. Any beef shortages in the United States will not be the result of a short-
age of grains nceded for feeding but of a shortage in the resources necessary
for producing feeder cattle. An export of 500,000 is a reasonable figure
viewed from the supply side. Acres which have been used to produce
wheat that cannot be sold will be diverted to pasturc, providing feeders
that we can'scll. Some farmers in Eastern Canada who have been
producing milk will change their operations to produce fecder cattle along
with other products.

Land use in non-prairie regions will undergo no dramatic change by 1980
(Tables 5 and 7). Total acrcage cropped is likely to decline slightly; oats will
fall but barley will risc. The most important single land usc change outside
the prairics will be the continued increase in grain comn acreage especially in
Ontario. Forage com acreage will continue to expand (Table 9, Row 12) but
not so rapidly as grain corn.

Wheat will no longer be king on the prairics; cattle will have cxceeded it,
and oilsceds and other grains will be challenging it. By 1980 Canada will
have adjusted to the incvitable, that wheat acrcage and output must be
greatly reduced in the light of subsidized production and tariff protection by
other industrial statcs, long overduc attention to agriculturce in socialist states,
new varictics and a dawning agricultural revolution in less developed coun-

254 CANADIAN AGRICULTURE IN THE SEVENTIES




TABLE 4
-Acreages in Forage, Canada, 1966 and Projected Requirements 1980

Required for
1980
Acres (1966 Increase
1966 proportions) 1966 to 1980
(thousand acres)
TamMeE DAY ...t 13,162 15,800 2,638
TAME PASIULC......oovivirerirereeerere e s sseeee e 10,942 13,130 2,188
Fodder corn . 590 C 710 120
Fodder 0ats........cocovveiovvnnrenniernenieensssesseereieenas 1,219 1,450 231
(011 T3 OO OO UU OO 464 560 96
Derivation:

—Col 1 from Census of Agriculture, 1966.

—Col 2 cquals Col 1 increase by 27 per cent to mect the 27 per cent increase in number of forage
consuming animal units (Sec Table 3 Row 8 in which Col 4 exceeds Col 2 by 27 per cent)
and then decreased by 5.5 per cent for an assumed 5.5%, increase in productivity. Thus in Ta-
ble 4, Col 2 is 20 per cent greater than Col 1. (1279—5.5%, of 127 equals 120%,).

—An implicit and questionable assumption is that all forage acreages would increase by the same
proportion and that productivity would increase by 5.5 per cent in each case. The Task Force
expects the increase of 4.8 million acres of hay and pasture will occur on the prairies and expects
two-thirds of the increase to come from the conversion of land that is presently cropped. This
land is of higher productivity than much of the existing forage lands.

tries. Table 8 shows the Task Force prediction of about 360 million bushels?
going into export in 1980 and consumption in Canada by humans and
livestock amounting to about 70 million cach. Take into account the
increases in yicld that arc likely and wheat acreage should be just under 20
million acres in 1980. (Table 8 Rows 7 and 8). To achieve the predicted
exports Canada will have to introduce protein grading, give wheat in foreign
aid and above all be fully competitive in price.

Barley will be onc of the three crops taking up the slack caused by the
decline in wheat acrcage. More barley will be fed to the growing Canadian
livestock population and much much more will be exported, (Table 8 Row
2); we project cxports of 100 million bushels in 1980 compared with 30 or
40 million in the sixties. The increased exports will come about only with a
new orientation and new institutional arrangements, discussed in detail in
Chapter 5, “Wheat, Feed Grains and Oilsceds”. :

Rapeseed shows signs of being the new wonder crop on the prairies. The
danger is that in 1970-71 with “non-CWB-dclivery grain” sclling at 40-50
cents per bushel and rapesced sclling at $2.50, (with yiclds not far short of

*In a materials balance approach or indeed in any approach to Canadian agriculture,
projections concerning wheat exports arc central, As was emphasized in Chapter 5, “Wheat,
Feed Grains and Oilsceds”, the projection of exports totalling 360 million bushels by 1980
arises from a consideration of many cconomic and political factors over which Canadians
have no control. Therefore the level of actual exports may differ considerably from what
now seems the most likely figure,
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TABLE 5§
Acres and Output of Grains, Non-Prairies, Estimated 1969 and Projected 1980

1 2 3 4 5 6
1969 1980
Acres Yield Prod. Acres Yield Prod.
(000) (bufac) (000 bu) (000) (bu/ac) (000 bu)

Maritimes
Oats . 164 49 8,070 135 50 6,750
Barley 37 45 1,660 45 47 2,115 i
Mixed gr....cocoveveenrennernnnenne 81 50 4,09 100 50 5,000 i

Sub-Total........cccevervrenne 282 — —_ 280 — -
Quebec
Oats 975 42 41,050 850 44 37,400
Barley. 24 38 890 20 40 800
Mixed gr.....ceocrveerceeereeneranes 94 41 3,890 110 45 4,950
Com 45 85 3,820 100 ) 9,000

Sub-Total.........cceeuerrunne 1,138 —_ —_ 1,080 —_ —_
Ontario
Oats, 810 53 43,170 540 55 29,700
Barley 315 50 15,690 420 55 23,100
Mixed Br...ocreeerieerreerennrennsanee 855 58 49,500 540 60 32,400
Com 930 72 66,870 1,400 100 140,000
Winter wheat.......cceoevnvrveennene 360 41 14,690 350 45 15,750
Soybeans 22 24 7,600 300 —_ —_
Rye 60 26 1,580 50 26 1,300

Sub-Total......ccourrvrnsarns 3,652 -_— — 3,600 —_ —
British Columbia
Oats 76 s1 3,900 9% 50 4,500
Barley 160 33 5,300 210 35 7,350
Mixed gl 6 51 280 30 52 1,560
Wheat 160 24 3,800 170 25 4,250

Sub-Total.........ccceeurvrene 402 —_ — 500 —_ -—

Total.. e 5,474 —_— — 5,460 — —_—
Derivation:

Data for 1969 (Estimated) from Field Crop Reporting Series Cat. 22-002 Scpt. 1969 DBS. Pro-
Jections for 1980 are estimates based on recent trends and the acceptance of Task Force proposals in
regard to grain marketing, feed freight assistance and dairy pricing. A total of 170,000 acres of wheat
are included in British Columbia in 1980 because this scems more likely to be the case than a more
desirable alternative—that of reducing wheat acreage in favour of forages in this area.
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wheat) there may be such a scramble into rapeseed production that its
development may be undermined for several years. Rapeseed is the interna-
tional challenger of soybeans which now earn more foreign exchange than
any other American agricultural export. Its oil is interchangeable with other
vegetable oils and its meal so improved as to pose no real problems for
modern feed manufacturers. Improved varieties and higher yields permit
rapeseed prices to fall to levels at which it can compete anywhere with
soybeans or other oils and meals. The Task Force estimate of 5.5 million
acres in 1980 may be conservative (Table 9, Row 9).

Hay and Grass on the prairies are necessary to raise the extra cattle if
farmers are to supply 100 to 110 pounds of carcass beef to every Canadian
in 1980 and export 500,000 feeders to the United States. Along with barley
and rapeseed, hay and grass provide a productive use for those acres which
must be diverted from wheat. The Task Force foresees an increase of 5.5
million acres of tame hay and tame pasture on the prairies between 1966 and
1980 and a total increase in improved crop acreage of 1 million acres. Thus,
given a constant summerfallow acreage, almost 4 million acres will have
shifted from grain crops to forage in 14 years. This is a feasible target.

TABLE 6
Grain Consumption by Animals, Projected for 1980

Grain
Animals consumed Total grain
1 June per animal fed (col 1 X 2)
(thous. head) (tons) (thous. tons)
Milk cows 1,667 .9 1,500
Other Cattle.....moueeeeeerr e aersaees 14,510 .46 6,675
HOBS vttt ctssssisicemmessecnsseesesssesenns 7,400 .18 5,770
Sheep and Jambs.......ooovvevieccec e 420 .036 15
HOISES oot eeen . 200 .45 90
AlLPOUNEY ...t rerereesseaenssaesaes 111,325 .049 5,450
Total —_ —_ 19,500
Derivation:

—Col I from Table 2 Col §.

—~Col 2 is drawn from the Quarterly Bulletin of Agricultural Statistics, Oct-Dec. 1968, Page
249, Estimates of grain consuming animal units per head of cach type of livestock (Milk cows
= |; other cattle =.51; hogs = .87; sheep and lambs = ,04; horses = .5; poultry =.045) are
based on numbers on farms on June 1. Because of trends in the poultry industry whereby §
crops of broilers per year rather than 4 are becoming common and whereby turkey output is
increasingly a year-round operation, the past ratio of numbers on farms at one time (June 1)
to yearly output and thus to grain input appecars to be low. Conscquently the number of animal
units per head of poultry was incrcased from (045 to 055, Recent experience indicates a con-
sumption of about .9 tons of grain (not including protcin supplement) per animal unit. This
amount has been increasing slowly. The data of Col 2 represent animal units per head x .9
(c.g. hogs = .87 x .9 =.78; poultry = .055x .9 = .049).
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Land clearing on the prairies and in northern British Columbia has been
encouraged by the provincial governments, by ARDA, by the Wheat Board
quota policy and by income tax deductions on such expenditures. While there
may be some justification for ARDA assistance to occasional individuals to
expand their operations by land clearance, farm consolidation seems more
desirable in principle. It is ironic that the acreage of improved land on the
prairies has increased by 1 million acres per year while grain was backing up
into the present record inventory position. It is inconsistent to offer acreage
diversion payments to convert grain acreage to grass without simultancously
amending those programs which result in increased “improved acreage”.
Accordingly, the Task Force projects only onc million additional acres in
grains, oilsceds and forage on the prairies by 1980 compared with 1966.

Soybeans will continue to be produced in Ontario only and probably on a
slightly smaller acreage than at present, given the profitable alternative crops
and the growing competition of rapesced in oil and meal markets.

The Poor arc always with us in any sector but in the casc of farming they
have been more than usually prevalent. The competitive structure of farming,
the rapidity of technological change, the impact of subsidized and protected
production in other countries—all of these will be present in 1980 and will
then, as now, produce people with poverty-level incomes. There will however
be better techniques for being of help. The theory that we can help the poor
merely by raising the prices of the products they sell or by lowering the
prices of the inputs they buy will be practically defunct. Canadian policy will
have oscillated from “help them to move out” to “help jobs to move in” (our
present phasc), and back and forth until by 1980 we have a sensible amal-
gam of the two.

TanLe 7
Acres, Production, and Availability of Grains, Canadian Non-Prairies, 1950

1 2 3 4
Acres Production  Waste & sced  Net Available
(thous.) (thous, bu.)  (thous. bu.) .(thous. bu.)

{0 =1L SOOI 1,615 78,350 4,350 74,000
BarleY..cieeceneieieris s 695 33,365 1,365 32,000
Mixed grain........ommenmmerienns 780 43,910 1,910 42,000
COMnncnnecrrrcccsemserssnressns 1,500 149,000 2,000 147,000
Winter wheal........coveiiennnns 350 15,750 750 15,000
Wheat....... — 170 4,25 250 4,000
Rye - 1,300 50 1,250
Derivation:

—Col 1 from Table 5, Col 4.

- Col 2 from Table $ Col 6.

. =Col 3 = Col { x appropriatc sced per acre (sounded for assumed waste).
~Col 4 = Col2 —~ Col 3. . .

“258 CANADIAN AGRICULTURE IN THE SEVENTIES




HOYOUddY GONVIVE STVIMIALYIN V0861 NI TUNLINONOY

65T

TABLE 8 ,
Cercal and Feed Grain Materials Balance, Canada, 1980
Prairies
1 2 3 4 5 6 7 8 9 10 11
Yield
Total Avail-
req'd. able Minus
requiree  Human Indtl. Net (col 2 non- Net Waste
Feed ments Consumpt. Use exports to 5) prairies Prod. Gross and Seed  Acres
(thous. tons) (thousand bushels). (bu/ac) (thous).
1Oats........... ... 4,950 290,000 6,000 —_ 8,000 304,000 74,000 230,000 50 48 4,800
2 Barley............ .. s 6,495 273,000 —_ 20,000 100,000 393,000 32,000 361,000 40 38 9,500
3 Mixed grain............ .. 1,700 85,000 —_— — — 85,000 42,000 43,000 45 43 1,000
4 Com.ioocooooo .. 4,000 144,000 3,000 25,000 —10,000 162,000 147,000 15,000 61 60 250
S RYConoooi e 195 7,000 500 3,000 7,000 17,500 1,250 16,250 25 23 700
6 Ont. Winter Wheat... ... .. 120 4,000 7,000 — 4,000 15,000 15,000 —_ — —_ —_
7 Marquis Wheat.............. —_ —_— 70,000 —_ 200,000 270,000 —_ 270,000 25 23 11,750
8 Other Wheat.. ... ... 2,040 68,000 —_ —_— 160,000 228,000 4,000 224,000 30 28 8,000
9 Total.....coooiiorreennane 19,500 — — - —_ — —_— —_ — —_ 36,000
Derivation:

—Col. 1. Must total 19,500 in order to meet requirements of Table 6, Col. 3.

—Col. 2. Col. 1 converted to bushels (Oats, 58.8 bu/ton; barley, 42; mixed 50; rye and corn, 35.7; wheat 33.3 bu/ton).

—Col 3 and 4. Largely from DSP, Page 39.

—Col 5. Estimated. Corn imports are falling, For cereals scec Chapter on Wheat, Feed grains and Oilseeds.

—Col 6. Total of Cols 2, 3, 4, §.
—Col 7. from Table 7, Col 4.
—Col 8. Cols 6 minus 7.
~—Cols 9 and 10. estimated.
~—Col 11. Col 8 + Col 10.




TABLE 9

Land Use for Wheat, Feed Grain, Western Oilseeds and Fodder, Canada,
1966 and Projected 1980

1 2 3 4 5 6
Prairie Prov. Non-Prairie Prov. Canada
1966 1980 1966 1980 1966 1980
(thousands of acres)
1 Spring Wheat...... 29,780 19,750 148 170 29,928 19,920
2 Winter wheat...... —_ 370 350 370 350

4,800 2,876 1,615 9,076 6,415

9,500 343 695 7,213 10,195
700 52 50 635 750
1,000 913 780 1,583 1,780
250 752 1,500 m 1,750
1,500 41 —_ 2,070 1,500
9 Rapeseed............. 1,388 5,500 —_ —_ 1,388 5,500
10 Tame hay............ 5,185 8,521 7,279 7,279 12,564 15,800
11 Tame pasture...... 4,991 7,179 5,951 5,951 10,942 13,130
12 Fodder com........ 48 80 542 630 590 710
13 Total Cols 1 to ,
) b AR . 57,763 58,780 19,267 19,020 77,030 77,800
14 Increase, 1966~
{1 O —_ 1,017 —_ =247 —_— 770
15 Summerfallow.... 25,224 - 408 - 25,632 —
Derivation:

—Cols 1, 3 and S from Selected Statistical Information on Agriculture in Canada, CDA 1967
(Drawn from Census of Agriculture 1966.)

~Col 2 from Table 8 Col 11 for Rows | to 7. Rows 8, 9 and 12 cstimated. Rows 10 and 11 based
on requirements of Table 4 and the assumption that all extra acres in tame hay and tame pasture
must be found on the prairics.

—Col 4 from Table 7 Col 1 for Rows 1 1o 7. Estimates for other rows based on the same assump-
tions as for Col 2 of this table.

~Col 6 = Col. 2 plus 4.

~ All other crops including potatoes, tobacco, fruits and vegetables etc, are not included in this
table.

B. THE CHANGING STRUCTURE OF FARMING

Onc of the 1969 Outlook paperst of the Canada Dcpartment of Agricul-
turc predicted that there would be about 315,000 farms in Canada by 1980
comparcd with 430,000 in the 1966 Census. The 1980 projection was based
on sub-cstimates of

189,000 farms with sales over $10,000 cach,
47,000 farms with sales of $5,000-$10,000,
16,000 farms with sales of $2,500-$5,000,
63,000 farms with salcs of less than $2,500.

The C.D.A. forccast was bascd on assumptions that there would be no
major changes in cconomic forces or policy during the period 1966-1980.

Table 10 indicates the numbers of farms in rccent Census Years and the
above C.D.A. projection for 1980, The most notable feature about the table

¢ Canadian Agricultural Outlook Conference 1969, November 24, 25 Pages 218-228.
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TAnLe 10
Number of Farms by Economic Class, Canada, 1951 to 1966 and Projections for 1980
1951 1961 1966 19805
Per Cent Per Cent Per Cent Per Cent Per Cent Per Cent Per Cent
ofall ofall ofall ofall ofall ofall of all
Annual Sales Per Farm Number Farms  Sales Number Farms  Sales Number Farms Sales Number Farms
Commercial Farmst.......................... 235,090 38 78 259,037 54 90 276,835 64 95 252,248 80
$10,000 and Over......oooein, 21,243 4 22 48,841 10 45 95,032 22 65 189,186 60
S 5,0001t0 89,999......oocvvein 69,019 11 27 90,419 19 27 96,856 22 21 - 47,296 15
S 2,500t0 $4,999......cccoeviinnnne. 144,828 23 29 118,777 25 18 84,947 20 9 15,765 5
Small-Scale Farms2...........ccovvnnnnnen. 387,309 62 22 221,052 46 10 152,910 36 5 63,062 20
AlLFarmsd..ciecres 623,091 100 100 480,903 100 100 430,522 100 100 315,310 100
Part-Time Farmss..........cooocoovvveene 65,135 10.4 —_ 37,645 7.8 1.0 129,565 30 18 — —_

1Farms with annual sales of $2,500 and over.
2Farms with annual sales of less than $2,500,

JIncludes institutional farms.
4In 1951 and 1961, part-time farmers were defined as those with sales of agricultural products between $250 and $1,199 and .

(i) where the operator reported 100 or more days of off-farm work or
(ii) where the operator reported farm income was less than his income from all other sources.

In 1966, the definition was changed to those who received $750 or more from off-farm work during the previous year or those who received less than $750 from

ofl-farm work but worked 75 days or morc off the farm.
3Projections for 1980: Number of all farms based on annual rate of change of 2.6 per cent during 1951-66. 'I'he number in each class is based on the assumed

arbitrary proportions of farming in each class to total,
SoURCE: Canadian Agricultural Outlook Conference 1969. C.D.A. November 1969, p. 229.




TasLE 11
Canadian Farm Cash Receipts, 1967 and Projected 198

1 2 3 4 5

. 1967 1980

Units 1967 1980 Col 2 Cash Cash

of Pro- Pro- Pro- as % Farm Farm
Commodity duction duction  duction of Coll Receipts Receipts

(per cent) ($ million)
1 Wheat.....cuovvrrrrierens m/bu 593 538 91 765 696
2 Wheat CW.B............. — —_ — — 270 245
3 Oats m/bu 304 316 104 26 27
4 Oats CWaB....... — —_ — —_ 12 13
5 Barley.............. m/bu 249 415 166 100 166
6 Barley C.W.B............. —_ —_ —_ —_ 29 48
D 131 m/bu . 12 18 150 8 12
8 Flaxseed m/bu . 9 13 144 46 66
9 Rapeseed...................... m/bu 25 120 480 4“4 211
rereneenenes /U 8 7 87 21 18
m/bu 74 152 205 30 61
- — - —_ 499 580
— — — —_ 1,850 2,143
14 Cattle calves................ 000 head 3,149 4,795

15 Feeder exports........ 000head 282 500 154 930 1,432
16 Hogs............. .. 000 head 8,134 11,380 140 408 571
17 Dairy prod.. b/lbs. 18.2 15.0 82.4 625 515
18 Poultry......... m/lbs. 729 1,276 175 224 392
19 E8ESureerrernsaerscinses m/lbs. 623 748 120 148 178
20 Other livestock............ -— —_ - —_— 59 78
21 Total livestock............ - - —_ —_ 2,394 3,166
22 Forest and maple...... —_ — —_— 2 22

23 Other (Subsidics)........ — —_ — —_ 120 —_
24 Total Cash Receipts..  — -_ _ —_ 4,386 5,328

Note Assumption of Constant Prices 1967 and 1980.

Derivation:

Col 1 Rows 1 to 11 from Canadian Agricultural Quilook Conference, 1969 (hereafier *Outs
look"). These are quoted as *§1967-8" for crops.
Rows 14, 16, 18, 19 from Demand-Supply Projections for Canadian Agriculture 1950
(hereafier DSP) also reported in Table 2 of this Chapter. Note these data are for 1964-6

average.

Row 1S from Catalogue 32-220 D.B.S. Calendar year 1967,
Row 17 from Qutlook p. 111. Calendar ycar 1967,

Col 2 Rows 1,3, 5,7, from Table 8 Col 6 4 Sced and Waste (Acres x Cols 10-9)

Rows 8, 9, based on acreage in Table 9, Col 6 of this Chapter.
Row 10 based on acreage in Table S, Ontario Soybeans,

Rows 14, 16, 18, 19 from Table 1 of this Chapter.
Row 17—sce Footnotc to Tablz 2 of this Chapter.
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Col 3
Col 4
Col 5

shows Col 2 as percentage of Col 1.

from *Outiook 1969", pages 196-7.

= Col 3 x Col 4—For Row 12, Col S represents 11655 of Col 4; this is drawn from sums
of Rows 1 to 11 for Cols S and 4.

For Row 20, Col S represents 13255 of Col 4; this is identical with Rows 14 to 19 for
Cols $ and 4,
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is not so much the decline in total numbers as the “scissors effect” of
increasing numbers of large farms and declining numbers of small farms both
from 1951 to 1966 and in the C.D.A. projections from 1966 to 1980.

The Task Force is of the opinion that the projections of the C.D.A. in
regard both to numbers and “scissors effect” are conservative. If the recom-
mendations of the Task Force are implemented, changes would be more
rapid than projected by C.D.A. and it is likely that by 1980 there will be
fewer than 315,000 farms in Canada. Corresponding to this accelerated rate
of change will be an even larger proportion of farms in the largest size
category. :

Table 11 contains tentative calculations as to likely Farm Cash Receipts in
1980%. These are based on the levels of output projected for 1980 in the nine
Materials Balance Tables of this chapter. Making the assumption that all
farm prices will be identical in 1967 and 1980 and that the $120 million of
special subsidics of 1967 (Table 11, Row 23) will not be necessary in 1980,
Farm Cash Receipts would have increased by about $850 million (from
$4.39 billion to $5.33 billion or 22 per cent). Alternatively, since these
calculations arc based on the assumption that prices would remain constant,
the increasc from 1967 to 1980 is a reasonable proxy for the expected
increase in volume of production. In this case we exclude the $120 million of
special subsidy in 1967 and conclude that the increase in volume of produc-
tion would be about 25 per cent. Economists and others will recognize the
many arbitrary and questionable assumptions surrounding Table 11 and the
tentative conclusions contained in this paragraph. Nevertheless, they indicate
some of the changes in magnitude which appear to be reasonable to expect.

In its Outlook 1969, C.D.A. cconomists statc “These projections are
extensions of cxisting trends assuming no major changes in markets, in the
rate of adoption of new techniques or in government policy. If these trends
continuc as anticipated, then Canada will have 75 per cent as many farms as
it had in 1966. This will still be twice the number of farms that can carn
competitive returns, as full-time farms, based on the gross value of sales of
agricultural products.”® This Task Force is of the opinion that we will have
moved a bit faster than the C.D.A. projections indicate.

In summary, by 1980 agriculturc—both farming and agribusiness—will be
a much more trim, stable, cfficient and sclf-reliant industry than it is at
present. Agriculture will never be devoid of problems and soft spots, but the
drawbacks will be less scrious and less cxtensive than in 1970.

.

*The C.D.A. calculations assume implicitly that cash receipts to Canadian farmers
would remain unchanged between 1966 and 1980. “It may then be estimated that the total
number of farms which can be accommodated at this level of income ($28,000 cash
receipts) ... is about 154,000, Outlook Conference, page 219. Thus 154,000 farms with
$28,000 cash receipts gives total receipts of $4.3 billion in 1980,

*Canadian Agricultural Outlook Conference 1969, November 24, 25, page 222.
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