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Dear Sir,—I have the honour to hand you herewith the report of the
Royal Grain Inquiry Commission, pursuant to the Order in Council of
27th June, 1936, P.C. 1577, a copy of which is attached hereto.

Your obedient servant,

W. F. A. TURGEON,
Commissioner.
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(Copy)
P.C. 1677

Certified to be a true copy of a Minute of a Meeting of the Committee
of the Privy Council, approved by His Excellency- the Governor
General on the 27th June, 1036,

The Committee of the Privy Council have had before them a report
from- the-Acting-Minister of ‘Trade and-Commerce; stating that the various——————
problems pertaining to the production and marketing of Canadian Wheat
and other grains have been engaging the earnest consideration of the
Sub-Committee of the Privy Council, consisting of the Minister of Agri-
culture, the Minister of the Interior, the Minister of Finance and the
Minister of Trade and Commerce, which Sub-Committee was authorized
to examine and advise upon such matters; that the Sub-Committee has
taken cognizance of the discussions upon the subject in the House of
Commons and has come to the conclusion that it would be to the public
advantage that an enquiry be made into all the matters involved.

The Minister, therefore, recommends that The Honourable William
Ferdinand Alphonse Turgeon, of Regina, Saskatchewan, a Judge of the
Court of Appeal of Saskatchewan, be appointed a Commissioner under
Part 1 of The Enquiries Act, being Chapter 99 of the Revised Statutes of
Canada, 1927, to enquire into and to report upon the subject of the
production, buying, sclling, holding, storing, transporting and exporting
of Canadian Grains and Grain Products, and other questions incident to
such matters, and in particular, but without restricting the generality of
the foregoing terms, to enquire into and to report upon:

1. The methods now or heretofore employed in marketing Canadian
Grains abroad, ineluding Government, Grain Boards, co-operative
or pool marketing, price stabilization measures and the open
market or competitive method; and the effect of these various
methods upon markets. '

2. All transactions since the year 1930 pertaining to the handling
of grain for relief and seeding purposes in the Provinces of
Manitoba, Saskatchewan and Alberta under the Dominion
Government guarantee, or otherwise.

3. The extent, if any, to which the Canadian Wheat Board protected
speculative short interests in the Winnipeg Wheat Market in
December, 1935, immediately following the higher price fixed by the -
Argentine Government for Argentine wheat; and the effect,

whether beneficial or harmful, of any such action taken by the
Board.

]
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4. The effect of the practice of mixing and of the selection of grain
for protein content by millers and exporters.

5. The causes of the decrease in Canadian Grain exports in recent
years,

6. The measures which should be taken to retain and to extend the
marketing throughout the world of Canadian Wheat and other
grains and their products.

The Minister further recommends that for the purpose of making such
inquiry the Commissioner shall have the special authority specified under
. .__Part 3 of The Enquiries Act aforesaid.

The Minister further recommends that the Commissioner be instructed
to make his Report as speedily as possible.

The Committee concur in the foregoing recommendations and submit
the same for approval.

(Sgd.) E.J. LEMAIRE,
Clerk of the Privy Council.
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REPORT OF THE COMMISSION

INTRODUCTION
On June 27, 1936, I was appointed by an Order of His Excellency

_ the _Governor General in Council a Commissioner under Part 1 of The

Enquiries Act to inquire into and to report upon the subject of “the
production, buying, selling, holding, storing, transporting and exporting
of Canadian grain and grain products and other questions incident to such
matters.” The Order in Council provided that, in particular and without
limiting the general scope of the inquiry, I was to devote my attention to
the following subjects specifically set out and defined:

1. The methods now or heretofore employed in marketing Canadian
Grains abroad, including Government Grain Boards, co-operative
or pool marketing, price stabilization measures and the open
market or competitive method; and the effect of these various
methods upon markets,

2. All transactions since the year 1930 pertaining to thc¢ handling of
grain for relief and seeding purposes in the Provinces of Manitoba,
Saskatchewan and Alberta under the Dominion Government
guarantee, or otherwise.

3. The extent, if any, to which the Canadian Wheat Board protected
speculative short interests in the Winnipeg Wheat IMarket in
December 1935, immediately following the higher price fixed by
the Argentine Government for Argentine wheat; and the cffect,
whether beneficial or harmful, of any such action taken by the
Board. :

4, The effect of the practice of mixing and of the selection of grain for
protein content by millers and exporters.

5. The causes of the decrease in Canadian Grain exports in recent
years.

6. The measures which should be taken to retain and to extend the
marketing throughout the world of Canadian Wheat and other
grains and their products. '

ORIGIN OF THE INQUIRY

The origin of the inquiry is to be found in a report of a special com-
mittee of the House of Commons concurred in by the House on June 17,
1936. This report, after dealing with the matters which had been specific-
ally referred to the committee, concluded- with the following recom-
mendation:

1




12
“The committee further gave general consideration to the whole
problem of the production and marketing of Canadian wheat and
other factspertaining to the wheat problem. Because of the gravity
of this problem, and because your committee has neither the time
nor the facilities to make a comprehensive survey of the situation,
we recommend the “@ppoiitinent by the government of a Royal
Commission to make a complete survey of the production, grading
and distribution of Canadian grain, including the methods of
markating by — S o -
(a) the producers themselves through co-operative and stabil-
izing effort; '
() the agency of a government wheat board and the powers
such a board should possess;
(c) tre open market or competitive method; and, further, to
inquire into the general effect of mixing, if any, and of
selention for protein content by millers and exporters.

“This would involve not only a full examination into the methods
referred to above, but also into the conditions which obtain in world
markets; what effect, if any, these methods have had upon European
purchasers, and, generally, what measures should be taken to retain
and enlaige markets for Canadian wheat, and preducts of wheat
and other grains, throughout the world.”

The report of the committee, adopted without dissent, also recom-
mended that certain specific questions upon which it had taken evidence
should be referred to the proposed Royal Commission for further inquiry
and report. The Order in Council, in defining the subject matter of this
inquiry, embraces all the matters into which it was deemed expedient by
the committee and by the House of Commons that inquiry should be made.

During the last forty years the grain trade of Canada has been investi-
gated many times at the instance of both Dominion and Provineial gov-
ernments. These various inquiries have been more or less broad in their
scope. Thus the commission appointed by the Government of Canada in

1923 was instructed to inquire into “the subject of the handling and market-

ing of grain in Canada and other questions incident to the buying, selling
and transportation of grain.” The task of the Saskatchewan Commission
of 1928 was to inquire into “the subjéct of the grading, mixing, handling
and marketing of grain.” The inquiry instituted by the Government of
Canada -in 1931 was confined to one subject, but a most important one;
the commission was instructed “to inquire into and report upon what effect,
if any, the dealing in grain futures has upon the price received by the
farmer.” - :

On the present occasion the scope of the inquiry has been made con-
siderably wider than on past oceasions, because, besides some of the old.
problems which now demand reconsideration, other problems have pre-
sented themselves in recent years which affect in a vital manner the posi-
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tion of Canadian grain in export markets and consequently -the production
of grain, and especially of wheat, in Canada. Tbis appears from a perusal
of the report of the Committee of the Houge of Commons and is indicated
specifically in paragraphs 5 and 6 in the Order in .Council. Reference
is made to “the gravity of the problom” and notice is taken of a
decrease in Canadian grain exports in recent years and of the advisability
of efforts being made to retain and to extend our markets. This involves
a study of the causes of the decrease and of the measures which appear
~ best fitted to better our position for the future.

Tue InTERESTS CONGBRNED

The subject matter of the inquiry is not only of first importance to
the economic life of Canada, but it is also of great magnitude, being
made up of many inter-relate¢ problems of which some are of a con-
troversial character. The outstanding interest concerned is, of course, that
of the producer of grain; but many other interests algo exist along the
course of the process whereby the primary product is removed from the
farm in-Canada to the mill in Great Britain and in other overseas coun-
tries. The privilege of having ccunsel at the sittings of the commission
was therefore extended to all those whose interests were affected by the
inquiry. In addition, I had the great advantage of the assistance of
counsel appointed as counsel to the commission.

PROCEDURE

A great number of witnesses appeared before me. Sittings were held
in Canada at Winnipeg, Saskatoon, Regina, Edmonton, Calgary, Van-
couver and Ottawa, and, with the consent of those concerned, at London,
Liverpool, Glasgow, Paris, Brussels, Antwerp, Rotterdam and Chicago. In
all, 122 days were devoted to these sittings, 260 witnesses were heard and
715 exhibits filed. The period between the issuing of the Commission and
the submission of this report has been somewhat protracted by reason oi
the fact that, during most of it, I was engaged, also as sole commissioner,
upon an inquiry into the textile industry of Canada, which took up 135
days of public sittings besides the time neceasary to compile the report
which was submitted to the government on January 20th, 1938.

CoUNSEL

The following counsel took part in the proceedings:

Hon. J. L. Ralston, P.C., K.C., Montreal, Commission Counsel,

Jas. E. Coyne, Winnipeg, Assistant Commission Counsel,

Isaac Pitblado, K.C., Winnipeg, Winnipeg Grain Exchange,

A: E. Hoskin, K.C, Wmmpeg, Winnipeg Grain Exchange,

LW Brocklngton KC Winnipeg, North West Grain Dealers’ Asso-
tion,
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E. K. Wiitiams, K.C., Winnipeg, Manitoba Poo! Elevators Ltd.,

M. A. MacPherson, K.C., Regina, Saskatchewan Pool Elevators Ltd.,

R. H. Milliken, K.C., Regina, Saskatchewan Pool Elevators Ltd.,

M. M. Porter, K.C., Calgary, Alberta Pool Elevators Ltd.,

Hugh Phillipps, K.C., Winnipeg, Terminal Elevators,

C. K. Tallin, Esq., Winnipeg, Terminal Elevators,

J. T. Thorson, K.C., M.P., Winnipeg, United Grain Growers Ltd.,

Hon. J. E. Brownlee, K.C., Edmonton, United Grain Growers Ltd.,

P. G. Hodges, K.C., Regina, Province of Saskatchewan,

W. C. Hamilton, K.C., Winnipeg, Dominion of Canada,

W. J. Lindal, K.C., Winnipeg, Board of Grain Commissioners for
Canada, %

E. F. Haffner, K.C} Winnipeg, McCabe Grain Co.,

Boyd McBride, Edr:anton, Edmonton Chamber of Commerce,

George H. Barr, K:C,, Regina, Representing a Group of Regina Dis-
trict Farmers, . :

Walter B. Caswell, Saskatoon, Citizens’ Wheat Board & Price League,

W. Martin Grifien, K.C., Vancouver, Vancouver Merchants Exchange

& Vancouver Boar( of Trade.




CHaAPTER 1

THE WHEAT GROWING AREA

It will be well, I think, to begin the survey called for by the terms uf
the Commission by describing briefly the area of Canada which produces
our prmclpal export commodity (wheat), and by reviewing the hlstory of
this area in relation to this production,

The three provinces of Manitoba, Saskatchewan and Alberta have a
total land area of 452,158,720 acres, of which it is estimated that nearly
170,000,000 acres can be used for agricultural purposes.!

UTILIZATION OF LAND ACREAGE IN WESTERN CANADA, 19306

No. of QOccupied Farms.........ccvvivvvinrnnneas 300,523
Total Occupied Area..................ccovvnvnn... 113,112,500 Acres
Total Improved Area..... P ,84 .9 7
Area in Field Ctops .............................. 40,104,681 ¢
Area In Wheat. . .. .i.oviiiriirviiiienennnnnns 248375824

Source: Census of 1936

The agricultural area is bordered on the East by the physical barrier
of the Ontario Clay Belt, on the West by the Rocky Mountains, on the
South, by the political line of the United States boundary, and on the North
by the seemingly elastic border of a territory with an unfavourable agricul-
tural climate. KEsst and West, along the international boundary, there is
a length of 800 miles from the Clay Belt to the Mountains, but the breadth
of the area is narrowed an the northeast by the extension of the Laurentian
Plateau. Thus the arable belt assumes a somewhat triangular shape, with
the western side runhing for more than 500 miles along the foot of the
Rocky Mountains and, making about a 35-degree angle in the Peace River
District for the third side, running southeast to the southeastern corner
of Manitoba. This third side runs for a length of about 1,000 miles to
complete the boundary of agricultural production at the present time.

The wheat area is thus isolated from the rest of Canada by a thousand
miles of thinly populated land on the east and by five lwundred miles of
mountain barriers on the west. While this inland, physical, isolation
remains &s an impediment, the development of luke and rail transportation
has greatly reduced the economic disadvantages of :: country compelled
to export a specialized crop. The network of railv*y lines in the West
pictures surprisingly. well the Canadian wheat triangle. Ready access to
the Great Lakes, and to the Pacific ports and to Churchill on Hudson’s
Bay has helped to offset the disadvantages of Western Canada’s geo-
graphical position.

1 “Natural Resources of the Prairie Provinces”
Publication of the Department of Interior, Canada,

16 : o
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MILEAGE FROM WESTERN CANADA POINTS8 TO THE VARIOUS PORTS

From To

Vancouver [ Fort Williaml Montreal | Churehill

CAIEATY v oo eeeee e 642 1,267 2,190 1,190

........................... 769 1,253 2163 1159
FAMOMOD oo 1,103 783 1,780 825
Saskatoon ..., 1,005 932 1,862 790
Winnipog. .. .o ol B 19 10423 950

There are two rather large and well-defined regions of the West—the
southern, short-grass plains and the park belt, a transition of mixed prairie
and tree land. A smaller area is the forest zone. Within these major
regiong, the soils are by no means uniform.

DEVELOPMENT OF WHEAT ACREAGE

Wheat has held the major place in the economy of Western Canada
throughout this Century. In 1900, 44:6 per cent of the improved land was
in wheat; in 1936 this percentage had been lowered only slightly to 40-8
per cent. Other field crops formed 19-8 per cent of the improved land in
1900 and 25-2 per cent in 1936. There has been a tendency toward
diversification in Manitoba, in the northern park belt of Alberta and Sns-
katchewan and in the irrigated areas of southern Alberta, but elsewhere
wheat has held its important place in the farm economy. In 1900, the
wheat acreage was 2,405,474; in 1936 it was 24,837,824, both census figures.
The other grain crops, oats, barley, rye and flaxseed together comprise
little more than half the acrcage sown to wheat. :

The production and export of wheat rose steadily from 1908 (when the
compilation of annual statistics began) until 1928. During the same period,
there was an increase in the quantity used for domestic purposes in Canada
as flour, feed and seed. In this period, the population of Canada increased
from about 7 to 10 million, all classes of live stock and poultry numbers
increased significantly and the quantities necessary for seed rose with the
increase in wheat acreage. The exportable surpluses rose even more quickly
until over 400 million bushels of wheat and wheat flour were exported in
the crop year 1928-29. Since that date there have been only two crops
of normal size (1930 and 1932) and exports have fallen accordingly,

Within this 20th century, Canada has progressed from modest begin-
nings in wheat production to a position of being the largest factor in the
wheat export trade of the world. This position has brought with it naturally
a dependence on export markets and on prices in those markets.

EarLy History

The carliest attempts to grow wheat in western Canada date from
the trials of the Selkirk settlers in the region near where Winnipeg now
stands, about 18:3. ‘The first crops of 1813 and 1814 were failures, but
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that of 1815 was a limited success. The troubles of these early colonists
were almost insupemble Apmt from climatic difficulties, grasshoppers,
locusts, passenger pigeons and mice exacted their toll from the small yields.
A reference to troublesome weeds at this time shows the birth of a present-
day pest. When locusts had destroyed the crops of 1818 and 1819, there was
no sced wheat in the colony and a supply had to be brought from Prairic
du Chien, Wisconsin. With this shipment came stinkweed, and later sced
importations from Minnesota brought other noxious weeds. Discournged
by floods and locusts & number of the Selkirk colonists moved up the
river to Pembing in 1818 and there was another exodus in 1819. * Pembina
was vacated in 1822 because it was found to be on American territory and
~ settlement there retarded the further growth of St. Boniface. Another flood
in 1826 caused a great emigration, particularly of Swiss scttlers, to Minne-
sota. Lower Fort Garry was built in 1830 and the Fort Garry bcmm in
1835 was the future Winnipeg.

At this time, two wagon trails—the Red R :. or plains trail, and
the Sauk, or woods trail—formed the communication with the outside world.
The latter of these was to be the path of the St. Paul and Pacific Railway,
begun in 1862, bankrupt in 1873, purchased by Canadian financiers from
the Duteh bondholders in 1876, and reorganized under James J. Hill as
the St. Paul, Minneapolis and Manitoba in 1879. 1In 1889, this road beeame
the Great Northern.

The first recorded shipment of wheat from western Canada took
place in 1876. Amounting to 807 bushe!s and sold for 85 cents per bushel,
it went out in sacks by boats up the Red River to the Northern Pacific
lines, which conveyed it to Ontario.

The introduction of “Red Fife” wheat from Ontario about 1870
marked a real advance in western grain-growing. Much of the previous
discouragement had arisen from the lack of suitable varieties.

In 1878, the St. Paul Railway entered Winnipeg and from this date
on the economic history of western Canada is written in terms of scttle-
ment, railway nuilding, breaking of new land and wheat production.. It
was the peculinr and natural adaptation of wheat to the climatic and soil
conditions of the West that engendered this growth, This fitness of wheat
became even more apparent with the advances in plant breeding and cul-
tural investigation,

The development of western Canada in the past sixty years may be
divided into three periods. The first of these began with the active building of
the Canadian Pacific Railway about 1882; the second, with railway
extension and immigration influx about 1903; and the third in 1924 at
the conclusion of the economie depression and unfavourable weather con-
ditions that followed the Great War,

378422
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Tue Periop 1882 to 1902

The building of the Canadian Pacific Railway started in 1882-83, was
hindered by financial difficulties and the Riel Rebellion, but was com-
pleted to the Coast in 1885. It tapped the southern, short-grass plains,
which were easily broken up for wheat production. Settlement in this
period came mainly from eastern Canada and Great Britain, and spread
westward from the Red River Valley of Manitoba into Saskatchewan
and along the fertile banks of the Souris, Qu'Appelle and Assiniboine
Rivers, The development of this period was not as great nor as pro-
longed as that which began early in the present century. There were
several reasons for this, including the counter-attraction provided by
cheap lands in the western United States, the lack of land surveys and the
comparatively slight encouragement to immigration. About the year 1895,
the first period of weslern development came to an end.

Tue Periop 1903 10 1918

The second period of rapid development began with a great inrush of
immigration in 1803 which showed a fairly steady increase to a peak in
1913. In the early years of the century, Manitoba continued to fill up at

a rapid rate and settlement cxtended northward into the park lands of

Saskatchewan and Alberta. The main line of the Canadian Pacific and
its few branch lines served the settled portion of the West until the
oncoming of the accelerated immigration about 1903. Then more railway
accommodation became necessary. About this time Messrs. Mackenzie
and Mann began the building and acquiring of lines in the north and
central regions of the West, which by 1905 stretched from Edmonton in
Alberta to the Head of the Great Lakes in the east, and from Lake
Winnipegosis to the United States line, and extended into St. Paul by the

Northern Pacific. The building of the Grand Trunk Pacific also began

about 1803. An increase in wheat production followed closely upon
railway building and new immigration, and a fairly close relation is found
between these three elements in the growth of the West.

The outbreak of the War in 1914 ended the rapid development in
settlement and transportation of the previous decade, but the patriotic
appeal for increased wheat acreage met with ready response. The first
orop sceded after the War was declared covered over 3} million acres
more than that of 1914, and the crop of 1918 was 54 million acres more,
an increase of over 50 per cent. This was mainly accomplished by break-
ing new .land and by some trespassing upon the coarse grain acreage.
During this period new agricultural development was most evident in the
northern sections of the Prairie Provinces, particularly in the Peace River
District.
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The wheat acreage continued to expand until 1921, The years 1918-21
offered little in-the way of encouraging weather to the wheat farmer, but
while the prices remained high, they compensated for the low physical
yield. When wheat prices fell in 1920 and 1921 many of the marginal
lands were returned to their pre-war uses. Land settlement and tailway
construction continued as important factors. The Soldiers’ Settlement
Board and the Canada Colonization Association did much to encourage
the resumption of immigration, especially in 1920 and 1921. After a slump
in 1922 and 1923, immigration continued on a moderate scale until the
depression arrived in 1920, The government began its control of the
Canadian Northern and Grand Trunk Pacific Railways and the Hudeon
Bay Railway was pressed to completion.

Immigration was resumed in moderate numbers in 1924 and con-
tinued up to 1929. Since that date, it has been an insignificant factor in
western development. The growth of population has also slackened.
Between the census periods, 1901. and 1936, the population of Manitoba
rose from 255211 to 711,216; Saskatohewan from 91,279 to 930,803;
Alberta from 73,022 to 772,782, and the three provinces from 419,612 to
2,414,801, The rate of increase has slowed notably in the past five years;
“Alberta's-population_is_now increasing the fastest, Manitoba’s being
almost stationary. ' e S

Wheat acreage had declined to a level of 19,769,648 acres in 1925, but
then began a steady rise to a peak of 26,395,000 acres in 1932. With low
prices prevailing there were deoclines in 1933, 1934 and 1935, an increase in
1936 and a slight decline in 1937 to 24,699,000 acres. It is evident that
the low depression prices had only a slight and temporary effect in
reducing western wheat acreage.

sT643-34
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Cuarter 11

HISTORICAL SURVEY OF THE ECONOMIC POSTI'ION OF
AGRICULTURE IN WESTERN CANADA

Chapter one has described briefly the factors responsible for the
initiation and growth of grain-farming in the West. These may be listed
as the natural adaptation of such erops to climatie, soil and cconomie
conditions and the plentiful and eheap supply of fertile, easily-broken land.
Lffective precipitation is usually well concentrated in the grain growing
season.  Under pioncer conditions, with land cheap and labour dear, the
cultivation ol wheat and other grains was naturally resorted to. As sottle-
ment progressed, railway lines were extended and bulk handling made
relatively lower freight rates on grain possible. Terminal clevators were
provided at interior points and at the ports to assist the outward move-
ment.  Labour saving machinery for large-scale production was developed.
A tremendous stimulus was provided by the high prices and assured
markets of the War period. Throughout most of the short history of
the West, land values have ramained low enough to encourage exten-
sive methods i farming. The work of plant-breeders and cuitural in-
vestigators has kept pace with new problems so that new and carlior
varicties have heen developed and better eultural methods adopted to mect
the changed conditions resulting from extractive farming,

A brief citation of the relevant statisties will illustrate the hazards

_that have accompanicd the establishment of a wheat cconomy in the Prairie

Provinces.  Theé™ two main variants—weather and foreign demand—are
largely beyond control.  The weather is {lic “inain-determinant of yield
and foreign demand is one of the principal price-determining factors, = -

The following table lists the gross value of agricultural productica in
the three Prairie Provinces from 1918 to 1937, and for comparative pur-

-poses, the value of the wheat erop. The tremendous variation is clearly

apparent, the low point ¢* gross value of production being $291,666,000 in
1931 and the high, $863,986,000 in 1927. Similarly for wheat the low point
in value was 8112,480,000 in 1931 and the high, $451,956,000 in 1925.

20
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GROSS VALUE OF AGRICULTURAL PRODUCTION IN THE PRAIRIE
PROVINCES AND FARM VALUE OF THE WHEAT CROP, 1918 TO 1937

¥ Grozs

; \ \'?lui\ of | w ;/nlue( of

: . Agricultura ‘heat Crop

% Year Production. | (Thousand

‘ (Thousand Dollars)
Dollars)

714,804 328,030
§02,374 187,073
730,003 370,900
475,589 219,175
604,919 312,515
591,516 204,086
653,543 285,821 .
771,065 451,950 °
765,011 408,270
803, 908¢ 445,547
843,154 424,039 -
642,022 200,046
441,219 187,279
201,060 112,
299,080 144,333
203,298 123,198
354,920 159,027
359,122 159,677
412,101 1885,
390, 643 157,500

Source.~Dominion Bureau of Statistics, Agricultural Branch, Ottawa.

The next table is appended to show the growth of wheat acreage and
production in the three Prairic Provinces as well as the tremendous varia-
tion in average yield per acre from year to year. A downward trend in
yield per acre is also apparent from the moving averages. The ycar 1937
showed the lowest average yield per acre (6+5 bushels) and the ycar 19156
the highest (26-0 bushels). In 1937, the total yield was the lowest sinee
1914, in which year there were over 15 million acres less wheat sown,
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WHEAT ACREAGE, PRODUCTION, YIELD PER ACRE, AND 6-YEAR MOVING
AVERAGES OF YIELDS, 1006-1037

~ Prod A{er? 0 %YGAM‘ Mov-
uction ‘e ng Average
Year Acreage (Bushels) Per Acro of Yields
(Bushels) (Bushels)

5,000,053 1 104,222,780 20-4 -
5,081,207 71,574,402 141 -
5,624,000 01,855,000 18-3 -
6,878,000 | 147,482,000 21-4 -
7,867,423 1 110,168,704 140 18-43
9,900,461 | 208,697,000 20-9 19.63
10,011, 204, 280, 000 20-4 19-50
10,036, 209,262,000 20-9 19:12
0,335,400 | 140,958,000 15-1 17-60
13,867,716 | 360, 187,000 260 1657

, 362, 242,314,000 16.0 15.85
13,619,410 | 211,053,100 15-6 14.08
16,125,451 164,436,100 10-2 14.97
17,780,167 | 165,544,300 9-3 15.85
16,841,174 | 234,138,300 13-9 14.40
22,181,320 | 280,098,000 12.6 14-67
21,223,448 | 373,104,000 17-7 14-05

879, 452,260,000 2R.7 16:10
21,066,221 | 235,694,000 11-2- 17-65
19,759,648 | 367,058,000 18-6 17.22
21,805,314 | 380,765,000 17.5 17-58
21,425,650-1 454,559,300 21.2 1684
23, 158, 505 4,598,000 238 16-25
24,297,116 | 281,664,000 11:6 16.07
24,807, 397,300,000 16:0 15:33

, 586, 301,181,000 11-8 1469
26,395, 000 2,047,000 16:0 13.33
25,177,000 | 263,004,000 10-4 11-51

1296, 263,800,000 11.3 -
23,203,000 | 264,008,000 11-3 -
24,837,800 | 202,000 000 81 -
24,599,000 | 159,00C, 000 65 -

Source: Dominion Bureau of Statisties, Agricultural Branch, Ottawa.

A: idea of the variation in whent prices may be gained from the
following table, which gives the vearly average prices of No. 1 Northern
wheat at the Head of the Lakes from 1890-91 to 1936-37. Actually the
variation at the country elevator would be greater,
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YEARLY AVERAGE PRICES OF NO. 1 NORTHERN WHEAT, FORT WILLIAM-
PORT ARTHUR BASIS, CROP YEARS 189091 TO 1936-37

Crop year endin
Xuiust 31 g Cents per bushel
1890-91.

: 1891-92,
1802-93,
18903-04. .
1804-05,
1895-96.  ee e s
1806-97.. .., .. ¢ os
1897-98.. .. .. o0 o
1898-99,. .. ..
1899-1900 ..

L B
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Crop year endin
July 31 ¢

102425, .. .0 e el ve we . ..o 16940
1925-26.. . o0 oo o v .. . .0 151-2
1026-27.. .. .. o0 Coove e o vhoee es 14643
1027-28.. .o ¢ 44 e e e e o 146-3
1028-29.. .. v «4 oo e en e e te se ae es oo 12440
1029-30., .o vv o4 o v e s oo e o oo 1240
1930-31.. .. o0 o0 eoee en e Ce s e ee s 64-2
1031-32.. B Ve vs 598
1032-33.0 v vh 00 v we ee e ae e oo e e 54:3
1033-34 . e ee ee e e e ae ve e 68-1
1034-35.. . e e e as e . 81:8

.
.
4 ve s e se e v s
.

1036-37.. .. S,
1037-88%. o1 oo Ll

* Eight months, August, 1037 to March, 1938, inclusive.
otirce: Dominion Bureau of Statistics, Agricultural Branch, Ottawa. -

Canada’s progress from an importing to a great wheat exporting coun-
try is shown by the following table, giving the population of Canada and
the production, imports, exports and home consumption of wheat in Canada
1868-69 to 1036-37. The development of western Canada is mainly.
responsible for this change in Canada’s wheat production through  the
years. The production of soft winter wheat in Ontario has actually declined
as the Prairie Provinces were developed. .




24

PRODUCTION, IMPORTS, EXPORTS AND HOME CONSUMPTION OF WHEAT IN
CANADA, 1868-89 TO 1936-37

: ':Ali-l »

- minte -
Year poputae | duetion
tion
- 030 bush,
2.5
22,808
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2304y

22,83
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Wheat

- .lm.lh.

3,591,918
4.402.773
4.201.687

Importst Exportst A ﬁp,m\ng
. Wheat g Wheat ome
Wheat g g Wheat and con-
flour "::“1, Wheat flour flourt | sumption?
brl. bosh, bush, brl. bush, 000 bush
349,248] 5.163.564]  2,809.208 378.219]  4.497.694 22,692
326.387] 5.871.515] 3.557.101 382,177F  5.276.898 23,128
302.8431 5,969,451 1,748,977 304,339]  3,127.503 23,863
376.372{ 5.861.853] 2.993.119 453. 144 5.032.377 23,919
.278.832] 7.076.134| 4,379,741 474.190]  4,513,8%¢ 24,401
288.056] 9,701,868 6,581,217 540.317]  0.012,644 24,869
467.786] 7.210.108] 4.383.022 302,783}  6.745.546, 25,318
376,114 7,848,168] 6.070.393 418,504}  7.940,161 25,701
549.063] 7.059,835] 2.393.13% 268.0605]  3.601, 26,059
314.520] 7.050,781]  4.393.335 476,431 6.337.47 26,416
313.085] 5.819.061] 6.610.724 74,9431 9,197,986 25,760
101,798]  468.272] 8.090. 544,501  7.541,168 27,203
197,883 965,767 2.523.673 430.728]  4.502.449 28,813
172.5171 1.122,23¢]  3.845.033 460,739] 5,058,861 33,163
264,9561 1.236,398] 5,837,458 480,04 8,008,163 0,920
531,188} 2,689,006 745.526 107.389] 1.633.777 31,896
340,108} 2.803.58;] 2.340.9%6 123,777 2.897.953 45,269
201,327 972.086] 3.419.1¢8 386.009] 5.158.614 28, 531
169.6291  785.871}  5.631.72% 520.213]  7.972.685 31,038
62.482]  293.211)  2.163,754 250,318 3,739,272 5. 508
258.813] 1.179.828 490, 131,181 1.081, 220 33,084
169,864 033,348 422.974 115.00¢ 040.220 0, 805
87.489]  400,222]  2.108.21¢ 200840 3. 440.744 39,185
36.856) 220.629{ 8.714.154 380,996} 10.428.636 80,523
34.5071 104351 9.2/1.8%% 410.1851 11,117,718 37,229
32.59" 07.050]  9.272.208 428.6101 11,200,933 30,353
47.883]  715.104] 8.825.683 222,978F  9.829.077 34.107
41.436)  328.503] 9,919,542 188.716] 10,759.7¢64 45,272
28,377 202,288 7.885.274 421.758) 9,733,185 30.019
35.8371  218.187] 18,943,107 1.249.438] 24.585.578 .03
S7.745]  2€5.3%9] 10.305.470, 792.8361 13.871.882 52,919
80,680k 255.228] 16,844,050 768,162 20,301,379) 39,866
46,6381 314,683 9.739.758] 1.118.700] 14.773.¢C8 41,113
47,1431 360.410] 23.117,330 1.085.648} 31.007. 446 7,690
35. 2470 243.543] 32.085.748| 1.287.766] 38.780 642 58,536
40.849] 2209021 16,7/9.028] 1.587. 3.923.2 S, 18¢
42.397]  283.193) 14,900,518 1.321.464] 20.646.92¢ 31,474
41,9121  253.5211 40,209,402 1.532.0t4] 47,293 468 59,993
440721 233,878 30.434.¢88] 1,552,491 46.4¢5.8t8 89,370
40.104]  303.140{ 40.077,9501 1.667.905] 47.583.51¢ 43,851
33.484)  178.857] 4..694.0. 2.008.34¢} 56,733, 62¢) 55,879
30.2,2 .307] 52,623,887 3.374.248 . 803,093 99,145
66,L08]  407.679( 48.442,780 3.101.188] 62.363.113 0,088
521911 375.484] 18.786.88¢] 4.180,893 07.600.903] 134,012
60,07¢]  889.387| ©5.510.8261 4.496.20¢} M5.744.172] 304
50.632] 357.667] 114.902.121 ‘.5?6. 739) 135,887,447 08,487
47,905 2,180.039] 63.901.874] 5.017.380| 86.230.123 16,710
38.628]  303.179| 238.728,276] 7.426.437] 230.157.743 4.6
48.531]  S04.4331 140.223.810]  7.631,426) 174,565,250 . 32
21,6331 281.258] 118,579,601 11.257.042] 169,240,340 64,784
6.8181 321,830 35.921.315] 9.119.706 04,990,401 92,436
19.186]  201.757] 63.450.123]  6.455.420 €2,499,8%4] 100,962
33,3571  454.749| 136,9¢8.832]  6.721.469) 167,215,443 89,747
59.0381  373,942) 150,925.230] 7.740. 185,769,079  108,75¢
67.544| 397.519] 220,840.410] 11.003.4¢0) 9.304,080] 129,719
882 440,741 202,425.153] 12 021,424 346,521,361 650
61,6601  620.393] 146,058.158] 10.169.¢02] 162.791.772 87,451
40,8291 379. 1041 275.557.078] 10,860, 324,572,021 62,501
$9.474;  407.119] 251,263.788]  9.247.824 262,880.996] 100,191
72.41 474,749] 288.567.3901 . 0.865.734] 332.983.283] 120,172
77,991} 1,245,851} 354,424.698] 11,808,778} 407.5¢64. 187 133,
82,3811 1,374,226 185,746.106{ 6.778.023] 186.267.210 111,943
25.025]  244.221) 228,536,403  6.701.663] 253,693 887 139,487
20,623} 216.328| 182,803,382  5.383.504] 207.020 558 117,860
27.043] 173,014 240.136.565; $.370.613 264,304,327 99,123
§9.442]  413.168] 170.234,013 5,454.0361 194.770,818] 104,518
198.640f  896.674] 144.374.910] 4,7£0.310 163,751,308, '
61,4221 _201,510] 232,010,640 4.078.017 254,424,778 .
56,085]  403.396] 174.858,160] 4.525.668 165.223,653] 109,740

! Years ended June 30, 1868 to 1905, and July 31, 1908 to 1937. .
* Wheat flour has been converted into bushls of wheat at the average rate of 4} bushels to the barrel of 196 1b.

of flour.

1 In calculating the apparent home consumption, stocks of wheat on h
1921 and #tocks of wheat flour since 1926, The consumption fi
parable with the figuros for tze carlier years, for which data
*Productiot. figures from records of the
Source —Neptember, 1837, Menthly Bulletin of gri

decernial ce

NS,

cultural Statistics,

gures lor these years are not
on carry-over steeks are not

and at July 31 have been included aince
+ therefore, strictly com.
available.
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\WESTERN CANADIAN AGRICULTURE IN THE CANADIAN EcONOMY—INTERNAL
AND EXTERNAL

Canada's cconomic policy, stated in general terms, has been one of
protection to industry and certain minor branches of agriculture, with con-
siderable importation over the tariff from the United States and Great
Britain and reliance on export of primary produets and manufactures there-
of to balance her international indebtedness. Capital for early development
came mostly from the Old Country, ereating a net debtor position that has
persisted to this day.

The tariff and related imposts cause inereased pnoduchon and llvmg
expenses on the western farms and when added to taxes on land value,
mortgage charges, ete., do not correlate well with a farm income noted for
its variation with the weather and foreign demand. These taxes-in turn
cannot be shifted by the farmer to any great extent since the factors deter-
mining grain prices are of world wide scope,

As an offsct, it has been a matter of government policy to effect redue-
tions in the cost of marketing. A great deal has been done to promote
cfficient marketing of the wheat crop in which western Canada is com-
paratively advantaged and upon which Canada largely depends for the
balance of her international indebtedness.

Farm Capital and Value of Production

The current value of farm ecapital in Canada in 1937 (including land
and buildings, implements and machinery, and livestock and poultry) was
$4,626,161,000. Of this amount, the three Prairie Provinces accounted for
$2,026,254,000. The constituent items were land and buildings, $1,639,-
646,000, implements and machinery, $261,882,000, and live stock .and
poultry, $224,726,000. : :

In the same year, 1937, the gross value of agricultural production in
Canada was $1,051,698,000, of which the three Prairie Provinces con-
tributed $390,643,000. All field crops accounted for $273,592,000 of this
latter figure and wheat was valued ' nt-$157,560,000. Of course, this was
far from a normal year in western -agriculture. These are the m(llcahons
of the tremendous investment in Canadian agnculture

Farm Population

At the-1931 census, some 4-8 millions of Canada’s total populatlon
of 10-4 millions were clas:ed as rural and this was the first time in
which urban population exceeded rural. The Prairie Provinces, as dis-
closed in the foilowing table, have remained essentially rural.
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PERCENTAGE RURAL OF TOTAL POPULATION

— 1901 1021 1936

Manitoba. .. oot i e e 72+4 57-1 553
Saskatchowan...coovn ittt it i e 84-4 71 69-9
Bertar 46 621 62.9

Source: Census data.

Farm Ouwnership and Tenancy

Western Canada is rapidly changing from farm ownership to farm
tenancy. The following quotation is illustrative:

“Twenty-five years ago (1911), 834 per cent of the farmers
of Manitoba, 90:6 per cent of the farmers of Saskatchewan and
92:0 per cent of those of Alberta owned the farms which they
operated, whereas in 1936 the percentages were as follows: Mani-
toba 672 per cent, Saskatchewan 60:3 per cent, and Alberta
66-9 per cent.” .

Source: Canada Year Book, 1937, p. 270. ;
There were also large increases in the number of partly owned and partly
rented farms in each province during this period. Such changes are
related to the decrease in the value of land and the increase in mortgage
and other indebtedness.

Internal Importance of Canadian Agriculture

Canadian agriculture is a very important factor in the economy
of Canada. The purchasing power of the farmer is a decided influence
in providing manufacturing, transportation and distribution interests
with employment and revenues. Basing calculations on the last Dom-
inion census of 1931, farm expenditures for labour, taxes, feed, fertilizers,
farm machinery, light and power, annual charges on farm mortgages,

_ gasolene, oil and repairs, binder twine and other supplies, it is estimated

that Canadian farmers spent 557 million dollars for these items. Food
would account for another 325 million dollars and clothing at least 75
millions. These items totalling nearly a thousand million dollars repre-
sent the value of farm purchasing power to the Dominion. It is further
calculated that about one-third of this purchasing power arises from the
Prairie Provinces, :

Farm production forms the raw material of Canadian manufactur-
ing and processing concerns to the extent of about one-quarter of the
total gross value of their output.

About 20 to 25 per cent of the revenue freight loaded on Canadian
railways is made up of grain and grain products and live stock. A large
part of the Great Lakes freight is made up of grain moving eastward for
export. It is very important also to note that in periods of depression
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there is only a slight contraction in the volume of farm products moving,
compared with the major decline in the movement of industrial goods.
Agriculture thus acts as a-stabilizer to the revenues of transportation
interests,

External Importance of Canadian Agriculture

In external trade, products of farm origin made up nearly 40 per
cent of our total exports in 1936-37, with wheat and wheat flour provid-
ing 23 per cent. The total value of domestic exports was $1,061,181,906,
of products of farm origin, $422,163,5695, and of wheat and wheat flour,
$245,048,047. Other qrains add to over 21 million dollars and other
grain products over 15 million dollars.. These percentages are lower than
was formerly the case because of the impediments to trade ia wheat
common throughout the world.

These statistics reveal the importance of agricultural exports (and
wheat, in particular) in balancing the international exchange of Canads,
which is a net debtor country. Payment for imports and for intercst
and retirement of our national debt held in other countries is largely
dependent upon Canada’s continuation as an export country.

A study of relevant statistics impresses one with the fact that
domestic utilization of Canadian foodstuffs produced in surplus amounts
has declined very slightly in recent years. The great change has been
in foreign demand. The marketing troubles besetting western agricul-
ture can therefore be appraised as foreien and, to a large extent, uncon-
trollable, Diminished effective demand js the important change.

A basio difficulty of agriculiure is that production is not controllable
as in industry. Unless nature limits the output, the full force of depres-
sion in demand is felt in the price factor; in manufacturing, employment,
wages and prices all bear part of the burden.

Undoubtedly, the western producer works under a disadvantage in
Canada's fiscal policy. This was repeatedly emphasized in evidence
before this Commission. The compensation suggested for this disability
included measures directed toward reduction of production costs, con- _
tinued improvements in marketing and handling methods from the stand-
point of efficiency and economy, and ‘any possible steps that can be taken
to betler overseas demand.

It is estimated that British and foreign investments in Canada at
January 1, 1935, amounted to $6,887,812,000, a ﬁgure which is counter-
balanced to some extent by Canadian mvestments in other countries of
$2,083,341,000. (Canada Year Book, 1937, p. 872.) The net liability is
atill a large amount and must remain a principal determinant of our
economic policy. The continuation of our export trade is essential and
because of the important place of wheat in such trade, it deserves special
consideration. ‘
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Cuarter 111
METHODS OF MARKETING

The first enumerated paragraph in the Order in Council calls for an
inquiry inte:

1. “The methods now or heretofore employed in marketing
Canadian Grains abroad, including Government Grain Boards, co-
operative or pool marketing, price stabilization measures and the
operrmarket or competitive method; and the effect of these various
methods upon markets.”

Before discussing these various methods in detail and from the stand-
point of the controversics which surround them, I find it useful to review
in hare outline the history of the years whith have gone by and the place
which each system of marketing has occupied fron: time to time. It will
be convenient in dving this to begin with the method described in the
paragraph as “the open market or competitive method;” beeause, with
the exception of two intervals, one during the Great War and one immedi-
ately after its close, this method of marketing Canadian grain has prevailed
constantly, though not always exclusively, from the beginning of western
Canada’s export trade down to the present time.

Tue OrPEN MARKET orR COMPETITIVE METHOD

The history of the open market or competitive method may be divided
into twoe periods: that which went before the existence in Canada of a futures
trading system, and that which has been going on since the coming into
operation of this system in its present form in Winnipeg in February, 1904.

From the beginning, and regardless of the particular gystems prevailing,
the grain grower and those concerned in his welfare have always been
interested in securing the best possible return for the product shipped from
the farm to the market. At first the wheat was bought for export to Europe
by traders who did not hedge their purchases but bore, themselves, the full
risk of price fluctuations until they had resold at an Atlantic port, generally
New York. The only evidence we have of those carly days, which is now .
incomplete and fragmentary, indicates that a wide spread of probably
ten cents a bushel on wheat of the straight grades was taken between the
prevailing British price and that paid to the farmer at the time of purchase,
this spread being in addition, of course, to the necessary carrying and
shipping charges. At a later period some firms came into the business who
hedged their purchases in New York, Chicago or Minneapolie; but the
spread between producer and consumer prices, apart from carrying and
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shipping charges, still remained relatively wide because hedging in these
United States markets was not altogether satisfactory. This was the first
period of the open method of marketing and it came to an end when futures
trading was established in Winnipeg.

Howev-r, it- must be added that in those carly days, and cspecially
before the enactment of the Manitoba Grain Act, 1900, several factors
other than the lack of a futures market in Canada had a bearing on the
wide spread taken between overseas prices and those paid to the producer.
These were uncertainty as to grade and quality, scarcity of cars, inadequate
clevator space and loading platforms, the high cost of handling grain in
small volume, slower communications and lack of broad and precise market
information.

The reasons which actuated those who brought the present system of
futures trading into being in Canada and the steps which they took to
achieve their purpose are set out in the statement submitted to me in
Winnipeg by Mr. Frank Fowler who has been manager of the clearing
house since its establishment. The full name of the clearing house is the
Winnipeg Grain and Produce Exchange Clearing Associution. Mr. Fowler
says:

“This Association obtained incorporation under the Joint Stoci:
Colnpanies’ Act of Manitoba in June, 1901, Its incorporators,
along with others, after having a few years' experience in handling
the grain crops of the West, during which they protected their pur-

. chases in the country with hedges in Chicago, decided they could
not continue placing their hedges in & market in which they could
not make delivery, and conscquently through the Winnipeg Grain
Exchange cstablished a futures market in Winnineg where futures
contracts could be completed by the delivery of, and payment for,
the grain stipulated in such contracts. Then, for the purpose of more
efficiently and economically exchanging the daily balances due to~
the fluctuations in the price of grain and for the added security to
contracts, a. number of members of the Winnipeg Grain Exchange
established this Clearing Association. Not all members of the
Exchange are members of the Clearing Association, but all members
of the Clearing Association must be members of the Exchange.

“The affairs of the Association are managed and administered -
by a Board of nine Directors, who in turn elect a President, Vice-
President, Secretary-Treasurer and Manager. I was appointed
Manager in the fall of 1903, and proceeded to organize and staff an
office for clearing futures trading in western grain on tie Winnipeg
Grain Exchange. This took ccnsiderable time, but we Linally com-
menced trading in futures and clearing the trades on the 2nd day
of February, 1904.”

The immediate effeet of the establishing of the fﬁfures trading and
clearing house system in Winnipeg was considered to be beneficial to the -
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producer. This is evidenced by the report of a Royal Commission appointed
by the Dominion Government on July 19, 1906, and which reported on
October 11, 1907. This report says:

“The work of the Grain Exchange in establishing and sys-
tematizing & market in Winnipeg for the hancling of the crops of
the West has been a great benefit to the country. The restrictions
placed upon its members in providing for the fulfilment of con-
tracts, the establishment of a clearing house in which contracts are
protected day by day give the banks the nccessary confidence and
surety in advancing money to the trade with which to handle the
crop. This has brought the producer much nearer to the consumer
than he at one time was and no doubt is of great financial benefit

— == to him.”

Peculiar importance is to be attached to this statement by reason of
the composition of the commission responsible for it. The commissioners
were Mr. John Millar, Mr. W. L. McNair and Mr. George E. Goldie. Mr.
Millar is and was then a farmer and wheat grower in the Indian Head
District, who took an active part in farmers’ movements, He was the
first secretary of the Territorial Grain Growers’ Association which was
organized in 1901 and of which the Honourable Dr. W. R. Motherwell,
M.P., was first president, and was later a member of Parliament, from
Saskatchewan. Mr. McNair_was a prominent Manitoba farmer and Mr.
~Goldie was a miller in eastern Canada. These men were therefore in con-
stant touch with grain marketing questions both before and after the
adoption of futures trading in Canada and had their own experience to
guide them in reaching conclusions.

As the years went on, however, a different sentiment concerning the
futures trading system made itself felt among large numbers of grain
growers. The Royal Grain Inquiry Commission of 1923-24 heard charges
against the system which are summarized in the Commission’s report at
page 128 as follows:

“'That speculation either on the cash or futures market
injuriously affects the farmer and the community: (a) the price of
grain is thereby unduly depressed in the autumn when the farmers
are selling the bulk of their crop; (b) lucrative profits are made by
speculators, scalpers, etc,, through gambling with the farmers’
product; (c) disastrous losses are made in speculation.”

- The report deals with these charges on pages 130 to 139 and on this
last page it lays down 12 conclusions the effect of which is to favour the
futures trading system as being, on the whole, beneficial to the producer.

Later on, dissatisfaction again induced government action and in
1931 another commission was appointed to deal solely with this question
of futures trading. The report of this Commission, after pointing out the*
difficulties involved in the problem, concludes as follows:

‘
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“ However, in brief, our answer to the question submitted is
that in addition to the benefits reflected to the producer in furnish-
ing a system of insurance for the handling of his grain, and in pro-
viding an ever-ready and convenient means for marketing the same,
futures trading, even with its disadvant~ges of numerous price

ﬁuotuatlons, of distinot beneﬁt to the producer in the price which
he receives.”

During the course of this present investigation the merits of the system
were again called in question and the advisability of allowing it o con-
tinue in existence in Canada was challenged.

THe BoARD oF GRAIN SUPERVISORS

The first departure from the open and competitive futures market
trading system took place by Dominion Government action during the
war. On June 11, 1917, an Order in Council was passed creating “ The
Board of Grain Supervisors of Canada.” The reasons for this aotion
appear in the preamble to the Order in Council, which reads:

‘“ Whereas, by reason of war conditions, it is considered neces-
sary to provide means whereby the grain of Canada in excess of
domestic requirements may be made available for purchase by or
on behalf of His Majesty’s Government of the United Kingdom
and of the Allied Powers, and that the distribution of domestic
requirements be controlled in such manner and under such condi-
tions as will prevent ‘o the utmost possible extent any undue
inflation or depreciation of values by speculation, by the hoarding
of grain supplies, or by any other means.”

The Board marketed the remnant of the wheat grown in 1916 and
the whole of the wheat crops of 1917 and 1918.

The principal powers conferred upon the Board were to take posses-
sion of the wheat; to fix prices which “as far as possible and having
regard to position and the cost of transportation” were to be uniform
throughout Canada for grain of the same kind, quality and grade; and to
resell the grain thus acquired to millers and to

“overseas purchasers representing or acting for the Government
of the United Kingdom or for any of the allied nations or for any
combination of the same.”

The prices paid by the Board were, basis No. 1 Northern in store

- Fort William: for the remainder of the 1916 crop, $2.40 a bushel; for the

1917 crop, $2.21; for the 1918 crop, $2.243.

The object of the Government in establishing this Board appears to
have been to assist in providing a sufficient supply of grain to Great
Britain and her allies and also to fill domestic requirements at reasonable
prices, It was at this time that the:Government, having the same purnose
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in view, launched a nation-wide campaign for the extended production of
wheat and other fundstuffs.

By order of the Buard of Grain Supervisors trading in wheat for future
delivery on the grain exchange was suspended from and after September 1,
1917.  This suspension continued until July 21, 1919,

On this last date futures trading in wheat was resumed, but it lasted
only until July 29, 1919. On July 31 an Order in Council was passed again
suspending futures trading and establishing the Canadian Wheat Board

“with instructions to handle and market the wheat crop of 1919 and that
portion of the crop of 1918 which might remain undelivered to the Board
of Grain Supervisors on August 15, 1919,

Tur Caxamax Wheat Boanp, 1919-20

The reasons for the creation of the Canadian Wheat Board are stated
as follows in the Order in Council:

‘“ As regards the crop of 1919, and any other wheat undelivered
on the 15th day of August, "919, it does not appear that there will
exist in importing countries tikely to require or purchase same,
any organized buying at fised prices such as prevailed in recent
years, nor any open and stable markot of the character that obtained
prior to the war.

“The United States Government has through a constituted
ageney undertiken raany months ago and during the continuance
of active hostilitics in the present war, the purchase at a fixed
price, of the crop of that country for the vear 1919, and the
marketing of same at home and abroad.

“Under these abnormal conditions, resulting in uncertainty of
price and instability of market, it would appear that in order to
secure: that carly movement of the Canadian crop which is so
essential, and that fair distribution among our vheat producers of
the actual value of their product, as determined by *he world demand
for same throughout the entire season of marketing, which is equally
desirable, action should be taken by the Government, looking to the
purchase, storage, movement, financing and marketing of the wheat
grown in Canada in 1919, and other wheat undelivered in Canada
on the 15th of August, 1919.”

The difference in the manner of operating between the Canadian Wheat
Board of 1919-20 and the Board of Grain Supervisors was that the new
board, instead of buying the wheat outright at a fixed price. as the earlier
board had done, paid the producer or other person delivering the wheat
an advance which was fixed at $2.15 a bushel on the basis of No. 1
Northern in store at Fort William, and remained accountable to the sellers
for any profits it might realize on its resales after deducting all expenses.
In the result, additional payments of 30 and 18 cents a bushel were made,
bringing the total price of the wheat up to $2.63 per bushel.
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The operations of the Canadian Wheat Board of 1919-20 having:come -
to an end, futures trading was resumed on August 18, 1920 and has gone
on continuously ever since.

Tus PooLs

The next modification in the system of wheat marketing occurred with
the coming into action of the Pools in Alberta, Saskatchewan and Manitoba.
The main objects of these Pools are to be found by reference to the contract
signed by each Pool with the grower and which is in identical terms in the
case of the three provinces. The preamble to the contract, taken from the
Alberta form, reads: -

“WHEREAS, the undersigned Grower desires to co-operate with
others concerned in the production of wheat in the Province of
Alberta and in the marketing of the same, hereinafter referred to
as Growers, for the purpose of promoting, fostering and encouraging
the business of growing and marketing wheat co-operatively and
for eliminating speculation in wheat and for stabilizing the wheat
market; for co-operatively and collectively handling the problems
of Growers and for improving in every legitimate way the interests
of Growers in the Province of Alberta and for other pertinent
purposes:

““ AND WHEREAS, the Association has been formed under ‘ The
Co-operative Association Act’ of the Province of Alberta with full
power to act as agent, factor, mercantile agent and attorney in fact,
to handle wheat produced and delivered to it by its members, and
with such further powers as are set forth in its Memorandum of
Association ”;

The Alberta Pool was the first in the field and became organized in
time to handle a portion of the 1923 crop, about 34,000,000 bushels.
Although the elimination of speculation was one of the principal objects of
the Pool, and the Pool did not hedge its grain, its operations were not
carried on altogether outside the Winnipeg Grain Exchange and the
Exchange’s marketing facilities. The operations of the Alberta Pool were
inquired into in the winter of 1924 by the Royal Grain Inquiry Commis-
sion which was then sitting, and reference to the evidence given is to be
found in the Commission’s report at page 131. The Mr. Jaffray referred
to is Mr. H. T. Jaffray, then chairman of the western subsection of the

Canadian Bankers Association: . -
“The Alberta Pool which had received a line of credit, Mr.
Jaffray stated, was not required by the banks to hedge its grain
because the farmer gets only a partial advance and carries all the
risk himself. That is, the farmer retains such a substantial interest
in the grain until it is ultimately disposed of that it is sufficient to
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protect the-advance the bank makes against any loss. Loss, if it
occurs will fall upon the Pool members themselves. The witness
believed that without hedging the farmer (that is the non-pool
farmer) would be unable to dump his large crop on the market
within three months of the harvest season without taking a smaller
price for it. Evidence was later given by Chester Elliott, Western
Sales Manager for the Alberta Pool, that the Pool had sold wheat’
for future delivery ‘when prices looked attractive’ and had also
used the futures market in connection with the export business to
accommodate the buyer. Mr. Elliolt, however, said they did not
use the market to hedge the grain of which control had been
acquired in the country.”

In 1924 the organization of the three Pools was completed. They
then decided to get together in setting up a combined selling agency in
Winnipeg, and this was done by the incorporation in August 1924, under

-the Companies Act of Canada, of Canadian Co-operative Wheat

Producers, Limited. The new company was to act as selling agent for the
three Pools on a non-profit basis. It became known as the Central Selling
Agency, and its objects, as stated in its charter, were: "

“‘To be an agricultural organization instituted for the purposes
of mutual help, to serve as the central marketing association for the
corporations and personz mentioned in Section (a.1) hereof, (the
three Pools) but for no uvthers; to improve methods and reduce costs
of marketing grain; to reduce speculation, manipulation and waste,
and all unnccessary transactions in such marketing; to increase
consumption, build up new markets and develop new uses for grain;
to market same directly and with regularity, so as to furnish it
economically to the users thereof; and to preserve for the growers
and the public their proper profits and economies.”

I notice that while the contract between each Pool and the growers
expressed the intention of “eliminating” speculation, the object .of-the
Central Selling Ageney in this regard was stated to be to “ reduce ” specu-
lation. I do not know whether this change in language was meant to have
any real significance, or whether the modified wording in the later charter
was intended to provide for the operations described by Mr. Chester
Elliott in 1924 when he spoke of selling wheat for future delivery “ when
the prices looked attractive” and using the futures market “to accom-
modate the buyers” (which means accepting from the buyer "of cash
wheat a futures contract held by him). In any event the Central Selling
Agency took membership on the Winnipeg Grain Exchange and, in the
course of its operations, it had recourse from time to time to practices
usually considered to be speculative; but this will be gone into later.
It will suffice for the present to point out that the Pools, through their
Central Selling Agency, pursued a marketing policy different in one major
respect from that pursued by elevator companies and others buying wheat
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in large volume for re-sale, in that they did not hedge the wheat they
held for sale but carried their own risk of fluctuations in prices, dispos-
ing of their wheat from time to time throughout the year. T hey adopted
this policy out of conviction that the hedging of great quantities of
wheat in the futures market in the early delivery months had a depressing
effect upon prices. As the Pools handled over 50 per cent of all the wheat
marketed during their period of full activity, the effect upon prices of
their non-hedging policy might be expected to have been noticeable if
their conviction was well founded. On the other hand the risk they were
carrying was great, but it might be argued that it was no greater than
were their chances of gaining by not committing themselves to a price
-carly in the crop year.

In 1925 the Saskatchewan and Alberta Pools began the pooling of
coarse grains and the Alberta Pool adopted the same measure in 1929.

The first four years of Pool operating appear to have produced
results satisfactory to Pool members.. But the wheat crop of 1928 turned
out to be the largest in the history of Canada and at the end of the crop
year the Pools had a large quantity of this wheat still unsold. This
handicapped the selling of the 1929 crop. On July 11, 1929, when the
Winnipeg closing eash price for No. 1 Northern wheat was $1.441, the
Central Selling Agency fixed the-initial payment to be made in respect to
the 1929 crop at $1 per bushel on the basis of No. 1 Northern at Fort
William. This initial payment proved much too high. Prices fell so that
in the result the over-payment made on this basis amounted to 18 cents
a bushel. The Pools’ total deficit in respect to wheat and coarse grains
was ultimately placed at $24,300,000.

The amount advanced by the banks to the Pools to make the initial
payment of $1 in 1929 having become jeopardized by a fall in prices
which reduced the margin between the market value of Pool grain and
the indebtedness to less than the stipulated 15 per cent, the banks wanted
some action taken. In February 1930 the Governments of the three

Prairie Provinces gave the banks a guarantee against loss in_ respect -

to the 1929 crop and the remainder of the 1928 crop. )

The year 1930-31 produced new difficulties. An initial payment of
70 cents for No. 1 Northern was fixed on July 10 when the Winnipeg
closing cash price was 95 cents. The guarantee of the provincial Govern-
ments did not extend to the 1930 crop. The initial payment was reduced
on August 14-to 60 cents, again to 55 cents on September 11 and finally
to 50 cents on November 8. ,

Prices continuing to fall, the Dominion Government was called upon
for assistance, and through an arrangement entered into by the Central
Selling Agency and approved by all parties, Mr. John I. McFarland
became Manager of the Central Selling Agency in November 1930, taking
charse of the carry-over and of the 1930 crop. Dominion Government
guarantees were then given to the banks.
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On July 31, 1931, the Pools became separated from the Central Selling
Agency and since then have operated as separate entities carrying on a
country and terminal elevator business. They also operated voluntary
selling pools, each in its own province, for those of their members who
wished to pool their grain. This voluntary pooling went on for the four
years 1931-32-33-34, but was discontinued upon the establishment of the
Canadian Wheat Board in the summer of 1935. The voluntary pooling
opcrations were of small volume, slightly less than 20 million bushels of
wheat being marketed in that manner during the four years.

~ PRICE 3TABIL1ZATION MEASURES

Shortly after the assumption by Mr. McFarland of the management
of the Central Sclling Agency in November, 1930, there began what is
referred to in the Order in Council as the “ price stabilization measures.”
These went on until the fall of 1935 and were financed by the banks under
Dominion Government guarantee. In speaking of these stabilization
measures in their relationship to the futures market, all that may be said
i3 that they consisted in holding unusuallflarge quantities of grain out of
the cash market for long periods of time and in adding to the Central

‘Selling Agency’s cash wheat by the buying of futures. The reasons given

for this policy were: excessive world supplies, a scarcity of buyers and
ruinously low prices. These practices were contrary to those which had
been followed by the Central Selling Agency up to that time. They were
intended to secure better prices for wheat by abstaining from selling freely
and continuously, and to resist downward pressure on prices by buying
futures, especially in the fall months. The unusual element thus furnished
to the market was the existence of this agency acting on a very large scale
under Dominion Government guarantee. When Mr, McFarland took charge
of the Central Selling Agency in November, 1930, the quantity of wheat on
hand was 36,935,000 bushels, with Pco! contract wheat still to come in
during the crop year. At the end of that crop year, he had a carry-over of
75,164,000 bushels of which 47,655,000 consisted of futures, and 27,609,000
of cash wheat. When Mr. McFarland’s activities came to an end in the
fall of 1935 he had on hand, on Central Selling Agency account, 205,187,000
bushels, of which 53,728,000 bushels were cash wheat and 151,459,000
futures. :

THE CANADIAN WHEAT Boaro, 1935

The next agency to be created was the present Canadian Wheat Board
established by Dominion Statute in July, 1935, and acting with the financial
support of the Government.

The Wheat Board took office on August 14, 1935, with Mr. McFarland
a8 chief commissioner. The statute empowered and instructed the Board
to acquire and to sell all the wheat and the contrasts for the delivery of
wheat held by the Central Selling Agency, and also to receive and to sell
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all wheat delivered to it by producers. In receiving wheat from producers,

_the Board was to pay the producer a price to be fixed by the Board with
the approval of the Governor in Council and to deliver to him a participa-
tion certificate entitling him to share, with all other producers dealing with
the Board, in the equitable distribution of the surplus, if any, of the opera-
tions of the Board during the crop year., Mr. McFarland continued to act
as manager of the Central Selling Agency up to the time he resigned from
the Wheat Board on December 2, 1935, and, during the autumn months of
1935 preceding his resignation, he continued to buy and sell-on stabilization
account,

On December 3, 1935, Mr. J. R. Murray was appointed chief com-
missioner. The new Board took over from Mr. McFarland’s administration
90,189,187 bushels of wheat and wheat contracts in respect of the 1935
crop. At the same time there was in the account of the Central Selling
Agency the 205,187,000 bushels of cash wheat and of futures contracts
already referred to. The acquisition of these 205,187,000. bushels, called
“stabilization wheat” was later completed as of December 2, 1935. The
terms of the acquisition showed a loss to the Government, under its guar-
antee, of $15,856,645.83 on ruling prices.

The Board with Mr. Murray as chief commissioner proceeded to dispose
of this stabilization wheat and the wheat of the 1935 crop. At the end of
the 1935-36 crop yeer there were left on hand 82,667,891 bushels of stabiliza-
tion wheat and 2,030,761 bushels of 1935 crop wheat. The initial price
fixed under the provisions of the Act for 1935 wheat was 874 cents for No. 1
Northern' in store Fort William or Vancouver. As the operations of the
Board in respect of this wheat resulted in a loss of $11,858,104.18, there
was no surplus to be distributed among the producers.

THe CanapiAN WHEAT Boarp, 1936-37 ano 1937-38

Respecting the crop~ of 1936 and 1937 th= Board has this to say in
its annual report for 1936-37: ‘

“In accordance with Section 8, subsection (a), of the Canadian
Wheat Board Act, 1935, the Board, on July 29, 1936, fixed a price
to be paid to the producers for wheat delivered to the Board, subject
to the approval of the Governor in Council, of eighty-seven and
one-half cents (874c.) per bushel for No. 1 Northern at Fort William
or Vancouver. On August 28, 1936, this price was approved by the -
Governor in Council to become effective only if the closing market
price for wheat dropped below ninety cents per bushel for No. 1
Northern Wheat in store Fort William. During the period from
August 1 to August 28, 1936, the Board took delivery of 617,655-21
bushels of wheat from producers of which 559,663-47 bushels were
subsequently returned to the producers, while 57,991-34 bushels were
settled for at the open market price to producers who elected that
alternative. :
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“The price to be paid to producers for the 1937-1938 season was
fixed on the same basis as in the previous scason, namely eighty-
seven and one-half cents (874c.) per bushel for No. 1 Northern
Wheat, in store Fort William or Vancouver. As in the previous
year, this price was approved by the Governor in Council to become
effective only if the closing market price for wheat dropped below
ninety cents per bushel for No. 1 Northern, in store Fort William.”

During: the crop year 1936-37 and up to the present time in this crop
year 1937-38 the closing market price for No. 1 Northern wheat has not
dropped below 90 cents.

The liquidation of stabilization wheat was continued during 1936-37,
and at the same time the Board sold the remaining 2,030,761 bushels of the
1935 crop. The result of these operations is found in the following extract
from the Board’s report:

“The net results of the Board’s wheat operations to July 31,
1937, at which date the Board was holding 6,964,000 bushels of
futures contracts against seed requirements for the 1938 crop, may
be summarized as follows: ' -

Profit on Wheat taken over from Canadian Co-operative
eat Producers Limited at market prices of .
December 2, 1935.. .. .. .. .. .. .. oo us .. .. $25,485,626 64

Less:

Amount pecessary to repay advance to Board by Domin-
ion Government, against estimated loss (figured at
market prices of “December 2, 1035), on Wheat .
taken over from Canadian Co-operativ> Wheat Pro-

.. ducers Limited.. .. .. .. .. .. .. .. .. ... 15,856,045 -35

Net Profit.. oo oo vv vi vs v ve e ve o L .. $9,6283881 31
Less

Loss on Board Operations—
35 erop.. .. .U .. u. . uL . .. 811,859,104 18
1936 crop.. v vv vy ve we on un oy 40,674 88 11,907,679 06

Net Loss as at July 81, 1937., .. .. .. .. .. .. .. $ 2,278,707 15”

Speaking to-day of the Canadian Wheat Board in relation to the

“open market or competitive method” of marketing with the futures trad-

ing system as its mode of operation, it can only be said (1) that the Board
did not hedge the wheat it had for sale, and (2) that it has put an end to
the stabilization proceedings above described. T

Since the Board’s marketing activities in respect to the 1937 crop are
suspended in view of tne market prices prevailing, which have constantly
been above the 90 cents level, it may be said that Canadian grain is now
being marketed under the open market, competitive, futures trading system, = _
a8 it ‘was before the war and during the period between the end of the
aperations of the Canadian Wheat Board 1919-20 and the coming izlo
the field of the Alberta Wheat Pool in the fall of 1923.
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FUTURES TRADING

It will now be in order to look into the operation of the open market
system with its attendant futures trading device. This task has been
: performed several times in the past and at some length by Royal Com-
: missions, for instance in 1923-24 and in 1931. It will be necessary, how-
? ever, to treat the subject again on this occasion (although more briefly in
some respects), in the first place because the Order in Council calls for a
report on this, as well as on other methods of marketing, and in the second
place because upon this inquiry the futures trading system, as I have
already remarked, has once more been-challenged as inefficient and as
detrimental to the wheat groweér. That this unfavourable opinion is held
by many is-evidenced, among other material submitted, by the considered
statement made by the Pool organizations of Alberta, Saskatchewan and
Manitoba as appears in their brief (Ex, 398), and in particular in what
I find at page 8 of that document where the following is submitted:

_ “We are satisfied that the futures market does cause fluctua-
: tions not justified by the supply and demand for wheat, and this
. fluctuating price does not necessarily reflect world value. Indeed,
. it would appear to be true to say that the futures market is not a
system of intelligent merchandising; it is merely an example of
irresponsible mob blundering. This tendency toward instability in
price, which many farmers are convinced is aggravated by specu-
lation, is one of the most serious indictments numerous farmers

level against the futures market.”

THE FARMER AND THE WHEAT MARKET

It must be noted at the outset that in estimating the efficiency of the
futures trading system, or of any other marketing system, the test, for
present purposes, must be whether the system in question is of superior
advantage to the grower of Canadian grain; that is, whether it is more

4 effective than any other known or proposed system in obtaining a good

’ price for the grower’s product and in increasing the sales volume oi that
: product.

The farmer is brought face to face mth the mechanism of the market

~ when his wheat is threshed and ready for delivery at a country elevator

point. This wheat will usually become available for consumption only

later on, at some distant place, and it is for the farmer himself to deter-

mine the time when he will give up his property in it and allow it to go

forward into the chaunels of trade. He knows that a certain price is
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available to him at once in cash. He also knows that this price may rise
or fall during the weeks and months to come, Between him and the
person who will ultimately consume his wheat there is therefore the risk
or chance of a change in price. Some one must carry that risk. The
farmer may carry it himself for a part of the time by keeping the wheat
on his farm, if he has the facilities, or by storing it in an elevator, or by
handing it over to a co-operative selling organization, if he belongs to one,
and entrusting the time.of its sale to that organization. ‘

But while someone must carry the risk, the farmer himself need not
do so, any longer, in the usual case, than it takes him to deliver his wheat
to a country elevator ready to buy it from him. Once he has sold his
wheat it leaves his possession and he can make no further profit or loss
out of it; the risk or the chance attendant upon it up to the time
consumption is carried by others. : T

_.—""THE RisK or Price CHANGE

U Butt/he person buying the wheat from the farmer may likewise get

rid of his risk, in cases where a risk subsists, by selling either directly to
& “consumer or to somebody else who is ready and willing, for one reason
or another, to become a buyer before the consumer is reached. This
brings us to the grain exchange with its cash and futures markets and into
the company of those who buy and sell in that market. Those who buy
generelly do so (1) because they meed the wheat for immediate use, or
(2) because they wish to avoid another risk to which they would other-

~wise be exposed, or (3) because they wish to put an end to a loss which

they can stop only by buying, or- (4) because they wish to take a profit

" on & previous transaction and must buy to do so, or (5) because they

hope to make a profit by selling later, or (6) because they wish, by buy-
ing, to produce an effect upen the market itself by preventing a fall or
producing a rise in prices, or by encouraging others to buy. e
On the other hand those who sell generally do so (1) because they
are producers who desire to take the price of their product, or (2) because

they wish to avoid another risk to which-they-would otherwise- be “exposed; "

or (3) because they wish to put an end to a loss which they can stop only
by selling, or (4) because they wish to take a profit on & previous trans-
action and must sell to do so, or (5) hecause they hope to make a profit
by buying later, or (6) because they wish, by selling to produce_an_effect
upon the market itself by preventing a rise or producing a fall in prices
or by encouraging others to sell." _

The foregoing enumeration does. not assume to be exhaustive, but I

think it sets out fairly the different olasses - of -buyers -and- sellers- who -
- were discussed in the evidence. It will be noted that of the various trans-

actions referred to some are intended to avoid, or to put an end to, a risk,
and consequently to the hope of profit or the fear of loss, while others

of 1@;_
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are intended to open a risk which is assumed in the hope and expectation
of profit. '

_ By far the greater proportion of the transactions above described are
not accompanied by a change of property in any actual wheat or by a
transfer of the documents of title to wheat; they are contracts for the
acceptance or delivery of wheat at some later time; those who enter into
them do not expect to make or to take delivery; added together these
transactions would call for the disposal of much more. wheat than the
country can produce; and they are usually terminated by the setting-off -
of buying contracts against selling contracts, the differences being paid
in money. Contracts of this nature are entered into daily on the Winni-
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. __of-dealing-in-graim which permits of them is known as the futures trading
system. i
When, therefore, in the usual course of things the farmer sells his
grain at the country railway point or later on after storing it and perhaps
shipping it forward, the person paying for it is a trader in futures although
he may also be engaged in some department of the grain handling or
* marketing business. The farmer is thus brought into contact with the
futures trading system. For instance, the purchaser is in most cases a
country elevator company. A short description of what takes place will
illustrate the working of the system at its point of contact with the farmer.
In buying wheat from a farmer to-day (March 15, 1938) the company
must do 80 on the basis of cash wheat at Fort William, and protect itself -
from the risk of price change by selling an equal quantity of wheat for
May delivery. But at this time there is a'premium of 16} cents & bushel
on No. 1 Northern cash wheat over the May future. The company must
therefore sell its future at 164 cents less than it pays for the wheat. It
expects: that the two prices—cash and future—will maintain this relation
until a buyer for the cash grain is found and the future disposed of. The
future contract in these present circumstances is not so complete a protec-
tion as it is at times when no premium exists, because then the spread
between the cash and the future prices is much closer, being made up mainly
T of 'tlre’varryinrchargeSf'Nevertheless‘itraffords~a~sufﬁcient—measure_of..
: protection to allow the companies to buy the producer’s grain in the
country on the basis of the cash premium price paid at Fort William,
provided circumstances -permit the grain to be brought to Fort William
during the continuance of the premium position.

‘A Reapy MaRger

Whatever may be said in the long run of the merits or demerits of

the futures trading system, it has this much to its advantage initially:
* that the producer can always find a purchasér who will take his-grain and
pay for it in cash. This is because the first purchaser knows that, if he
does not need the wheat immediately, he can protect himself against the
risk of carrying it by a resale on the futures market. And this sale by

e AT L

peg Grain Exchange and are cleared in the clearing house, and the.system . ...
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the farmer and resale by the purchaser are made possible by the great

disproportion_which_exists between the_volume nsactions in bushels

WU R ey,

7

and the comparatively small quantity of grain produced. I have never
heard of a case of a Canadian farmer being unable to sell his grain for
cash on the basis of Winnipeg Grain Exchange prices (this does not
imply that these prices have always been satisfactory). Even in the
catastrophic autumn of 1929, the events of which will be discussed later,
those farmers who chose to sell their wheat at Winnipeg market- prices
had no difliculty in doing so, although those prices were for several months
much higher than usual in respeet to Liverpool prices and were found
eventually to be too high, the consequence being a great loss to those who
did not sell. In thus stating this position of the individual farmer in the
autumn of 1929, I am not overlooking the difficulties in selling for export
that were met with by organizations holding large quantitics of wheat
at that time. I intend to discuss these difficulties later on when dealing
with the position of the Pools.

Score oF Furures TrabiNg

I think I should refrain on this occasion from entering upon a detailed
deseription of the Winnipeg Grain Exchange and the mechanics of the
trading upon that exchange. This subject was dealt with at some length
in the 1923-24 report and again very completely in the 1931 report. The
object of this inquiry does not call for_a repetition of all the information
supplied on_those previous occasions but will best be attained, I think,
by an examination of the criticism directed, on the inquiry, at the futures
system of trading in grain in Canada, having regard to the interests of
the producer; and this will involve, as the Order in Council requires, 8
study of the effect of this system, or method of marketing, upon the
markets in which our grain is ultimately disposed of.

The Canadian grower of wheat and the overseas consumer of the
commodity are sepurated by great distances; and the time differential
between them is affected by the fact that the grower harvests in about

* two months a quantity of wheat that is intended for a year's consump-

tion. It is said on behalf of the futures trading system that it ensures, at
the least possible cost, a steady flow of wheat from the country elevator
to the overseas mill; this by means of a succession of contracts whereby
the price risk inherent in..thg factor nf time is_alternately assumed and
passed on many times throughout the whole marketing process. This
future trading system is practised in the case of many commodities
besides grain. It is the modern substitution for the primitive method of
direct dealing between producer and consumer at a price bargained for
and dependent upon local considerations of supply and demand. Since
the beginning of futures trading on the North American continent the
number of commodities so dealt in has increased steadily. Thus Pro-
fessor G."Wright Hoffman of the University of Pennsylvania, Consulting
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Economist to the Grain Fuiures Administration in the United States says
in_his_work on ¥uture Trading at page &:

S o S R S N Y St AR L W,

“In the United States, future trading had its origin just prior
to the Civil War in grain and pork products. Cotton followed in
the latter part of the sixties, coffee in 1882, cottonseed oil in 1904
and raw sugar in 1914, Since the World War, a long list of products
has been added including rubber, cocoa, eggs, butter, hides, silk,
cottonseed and cottonseed meal, mill feeds, tin and copper. Classi-
red by commodities, the list includes at the present time (1931)
over Lwenty-five individual products; and the future aarkets for
these commodities also number more than twenty-five. Their total
volume of trading during the year 1929 amounted to approximately
42 billion dollars.”

The above was written in 1931, Between then and 1935 silver, zine,
lead, canned goods, gasolene and crude oil were added to the list, and finally
in 1936 a futures market for the soy bean was opened in the Chicago Board
of Trade. The Canadian Commodity Exchange in Montreal established a
futures market in silver in 1934 and in butter in 1935.

Tue HEDGING PROCESS

As an illustration of practices in the futures market, I have referred
to the case of the country elevator company buying wheat for cash from
a farmer and simultaneously, or immediately afterwards, selling an equal
quantity of wheat for future delivery. In the case I have given the com-
pany buys the wheat on March 15 and hopes to sell it at at least as good
a price at Fort William, probably during March, but in the meantime
endeavours to protect itself against the risk of a fall in price by contracting
to sell an equal quantity of wheat for delivery in May. The company
expects, on account of the intimate relationship which usually exists
between cash and future prices, that if the price of cash wheat at Fort
William falls the price of the May future will fall likewise; so that, if it
loses on its cash wheat, it will cancel its futures contract to sell by buying
May wheat at the lower price, thus taking a profit on its future trans-
action as an offset against its loss on the cash transaction. But if, on the
other hand, the price of cash wheat goes up after March 15, any profit
the elevator company would make on its purchase would probably be can-
celled by a simultancous rise in the price of the’ May future; because the
company must cancel that future sale by buying in its contract or by
delivering wheat sometime during May. ’

The practice followed by the elevator company in this case is known
as “hedging.” The compeny, having taken possession of a quantity of

—wheat which it must carry until resold, protects itself against loss by a

futures sale. The hedging operation performed by the company in this
case is the selling. But on the other hand a futures contract may be a
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purchase by someone who wishes protection against a pos'sible loss. Thus
& miller who has sold a mill product ahead at a fixed price, or who must

TS

fix presently the selling price of a product he is now milling, may l_)uy a
futures wheat contract to prote:t himself against the rise in the price of
his raw material. In this case t=¢ hedging operation consists in the buying.

The essence of hedging is that it puts aside speculation; it-avoids the
risk of loss through price change but at the same time it eliminates the
chance of profit which a price change might otherwise bring. QOn the other
hand, the person who owns a quantity of wheat, or a futures contract in
wheat, and who holds for a rise thus running & risk of a loss, is not a
hedger but a speculator. In describing the essence of hedging as I have
just done, I am not losing sight of the fact that hedging may result in
small losses or small gains according to the market used for hedging, to
the time of the trading day when a hedge is put on, and to other technical
considerations. Because care and skill are required in hedging as I shall
have occasion to point out later on, and, on the whole, a company’s hedging
may be successful or unsuccessful. The fact remains, however, that the
primary object of a hedge is to avoid a risk by giving up a chance of profit.

Faryers PurcuasiNg FuTuRres

Upon this peint there is a case of frequent occurrence to which I think
I should now make same reference. It is the case of the farmer who sells
his grain in the fail for cash and then buys a May future for an equal
quantity of grain. In certain statements I have heard and in certain
articles I have read, this operation is described as a “hedge.” But it is
not a hedge; it is a speculation. The farmer’s wheat is gone and is paid
for; his risk in respeet to it is over. In the new position he has assumed,
the risk of loss runs side by side with the chance of profit. It may be
said that he was speculating so long as he held his wheat unsold: but in
that case he has merely exchanged one speculation for another. The point
is that he is not hedging. 1 think it appropriate to refer to this inaccuracy
of expression, because there seems to be a certain magic in the word
“hedge,” and its misuse may be dangerous to some,

Hepeing, A Form oF INSURANCE

A_Hedging is-a form of insurance, and the cost incidental to it represents
the Insurance premium. Charles O. Hardy of the Institute of Economies,
Washington, says at page 223 of his work on “Risk and Risk-bearing ”:

“Since the hedging transaction involves some costs for commis-
sions, taxes, interest on margins, etc., it is clear that the average
result of a long series of such trades should normally be a slight
loss, but this lossis regarded as a premium paid for insurance

__against the risk of such heavy losses in an unfavourable season,
as would disrupt the business and prevent its continuance through
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the long run, in which gains and losses from price changes could be
S S __expected to balance.” ‘

Hedging being then a form of insurance, it is necessary for our

purposes to find out who the insurers are. It will be well to treat this

question first in respect to the situation which exists in- Western Canada

in the fall, because this is the period which is of greatest interest to our

: producers. In a normal crop year probably 75 to 100 million bushels of

wheat are delivered and sold by farmers to country elevator companies in

the month of September and an equal quantity of wheat futures are sold

by the companies at the same time. The buyers of tlie companies’ future

sales are the companies’ insurers. In the first place these are buying

hedgers: Canadian millers and exporiers and overseas millers and importers.

But these buying hedgers do not take up all the selling hedges. It has been

found impossible to ascertain just what proportion of them they do take

up, hut it is probably less than” one-half of the total. So, in the second

place’ we have those buyers of futures who are not hedgers, who have no

present or future wheat requirements, and who consequently are speculators,

buying futures in the sole expectation of selling out at an advanced price.

Whether these speculators win or lose in the long run, they have become,

by buying, the insurers of those who have sold. They catry the risk until

they sell. But, not being hedgers, they carry it without any balancing
transaction on the opposite side of the market.

~ This is the position in the fall. At a later period of the crop year the

situation is usually reversed. Then the person requiring to buy does not

find enough sellers without the presence in the market of selling speculators.

AN EXAMPLE AT CHICAGO

The United States Grain Futures Administration made a survey of
the position of accounts in the Chicago Board of Trade as of September 29,
1934, with a view to ascertaining the respective volume of hedging and of
speculative transactions on that day. The result is summarized in a booklet
issued by the United States Department of Agriculture (Ex. 146} at page 3:

“The distribution of the open contracts between the two
basic trading classifications, i.e., speculative and hedging, as of
September 29, 1934, showed the speculators predominantly on the
long side of the market and the hedgers predominantly on the short
side to tho extént that 75-40 per cent of the long contracts in wheat
were held by speculators, while 81:51 per cent of the short interest
represented hedging. The situation in corn was substantially the
same as that in wheat, with 7386 per cent of the long contracts
speculative and 79-25 per cent of the short contracts hedging.”

INSURANCE AND SPECULATION

Economists seem to agree that insurance by way of hedging is a useful

help to business in produce markets, but that it attracts speculation and
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that, in the case at least of grain markets, the speculative element is
necessary to its proper functioning. The matter is dealt with by both
Hardy and Hoffman in their works already referred to. Hardy, at pages e

~ 59 and 60, discusses certain forms of insurance of a markedly speculative :
character of which he says that:

“They are as useful as any other type of insurance but that
the device lends itself admirably to gambling and is often used for
that purpose.”

He then proceeds to deal specifically with hedging:

- “Very similar to the speculative type of insurance is the practice
of hedging. This is the practice of making two contracts at about
the same time of an opposite, though corresponding, nature—the
one in the trade market and the other in the speculative market,
The same possibility of using a contract either for the purpose of
hedging a legitimate risk or for the purpo:ze of creating a gambling
risk which we saw in the Lloyd’s contracts arises in connection with
these * future contracts’ on the produce exchanges” . . . “The
wliole machinery of the produce exchange finds its justification in
the facilities which it affords for carrying on certain types of business
with a minimum risk and consequently at a minimum cost. There
is no question that it is sound business policy to make use of the
hedging market wherever g hedging contract can be seéixred_ on
reasonable terms, but the existence of a hedging market, presupposes
the existence of a group of speculators who are taking the risk off
the business man's shoulders, and there has as yet been found no
way to keep these contraéts from being bought and sold in a purely
gambling spirit.”

And Hoffman at page 417 says:
“The data compiled by the Grain Futures Administration as

well as that of the Millers’ National Federation, shown in Table 28,
throw considerable light upon the question of whether a future
market could be maintained which permitted only transactions
growing out of cash grain operations. ‘Such a market would clearly
be handicapped in periods when hedging interests were either largely
long of the future market or largely short. And one or the other
of these situations prevails most of the time. It should further be
observed that heuging positions change relatively slowly so that
the amount of buying and selling which hedgers do each day is
comparatively small. A future market, composed purely of hedging
operations would in all likelihood encounter considerable difficulty
[ in timing its trading so that the buyers could find sellers and sellers
i . buyers, It is sometimes suggested that in addition to hedging opera-
! tions, speculators be permitted to enter the long side of the market
Con but not the short side. This wouls be a material aid to those interests

’
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(mainly elevator concerns) and for those seasons requiring large
short hedge positions. It would also improve the continuous
character—of the market compared to one devoid of speculative
interest. But it would not supply the needs of hedgers requiring
a long position such as millers, nor would it supply a balanced
market to the same degree as supplied where equal opportunity is
afforded to enter either the long or the short side.” .

Tue IMPORTANCE OF SPECULATION

It scems abundantly clear from the foregoing statements and from
all the evidence I have heard on the subject that business on the Chicago
Board of Trade would be seriously handicapped, if not wholly dislocated,
by the elimination of speculative buying and selling (or even by the climina-
tion of only speculative selling) in the market.

I am convinced by the evidence that the presence of speculators in
the Winnipeg futures.market is just as essential to the proper functioning
of that market as is the case in Chicago. The volume of their trunsactions
may not be as great, and on this point there is no definite evidence, but
experience hias shown that in Winnipeg if the speculator is away the market
is in difficulties.

This is only to be expected when consideration is given, for instance,
to the great amount of selling hedging that must be done by the elevator
companiés in the fall, much greater in volume than the quantity of wheat
required at that time by millers, merchants and cxporters. The absence

of the ’speculator would then endanger prices. This was admitted to be

the case by members of the trade and the representative of the Pools who
appeared, in July, 1931, before the Select Standing Committee of the House
of Commons on Agriculture and Colonization. The proposal then was
that the Government should take some action to help the market in view
of the speculators’ absence. Speaking of the then existing Canadian wheat
surplus, Mr. Sidney T. Smith, representing the Winnipeg Grain Exchange,
said: (Ex. 171.)

“We have been working it off but not as well as we might
because of the business speculators who have been referred to. They
are not buying as in other years.”

Later on he said: “The trend of speculation is at a much lower volume
than formerly.” The following evidence given by Mr. Andrew Cairns,
representative of the Pools, is interesting on this point:

“If you buy the grain or allow them the alternative to go on
the open market, you will have to hedge it, and the pressure wil)
still be on thé market. You have to provide some means, some
body, or some power for assuming the risk of the difference between
the amount of wheat offered, and taken. In normal years the -
speculators perform that function; this year they are dead; and
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somebody has to step in and perform that risk and Western Canada
feels that the most economic and the most satisfactory way of
handling it is through some form of Dominion financing and co-
" operation.
Mr. SHaveR: You -say the speculator performs that function,
That is interesting to me as an easterner. I remember, if I got the
impression correctly, at the time the Wheat Pool was formed, -state-
ments were made that instead of the money going into the pockets
of the farmers of the west, it went into the pockets of-speculators.
It was largely to do away with speculation that the pool was formed.
Now, you make the statement that one of the determining factors is
the lack of speculation; so do you mean that the speculator ..as his
uses? o
Mr. Carns: Under the existing system, he certainly has a very
important function to perform. Many farmers in Western Canada
believe that that system is unsound; that a better one can be per-
formed; but unless you have complete co-operation, or some means
whereby all the farmers will carry their own risk I believe it is to
the farmers’ benefit to do it. As long as you have the present method
of marketing, speculation is a very necessary element in the existing
system and its absence is certainly to be regretted.”

Giving evidence before the Stamp Commission on April 21, 1931, Mr.
Cairns presented a statement on behalf of the Pools (Ex. 221) in which the
following is found at page 6:

. “We do not for a mcment contend that the present extremely
low price of wheat is clue to the system of futures trading, as we are
well aware of the meny important fectors, each of which is partly
responsible for present deplorable prices. The undoubted excess of
supply over effective demand, the very severe world-wide economic
depression, extremely high tariffs, milling restrictions, the uncertainty
regarding Russia and other factors all have an important bearing on
the problem. We contend that an additional contributory factor to
the present ruinous prices is the failure of the institution of specula-
tion to assume anything like the risk carrying function so commonly -
attributed to it. Following the speculative debacle of 1929-30 which
carried prices far too high, the general public has lost enormous sums
of money, and confidence as well, and are not at present in the
market with sufficient resources to carry the risk of price fluctuation

‘ by buying hedges and whatever contracts may be offered by short

s sellers. Consequently, we have had a situation lately where more

' ~ wheat was offered for sale than there was consumptive or speculative
investment demand to absorb, without sharp recessions in price.”

'This statement is to the effect that the presence of the buying speculator
is an important factor in the market and tends to keep prices up. There is
a * risk-carrying function " to be performed and the speculator is a neces-

'
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sary party to its proper performance. It must be remembered tha®, at the
time Mr. Cairns made the two above-quoted statements, the Pools had
_canceﬂnd_theinnaLcontmcis_and_\mnuauymg“m_the_ama
selling pools referred to in Chapter 111,
As tu the importance of the speculative element on the Winnipeg Grain
Exchange, Mr. W. J. Dowler, President of the Exchange expressed the
following "opinion:

“ My Lord, I thought that I had been very clear in my statement
the cther dsy on this point, which was that the buying in our market,
the large percentage of the buying in our market comes from people

" who are merchandisers and who really want the wheat, and the
speculation in it has been over-emphasized, that the speculation in
our msrket is not nearly as extensive as it is in the Chicago market;
and thet, of that spzeulation, there is undoubtedly some of the smaller
element, but there is also an element of people who study the market
and go ‘nto it for investment purposes.”

Mr. A. E. Darby, Secretary of the Winnipeg Grain Exchange, had this
to say:

“Q. Would you say that the speculator as a general rule is the
person who carries the hedges?

A. No, I would say that the speculator takes up the slack
between the gelling and the buying hedges to the extent to which it
is necessary to do so, which may vary considerably from time to
time.

Q. You used the expression, which I think you took from
Professor Clark, when you were giving your evidence the first day,
of the enormous pressure of hedging operations during the time of

5 : the delivery of the Canadian crop in the fall?
H A. Yes, I think that the selling hedges are heaviest then.
Q. That pressure is supported usually, or generally, by the
~ speculator, is it not? .
o A. Tt is suppr.~ted by the buying factors in the market.
: Q. And that 15 as far as you can go? :

A. I admit quite fnankly there is a considerable factor in the
buying in the market that is speculative, otherwise I. wouldn’t be
able to support my position that the speculator performs a useful
economic service.”

WHo ARE THE SPECULATORS? S

Just a word as to those who are referred to as speculators. Some of
them may be persons engagad in one or another of the departments of the
grain trade whose business supplies them with information upon domestic
and world conditions in their relation to wheat values; others are persons
who, without being in the grain trade, app]y themselves to a study of this

57158424
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same sort of information with a view to forming & judgment upon proba-
bilities for the future; otiers, finally, are those who are ignorant of basic
factors and who act hastily, under the influence of what has been described

tion.” Experience seems to show that this last class is usually composed of
optimists who go into the m..rket on the buying side, often in great numbers;
and that they usually lose, either because théy make a bad guess at the
start or because they do not know when to stop. )

"7 All of these speculators are divided into two groups by those who deal
‘with the subject of speculation in commodities: (1) the competent specu-
lator who is said to assist in fixing true market prices and (2) the incom-
petent speculator who acts on impulse and at great risk to himself because
of his lack, not only of knowledge, but of capital, and whose transactions
tend to disturb the price structure. Of these so-called competent specu-
Iators, some are buyers at the same time as others are sellers. It may
no doubt be said that a person of good judgment who has taken the time
and trouble to inform himself, and who moreover may have another sub-
sisting commitment to consider, may think it ir his interest to buy at a
time when another person, similarly qualified, may think he can better his
position by selling. When they act simultaneously, the one as a buyer at
a price and the other as a seller at the same price, their operation may be
compared to that of “the buyer who is not compelled to buy” dealing with
“a seller who is not compelled to sell,” whose transaction in some legal

systems is said to determine the fair present value of the property trans-

ferred. Their transactions, having regard to their qualifications, may
indicate to observers that neither of them can be far wrong, so that, for
the near future, at least, the upward or downward movement away from
the price registered by them will not be great. The position of mere
“guessers” is very different. Their presence in the market in large numbers,
either as buyers or sellers (and they appear usually to be nearly all on
the same side at the same time), is one of the factors which the competent
speculator has to consider when making up his mind as to true values. In
the long run their transactions tend to disturb and mislead, although they
may momentarily improve prices for those who have wheat to sell. They
also afford opportunities to the more competent speculators to malke money
at their expense. They may be said to disturb the market, for instance,

when they carry local prices so high that export sales, based upon the
futures market, are rendered difficult or impossible. S

EFFECTS OF SPECULATION

In considering the value to the market of speculators’ transactions it
must be remembered that when one sells and another buys, at the same
price, it does not follow that one must lose and the other gain. On the
contrary, having regard to their respective market positions at the time,
both may be winners or both may be losers,

as-“an-inferior-qua’tty-of street-gossip-substituted-for worth=while-informa="
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It must also be remembered that those who carry their own grain, at
their own risk, unsold, are likewise, in a sense, speculators, although they
are not usually placed in either of the two groups I have been discussing.
*7“—Thmmay‘be—farmers*tradmg—orgamzahons~sueh~as~eount—ry—elevw‘or~*~#«—*
companies who sometimes do this, although only very rarely, or marketing
organizations such as Pools. They may be more or less competent. By
refraining from selling, at least in large quantities, these carriers sometimes
seek'to prevent a depression in prices. It does not follow that they always
gain or always lose by this practice, nor does it follow that the speculator
who buys from them or, to state the case more accurately, who buys at the
same time that they sell and at the same price, is thereby bound to make
a loss.

In the much discussed case of Board of Trade of Chicago vs. Christie
Qrain and Stock Co., 198 US.R. 236, the Supreme Court of the United
States expressed the considered, unanimous opinion that transactions by
competent speculators are beneficial:

“Of course, in a modern market contracts are not confined to
sales for immediate delivery. “People will endeavour-to forecast the
future and to make agreements according to their prophecy. Specu-
lation of this kind by competent mer is the self-adjustment of
society to the probable. Its value is well known as a means of
avoiding or mitigating catastrophes, equalizing prices and providing
for periods of want. It js true that the success of the strong induces
imitation by the weak, and that incompetent persons bring them-
selves to ruin by undertaking to speculate in their turn.” -

MANIPULATION'

, In addition to the market activities which consist of buying or selling
in order to hedge other transactions or because the trader or speculator
believes that, having regard to conditions and prospects and his own present
position, prices are now at a proper level for buying or selling, as the case
may be, there is another form of activity known as manipulation. I have
already referred to this in giving the case of those who buy or sell in order

. to influence the market itself by producing a rise or a fall in prices, some-
times by inducing others, by means of a false activity, to buy or to sell.
Speaking of manipulation, Hardy says:

“Manipulation is only possible through large scale operatlons,
and the number of people who can engage in it is comparatively
small, though, by poolmg their capital and entrusting the manage-
ment of their campaign to a single manager, a group of individuals
can influence the market as much as a single operator owning much

" larger capital.” _

Sometimes buying manipulation is directed to the creation of a “corner”
or a “squeeze.” The danger of this sort of mampulatlon in wheat is greatly
8761343
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lessened by the rule of the Winnipeg Grain Exchange (and, I am told, of
all grain exchanges) which, in the case of futures trading, gives the seller
the option of the day in the delivery month on which he will deliver, if
necessary -or -advisable; and-the grade-of ~wheat—hewill-deliver; whether
No. 1 Hard, or Nos. 1, 2 or 3 Northern, the last two grades being deliverable
at a discount in the price. In the United States, the Commodity Exchange
Act confers upon the Commodity Exchange Administration power to make
rules intended further to eliminate the dangers of corners and squeezes. 1§
received no evidence of anything having taken place in the Winnipeg
market in the nature of a corner or squeame in wheat, excepting the case
which oceurred during the war, in the Spring of 1917, when, owing to
damage caused by rust to the 1916 crop, the buyers for the United Kingdom
and allied countries found themselves in a position, through their purchase
of May and July futures, to call for much more wheat of the contract
grades than was available and were unwilling to take wheat of lower
T --- - grades at a discount.
The record in respect to coarse grains is not quite so clear. There was
a movement in rye in June and July, 1937, which, in my opinion, was
caused by a squeeze by long buyers. From about June 18 to July 30 (the
lust delivery day) the July future prices and the cash prices for No. 2 C.W.
ran upwards together from about $1.11 to £1.60. On the 31st, the cash
price fell 65} cents to 943 cents while the July future went off the board
at $1.62). The records of country deliveries and shipments show that
the greater part of the benefit of this rise went to the elevator companies
and not to the producers. A similar price movement in barley, though on
a smaller seale, occurred in December, 1936. The Winnipeg cash price of
-No. 3 C.W. barley rose from 643 cents on December 1 to 914 cent. on
December 30 and fell the next day to 77§ cents. In this case, however,
the rise in price and subsequent sharp drop appear to have occurred mainly
through the existence of a demaud for good malting barley in Canada and
in the United States at that time. Traders with selling commitments
treated the barley in their hands so as to qualify it for the higher price
of malting barley and so ran short of No. 3 C.W. barley to deliver on their
futures sales, and had to buy in large quantities before the end of
December. ’
One of the reasons why the producers secured a relatively small pro-
N portion of the advantage of the price increase in rye in June and July,
1937, and in barley in December, 1936, is the distance from the country
point to Fort William. In each case the urgency of the demand was for
grain in store at Fort William before the end of the month. But rye and
barley cannot be handled for shipment as rapidly as wheat. I was told
that the 12th of the delivery month is the last day, at a point of average
distance, for shipment to and delivery at Fort William before the end of
the month, N

(
L2 s v v

5 Speaking generally of manipulative practices, the belief is expressed
by those who speak for the Winnipeg Grain Exchange that if they exist
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here at all it must be on a much smaller scale than in the United States.
But the means of obtaining reasonably conclusive evidence on the ques-
tion, one way or the other, still does not exist. On this point I find myself
—-back-again to the position_expressed by_the Stamp Commission of 1931,
where the following statement is made at page 60 of their report:

“There is no doubt whatever that a fecling is prevalent amongst
many farmers that someone is making money at their expense un-
fairly by inside knowledge, manipulation and undesirable practices.
Nothing was given in evidence of a practical or satis(actbry char-
: acter as to what it actually is that is done or how it is done, and in
i that respect we share the experience of the Turgeon Commission.

E “But we cannot claim to have been able to satis{y ourselves
conclusively as to the impossibility of such practices existing.”

THeE FuTures MARKET AND PRICE FLUCTUATIONS

"Among the charges made against the system of futures trading there
are two that now require attention. These are (1) tuat futures *rading
produces, or accentuates, price fluctuations, sometimes referred to as price
instability, and (2) that the cost of the system is borne by the producer.
~The subject of fluctuations was dealt with fully and minutely in the
Stamp Commission report -at pages 68 and 69. There, fluctuations are
divided into three classes: (1) long period major trends of price wherein
grain is related to all other commodities; (2) major fluctuations in price
extending from year to year and from quarter to quarter; and (3) minor
short period (daily and hourly) oscillations running round about the major
fluctuations of class (2). The report finds as to class (1), that futures
trading has no effect on-them; as to class (2) that it lessens them, helps
stability and thereby makes the producer’s position more stable and secure;
as to class (3), that it probably increases them, but that whatever
disadvantage these oscillations may produce is less than the advantages
produced by the fluctuations of class (2).

It was asserted before me by some that these fluctuations, and more
especially the daily and hourly * oscillations,” are annoying and disap-
pointing to the producer, and that he would feel better if he were rid of
them even if his net return were somewhat lower. I doubt whether the
accuracy of this assertion would be supported if it couid be put to the test,
that is, if some method could be devised whereby, fluctuations and oscil-
lations being abolished, it could be demonstrated to the producer that his
~ net return was lower than before. 1 have difficulty in believing that such
a result would be accepted as altogether satisfactory. However, since
fluctuations in themselves, and regardless of their effect, appear to be
looked upon with disfavour, and since they accompany the system of
futures trading, I have looked around to see whether any. other system
offers freedom from them. For this purpose I have inquired into.the
situation regarding (1) wheat marketing in Canada before the ‘beginning
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of futures trading in 1904 (2) the situation in Au‘-:lia to-day where
there is no futures market, and (3) the situation respecting other pri-
mary products which are not dealt with in futures trading.

In the appendi:. to this report appropriste tables and a chart will be

found which illustrate the situation in the three cases.

In respect to wheat marketing in Canada before and after the
introduction here of futures trading, I have given the information
(Appendix III a and b) in the only form in which it is now possible to
give it. The years cited are from 1890-1891 to 1913-1914. In the case
of Liverpool and Chicago the figures throughout show the average monthly
price. This is also done in the case of Canada from 1905-06 onward. But
the Canadian figures for the earlier years are the registered prices on the
first day of each month, the only ones now available. The tables, of
course, speak for themselves. The result seems to show that month to
month fluctuations in Canada have not been substantially different between
the two periods. The question, what daily or hourly fluctuations took place
in Canada before 1904 cannot be answered now.

The figures of comparison between Australian and Canadian wheat
prices are subject to this remark, that in the case of Australia the only
“information at hand concerning domestic prices is the price paid at Mel-
bourne by exporters to producers, producers’ organizations and traders who
bring wheat to that port for sale. The table includes domestic prices for
wheat grown in Great Britain. The figures indicate sixteen-year averages
from 1921-22 to 1936-37. The table (Appendix 1V) shows fluctuations in
domestic prices to be smaller at Melbourne than at Winnipeg. It also
shows ‘that the Liverpool variations are somewhat_less in respect to Aus-
tralian than to Canadian wheat. This table is taken from an article in
Wheat Studies of the Food Research Institute of Stanford University, Cali-
fornia, Vol. 14, October, 1937 Referring to the table, the writer of the
article, Mr. Holbrook Working, says:

“Toward one extreme stand prices of Australian wheat, with
an average seasonal variation less than that of Canadian wheat and
an average course very peculiarly related to the timing of the har-
vest. Toward another extreme stand prices of British domestjc

~ wheat, with an average seasonal variation greater than that of Cana-
dian wheat despite the relatively moderate variation in rate of
marketing of British wheat, and an average course suggesting that
the system under which the wheat is marketed rather imperfeotly
meets the very  modest requirements placed upon it.” .

In the appendix (V a and b) will also be found a tabulation, covering
the period between 1929 and 1937, showing price spreads and adjustments in
the case, besides wheat, of steers, hogs; butter, cheese, hay and eggs. There
is no futures market in Canada for any ‘of these other produets excepting
butter. The periods are of long range. All these commodities have bicen
subject to price fluctuations in various degrees, the most pronounced being
in eggs and the next in wheat.




SeAsoNAL VARIATIONS IN WHEAT PRICES

I think this is the time, while I am dealing with price fluctuations, to
take up the much debated question of fall and spring prices for Canadian
—+—— wheat.——Two extracts from-the-above-mentioned-article-in—Wheat-Studies —
will serve to throw light upon the problem of comparisons which I have just
‘eft and this next one of seasonal spreads. In describing the characteristics
of the Canadian wheat marketing process, the author says:

“The Canadian record is one peculiarly worthy of study. The
wheat-crop of the Canadian prairies is marketed with great rapidity.
Three-fourths of a normal crop in the Dominion cannot find local
markets, but must be moved into export channels. The harvest
comes at the time when wheat supplies for the world as a whole are
at their seasonal maximum. For markets to absorb heavy deliv-
eries at this season is much more difficult than for them to absorb
the hea v deliveries from Argentina-—also notable for extraordinarily
rapid marketing—since Argentine supplies rcach import markets
opportunely in a period that would otherwise be one of relative sea-
sona! scarcity. Furthermore, the export wheats of Canada possess
special milling characteristics requiring, for their most effective utili-
zation, that Canadian wheat be fed into consumption more or less
uniformly throughout the year. These conditions subject the
Canadian marketing system to an cxtreme strain. They afford
a test that is perhaps not representative, but one that is at least
peculiarly fitted to reveal weaknesses in the system.” ;

i
3

The second extract is directly pertinent to the question of our fall
and spring prices, and the author’s opinion is well worth having:

~ “The Winnipeg price tends to decline relative to Liverpool
early in the marketing season under the pressure of adjustments
necessary to permit a rapid export movement. The occurrence of
such price adjustments is perhaps not an indication that the rapid
country marketing leads to undue price depression and an excessive
rate of export; but rather that the Winnipeg price tends to be some-
what too high at the beginning of the season, and to fall-into an
appropriate relation to Liverpool only as the requirements of the
situation are clarified in the course of meeting them. There are,
nevertheless, certain small price effects that appear rather directly
related to the rate of country marketing. They seem to refiect an
influence of hedging pressure on the Winnipeg futures market.”

In Appendix VI will be found a memorandum on this fall-spring
price question giving a review and compilation of the best obtainable
information. The problem is an extremely difficult one to solve with
definiteness, but the following conclusions are reached:
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1. There is an autumn decline, in relation to the previous summer,
in both cash and futures prices, and a co-related rise which occurs chiefly
in the following May or July, and sometimes in both these months.

2. Considered by themselves, cash prices do not indicate variations
over the year as a whole greater than would be expected to be caused by
mounting carrying charges, although the risc in prices which sometimes
oceurs between May and July indicates that other influences are also at
work. '

3. The course of futures prices, however, gives evidence of a tendency
towards at least one and sometimes two periods of pronounced speculative
price rises, almost always in May and/or July, and this speculative
influence also accounts for a part of the rise in cash prices.

4. The decline in all prices in the autumn appears to be chiefly a
recession from previous rises; but in the case of cash prices, at least part
of such recession is natural in view of the change from old crop to new
crop.

Tue Cost oF Furures TRADING

I now come to the ebjection that the cost of futures trading is borne
by the producer. The experience of the spring and summer of 1931, to
which I have already referred, shows that in the opinion of all those who
were heard in July of that year before the Committee of the House of
Commons, the insurance system had weakened and prices were insecure,
because the speculator was absent. This attitude, by the way, supported
the statement of Professor Seligman in “ Economic Principles,” where he
says that:

“the selling of futures, far from depressing the price after harvest, .
really tends to spread the supply over a long period, and thus to
check the tremendous fall in prices which would inevitably take
place in the autumn.”

(Provided, of course, somebody is there ready to buy.) But this active
trading in wheat, necessary to the maintenance of prices, and the absence
of which was complained of in 1931, can go on only by the making of a
great number of futures contracts, dealing in the aggregate with many

more bushels of wheat than the country provides, and entered info with

the expectation of being cancelled by offset before maturity, This excess
of the aggregate trading over actual production is sometimes referred to
unfavourably as “wind bushels.” Admittedly it supports prices. But
who pays for it? If the producer does, he is no better off.

The question is one which, so far as I can find, has never been probed
scientifically with & view to reaching a demonstrable solution. Perhaps
it is capable of such a solution. Futures trading takes the form of
hedging, mainly by clevator companies, exporters, millers, merchants, ete.,
and of speculation by so-called * compctent ” and “ incompetent ” specu-
lators. Both hedgers and speculators contribute to the fixing of prices.
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From all T have heard and read on the subject of “ who pays the costs?”
it seems to me that the most likely answer to the question is that the cost
of some-of the hedging is charged to the producer (for instance the country
elevator’s hedging costs). and that of some of it to the consumer; but that
the whole of the cost of speculation is borne by neither the producer nor
the consumer but by the speculators themselves. This is the opinion held,
for instance, by Dr. J. W. T. Duvel, Chief of the Grain Futures Adminis-
tration,* Department of Agriculture, Washington. Giving evidence in 1935
before the Farmers' National Grain Dealers’ Association Commission,
Dr. Duvel said:

“Q. In the final analysis who pays the commission charge for
hedging?”
“A. The commission charge for hedging comes out of the cost
of the grain, either the producer or the consumer has to pay it.”
And later on he says:
“Q. Then you do not agree with the statement sometimes
i made that the farmer receives less for the grain because he must
pay the commission charges on the large amount of future trading?”
“A. No, that comes out of the speculator. The speculator pays
it. I might add, there are two factors involved in the question of
marketing grain, that is, the cost from the standpoint of the mer-
chandising of grain, and the cost to society as a whole. Now we try
to stay away from that last part. Nobody knows what the cost
to society as a whole is, but we do know that if added to the cost
of merchandising the grain it would come up pretty high. Thut's
an entirely different issue. I say that because the majority of
~ people who speculate in the grain market lose their money. Were
you to add all of these losses to the cost of merchandising we might
be able to believe that we have intelligence enough in this country
to find a better and cheaper way.” .

Dr. Duvel’s statement serves to call attention to the social and ethical
aspect of speculation in the grain futures market. Of course, all insurance
involves the assmmaption of a risk in the hope of a profit. Fire insurance,

- hail insurance, ete., require knowledge and care on the part of the insurers,
— - otherwise—losses wnll occur and- perhaps -failure: - -The- question whether — — ——-
moral condemnation should be visited upon those who, having capital to '

. employ, choose to employ it in buying and selling gmin futures, and who
~— endeavour to qualify themselves for success by study and investigation, is
:  one I am not called upon to decide. Incidentally, these people are insurers;
only incidentally (not in the manner of fire insurers, hail insurers, etc.),

but nevertheless effectively. Their transactions also help to stabilize prices

~ —according at least, to the evidence I have already referred to—insofar

as they are buyers in the market when buying hedgers are not present

'Noﬁ-the Commodity Exchange Administration.

’
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in sufficient numbers, and sellers later on when selling hedgers are too few.
Those whom I may term “ incompetent " speculators also contribute to the
insurance of the grain trade, again only incidentally (and no doubt quite
unconsciously), but still effectively. Their contribution to the price
structure is not sound, as I have already said, although when present in .
large numbers as buyers in the fall months they are of help to the producer.
Those of this second, ¢ incompetent ” class usually bring loss upon them-
selves and very often they are not finanrially able to bear the loss without
suffering. '
Whether, and to what extent, society is injured, morally or financially,
by speculation in futures markets, is a question that was not discussed
before me although some witnesses did denounce it as a species of gambling,
and immoral, Whether or not one approves of the practice, the fact remains
that the speculator occupies an important position in our present marketing
system. And opinions may differ as to the quality of his operations, Mr.
Darby, Secretary of the Winnipeg Grain Exchange, believes that “the specu-
lator (he probably means the ‘ competent’ speculator) performs a useful
cconomic service,” and he is not alone in thinking this. Certainly the
speculator’s absence was deplored in 1931 and afterwards, and raised a
demand for some other price-supporting machinery to take his place. It '
may be that Dr. Duvel, in making the statement above quoted, had in
mind only some purely financial loss which he believes society suffers
through this sort of speculation, and that he did not intend to broach the
cthical side of the case. The rest of his examination does not make this
altogether clear. However, he does say that while he mentions this aspect
of the question, he does so

“because the majority of people who speculate in the grain market
lose their money.” = . -

Moreover, Dr. Duvel does not suggest what other system, if any, might
be set up to take the place of the present one. _
One test which has been used to show that the cost of speculation does
not fall upon the producer is the measurement of the margin which exists
between the price paid to the producer in western Canada and that paid
by the consumer in Europe. A caleulation from Exhibit 6 shows that the
~--cost-of - shipping -a~bushel-of ~wheat from~ an—average ~western point to
_Liverpool in 1935 was 30-5 cents per bushel, so that a shipment of wheat
purchased from ihe farmer at 100 cents a bushel would cost 130-5 cents
on arriving in Liverpool and presumably could not be sold there for less
than that price. But the evidence shows that in reality the difference
between the producer price and the consumer price is less than the sum of
the former and the cost of handling, storing and transporting, (See also
pages 60 and 61.) ‘ .
The' opinion of those who have studied this question is that the
_ lessening of the spread between producer and consumer is brought about
Lo in the main by the speculator and at his expense. This js found, for
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instance, in the evidence of Dr. Alonzo Tayler, I'ncetor ereritus of the
Food Research Institute of Leland Stanford University. The gist of his
evidence is that speculation narrows the spread, and that the benefit goes
mainly to the producer or the consumer according to the bargaining-position
of the parties at the time: a short crop strengthens the position of the
producer and a large crop that of the consumer., The witness was being
examified on this point by Mr. Milliken:

“WirNess: My interoretation is that the total effect of the
operations of these speculators in Chicago, called gamblers, is to

~narrow the spread, and the consumer gets his share of it.

“Q. Is not this the truth of the matter, that when there is a
large crop the consumer will get practically all of the narrowing
spread?

“A. Naturally.

“ Q. When there is a short crop the producer will get the bigger
part of it? :

“A. Certainly.”

It must be remembered that, among those who become speculators in
the futures market and thus, whether or not they are acting wisely or
ethically, contribute at their own expense to the support of the futures trading
marketing and price determining system, are to be included those producers
who got into the market themselves as buyers or sellers of futures. I believe
by the evidence that they do this in large numbers, particularly in the fall,
and usually ‘as buyers.

I said at the beginning that no positive demonstration as to the inci-
dence of the cost of futures trading including speculation, has yet been
found; all we have on the question being opinions based upon certain
caleulations. However, I must say that I have no difficulty in agreeing
with these opinions. I can quite understand that those who are in the
market as hedging traders add the cost of their operations to the commodity
they handle, because they are actual dealers in physical wheat. They pass
it on, backwards or forwards. On the other hand it seems to me that those
(speculators) who never handle wheat, who neither buy nor sell it as an
actual commodity, but who stand by, study conditions, watch market

‘movements, and” théf go inand out merely as makers of contracts whieh

they never execute except by set-off, are in a different position; In addition
to their costs, such as brokerage charges, these people have actual losses or

_actual profits. Those profits they take out of the market; the losses, they

pay in, The only other people in the futures market are the hedgers.
Profits taken out by speculators must make business more expensive for

the hedgers and consequently, by reason of-the ‘*“passing on,;” for those with- --—

whom they desl,—producers and consumers. But, on the other side of the
case, speculators’ losses remaining in the market lessen the hedgers’ expenses,
and this benefit is again * passed on” to the producer and corsumer, by
reason partly, at least, of the competition of hedging traders among them-
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selves. Experience seems to show that in the long run speculators, as a
body, lose. This final result of speculative loss helps to make business
easier for the hedging trader and is consequently, of benefit to the producer
and the consumer. The trader who hedges takes advantage, according to
his means and ability, of all the incidents of the market and he must compete
with others to get his share of the business.

That there is skill in hedging and that the factors which better each
hedger’s position allow of competition among them all to the benefit some-
times of the producer, sometimes of the consumer, and sometimes to both
at once, is apparent from the information gathered upon this inquiry. Dr.
D. A. McGibbon says of hedging in “The Canadian Grain Trade” at
page 308:

“It is a task that calls for unremitting alertness and experience
in the grain trade. There is a common saying in the trade that a
company will make money or lose it according to the skill with which -
it places its hedges.”

This question of what becomes of hedgers’ profits is dealt with by Professor
Hoffman at page 409:

“It is a question, however, in a commodity in which hedging
is the general practice, whether this increased profit has continued to
redound to the benefit of hedgers. It scems more likely that through
the force of competition the margin between purchase and sales prices
has been reduced in proportion to the lower handling costs and that
this initial benefit has long since been passed on either in the form
of a lower price to the consumer or a higher price to the producer.
Studies which have ‘been made of the margin of gross profit per
unit of commodity handled by grain and cotton merchants tend to
substantiate this view.” ' -

In London the following statement was made to us:

“It is our considered opinion that the average daily price at
which Canadian wheat is sold in Europe is lower than the average
daily price registered in the Winnipeg Market, indicating that the
Canadian grower by the existing system is getting a higher price

— e oo o —than-the-c.i.f- parity-of the same day. T other words, his wheat is
marketed in the consuming countries without any charge to him.”
This statement was then amplified: '

“Q. Could anyone amplify that just a little? Tt seems to us
peculiar that the average daily price at which Canadian wheat is
sold in Europe is lower than the average daily price registered in
the_ Winnipeg-market?——

“A. Tt is definitely so. T think the best way to approach the
... subjeet iz to giveamexample of, say, the last six or seven months.
Anybody, for instance, who carried his hedges against cash grain in
Winnipeg on the Chicago market in the last six months would

£
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obviously be in a position to undercut the selling price of any other
trader who carried his hedges in the Winnipeg market. There is
always, at some time, somebody who is right; he has got his exchange
right; he has got his freight right, and he has a successful spread,
or he wants to sell short or long and he has got a profit which he
wants to cash. If twenty different people set out to move a load
o! wheat from the Canadian prairies, there are twenty different ways
in which they can do it. It depends entirely on the outlook and -the
mentality of the particular individual who begins the operation. I
am sure that the statement cannot be challenged; it can be checked.
The average price, not only of Canadian wheat, but of all North
Ameriean wheat sold here is, as 8 rule, a less average price than
+ the average of the day’s price in Winnipeg.”

In my opinion, the result of this inquiry into speculation and hedging
is to show by reasonable inference: (1) that speculators’ costs are paid by
themselves, while hedgers’ costs are charged against the grain; (2) that in
the aggregate the speculators are losers and therefore make a money con-

- tribution tc the market where the only other operators are the hedgers;
(3) that whatever benefit the market receives through speculators’ losses
is passed on to the producers and consumers mainly as a result of the com-
petition among themselves of the hedgers as traders,




CHAPTER V
DEMANDS FOR A CHANGE, 1920 TO 1923

I have endeavoured,,so far, to describe the nature of the futur:s
trading system and its mode of operation in respect to Canadian grain.
It is a system which provides a ready market for the producer and effects
the delivery of his grain in overscas markets at a low cost. The contribu-
tion of futures trading to the low cost consists of the factor of price
insurance which it furnishes to all those who deal in the commodity
between the farmer and the consumer; and the low cost itself is indicated
by the narrowness of the spread which is found to exist between producer
and consumer. ,

A most interesting thing about the futures market, as I have dealt
with it so far, is the presence there of the speculator. Those who favour
the system admit that his presence is necessary and they welcome it on the
ground, as Mr. Darby says, that “he performs a useful economic service.”
Those who, like the Wheat Pools in their submission, oppose the futures
trading system, recognize, as the Pools did before the Stamp Commission
and before the Committee of the House of Commons in 1931, that the
system cannot function properly without the speculator or somebody to
take his place. The systen itself may be deficient in their view but it is
worse without the speculator. Traders buying cash wheat, or hedging
sales or purchases in future months, if left to themselves, could not ensure
a satisfactory market. They would not provide enough buyers in the fall
or enough sellers in the later months of the crop year. The net result
would be unreasonably low prices to the producer. On the other hand, it
is the presence of the speculator in our market that secms, more than any-
thing else, to arouse antagonism to the system.

I may say at once that all those who now ask for the abolition in
Canada of futures trading-in grain, have but one alternative marketing
system to suggest: a national marketing board, created and support:d
financially by the government of Canada, charged with the duty of
disposing of the whole of the western wheat crop. But, before discussiv.g

this alternative proposal, or other proposals which -are-more-in-the nature - -

of half measures, it will he well to examine the merits, und possible
demerits, of the various other methods of marketing we have had st
different times, with a view to seeing what lessons they may hold for
the future. These various methods have all been referred to summarily
and chronologically in chapter three. They are: the open market without

futures trading in Winnipeg, the condition which existed up to the first ...

" few years of the present century and to which I shall have occasion to
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refer later on; the Board of Grain Supervisors of Canada, 1917; the
Canadian Wheat Board of 1919; the Wheat Pools, 1923 to 1930; the price
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stabilization proceedings, 1931 to 1935; and the Canadian Wheat Boarq,
1935 and onwards.

There is little to be learned from the character and operatlons of the
Board of Grain Supervisors. The Board was created on account of war
conditions then prevailing. It bought the producers’ grain outright and
resold it to the Wheat Export Company, a British Government body
buying for Great Britain and her allies. This Wheat Export Company
was an agency of the British Royal Commission on Wheat Supplies.
During its existence the Winnipeg and the Liverpool futures markets were
closed.

The Canadian Wheat Board of 1919 alsc operated in conditions which
were abnormal. The Order in Council which created it stated that “ it does
not appear that there will exist in importing countries . . . any organized
buying at fixed prices such as prevailed in recent years nor any open and
gtable ‘market of the character that obtained prior to the war.” As it
turned out, the overseas buying was organized by governments, though not
at fixed prices, but the “open and stable market of the character that
obtained prior to the war” did not exist, thc Liverpool and Winnipeg
Exchanges again being closed. As to Liverpool, ). may add that its futures
market for wheat and maize closed on August 1, 1914, reopening for maize
on March 15, 1920, and for wheat on April 18, 1921. No other grain
markets were open in Great Britain during this time. The buying for
Great, Britain, France and Italy was again done by the Royal Commis-
sion on Wheat Supplies, while in the case of Belgium, Holland, Denmark,
Sweden and Norway, each of the governments controlled the buying.

Under both these boards there was no problem of finding markets.
There was a full demand for our wheat and our wheab—growing area, even
in 1919, was about seven million acres less than it is today.

The Canadian Wheat Board of 1919 ceased to function after disposing
of the 1919 crop and paying a uniform price of $2.63 for No. 1 Northern
wheat. Subsequent crops, before the establishment of the Pools, were
handled through the open market, in the same marner as before the war.
On August 18, 1920, trading reopened on the Winnipeg Grain Exchange,
and the cash price on the first day was $2.734. It remained near this level
for about a month. But, with the disappearance of the war and immediate

~_post-war urgent export demand the price fell rapldly and persistently to

' $1.60% on April 15, 1921. After a temporary rise during the summer, the
decline was resumed and a low point of $1.02 was reached on November 3.
During 1921-22 there was another rise and fall, and by the middle of
September, 1922, the price dropped below $1 for the first time since 1915.
The prices of other primary products reacted similarly during this general
deﬂationary period.

The Wheat Board had not originally been received with favour, but
the high prices which it had paid, and the drastic decline in prices after its
termination, led to strong agitation for its re-establishment.

Towards the end of the 1920 session, Parliament passed an act
empowering the Government to continue the Board, but on July 16th it
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was announced that, since the factors which had influenced the Govern-
ment in creating the Wheat Board no longer existed, the Board would not
handle the 1920 crop. In November of that year the Saskatchewan
Legislature passed a resolution declaring that the reopening of the Grain

Exchanges at home and abroad was primarily responsible for the sudden

decline in the price of wheat, and asking the Federal Government to
re-cstablish the Wheat Board to market the balance of the 1920 crop.

Here it may be pointed out that a guaranteed price was not a part of
the Canadian Wheat Board Act at this time; that the initial payment which
the Board could have paid would, in order to be safe, have had to be very
much less than the price of the previous year; and that, inasmuch as
wheat prices all over the world declined throughout most of 1920-21, it is
extremely doubtful whether a Board could have realized a price as great as
that obtained by farmers who sold for ‘cash in the open market in the
autumn of 1920,

The Canadian Council of Agriculture, at a meeting at Winnipeg on
October 22, 1920, passed a resolution urging the reappointment of the
Board. It recognized, however, that compulsory marketing through a
Government Board was justifiable only as a temporary emergency measure.
In all the resolutions of various farmers’ organizations, from 1920 to 1923,
the request is merely for a Board as a temporary measure, usually for a
period of one year.

It will suffice if I indicate only very briefly the steps that led to the
abandonment of the Wheat Board idea. The subject is not of mutch interest
as a guide to the future. It was decided that, war emergency conditions being
over, Parliament had not power to take control of the whole grain trade
of Canadd, at least without the concurrence of the provinces interested,
Manitoba, Sasksichewan and Alberta. An Act was pussed to become
effective only if at least two of these provinces concurred. The Board to
be established was to operate for not more than two vears. Saskatchewan
and Alberta agreed but Manitoba refused. The Premiers of Saskatchewan
and Alberta attempted to secure competent grain men to undertake the
duties of the Board, but in this they were unsuccessful. . After-repeated
efforts the two Premiers announced in June, 1923, that they had found it
impossible to s2cure a Board combining the necessary elements of experience,
ability and public confidence. On_June 27_the Grain-Growers’ - Guide

~ observed that the Wheat Board idea was dead,

It seems probable that the final abandonment of the movement for a
Board was brought about partly by the recognition of the fact that the
need of government control and the conditions which had enabled the 1919
Board to obtain high prices were products of the war and had virtually
disappeared. The experience of a Wheat Board with no marketing problem,
with only a few overseas customers and these all government Boards them-
selves, operating while futures markets were closed in Canada and in Great
Britain, cannot be a sure guide to the potential success of a Board doing
business in world markets in the midst of many buyers and sellers in active
competition. o




- CHAPTER VI
THE POOLS

In the meantime, the idea of co-operative grain marketing had been
gaining favour. It came into being with the commencement of operations
by the Alberta Pool in the fall of 1923, and became fully effective with
the establishment of the Central Selling Agency of the three Pools (of
Alberta, Saskatchewan and Manitoba), incorporated in August, 1924, under
the Dominion Companies Act as Canadian Co-operative Wheat Producers
Limited.

The Pool movement was intended to secure all the advantages thought
to reside in ceniralized selling, but without government control. * As is
stated in the Pool brief (Ex. 330, p. 7) it was intended to be “a Wheat
Board without government assistance.” The ideal of co-operation and pro--
ducer control was emphasized as preferab.e to any contact with govern-
ments. As late as the autumn of 1929 such sentiments were expressed
with great force by Pool leaders. (Ex. 454.)

3 Ossects oF THE PooLs

I have already quoted from the Pool contracts and the charter of the
Central Selling Agency to show that the main objects of the Pools in
respect to marketing were stated to he:

(1) To eliminate (or reduce) speculation, manipulation and unneces-
sary tcansactions;

(2) To stabilize she market;

(3) To improve wethods and to reduce costs of marketing;

(4) To market directly; -

(5) To market with regularity.

The extent to which these objects were pursued or departed from as
time went on will appear from a review or the methods employed by the
Central Selling Agency in the performance of its duties.

PooL A8 SELLING AGENCY - :

The essential difference between the Pool and most other merchandis-
ing agencies of the grain trade lay in the fact that the Pool did not buy
grain, but acted as a selling agent for its members. There are, of course,
private commission agents in the grain trade who perform much the same
function, but such an agent sells under the specific instructions of the
farmer owning the grain, and the farmer receives payment out of the pro-
ceeds of his own grain as such, irrespective of any sales of other farmers’
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grain by the same agent. But the ordinary practice outside the Pool, f9r
the vast majority of farmers, was and is that they at some time sell their
wheat to an elevator company, and the latter immediately resells such
grain, or, more accurately, sells an eguivalent quantity for future delivery,
through the Winnipeg futures market. Broadly speaking, the sale by the

farmer may be regarded as simultaneous with the sale by the elevator.

company. The Pool, on the other hand, neither bought from the _fatrmer
nor was governed in its rate of sales by the desires of the individual
member delivering grain to it for sale.

The Pool was responsible for the disposal of roughly one-half of t.l-le_
western wheat crop. It hud no automatic method of selling to be carried

on irrespectively of its own views as to price, as is the case with elevator
companies buying wheat from farmers, but was necessarily required to
regulate its sales policy by the judgment of its officials.

It is true that it might have adopted a policy requiring no salesman-
ship whatever, that of selling approximately equal quantities every month,
every week or every day, but as will be seen no such mechanical, auto-
matic method was ever adopted. On the contrary, the problem for the
Central Selling Agency was to decide when and how and in what quanti-
ties to sell. Upon their decisions rested the return which their members
would receive for their grain and with them the responsibility lay to
insure, if possible, that the risk of owning and carrying in one hand one-
half of the Canacian crop, a risk shared jointly and collectively by all
Pool members instead of as formerly by outside speculators, did not bring
disaster.

DirecT SELLING

One of the chief points of interest in connection with Pool selling has
long been its policy of # direct selling.”” ‘This meant that a portion of Pool
wheat was sold by the Pool to millers at home and abroad, without the
intervention of an established middleman. The Central Selling Agency, in
fact, in making these sales replaced the existing agencies of the trade,

both exporters and importers, by performing their functions itself. Atten--

tion has been chiefly concentrated on the Pool’s export sales. These were
carried on almost exclusively through its own offices in ‘London and Paris
after the establishment of those offices and were of two kinds, namely,
(1) sales direct to millers and (2) to a lesser extent, sales to middlemen
in the overseas countrics. The Paris office was opened early in 1925 and

- made almost all of its sales direct to the millers in France. The London

office was opened in 1927, the Manager being Mr. D. L. Smith, formerly
Sales Manager of the Pool in Winnipeg. Prior to that year the Pool’s

sales in The United Kingdom and in_Europe_generally, -with. the -exception. - -

g
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of Fra'nce, had been made in much the same fashion as those of other
Canadl_an exporters. That is, the Pool had connections with importers and
agents in various cities and countries. These persons made sales to millers
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and others and handled no Canadian wheat other than that of the Pool,
but they did also handle wheat from other countries. The Pool’s own office,
however, dealt exclusively in Canadian wheat, Pool wheat. Mr. Bredt

stated that he believed that this latter fact tended to increase the sale
of Canadian wheat (evidence, p. §574).

The Pool made one experiment with exclusive contracts with over-
seas mills. In September, 1925, an agreement was made with Joseph Rank
Limited, a large milling concern in Great Britain, whereby the latter agreed
to buy its entire requirements of wheat from the Pool providing the price
was as favourable as that of any exporter. No price or quantity was -
fixed. Prices were quoted daily by the Pool, which had some knowledge
of its customer’s requirements through monthly advices as to the quan-
4 tities and grades that would probably be required for shipment to the
" various ports of the United Kingdom. The mill had the privilege of select-
ing the days on which its purchases would be made. The agreement was
terminated inh September, 1927, because of objections by- other customers
that it really conflicted with the Pool’s policy of one price to all buyers.
Mr. Bredt stated that when the agreement was cancelled Mr. James Rank
made a trip to Winnipeg, to interview the Board of Directors. (Evidence,
p. 5614.) o

As described by Mr. Bredt (evidence pp. 5644-49) the Pool’s export
* business was carried on in general in the same manner as that of other

exporters. Offers were cabled abroad each night based essentially on the
Winnipeg closing quotation plus the current cost oi freight, insurance, etc.
The London office was used for the transmission of these offers, which
required acceptance before the opening of the Winnipeg market the fol-
lowing morning, During the day, further offers might be made, depending
upon the action of the market, for immediate acceptance.
Figures are not available as to the amount of direct sales. The Pool's
+ annual reports, however, show the amount of export business without dis-
. tinguishing between the sales direct to millers overseas and sales to over-

seas merchants and other importers, as follows:
192425 55 to 60 {)er cent (p. 7 of 1025 Report).
102626 “a very large percentage” (p. 12 of 1926 Report).
1926-27 ' 124 million bushels (equal to about 61 per cent of total Pool sales)
(p. 14 of 1927 Report). v
1927-28 -115 million bushels (562 per cent) (p. 19 of 1928 Report).
1928-29 108 million bushels (51 per cent) (p. 18 of 1929 Report).
1929-30 57 million bushels (44 per cent) (p. 12 of 1930 Report).

All the above sales were made without the employment of any Cana-
dian Agency. The residue in each year is the volume sold to Canadian
millers and traders or, perhaps, delivered to the clearing house.

Although; as noted below, the Pool preferred to makes sales in the

L‘manner_jn_w_hj,c_h_i_t,_ could obtain the best price, there was nevertheless &

definite preference for making direct sales wherever possible.

376423}
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“We preferred to sell direct to millers overseas, in the United
Kingdom and on the continent, and to- millers direct here in
Canada, rather than, say, to use the facilities of the Exchange to
sell futures.” (Evidence pp. 6447-50.)

“We preferred to sell into actual consumption.” (Evidence
p. 6450.)

On the one hand, such sales would bring to the Pool, if it operated
efficiently, the profits that would otherwise accrue to other exporters, and,‘
on the other hand, the idea of selling to consumers rather than having
any dealing with middlemen and speculators was an integral part of
Pool ideology. It was considered desirable to keep under the control of
farmers' representatives the entire flow of grain from producer to con-
sumer. This was closely associated in their minds with the idea of orderly
marketing, and of supplying wheat only as required to fill actual con-
sumptive demand:

“The Pool’'s objective was to have its members collectively -

carry their own wheat until such times as they found markets for
it in consumptive channels.”

The Pool’s orderly marketing policy was:

“simply an attempt to move the flow of wheat into consumption
in accordance with consumptive demand.” (Evidence p. 5521.)

OrHEr METHODS OF SALE

Aside from its direct sales arfd other exports the Pool sold consider-
ably in the Winnipeg market. Wheat was sold on the cash market from
time to time when the price was suitable (evidence p. 6716) and in the
case of many such sales futures were taken back from the buyer, both
because of the desire of the customers to do business on that basis (evi-
dence p. 5526) and because if the Pools did not take back the future the
customers would probably sell the same quantities of futures on the
market immediately and possibly depress the price (evidence p. 6716),
whereas the Pool could dispose of the future in its own time, thus con-
tinuing to carry the same quantity of wheat, but in the form of futures
instead of actual grain. Occasionally, these futures would be held until
the delivery month and cash grain would be received by delivery through
the clearing house (evidence p. 5526).

SELLING oN FuturREsS MARKET

As a result of taking back futures contracts on cash sales the Pools
necessarily had to makes sales in the futures market if only to close out

these contracts. In fact, however, sales of futures were mado on num-

_ erous occasions without direct connection with, and in greater quantities
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{ than, futures that had been acquired in making cash sales. In the first

; place, there were oceasions when the futures market offered an oppor-

+ tunity of securing a better price than was otherwise obtainable. Mr.

3 MecIntyre, Assistant Sales Manager, speaking at the International Wheat

Pool Conference at St. Paul i in 1926 (Ex. 240, p. 71 and evidence p. 6760)
said:

“There are times when speculative fever, such as there was
last year, will carry wheat possibly away over its true value. If
you have a market which is bound to pay 20 cents more than what
you consider prices worth, can any pool afford to let that market
pay that price and not sell them the wheat?”

While eventually the actual grain itself had to be sold, these futures
sales insured a certain basic price for the quantities that werc so sold
(evidence p. 6718).

Sales of wheat futures were also made with a different and specific
purpose, or rather a double purpose, in the summer and early auturmm,
In the first place, futures salés were sometimes made as a help towards -
completing the disposal of the year’s crop and determining the final pay-
ment to be made to members. For example, on July 31, 1928, out of a
total of 43 million bushels still on hand, some 12,500,000 had been dis-
4 posed of by cash sales for deferred shipment, and another 12,000,000 by
sales on the futures market. Similarly, in 1929, close to 27,000,000 bushels
had been sold as futures by the end of July, with respect to the balance of
the 1928 crop, although there was still an unsold carry-over (after allow-
ing for those futures sales) of about 52,000,000 bushels.

Likewise, sales of futures were made, on one occasion as early a8
- February, by way of advance sales in respect of the following crop:™ In
1925, October futures to the extent of 5,661,000 bushels were g0 sold
during May, June and July. In 1926, the quantity was 6,237,000; in 1927,
just under 15,000,000; and in 1928, 4,603,000 (evidence pp. 6913-19, Ex.
358). In 1929, the records show only a very small quantity so sold and
the explanation given (evidence p. 6791) was that all futures sales made
that summer wére allocated to the 1928 crop in view of the large carry-
over remaining on hand and of the fact that it was realized that the
interim payment of July, 1929, represented virtually the final payment
‘on the 1928 crop.

Thus, although the Pool did not hedge in the manner of country .
elevator companies by a purchase of cash wheat and a simultaneous sale
of futures, it, nevertheless, hedged portions of its merchandise at times
. by making extensive sales of futures with a view to securing what appeared
to be a good price. As was stated in evidence, futures sales were made:

, “if the price were satisfaclory " (evidence p. 5545)—and
————%weused-the futures-market—on- those occasions because we c¢on-

. sidered that it was an advantage to make use of it” (evidence

p. 6546). -~ - — S : L
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With respect particularly to the sales in advance of the incoming crop,
Mr. Bredt said:

“It was just exactly the same as if we had made a sale under
contract for the delivery of actual wheat later on. That is what we

considered it ” (evidence p. §546).

The extent to which such sales were made:

“ depended naturally upon the prospects of a crop and the amount
of the carry-over or on the amount of the unsold stocks still on
hand of the old crop and whether or not our technical men, sales-
men, considered that it was advantageous to make sales at that
particular time by this method” (evidence p. 5783).

Buyving oN Furvres MARKET

Another use of the futures market by the Pool was for the purpose
of purchasing, not selling. Mr. Bredt said that on those ocensions the
management thought that a price decline was not justified or had been
caused by manipulation ard that by making purchases the Pool could
give strength to the market. The first occasion was in April, 1925. Prices
had declined from $2.17% cn January 28, with large intervening fluctua-
tions, to $1.38% on April 3. This low point was only 33 cents above the
amount of $1.35 which the Pool had paid to its members by way of initial
and first interim payments. Oa April 4, the Pool purchased 3,435,000
bushels of futures. By April 11, the price had risen to $1.69. The futures
so acquired were sold out in May and June at a profit of $486,000 (evi-
dence p. 5804). The second occasion was in May, 1929, when 6,153,000
bushels were purchased between the 9th and the 17th and were sold out
in June at a profit of $537,000. The third occasion of this sort was a series
of purchases extending from November, 1929, to April, 1930, which later
had to be disposed of at a loss of $2,014,000 (cvidence pp. 5803-6).

Two reasons are given for these purchases. First it is said that the
price declines jeopardized the margin of 15 per cent which the Pool had
to maintain between the current market value of its holdings and the
amount of its borrowings from the banks. At least in 1925, this margin
had not been actually infringed and there was no trouble with the banks,
but it was felt that the margin would be endangered by any further fall
in price (evidence p. 5795, also 5620, 5624, 5627, 5629).

The second object was to mﬂuence the market with a view to aiding
sales by stabilizing prices. Mr. Bredt says-the Pool firmly believed that

“the price declines were unjustified by world conditions or by commercial

transactions and were, in fact, being made by manipulation. In the view
of their salesmen the downward trends were not justified. All purchases
were made upon the advice of their salesmen. The Pool went into the
market with the purpose of stopping the decline. Mr, McPhail, on page
341 of the evidence before the Stamp Commission, described thelr purpose
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as that of stabilizing the market “ exactly the same as the United States
Farm Board tried to stabilize the market” (evidence p. 6723). In May,
1929, the Pool thought there was a bear raid on the market and decided
to take a definite stand against it (evidence pp. 5803-4, quoting * Tides
" in the West,” Ex. 337, p. 23). Likewise, in the fall of 1929, “ we were
under the impression that the market was being manipulated,” and they
felt that the price was too low and that wheat should go up or at least
that it should not go lower (evidence p. 6701). In 1930, after the Provin-
cial guarantee had been given the provincial governiments were notified
of these purchases of futures before the purchases were made (evidence
p. 6712). Evidently reliance was placed upon the good judgment of the
Pool executive and the efficienvy of its information service. ‘
Whatever may have been the motive behind these purchases of futures,
the action taken in each case was in its nature speculative and was based
upon the confidence of the management that prices would rise, and, probably,
that the Pool’s purchases would themselves influence the market upwards.
On the two occasions, namely-in-April, 1925 and in May, 1929, the specula-
tion turned out happily and the Pool made profits. But the last venture
into the buying side of the futures market in the fall of 1929 and the winter 2
of 1930 proved unsuccessful and the loss was heavy. The net result of all
these transactions was a loss of nearly $1,000,000. Having regard to-the
disinterested personal position of the Pool officials, and to their ability,
experience and access to sources of information, the outcome of these
speculations, on the whole unfortunate, illustrates the dangers and diffi-

culties which attend grain market speculation.

SeELLING Ponicy AND CARRY-OVERS

The Pool itself has frequently put {orward, as the standard by which
its selling policy should be judged, the amount of its carry-over &. the end
of the various crop years. In numerous publications prior to the cessation
of paoling, the unsold Pool stocks as at July 31 of each year are compared
with the total Canadian carry-over. In the Pool’s submission to the Com-
mission, the method adopted was to compare total Pool stocks, whether or
not sold for future delivery, with the total Canadian carry-over. In each
case the statement was made that as the Pool handled 50 per cent of the
total crop it was proper that the Pool should hold in the neighbourhood of
50 per cent of the total carry-over; and that whenever that occurred it was
clear that the Pool had made sales as large as could be expected.

) This method seems to be fallacious for three reasons. In the first
place the amount of Pool carry-over at the end of any particular yea. has
no necessary relationship to the success of the selling efforts of the Pool
during that year. There is no reason why in handling half the crop the
Pool should fiaish the year holding half the carry-over.—-For example, if
at the commencement of the year the Pool had no carry-over and the total
Canadian carry-over was 50,000,000 bushels, and at the end of the year the
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Pool had a carry-over of 50,000,000 bushels out of & total Canadian carry-
over of 100,000,000 bushels, it would be in line with the Fool argument to
say that the Pool had finished the year with its proper proportion of the
carry-over It is clear, however, that in such a year the Pool would have
failed to sell its share of the current crop, to the extent of 50,000,000 bushels,
its carry-over having increased by that amount; and that the non-Pool
proportion of the current crop had been completely disposed of, its carry-
over having remained stationary.

This hypothetical case was very closely approximated in fact in the
year 1928-29. At the end of July, 1928, total Pool stscks were 43,000,000
bushels, of which 26,000,000 had been sold but not delivered, leaving an
unsold carry-over of 18,000,000 (all of which had been sold by the end of
August, that is by the end of the Pool’s fiscal year). At the end of July,
1929, the total Pool stocks were 85,000,000 bushels, of which 33,000,000
had Leen sold but not delivered, leaving unsold stocks of 52,000,000 or an
increase of 34,000,000 bushels. Duving that crop year (1928-29), the total
Canadian carry-over increased by 36,000,000 bushels. In other words the
non-Pool carry-over had remained virtually stationary while the unsold
Pool carry-over increased by 34,000,000 bushels, although, considering
merely the position at the end of July, 1929, the unsold Pool carry-over
was only 41 per cent of the total Canadian carry-over, aud the Pool had
handled 52 per cent of the crop. If, on the other hand, regard is had to
total Pool stocks (instead of only unsold Pool stocks) the increase during
the year was 42,000,000 bushels, and the balance of the carry-over
decreased by 6,000,000 bushels. The basis used by the Pool, in accordance
with which it would be pointed out that at July 31, 1929, total Pool stocks,
sold and unsold, constituted 66 per cent of the total carry-over, thus reveals
a completely different situation from that given by consideration of the
respective increase and decrease in Pool carry-overs and the remainder of
the carry-over. _ :

Secondly, there is no valid basis of comparison between the Pool carry-
over and that part of the carry-over which was in other hands. In the
brevious Pool literature, the comparison made was between the unsold Pool
carry-over and the entire balance of the carry-over, which balance was
usually described as being in the hands of the trade. But it is clear that
of the so-called balance a certain proportion would be in farmers’ hands,
some would be in Canadian mills waiting to be ground into flour, and an
uncertain amount, possibly in some years a very large proportion of the
remainder, would have been sold either in Canada or in the export market,
for shipment, at some future date. This factor was to some extent corrected
in the Pool submission where not the unsold carry-over, but the total Pool
stocks at the end of the year, were used as the basis; and where the -
comparison was made with the total Canadian carry-over, the non-Pool
proportion not being described as in the hands of the trade. Tt is clear,
however, that looking merely at total stocks—whether sold or unsold—is
of no utility when the matter under consideration is the extent to which
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©  ihe Pool, or any other marketing agency, had sold the grain entrusted to
5 1t for that purpose.

Thirdly, there is little apparent reason for making any comparison
1 between what was done with Pool wheat and what was done with other
i wheat. The Pools were an agency to sell members’ wheat to the best
, possible advantage, having in mind certain principles of action to be
~  found in their charter and their contracts. What was done with other
¢ - farmers’ wheat and the price obtained therefor was not its concern. The
i Pool carry-over should be considered, not so much in relation to other
= carry-overs, but rather in relation to the objects of the organization and

the policy which should have been followed to attain these objects.

BEGINNING OF DIFFICULTIES

Professor Patton has noted that:

“The Canadian Wheat Pool had come into existence under a
favourable international conjuncture in which the gold price level
was relatively stable, in which international loans and investiuents
were being made in unprecedented peace-time volume, in which
European wheat imports attained record proportions, and in which
Canada had assumed first rank as a wheat exporting nation.”

These conditions (excepting Canada’s export position) came to an
end in the year 1929-30, at a time when the international wheat position
was particularly vulnerable, owing to the huge world crops of the previous
year. In 1928 world production (excluding Russia and China) was 464
million bushels greater than the average for the preceding tive years. The
greater portion of this surplus was produced in overseas exporting countries.
Despite record international shipments in 1928-29, the carry-over in the
four chief exporting countries increased by 187,000,000 to the figure
554,000,000 bushels. The Pool itself had an unsold carry-over, at August 31, -
1929, of 48,000,000 bushels, as compared with no carry-over at the same
date in 1928, '

There can be no doubt that the origin of the Pool’s difficulties, so far
as its own actions are concerned, lies in its failure to dispose of its share
of .the 1928 crop (by contrast, the non-Pool Ca. dian carry-over did not
increase in 1928-29) which left it unprepared to . et the price crash in
1920-30. It is true, as Mr. Bredt said in evidence (p. 5631), that neither
the Pool nor anyone else had reuson to expect that in the particular year,
1929-30, world wheat shipments would decline by 300,000,000 bushels, but
the general possibility of difficulties in the world wheat position had lIong
been known to the Pool, and it did nothing to prepare itself for any untoward
eventualities. e ’ :

The Pool had, in the Central Report of 1927 (dealing with operations
in 1926-27) pointed out that world production was increasing and that,
accordingly, “ the outlook during the year was, if anything, for lower prices.”
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The following year (see p. 17 of 1928 Sask. Report, dated November) it
was drawn to the attention of members that:

“The operations of the Pool had to be based on an increased
world production ” "

and figures were given showing constantly increasing production since 1924
—an increase between 1924 and 1927, in fact, of 800,000,000 bushels. In
1929 the Central Selling Agency reported, in October (p. 16 of 1929
Saskatchewan Report), that:

. “It was apparent in the early season” (i.e. of 1928-29) * that,
we were faced 'with a year of extraordinary world production, as the
United States and Canada both produced very large crops, to be
followed la‘er by Argentina with a record crop and Australia with
an above-average crop.” '

(The latter two countries’ crops would not of course be known until
December, or later, and in point of fact the Argentine crop was greatly
under-estimated, but the Canadian and United States crops were known
fairly exactly in the autumn, and the general outlook, “ apparent in the
early season ” was for a “ year of extraordinary world production.”)

In the same report it was also noted that:

“ Production throughout the world has undoubtedly been stimu-
lated by the comparatively high prices ruling for the past four
vears . . . partly offset by increased and increasing world consump-
tion.” .

The lesson drawn from this was that:

“The need for a regulating organization between consumer and
producer, such as the Pool, was never more apparent.”

May, 1929

-It was in May, 1929, that the Pool completely departed from the policy
that might be expected in the midst of such conditions. Sales up to then
had been large, averaging 25,000,000 bushels per month from September to
December, and 16,000,000 from January to April. It is to be expected that
sales after December and before May would be smaller than in the autumn,

but in this yeor it is to be noted that such lessening of sales took place

despite the existence of higher prices (Winnipeg average cash closing price
was $1.193 for the period September to December, $1.24% for January to
April). By this time the Argentine competition was making itself felt.

“From January, 1929, on we were faced with the most severe

kind of competition from the pressure of the Argentine wheat on -

the market "—
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as Mr. McPhail said in au address in March, 1930 (SeehTides in the West,

Ex. 337, p. 23, footnote 2, and Patton Ex. 176, p. 10 and evidence p. 6483).
He also said that: : ,

“ During the winter months last year” (i.e. winter 1928-29)

“our Winnipeg prices were unduly high as compared with the
Argentine.”

it is apparent therefore that from January on the Pool was not willing
fully to meet the Argentine competition, but it was in May that the crisis .
really arose and was met by a decision in favour of holding rather than of
maintaining sales at current price levels, From September to April
Winnipeg cash prices had been very steady, with a low of $1.13¢ and a high
of $1.314, and with average prices about 5 cents higher after December
than before. Mr. McPhail spoke of the “ drastic decline” and “the big
break in prices” . .. “to as low as $1.06 in May.” The decline was in fact
from $1.21 on May 1 to $1.11§ on May 7, and finally to $1.06% on the 31st.
The only large single decline was from $1.193 on the 4th_to $1.113 the next
market day, which was the 7th. On May 9, the day the Pool commenced
buying futures, the cash price was $1.10}, and on May 19, the last day
of the Pool purchasing, it was $1.124. The decline then continued until
abruptly reversed by a rise of 64 cents on June 4, which put the price at
$1.14}. -

It has been mentioned that M», McPhail said that in May, ** We decided
to take a definite stand against what we considered a * bear raid’ on the
market,” and this was the reason for the purchasez of the futures.

With regard. to the general problem he said:

“Scme people will naturally ask, why not have taken such an
attitude to the market as to have brought our prices in line with
those of Argentina? At the time of the drastic decline I speak of
in Canadian prices, we found that Argentinian prices simply kept
falling away from ours; and even at these low levels there was no
sign of touching bottom so far as Argentinian prices were concerned ”
(evidence p. 6485).

It is evident that the “ bear raid,” if any, must have been world wide.

That a “Holding Policy” i.e. refraining from selling at current
prices was deliberately adopted in the spring of 1929 is clear from the
sales figures given in evidence, from the foregoing remarks of the Fresi-
dent, and from equally authoritative statements by the General Manager
of the Central Selling Agency (quoted in a Pool pamphlet entitled “ Open
Market Prices Under Pressure—Pools Unaffected by Demoralization,”
issued in May, 1929. See evidence pp. 6486-88). Taking certain figures
of production and carry-over as his basis, the general manager vaid:

~ “The much-talked-of world surplus amounts {0 an incregée in
the United States carry-over of some 60,000,000 bushels, which is
partially offset by a decrease in the Canadian carfy-over.” -
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He went on to point out that the 1929 world crop would not likely be as
large as in 1928, but that even if it were,

“ The increased consumption which has developed this past year
will in all probability provide a market, and at a profitable figure,
provided it is marketed in a sane way. There is no doubt that a
reasonable price will be obtained for the balance of this year’s and
succeeding crops as we are adequately financed and prepared to
await the demand.”

. This last can only mean, prepared to wait for demand at a price
satisfactory to the Pool. As already mentioned, the Pool not only ceased
selling in May, but went further and bought futures to influence prices.

The reasonableness of this action is not apparent. If there was
believed to be only a temporary fluctuation, “stabilizing ” purchases were
not necessary and could only add to the quantities required to be sold
later. On the other hand, no matter what the Pool managers believed,
there was at least the possibility tnat the decline would continue, in which
case adding to stocks by purchases might be disastrous. Prices had not
really declined s.riously as compared with the previous autumn. The
price paid to Pool members to date was only 97 cents, and over 160,000,000
bushels had been sold ai considerably more than that, so that the bank
credit was not imperilled. Winnipeg prices had avowedly been unduly
high ” as compared with Argentine since January. At most, a certain less-
ening of selling might have been regarded as sound policy—not the making
of future purchases exceeding what small sales had been made that month.

However, the experiment was successful financially, in the sense that
futures sales in June at higher prices were regarded as closinz out the
May purchases. But the Pool still had to sell over 80,000,000 bushels
during the remainder of the year if it were to repeat the achievement of
1927-28, when it had no unsold carry-over by the end of August.

SELLING RESUMED, JUNE, 1929

" In June prices recovered, there being a rising market for the most
part, although the average Winnipeg price for the month was only 5 cents
higher than the average during the decline in May. Selling was resumed
on a large scale, the total for June being 20,103,000 bushels, as compared
with 4,510,000 in May. If the figures are adjusted to include the Pool’s
special futures transactions, total sales in June were 26,258,000 bushels, as
compared with net purchases in May of 1,643,000.

Acrions v JuLy, 1929

In July, however, and even more in August, no vigorous selling policy
was followed, despite higher prices, and this, coupled with the large pay-
ments to members brought the Pool into 1929-30 with a large unsold carry-
over and, when prices thereaftet declined, an unbalanced financial position.
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It has been mentioned that large sales were made in June, on a rising
market. The average cash price for the month was $1.18} and the closing
price on June 29 (the 30th being Sunday), was $1.294. In July there was
a very rapid and sustained rise to $1.78§ on the 29th, yel, Pool sales were
only 13,561,000 bushels, leaving 52,000,000 bushels still unsold on July 31.
. The reasons given for this failure to make more substantial sales will be
discussed shortly. Here attention must be directed to an action of the
Central Board, which, more than any other Pool action except the mistake -
in selling pollcv, was responsible for its financial dlfﬁcultles and ultimate
failure. Tor, after all, entering the crop year with a largs carry-over would
merely mterfere with the selling of the new crop, and would not directly
affect the financial position unless a large debt were incurred in respect of
that carry-over. This 'ast is just what the Pool did,-unfortunately. Until
July the Pool had only paid its members 97 cents (basis No. 1 Northern)
on their 1928 crop. Oa July 11, when the Winnipeg cash price was $1.444,
a further interim payment of 21} cents was authorized, and was paid on
July 31 when the Winnipeg price was at $1.72. The total sum so distri-
buted was, in round numbers, $40,000,000. (See 1931 Sask. Report,
p. 49). Although Mr. Milliken stated (evidence pp, 6909-10) that he had
been informed by the Treasurer that it was not known how much of this
payment was borrowed, because advances were being made at the same
time in respect of the new crop which are also includcd in the bank debt,
a simple calculation from the known figures seems to show that the entire
sum was borrowed. On p. 21 of the Centra! Report for 1928-29, the
balance sheet shows a bank debt of some $68,000,000, as at August 31,
1929 (against which, of course, there were stocks of grain, having a total
value at prevailing prices of $84,000,000) up to the end of September,
deliveries of the new crop to Central aggregated 18,626,000 bushels (Brief,
Part 1, p. 27). Even if all this had been No. 1 Northern and delivered
by the Pool members in August, and even if no sales had been made, the
most that could have been paid on account of the new crop was
$18,625,000. In fact, of course, the amount was much less. Likewise
deliveries of old crop in August were 1,728,000, on which at most $2,000,000
would have been paid. It thus appears that the bank debt attributable
to old crop wheat delivered to Central must have been over $40,000,000,
and that therefore the entire amount of the July interim payment was
borrowed

. This was placing the Pool’s finances in a very hazardous position.
At prevailing prices ($1.72 on July 31 and $1.52§ on August 31) the
value of grain on hand was, of course, in excess-of the bank debt; but
such prices were much higher than had prevailed for several years, and
could only justify such a large borrowing if in fact-steps were taken to
dispose of the unsold stocks at those prices. This was not done.

Prices were very high in July, August and September, and may be
summarized ag follows:—
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WINNIPEG CASH PRICES

— High Low | gAverage | Pool sales
$ cts. $ ots. $ cts. bushcls
1020 i 178 1341 | 1 59¢ 13,561,000
Ju!}z,usltg. 9 ............................ 1 731 1 61! 158 3,751,000
September...oeeivviriniiiiiiiniinnnss 1 57 141 1 49} 8,563,000

It is convenient to deal with Pool sales as a whole in this period, as
indeed was done in the evidence of Mr. Bredt. Mr. Bredt said that, look-——
ing backwards, it can be zecn to-day that sales should have been larger
(evidence pp. 6635-6; 6625; 6775) as indeed is obvious; but he said that
in the circumstances it was, in effect, impossible for the Pool to do other
than it did.

EFFECT OF SPECULATION

The essential factors in the market situation at this time were that
8 wild speculative boom was taking place at Winnipeg and Chicago, and
that Argentine grain was being sold in Europe in very large quantities
(the size of their 1928 crop had been universally underestimated) and at
prices very much below ours—that it was, in fact, effectively shutting
Canadian wheat out of the export market. Mr. Bredt gave the figures of
Argentine shipments for the !ast six months of 1928, 1929 and 1930. In
particular, it may be noted, that in July, August and September 1929
the shipments totalled 59,475,000 bushels, as compared with 24,260,000
and 9,629,000 in the corresponding periods in 1928 and 1930 respectively.

Poor. Exrorr OFFERS

Faced with such circumstances, what did the Pool do? Mr. Bredt
gave evidence that during these months the Pool made export offers at
prices that were at times 64 cents below the equivalent open market price
at Winnipeg, plus transportation and other export costs. QOut of the
seventy-six market days in this period, the Pool export price was under the
Winnipeg market on forty-seven days, equal to it on five days, bui, actually
over the market on sixteen days; and on eight days no offers were made.
(Ex. 350). This was described as evidence that the Pool were " free and
anxious sellers” (Brief Part 11, P. 2) or at least anxious (evidence p.
6528}, for in fact the offers were of no avail—sales could not be made (evi-
dence pp. 5569; 5632-4). The fact of the offers being sometimes under the
market does not necessarily mean that the Pool was making really deter-
mined efforts to meet world competition. Thus on July 11 the Pool offer
was 4c. under the market and on July 17 it was 4% cents under, but in the
meantime the Winnipeg price had risen 32 cents, and the Pool offer had
correspondingly been raised, though not quite to the same extent.
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The fact is, of course, that the Winnipeg market was :t this time
wholly unrelated to the world market as represented by the prices et
which competing wheats were being sold. The Pool Brief (Part 11, p.
9) quotes the statement of Mr. Sidney T. Smith before the Stamp Com-
mission in 1931, that:

“In the fall of 1929 we ran about 25 cents a bushel higher
than world values in Liverpool. We couldn’t sell anything further.”

And, says the Brief, it was through “ recognizing this fact and being seri-
ously concerned about their inability to sell in volume,” that the Pool made
these export offers. Mr. Bredt was questioned why offers had not been
made still lower until sales could be made; why the Pool offers jumped
upwards between July 11 and 17 as much as 12 cents in a day—and
28 cents in six days—and also (since the Pool had not hesitated to use
the futures market on other occasions, even to the extent of buying
futures) why large sales were not made in the futures market to take
advantage of the high prices ruling there, which were recognized by
the Pool as “ materially above world parity.” (Brief, Part 11, p. 9).

With regard to the ex, ort offers, Mr. Bredt said that they had no
assurance that they could make sales even at much lower prices (evi-
dence pp. 6752; 6786) for Argentine prices might decline even further;
and that they could not make greater use of the futures market because
large Pool offers there would cause prices to fall (evidence pp. 6803-4).

It would seem that to make prices fall should have been the object
of Pool policy at this time, if they really believed that excessive Win-
nipeg prices were responsible for the cessation of export sales. In any
event, since the market was one of the strongest speculative “bull”
markets ever known, there can be little doubt that large sales of futures
could have been effected without crashing prices.

In this connection, however, Mr. Bredt gave in explanation of Pool
policy in 1929, a series of statements which indicate either a fundamental
defect in any marketing system wherein the selling agency is selling for
the producers and is responsible to them either directly or indirectly,
or else a misconception of their duties on the part of the Pool leaders.
He said that if the Pool had lowered its export offers further and made
~ sales at such lower prices:

“We would have been liable to very, very severe criticism if
the market had not declined, because naturally our mémbers
expect us to obtain as high a price as we possibly can.” (evidence
p. 5569, sce also 5635-6).

and that on the other hand if the market had declmed through the Pool
either lowering its cvoort offers still further, or by selling large quantities
on the futures market the criticism would have been even moré devas-
tating.

The Winnipeg price was a * yardstick operating alongside ” to which
their members in the country looked “ more or less as a guide upon which
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they expected-to get a-return” and “we felt ihat to make sales to mef.et
that competition from the Argentine would have ruined our whole organi-
zation.” (evidence p. 6521). “We would have lost the confidence of our
members completely.” o

The same objections applicd to making cash sales at Winnipeg, as to
selling futures (evidence p. 6805).

The CoaissioNeEr: “ You say you did not dare to make an
offer low cnough to meet that competition because such action might
have precipitated a fall in prices, and your members would have
been dissatisfied?

A.: “And we might have lost our whole organization” (evi-
dence p. 6826-7).

With these remarks should be contrasted the statement of Mr, Mcln-
tyre, Assistant Sales Manager, previously quoted, that if speculators are
willing to pay

20 cents more than what you consider prices worth, can any pool
afford to let that market pay that price and not sell them the
wheat?”

Mzr. Bredt referred to the Pool as

“an organization brought into being with the avowed purpose of
getting for the producer the best price obtainable” (evidence
p. 6503).

The best obtainable price at that time was certainly the future price in
the Winnipeg market. The Pool leaders knew that these prices were high,
according to the carlier evidence of Mr. Bredt. If such were the case, it
would be hard to understand why they did not take advantage of them.
But the management did not even try to obtain these prices.

Poor Optinisat

There is considerable evidence, however, to show that the Pool officials,
while they knew that Winnipeg prices and the Pool prices were far out of
line with world parity, believed that the pressure of Argentine competi-
tion would ease off, and, that by holding for a while, they could later
sell at the price they desired. In faet, this evidence shows that at this
time the Pool was deliberately pursuing a holding policy.

Mr. Bredt’s use of the terms, “Supposing we had decided to enter
into cut-throat competition with the Argentine” and “If the pools had
set out deliberately Thaking export offers in competition with the Argen-
tine ” (evidence p. 6503) indicate that in fact the Pool refused to sell at
competitive prices, or at any rate refused to attempt to do so. Likewise:
“To make sales to meet that competition from the Argentine certainly
would have ruined our whole organization” (cvidence pp. 6521, 6786)
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Mr. Bredt stated that the Pool deliberately kept off the Winnipeg futures
market (evidence p. 6804). .

On p. 6503, Mr. Bredt said, ‘“ At that time neither we nor anyone
else knew what was going to happen lo prices finally.” On page 6786,
however, he agreed that the Pool's export offers indicated that they felt
that the Argentine competition was a matter of distress prices (sce also
p. 6787) that was going to work itself out, and that the real value of
wheat which was shown in the Winnipeg market was going to be realized.

The Pool had the same over-optimistic attitude at that time as every-
one else (evidence p. 6522), Everybody was bullish (evidence p. 6786).
The Pool salesmen expected that the heavy shipments {from the Argentine
would cease and that Canadian wheat would again be in demand (evidence
pp. 6749-50).

‘“The real trouble had its start with this large carry-over of
the 1928-29 crop year,”

it was suggested, and M. Bredt agreed (evidence p. 6748).
Asked: — ‘

“ Whatever the reason was, the Pools saw fit to carry over
these stocks unsold?”

at the end of August, he replied:

“In other words, they shared with everyone else in Canada
the prevailing sentiment that prices. were likely to go higher.”

Certainly the statements made at the time by Pool officials indicate
an optimistic attitude about prices and a determination to wait until
sales could be made at a price conforming to such ideas. Such state-
ments were quoted in the course of Mr. Bredt’s examination, at pp. 6814
to 6846 of the evidence.

Poor, Price Poricy Anp-1Ts EFFECTS

These incidents of 1929 lead me to a closer consideration of the price
question. It will be necessary to deal rather lengthily with the policy and
the record of the Pools in regard to it. The question is important in the
interest of those who join co-operative selling organizations, as well as in
that of producers who remain outside. It is also of interest, of course, to
the buyers of our product.

The obtaining of good prices for the producer is surely a legitimate
object, and one which any co-operative selling organization is bound to
keep in view. The question here is whether the Pools over-emphasized
this object or strove for it in such a way as to antagonize buyers and
thereby do more harm than good. The true inferences will be drawn from
the faots to be gone into in part in this chapter and in part later on.

%426
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There seem to be only two ways of securing better prices than

previously paid to the producer at any given time. The one is to increase
the ultimate market price; the other is to increase the producer's share
of that ultimate price. And both these results may, of course, be kept
in view, :
While dissociating co-operative marketing by a growers’ organiza-
tion from the form of selling under Government control and assistance,
the appeal of the pool marketing method to Western farmers was never-
theless closely connected with the ideas they entertained as to the
“success” of the 1919 Board and the causes of such success. As Pro-
fessor W. A. Mackintosh has said (Queen’s Quarterly, issue for Qctober-
December 1925, p. 121):

“It was difficult for the grower to dissociate in his mind the
Canada Wheat Board and the high price levels of 1919-20, and yet
there is no evidence to show that the Canadian farmer obtained a
higher price because of the activity of the Wheat Board. The
Wheat Board paid a total of $2.63 a bushel but the weekly low
price for No. 1 Northern wheat in Minneapolis only went below
$2.63 during three weeks of the entire crop year, and so the United
States farmer with compelitive marketing did at least as well as
the Canadian farmer with-'a controlled market.”

The U.S. Government sct up a National Wheat Board for the 1919
crop but it had no monopoly power; farmers were left free to sell to the
Board or to the trade. Professor Mackintosh likewise speaks -of

“The state of mind which connected the controlled buying
(sic) of the Wheat Board with high prices and looked to a similar
organization to bring back the halcyon days of two dollar wheat”
(ibid p. 138). S

The main motive behind the Wheat Pool movement was, it would
seem, that of price. Mr. Bredt stated in evidence (p. 5824) that the rea-
son so many joined the Pool must have been that they hoped to realize
a higher price by selling through the Central Selling Agency than would
be realized by each individual selling for himself. In pursuit of what
they believed to be a new method of marketing which would substan-
tially enhance the price of their product, farmers were prepared to embark
on a course which represented a fundamental departure from previous
forms of co-operative effort. Earlier effarts had all been in the direction
of increasing competition among those handling  and buying grain, and
freeing the farmer from any kind of monopoly or control by outside
interests. The results are to be seen in freedom to load his own car, to
ship to the central market, to have the identity of his grain preserved,
and to sell when, where and how he will. Tie farmers’ elevator com-
panies went a step further by establishing, within the existing marketing
machinery, a yardstick for the entire marketing organization from country
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elevators to exporting agency. Their object, which they achieved with
success, was to set the competitive pace, to assure the farmer lowest pos-
sible costs, greatest possible techmical efficiency, and many alternative
methods of selling. o

All this was to be changed for the farmer who joined the Pool. He
gave up all his alternatives, and bound himself, willingly, for a period
of five years, to operate solely through the Pool, an organization which
took the place, for him, of elevators both country and terminal, local
buyers, commission men, brokers, shippers and exporters, and, perhaps
most important, took his own place as the judge of where and when to
sell his grain. All these functions were to be performed by a single
central organization, and much of its very virtue was believed to be that
it was single, central, large and powerful, a collective substitute for indi-
vidual judgment. For years great emphasis was placed on the claim that
the Pool was a voluntary, co-operative and democratic organization of, by,
and for the farmers themselves—such farmers as choose to join of their
own accord. It was only in 1929 that a certain bias in favour of -a
compulsory marketing system began to appear.

How was it hoped that the Pool would secure better prices? The
certainly a belief in the almost magio quahtxee of contro] of supply. Mr.
H. W. Wood, a member of the 1919 Board and first President of the
Alberta Wheat Pool, declared in October 1920 that.the price of wheat o
that year could undoubtedly have been kept up to at least $2.50 had the
Board been continued, (Ex. 183, p. 199.) Professor Mackintosh quotes
a further statement by Mr. Wood at that time, when asked the reason
for the fall in prlce

“From the standpomt of supply and demand there is abso~-
Iutely none, the only reason in the world is the inefficiency in the
gelling of wheat this year.” (Op. cit. p. 138.)

A Report mads by Messrs. Stewart and Riddell to the Saskatchewan
Government in 1921, while stating that a partial pool would not be in as
favourable a position as a monopolistic board, and would be affected
detrimentally by the competitive selling of that portion of the crop that
was not within the pool (Ex. 333, p. 10), nevertheless gave credence to
the virtues of control and said, with particular reference to a National
Wheat Board (p. 11)

“14 is perfectly obvious that under a system of national con-
trol, where only one seller exists, and buyers are numerous, the
advantage is with the seller.”

This statement seems to overlook the fact tha_t; in regard to buyers, there
would not be only one seller but many: sellers of Argentine wheat, of
Australian wheat, of American wheat, cte., all competitors.

3764204
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The belief that the Pool could positively raise the price level of
Canadian wheat was common among hoth members and leaders in the
carly days and conlinued, at least in the pronouncements of the manage-
ment, until the end of Pool operations, as is evidenced in the following:—

Mr. Bredt agreed in cvidence (p. 5838) that during the inception of
the Pools there was a very distinet feeling that they would be able to
raise or influence the price level. Later (p. 5859) he qualified this, so far
as Pool leaders were concerned, by limiting it to the idea of eliminating
the autumn slump in prices.

On page 6678, he agreed that there were some “over enthusiastic”
people who told the farmers that they could get a higher price if they
joined- the Pool."

On pages 3359-60, Professor Patton, a close student of the Pool
movement, agreed that the idea of an international Pool being formed
with a view to influencing prices had heen promulgated.

At a meeting of the Saskatchewan Pool delegates, at Regina, in 1926,
the Central sales manager, Mr. D, L. Smith, stated_that the Winnipeg
Grain Exchange had really no price except that set by the Pool; that
the Pool controlled the prices, so far as the supply side of the law of

supply and demand was concerned; and that the Pool had raised-the -

price of Canadian wheat, as compared with other wheats. (See evidence
pp. 5859-60, and Ex. 338.) On page 5861, Mr. Bredt said that there
may have been times when the Pool really fixed the price on the Winni-

. peg market; but with respect to Mr. Smith’s statement he thought it

must have bcen made- with reference to some particular year, for he was
not a man given to extravagant statements

At the International Wheat Pool conference at St Paul, in 1926,
Mr. Gourlay, a director of the Manitoba Pool, said that the object of the
Pool was to raise the price of wheat (evidence pp. 5874-5 and Ex. 239,
p. 67). A subsequent statement of his seemed to be to the effect that
prices could not be raised except through international action (Ex. 239,

p. 84). At the same conference, Mr. H. W. Wood, President of the

Alberta Pool, said “ The primary and most important object is to get a
better price for wheat ”; but he in turn seemed to limit this to raising the
price of wheat up to the level of other prices (Ex. 239, See evidence
pp. 5869-70). He then said that if producers in the four chief exporting
countries combined they could fix the price, and immediately corrected
this to “ raise " the price and maintain it on a level with the prices farmers
have to pay (evidence p. 5872). On page 5873, Mr. Bredt agreed that
such a statement lent itself to the interpretation that the only aim and
object of the Canadian Poo! was to organize an international control board
to raise prices. He said M7. Wood only meant “ that wheat prices should
be raised to the same level as other prices.”

~ On page 6676, Mr. Bredt agreed that Mr. Sapiro and others had held
out the picture of first organizing a Canadian Pool and then an interna-
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tional Pool, and that then they could go overseas and tell the consurhers
what to pay. Mr. Bredt described such people as “ over enthusiastic.”

Professor Mackintosh, in the article cited, deals with this aspect of
the objective of the Pools on page 126, read into the record on page 5883,
as follows:

“ There were few even among the most ardent supporters of the
Pool who seriously” thought that the organization could cffect an
increase in the world price for wheat and yet some arguments
advanced in its favour would seem to infer such a possibility.
Later literature issued by the Pools themselves specifically deny
any such intention or power. Nevertheless on one hand the over-
optimistic grower, and on the other, the European buyer have been
apt to impute rising prices to the Wheat Pool rather than to the
shortage of the 1924-25 crop. It is further significant that the
demand for the Wheat Pcol arose out of the period of deprmsxon '
when the price of wheat fell proportionately below the prices of the
commodities which the farmer had to buy. Clearly most farmers
joined the Pool in the hope that it might do something to mitigate
the unsatisfactory conditions of agriculture in those years.”

In a speech, in January, 1927, Mr, J. H. Wesson said that the “ Pools
were deliberately attempting to stabilize, on as high a plane as possible,
the Winnipeg quotations,” and that they ‘both deliberately and uncon-
sciously control Winaipeg quotations.” The unconscious control he
described as that which arose from the fact that, ““ the farmers’ wheat is
not now dumped on the market in large quantxtles " (See Ex. 339 and
evidence page 5863).

Mr. Bredt described this as “ over enbhusiasm," and on page 5864
said that the Pool has influenced the Winnipeg price, but that he would not
go so far as Mr. Smith and Mr. Wesson.

At the second International Wheat Pool Conference at Kansas Cxty
in May, 1927, the following r%olutlon was adopted {quoted on pages 3358
and 3361, evidence):

77 %“As soon as practicable, the wheat producers of the chief
“exporting countries of the world should look towards co-ordination
of their co-operative program. This must be preceded by thorough
organization of the producers of wheat in each country on & per-

manent basis, and such organization must control a substantial

percentage of the wheat grown in thesé countries, When these
conditions are met, then international co-ordination will give the
wheat growers the same control over the marketing of their crop
already possessed by other industries and will materially assist in
putting agriculture in its rightful place among tlic other industries
of the world.”
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Elsewhere in this discussion will be found reference to numerous public
claims by the Pool to have definitely maintained the Canadian wheat
price higher than it would otherwise have been in 1928 al_l_d 1929. Indeed,
in the brief itself, on page 15 of part 2, it is claimed that:

“Had it not been for Tool operations the disastrous drop in
wheat prices might have eome about in 1928 "

and that the non-pool farmers had

“benefited by the fact that the Pool method -of marketing held
more than half of the entire crop off the hedging market.”

Finally, Professor Patton, on page 401 of his book (Ex. 183), said:

“Many Pool members reealling, or reminded of, the record
wheat prices associated with the operation of the Canadian Wheat
Board have signed Pool contracts in the expectation that Pool sell-
ing would be cffective in raising the price of their wheat.”

But he went on to say that it was

“ generally recognized by responsible Pool leaders that the higher
prices since the organization of the Pool had resulted from broad
international causes rather than from the action of the Canadian
Pool itself.”

ORDERLY MARKETING AND AVERAGE PRICE

The objective of raising the entire price level of Canadian wheat,
through the power believed to arise from control of supply, inay not have
been widely held among responsible Pool officials; but, as stated, it was
expressed by the more enthusiastic exponents of pooling and undoubtedly
affected many farmers. It was very closely connected, in its essential
aspect of increasing the farmer’s return for his crop, with another really
quite different idea, that of obtaining an “ average price ” through “ orderly
marketing.” 1t is frequently difficult, in reading early Pool literature, to h
discover whether-the-basic objective of a higher price was intended to be g
achieved through selling for higher prices in the export market (i.e., raising
the price level) or through the second principle of directing the profits
assumed to be made by speculators into the pockets of the farmer. The
background of this second objective was the belief that prices are almost
invariably lower in the autumn, when most farmers sell their wheat, than
later in the crop year, and that the speculating class thereby makes a
profit which should belong to the farmer. This autumn decline is said to
be caused by the fact that threc-quarters of the crop is delivered, and in '
large part placed on the market and sold, before the end of December, E
whereas the ultimate sale and consumption_have to extend over the whole é
twelve months. Further, the glut of wheat in the fall, itself a price- k
depressing influence, is believed to be aggravated by short-selling and
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manipulation. This belief has long been held by many farmers, and has
been unanimously expressed by Pool leaders, up to and including their
evidence before this Commission, This is not the place to consider the
validity of this belief (the question having already been dealt with), but
of its existence there can be no doubt. The Pool, it was hoped, would
alter this condition, at least so far as its own members were concerned,
and it is now maintained that in 25t it did so.

There is considerable arabiguity in the phrases used in this connec-
tion, notably the expression * average price” and “orderly marketing.”
If prices were, on the whole, lower in the autumn than later in the
year, it is clear that an individual farmer would profit by holding his
grain after harvest and not selling until the spring or summer. Or he
might sell part of his crop at-one time and part at another, and regard
his entire crop-as having been sold at the average of the various prices
at which he had in fact sold. Many farmers, however, are not in a
financial position to refrain from sclling at harvest time and those who
adopt such & course might through poor judgment or ill fortune sell at
prices in the spring that were actually lower than the price they might
have obtained in the fall, for even if average prices in the latter part of
the crop-year were higher than in the autumn the fluctuations would
probably result in the lowest late price being below the highest early price.
The Pool, it was thought, would overcome such difficulties. It would make
a substantial initial advance and the farmer’s remaining equity would not
be wiped out by temporary declines in the market. Sales would be spread
out over the year, so as to take advantage of the supposedly higher prices
when they occurred, and the responsibility of deciding when to sell would
rest upon the exper!s of the contral organization and not upon the indi-
vidual farmer. To quote Mr. Bredt (evidence p. 5823),

% The idea was thai farmers realized there were fluctuations
in the price all during the year, and rather than take the risk them-
selves of deciding upon which particular day they wished to sell,
they preferred to put their grain into an organization which had
sufficient volume to make sales all during the year, and in that way
establish as nearly as possible an average of all prices realized.”

In the above quotation Mr. Bredt speaks of the average realized price.
It is clear, upon reflection, that a Pool cannot obtain an average of all
quoted prices, but only of the prices at which it actually makes sales,
weighted by the quantity it sells at each price; and this was recognized
by Mr. Bredt during examination (evidence pp. 5823-24). What the Pool
got for its members and paid to them, which was all that any Pool can
get, was the average of its own sales, and not the average market price.
But the confusion over the meaning of “ average price ” appears in much
Ponl literature,
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ArTiTUDE TOWARDS SPECULATION

There were of course, further motives in the minds of those joining
the Pool. There was the desire already mentioned, which can stand
separately from the idea of getting a higher price, to pass on to others
the risk and worry of deciding when to sell; and to know that one’s price
would be well above the year’s lowest, even though also well below the
year's highest. There was also for many the opportunity to put an end to
all individual dealings with the Grain Exchange and thie futures system
which,

“in the opinion of many farmers . . . determines the price of the
grain they have to sell by publie gambling” (Bredt, p. 5437).

There was also an express objective of the Pool to obtain a larger
share of the price paid by the consumer through elimination of waste and
reduction of costs involved in' marketing—in brief to narrow the margin
between producer’s price and consumer's price;, to the benefit of the
producer, through the economies of large scale operations under pro-

ducer control (Brief, Part 1, p. 7 and p. 12).

The “ elimination (or reduction) of speculation” and “direct selling ”
scem to have been based as much on dislike of the Grain Exchange futures
syslem as upon economic motives. Direct selling may, if efficient and .
successful, bring to the farmers money that would otherwise form the
profits of exporters, usually less than a cent a bushel, but can have little
other economic effect, save as an instrument in a plan, if any, to extract
higher prices through control of supply. Likewise the “elimination of
speculation ” so far as concerns the hazards imposed on the individual
farmer by the existence of a speculative market, was accomplished by the
mere act of forming the Pool. Each Pool member was completely insu-
lated, as an individual, from the price fluctuations of the market. Yet the
Pool ideology evidently went further than this and was based on an
antagonism to speculation as such, considered to be vicious, and to have
a depressing effect on prices, and a consequent desire to restrict and if
possible liminate it. It is now recognized by Pool leaders, and has been
throughout by economists discussing pooling, including Prof. Patton, that
& Pool cannot eliminate speculation beyond the sphere of its own opera-
tions, and cannot reduce fluctuations in world prices; but some such object
was in the minds of those who had what may be called the crusading
motive in joining the Pool, and continued, and to a considerable extent
still continues, though in a more realistic fashion, among Pool leaders.

LEssons oF 1929-20

Before leaving the subject of Pool activities I must refer again to the
.events of the erop year 1929-30. I do not do this for the mere ‘purpose of
piling up evidence of mistakes that may have been made by Pool officials
during that period. It isonly too easy, after a lapse of vears, to look back-
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wards and point out the errors and shortcomings of others who carried a
heavy responsibility under most unusual conditions, and who were anxious
throughout to do their best for those whom they represented. But there
are certain lessons to be drawn from the events of that time which must be
preserved for the sake of the future. ’

The fall of 1929 saw the collapse of a “boom ” period and the birth
of a depression of great length and severity. “The wheat market furnishes
one of the most enlightening manifestations of the transition from one
state to another. During the early fall months the Winnipeg market was
so far out of line with Liverpool that overseas export business was
severely handicapped. Canadian exporters having to buy at Winnipeg
and sell at Liverpool were practically unable to do business. And we
have se¢n how the Pools acted. They refused to sell in the futures
market when, as it subsequently appeared, it would have been greatly
to their advantage to do so, and although they had done so on former
occasions. They held their cash prices up, and refused to compete with
Argentine sellers. Some of their officials and their publications announced
publicly that they would not come down to the Liverpool market prices
but that they would hold their wheat and that in due time the buyers
“would come to them. And what in one respect is especially serious, some
of them went so far as to take credit for having put Winnipeg prices up
and stated that they were now in control of these prices. Then, when
the recession began, they failed to read the signs correctly. They attri-
buted the downward trend to * bear raids” and other forms of manipu-
lation. Instead of selling they went into the futures market and bought
speculatlvely, thereby incurring a loss of $2,014,000. ,

A few references from Pool sources will serve to show the prevmlmg
sentiment. The first three references are taken from Ex. 454:

On September 12, 1929, when the Winnipeg cash price for wheat was
$1.574 and the October future $1.58%:

“ A merchant does mot sell his goods at a sacrifice because
there are delivery wagons at the door whose drivers want to get
working. . .Yet the financial men in Montreal would like to see
the Wheat Pool sacrifice its wheat because some cargo boats are
there to take it away, and some importers in Great Britain sagely
hold the belief that the wheat would sell more rapidly if the own-
ers lowered the price. . . .The Wheat Pool is being charged with
holding wheat at extortionate prices. What is really happening
is very simple. The Pool, -through its -world wide organization,
and with, as & consequence, extensive information upon which to
base its selling policy, is making an effort to secure a reasonably
profitable price for the wheat it has to sell. .They (the Pools)
do not propose to sell at sacrifice pnces when they are reason-
ably certain, from the information in their possession, that they
can secure a price which will give them a reasonable return; and
they do not have to sell.”
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On dctober 10, 1929, when the Winnipeg cash price was $1.46} and
the December future $1.474-§:

“ The Pool in Control.—There is a recognition of the fact that
it is the attitude and the stand taken by the Canadian Wheat Pool
which has held the price of Canadian wheat to its presenf level in
the face of the serious congestion in domestic storage warehouses.
So far as we can recall, no more general recognition of the power
of the Wheat Pool to influence prices or the movement of Cana-
dian grain generally, has been in evidence since the formation of the
Pool than is evident at the present time.” |

< On October 2, 1929, when the '\Vinnipeg cash price was $1.44f and the
December future was $1.464-§:

“Sales of wheat to Europe could be effected at the present
time but only at the cost of serious reduction in farm income and
restriction of Canadian business for the coming year. The world
situation justifies higher prices than those at present ruling.”

Then, from the evidence, at pages 6833 and 6834. On September 28, i
1929, when the Winnipeg cash price was $1.414 and the October future - :
was $1.413: .

“Through that influence exercised by the Pool Canadian
wheat has continually been pressing to higher levels and continu-
“ally been leading other wheat exporting countries in this respect
-+ . .Increased control and volume of wheat through the organi-
zation is to make the organization unassailable and more impreg-
nable, and enable it to maintain the lead that the Pool has estab-
lished in maintaining Canadian wheat price levels, the world lead
that the Pool has established for Canadian wheat. . . .If the
United States and Argentine and Australian farmers had as large
a measure of control over the.wheat in those countries as we have
in Canada, I have no doubt that the farmers belonging to the
wheat exporting countries in the world would be able to secure the
‘maximum advantageous results that any measure of control would
give as far as prices are concerned.” :

Again from the evidence at page 6836. In October, 19290:

o« The Pool selling office believes that owing to the flooding
of the European market with wheat from Argntine and the United
States, the price in Liverpool is out of line with the actual wheat

-~ situation, and 1t has refused to sell in what for the time being is i
purely a buyer's market. As a consequence the Canadian wheat ;‘f
movement has heen almost halted.” o

Again from the evidence at page 6833; In September, 1929:

‘.. . the Wheat Pool method of holding back crop surpluses is ?
sound and is compatible with the practices adopted by practically

:
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every large successful business concern in the we:ld to-day. .
During the past few months the United States wheat crop ‘has been
thrown on the wheat markets in an unparalleled flood. The result
has been that prices have bcen very greatly depreciated. . .

The Wheat Pool by holding off tremendous supplies materially
stabilized the market last season. ?

All the above statements were made publicly by high officials of the
Pool or by Pool organs. i

They show that, notwithstanding the Pool’s excellent world-wide
information service, and the high ability and earncstness of purpose of its
officials, the situation was misjudged and the impending depression was
totally unforeseen. The other facts (such as the unfortunate buying of
futures in 1930), show that this state of error persisted for a considerable
time aiter the depression had settled over the world. They also show,
especially when taken with some other statements, alrcady quoted, made
in earlier years, that the conviction had been acquired that Winnipeg
prices were made and maintained, not by world factors, nor by the buyers’
needs and their willingness and ability to pay, nor by the volume of actual
trade and of speculation, but by the Pool. : :

The conclusion to be drawn from all this is that the grain trade, and
especially-the wheat trade, of the world offers day to day probiems of a
perplexing kind; that notwithstanding the best of ability, information and
good will added to the experience of several years, one may easily go
astray; that forecasting the future, even the near future, is a perilous
occupation when it is backed by one’s money or merchandise; and that
those who control immense quantities of wheat do not always possess the
influence on the market which might be supposed. In the present case it
might, perhaps, be added that a sense of responsibility to a large number
of constituents and the fear of not achieving the best possible results have
a harassing effect on those who must make decisione. '

SUMMARY

I have dealt with the work of the Pools at some length and have made
no attempt to pass lightly over such defects in the system or in its opera-
tion as have been made known to me by the evidence. In doing bthis, I
have had in mind the thought that the co-operative marketing of wheat is
something essentially sound and that it contains possibilities for-the future.
It is all the more necessary then that this important experience in co-
‘operation should be recorded and analyzed with care. If the idea was to
be considered as intrinsically false and now definitely abandoned, the wise
thing to do would be to say little about it. I have not followed this course.
My examination of pooling as carried on in western Canada for a number
of years has been as searching and as critical as I have been able to make
it because I think that the history of those years is of value, now, and will
continue to be of value in. the working out of future problems,
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To sum up as briefly as possible, I may say that, in my opinion, the
wheat pooling system was beneficial in several respects: (1) it relieved its
members of their principal market worries, which are considerable, and
procured them a uniform price within each year; (2) on the whole, the
price obtained was a fair and satisfactory price; (3) it continued and
expanded an integrated farmer-owned grain-handling system; (4) it pro-
vided a “service at cost” basis of operations; (5) in so far as its own
members were concerned, it relieved them of whatever evil effeets may
attend heavy hedging pressure in the fall. A sixth point, connected with
this last one, is more difficult of treatment. Did the non-hedging policy
of the pools have a good effect upon fall prices? If this were so, the result
would have benefited non-Pool farmers, and I said in an earlier part of
this report, that it might be expected to have been noticeable, since the
Pool marketed at least 50 per cent of all the wheat. The record does show
that during the years of pool operations the level of prices throughout the
year was more constant than it had been before or than it has been since.
But at the samc time other factors were in play which cannot be left out
of consideration. On the whole, though, I think that, while the problem
is not capable of definite solution, the Pool did contribute to this result.

But there is another side to the story. I think (1) that the policy
of the Pool not to deal through grain merchants in the United Kingdom.
was injurious both to the United Kingdom traders and to the selling of
Canadian wheat; (2) that Canadian traders also suffered to some extent
and permanently; (3) that a feeling of alarm was engendered in importing

" countries by some of the declarations made at the international conferences

at St. Paul in 1926 and Kansas City in 1927 which were attended by
Canadian Pool representatives; (4) that the statements made with great
publicity in the fal! of 1929 by Pool officials and organs, coupled with the
non-selling policy pursued, were detrimental to our market interests.

On the whole, it seems to me, in regard to (3) and (4), that too much
talk and agitation werg mixed with business. All these announcements
took the form of indirect promises to the Pool farmers, and made a change
of selling policy all the more difficult to adopt, even if those who made
the announcements became convinced subsequently that a change was
imperative. In my opinion, Mr. Bredt’s evidence reveals this situation. -
Then again, human nature has its exigencies, and those making such
announcements could not help feeling an inward reluctance to go back on
them. Finally, the challenging nature of some of these declarations must
have had a bad effect among buyers. ‘

Those who buy our wheat are shrewd business men interested in
getting a good product at a price measured in relation to their necessities
and to the value of competing products. They do their buying quietly and
on considerations which they have reduced to a science, It seems to me
that selling also should be conducted without undue publicity, on business
principles, by men who keep themselves free to shape and reshape their
policy from day to day, if necessary, to meet shifting conditions.  There
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is no reason why a pool should not be operated on such lines. Nor should
considerations of a permanent, general character be allowed excessive
influence. F¥or instance, I have quoted on page 55 from an article in
. Wheat Studies, Vol. 14, October, 1937, which says that the Canadian
marketing systemn is subject to an extreme strain because (1) our harvest
(unlike that of the Argentine) comes at & time when world supplies are
at their seasonal maximum, and (2) our wheat possesses special milling
characteristics which -call for its being fed into consumption more or less
uniformly throughout the year. These facts are important. They should
be noted and borne in mind by co-operative (or other) sellers as market
factors. But I do not think they should detract from what, after all, is

the paramount consideration: the securing of a good price and the free

access at all times into overseas markets. And this paramount considera-
tion requires an elastic, adaptable selling policy. I should add that there
is no evidence that -the Pools did give undue attention to the factors
mentioned in Wheat Studies and referred to above. 1 deal with them here
to prevent any misunderstanding that may have arisen from my use of
the quotations from Wheat Studies.

Another point I think worth mentioning is that small pools scem
capable of doing satisfactory work. Thus, during the years of voluntary
pooling, when only about 20,000,000 bushels in all were handled, the prices
realized were considerably higher than the extremely low prices reached

during a part of the period, notably in December, 1932; the pooling

- members were thus protected from the worst extremes of the world price
depression. '
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CHAPTER VII
PRICE STABILIZATION MEASURES

I have already stated the circumstances under which Mr. John I
McFarland became manager of the Central Selling Agency in November,
1930. The responsibility which rested upon him was heavy at the start
but became greatly increased in the summer of 1931 and onwards until
he resigned from office in Decemler, 1935. The work which he carried
on.was of an exceptional character and he was virtually in sole command
of the policy pursued. This policy has been the subject of much discus-
sion in Canada, in the United Kingdom and on the continent of Europe.
I think it well, therefore, as an introduction to quote what Mr. McFarland
himself says of the circumstances in which he accepted office and the
motives which inspired him:

““When the price structure completely collapsed in November,

© 1930, I was urgently requested by the directors of the Canadian

Co-operative Wheat Producers Ltd., to accept the position as

_general manager of that company. Their request was ardently”

supported by the officers of the Canadian Bankers’ Association, and
by the prairie premiers. I was most reluctant to re-enter the grain
business in any capacity or under any conditions; besides the great
depression was on and my own affairs were in need of my personal
attention. It was pointed out that, as 1 was one of the very few
grain men who at that time was in no manner connected with the
grain business, it was my duty in that national emergency to
accept the position. Under the circumstances I finally consented
and, subject to certain conditions, I accepted the responsibility for
one year. At the expiration of the first year the world situation
was even worse and more hopeless. The question was asked why
did I not quit at the end of the first year? My answer was that
only a coward could quit, and having started I could not turn back.

“Because of the unusual conditions prevailing at- that time
and afterwards, T preferred that I should not be bound by the

and I therefore refused to accept any remuneration from the
Canadian Co-operative Producers Ltd., other than my out-of-pocket
expenses. It was generally believed to be an cmergency which many
prominent people believed would be of short duration. My chief
interest was to encourage and endeavour to maintain confidence at
home and abroad.”

94

- restraints which might be considered applicable to a paid employee,
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One of the first steps Mr. McFarland took upon assuming office was
to withdraw the Pools’ overseas representatives and to arrange to conduoct
business through the ordinary trade channels. He published in the press
a statement which indicated his policy in this regard:

..—. “Recently there was held at London, England, an Imperial
Conference representative of all the nations of the British Common-
wealth. One of the major problems discussed was the possibility of
widening the market within the Empire for Empire products. Much
attention was given to the marketing of wheat in the United
Kingdom and elsewhere throughout the Empire, either as grain or
flour, Discussions are to-be resumed at Ottawa during this coming
year. It is hoped that something definite and concrete will be
accomplished at that time for the benefit of producers throughout
‘the British Dominions. In the meantime it is important to do all
within our power to win the confidence and_goodwill of British
importers and millers, so that Canada may oe in the strongest
possible position to take advantage of any opportunity that may
arise for consolidating its position in the market of the United
Kingdom and Ireland, as well as in Europe and elsewhere. To
that end it has been considered advisable to withdraw our direct
representatives from overseas. This should demonstrate beyond the
possibility of doubt the truth, or otherwise, of the statements
frequently made that the maintenanece of direct representation over-
seas has militated against the sale of Canadian wheat.

“1 do not hesitate in taking this action, as I am confident it
is the duty of this great organization of farmers to take steps such
as will assist in removing from the minds of the grain and the
milling trades abroad, and in Canada as well, from the public mind,
a prejudice which has unwittingly become prevalent that the Pool’s
policy was designed to combat the world and plough a lone furrow
to the detriment of the consumer abroad and to the grain and
milling trades in general. There is no doubt that this sentiment
prévails overseas,

JOHN 1. McFARLAND,

General Manager, Canadian Co-operative
Wheat Producers Limited.”

I have already shown that when Mr. McFarland took charge of
the "Central Selling Agency in November, 1930, there were on hand
36,935,000 bushels of -Pool wheat with deliveries still to come in during
the crop year. At the end of the crop year he had a carry-over of
75,164.000 bushels of which 47,655,000 consisted of futures and 27,609,000
bushels of cash wheat. ' ‘ ‘ )

In the meantime conditions in the grain trade were getting worse
instead of better. The depression was becoming more and more extensive.
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The statement made before the Stamp Commission on behalf of the Pools

has already been quoted from.
The Pools said:

‘we do not for a moment contend that, the present extremely low
pricc of wheat is due to the system of futures trading, as we are
well aware of the many important factors each of which is partly
responsible for present deplorable prices.”

But special reference was made to the absence of the speculator:

“the failure of the institution of speculation to assume anything
like the risk carrying function so commonly attributed to it”;

—and to the fact that

“the general public has lost enormous sums of money, and '

confidence as well, and are not at present in the market with
sufficient resources to carry the risk of price fluctuation by buymg
hedges and whatever contracts may be offered by short sellers.” —

As the months went on, fears were entertained for the selling of the new
crop then maturing. Refercnce has already been made to a meeting in
July, 1931, of the Select Standing Committee of the House of Commons
on Agriculture and Colonization. On that occasion the Pools again gave
expression to views similar to those submitted to the Stamp Commission
and representatives of the Grain Exchange were also heard. The absence
of the speculator was given as-the principal-ground of apprehension and
the proposal was made that government intervention of some kind should
be authorized to meet the probable disastrous effect on prices which would
result from an excess of selling over buying trades by hedgers.

The result was that purchases of futures intended to *stabilize” or
“ support " prices were begun by Mr. McFarland in July, 1931.

The following table. will show the extent of Mr. McFarland’s
stabilization operations from time to time and the result at the end of the
period.




FARMERS' MARKETINGS OF WHEAT. IN PRAIRIE PROVINCES GROSS
URCHASES AND SALES OF CANADIAN CO-OPERATIVE WHEAT PRO DUCERS
LTD SPECIAL SUSPENSE ACCOUNT AND HOLDINGS IN THIS ACCOUNT
AT END OF CROP YEA

Speoial Suspense Account,

5,436

41,735
18,763

anadian Co-oporative Wheat
— Farmers' Producers Ltd.
marketings
Gross pit Gross pit
purchases sales
(000 bushels) (000 bushels) (000 bushels)

»
-
[~ |
O

12048 | 1,050 315
5082 | 445 810
7,514 520 135

18,274 8,356 4,02

1238 12,003 2,085

» 1032—23,602,000 BusueLs.

19,465
10,523

300
31,772

HoLpings IN SpECIAL StsPENSE ACCOUNT AT JuLy 31, 1

033—73,207,000 Busugts.

10,037

Avgust......oooiiiiiiiiianaes 25,624 . 5,496 2,877
September. 55,586 29,736 2,079
Qctober.. 46,414 27,880 ,728
November. 23,011 7,175 3,890

0,203 757
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! (ETINGS OF WHEAT IN PRAIRIE PROVINCES, GROSS PIT

FA%%%%%A%]%;‘:{\{?DISALES OF CANADIAN CO-OPERA JIVE W }{'EA'I‘ P}(ODUCL]}.\

LTD. SPECIAL SUSPENSE ACCOUNT AND HOLDINGS IN THIS ACCOUNT
AT END OF CROP YEARS—Concluded

HoLpinGs 1IN SpeciaL SUSPENSE AccounT At July 31, 1034—100,120,000 ByusueLs.

Special Suspense Acoount,
o - I = |*Canadian Co-operative Wheat
Producers Ltd.
Farmers' - —
_ . Marketings Gross pit Gross pit
purchases sales
{000 bushels) | (000 bushels) | (000 bushels)

1€34 :
AURESE. .. 12,135 6,507
Septemiber. ..o e 24,43(_) 456
Qetobel. oo i e 30,445 1,021
November................ . . i \42 1, 2?5
Decemiber..o.oovinviin it 7 265 125

1933
JaRUATY e 3,874 ‘ 25 57
February. ..o 8,516 987 510
March... ..o e 8,129 254 500
AP e e, 6,577 07 6,127
My . e 5,626 4,250 1,34
JUDC...ueiii e 9,334 330 7,044
JUy e 12,586 2,637 10,749

Houpines 1N SpeciaL SuspENSE AccounT ar Jury 31, 1935—137,573,000 Busuers,

1935
AUZUSBL. .ottt i i e i ees 13,256 1,620 5,314
September. .. vuiviiiiii it e, 73,176 8,116 9,804
L8300} 2 59,999 400 1,75
November..........cooiiiiiiiiniin i, 21,044 - -
December......ooo it iiiieeireeaenininns 14,217 - -

Horpings 1N SpeciaL SUSPENSE ACCOUNT TRANSFERRED To CaNADIAN WHEAT BOARD AS OF
DECEMBER 2, 1035—130,409,000 BusHELs.

N.B.—The purchases and sales exclude spreading transactiovus.

Apart from the Special Suspense Account, there was the 1930 Fool wheat
accumulated during the crop year 1930-31 and amounting at July 31, 1931, to 75,184,000
bushels and at August 31, 1931, to 76,648,000 bushels. The total amount of these holdings
did not vary significantly throughout 1931-32, 1932-33, 1933-34 and 1934-35, being 76,370,000
bushels at Juig 31, 1932, 76,375,000 bushels at July 31, 1933, 76,117,000 bushels at July 31,
1934, 76,115,000 bushels at July 31, 1935, and 74,778,000 bushels when taken over by the
Canadian Wheat Board as of Deceml-r 2, 1935,

“ PecainGg ” or WINNIPEG PRICES

Mr. McFarland says that in the fall of 1932 he “attempted to support
the market at 50 cents” (p. 101 Evidence, 1934 Banking and Commerce
Committce).  This was unsuccessful as his credit was cxhausted on
October 25 and the price fell. This was not strictly a price peg.

On August 14, 1933, ‘at Mr. McFarland’s request, an order of the

H } Winnipeg Grain Exchange prohibited trading in the October future below
% 704 cents a bushel. The price then remained at or slightly above this _
)E figure but from September 8 to 13 all trades were made at the pegged level.

Mr. McFarland had to buy heavily (14,653,000 bushels) in order that
hedging could be done. On September 15, the peg was removed and the
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* October future price fell during the next 30 daye to 54} cents on ——
October 186, despite net purchases of 31,756,000 bushels by Mr. McFarland.
" On Novemher 1, 1934, the Exchange at Mr, McFarland’s request
pegged the December futixre at 75 cents and May at 30 cents. (Subse-
quently, the July future was also pegged at 80 cents.) This peg was _
- maintained-until-the-July-future expired, without-the-help-of-stabilization— -~ —|
purchases,

EFFECTS OF STABILIZATION

As to the effect of price stabilization measures on overseas markets,
I must say that the unanimous opinion obtained from millers, merchants
and traders was unfavourable to the system. They all expressed the belief
that its results were injurious to the sale of Canadian wheat in the market.
The market dislikes selling monopolies or near-monopolies, the retention
of wheat from sale, or anything which looks like an attempt to secure
prices out of line with those paid currently to other sellers. They blamed
the stabilization measures for all these things.

On the other hand Mr. McFarland had some valuable approval of
his policy at least in so far as his actions resulted in giving producers a
higher price than they would otherwise have received. One of the out-
standing figures in the British grain trade was the late Sir Herbert Robson.
Certain correspondence between Sir Herbert Robson "and Mr. McFarland
(Ex.380) shows that the former approved of the latter’s activities.
Particular reference is made to a statement made by Sir Herbert Robson
in a letter written by him on April 4, 1935, where he says:

“1 most emphatically agree with you that it would have been

" impossible for the organized Winnipeg market to have carried the

burden of hedges in Canadian wheat without complete disaster to

the three Canadian Western Provinces. Further, with free and

open markets there would not have been a solvent wheat farmer

left in any part of the world. Every single Government has had

_ to-assist its wheat farmers. The measure of assistance given in

Canada seems to me to be far less than that given anywhere else.

It is therefore to my mind ridiculous for anyone to complain that
the Canadian Government has supported the wheat market.”

The trouble beging when the overseas consumer is asked, in turn, to
pay these relatively high prices for Canadian wheat.

Stabilization was begun in abnormal times. Speaking:of such tlmes,
the Stamp report says at page 70:

“In abnormal times conditions exist for working this system
of futures and, indeed, any rival systems of handling grain, on
unusual lines, and no inferences drawn from the practical observa-
tion of the behaviour of prices and of markets at such times have
any necessary validity as indieations of the economic value of futures

5764274
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“~— The abnormality -of the-times-in-the-summer-of-1931-and afterwards

_the greater portion of which has to be sold in other countries in competi-
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in normal times.__It is at such times that some features of the
futures system may be most open to criticism, and it is at such
times that the disposition to criticize will be most excited, but
it is precisely at such times that fair tests of the normal working
of the futures system can least satisfactorily be made.” e

was evidenced by the absence from the futures market of the speculator,
and initially, it was this fact that led to the institution of Mr. McFarland’s
activities as a buyer of futures. The policy of withholding supplies was
not necessarily bound up with that of buying futures. It was rather this
withholding of wheat from the market, giving rise to a fear among buyers
of an attempt to extort unreasonable prices, that led to the criticism over-
seas, and caused consumers to turn.elsewhere for their requirements.

In any event, stabilization was an exceptional incident in the Cana-
dian grain trade resulting from the misfortunes of the Pools and the
unprecedented world-wide depression. It is to be hoped that similar
conditions will not occur again, If they do it may be better to meet them
by some other form of intervention. Mr. McFarland had an unusually
heavy burden thrown upon him,—a series of years of unprecedented
character, with nc guide to be found for him in the past experience of the
grain trade. The example of the United States Federal Farm Board was
not of much use, because the work of that Board, as it said in its third
annual report, was “to throw the full weight of its resources in support
of domestic prices.” But the domestic price problem in the United States,
with the great bulk of the crop necessarily consumed at home, is a
different thing from the problem of a Canadian price for wheat by far

tion with other wheats. The probable effect of our policies upon overseas
markets is a consideration we must always keep in view.

From the financial point of view the policy of piling up immense
holdings was naturally a hazardous one. There was no saying how it
might turn out. Mr. McFarland agreed that the success of the holding
policy depended on Nature reducing the surplus by short crops. He said,
“T think we should depend somewhat on nature, T do.”

I have already shown how this “stabilization” wheat was finally
disposed of by the Canadian Wheat Board at o net profit of $9,628,881.23

. after four vears of disastrously small crops. (See Chapter 111, page 38.)

" THe CONCLUSION OF STABILIZATION OPERATIONS

“The Canadian Wheat Board Act, 1935,” came into operation on
July 5, 1935. The members of the Board were appointed on August 14,
Mr. McFarland being appointed Chief Commissioner. He continued also
as General Manager of the Canadian Co-operative Wheat Producers
Limited. The Wheat Board’s initial payment on deliveries of tha 1935
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wheat crop was announced on September 6 and on the 25th the Board
commenced to receive deliveries of such wheat.
Section 7 (f) of the Act authorized the Board
“to acquire from Canadian Co-operative Wheat Producers Limited,
upon terms to be approved by the Governor in Council, all wheat

or contracts to purchase or take delivery of wheat in respect of

which the Government of Canada has given a guarantee.”

Section 8 of the Act defines the duties of the Board, special .reference
to the sale of wheat being found in paragraphs (b), (c), (i), (j). These
paragraphs are as follows: -

“8. It shall be the duty of the Board:

(b) tosell and dispose of from time to time all wheat which the Board
may acquire, for such price as it may consider reasonable, with
the object of promoting the sale and use of Canadian wheat in
world markets;

(c) to sell and dispose of stocks of wheat and contracts for the
delivery of wheat acquired from Canadian Co-operative Wheat
Producers Limited and the wheat represented by such contracts
as may be reasonably possible, having regard to economic and
other conditions;

(1) in eelling and disposing of wheat as by this Act provided, to
utilize and employ without discrimination such marketing
agencies, including commission merchants, brokers, elevator men,

exporters and other persons engaged in or operating facilities for-

the selling and handling of wheat, as the Board in its discretion
may determine;

(7) to offer continuously wheat for sale in the markets of the world
through the established channels: Provided that the Board may,
if in its opinion any existing agencies are not operating satisfac-
torily, take such steps as it deems expedient to establish, utilize
and employ its own or other marketing agencies or_channels ”;

The Act was apparently intended to terminate stabilization opera-
tions. It provided a Government-controlled and financed voluntary pool,
so that any farmer dissatisfied with the price available under the unre-
stricted open market could deliver to the Board and be sure of getting
not only a Government-guaranteed price, but a share in any surplus in
case the Board should succeed in selling the crop at higher prices. There
was thus no need for stabilization purchases in the autumn of 1935, and
the Board itself was forbidden to make open market purchases by para-
graph (b) of section 7 which provided that “ no wheat shall be purchased
by the Board except from the producers thereof.” But the Act not only
ended further stabilization purchases, but provided by section 7 (f) above
quoted for the disposal of stabilization holdings.
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An agreement between the Canadian Co-operative and the Board
was entered ‘into on October 8, 1935, and ratified by Order in Council
P.C. 3199, dated October 10, 1935, providing for the transfer of the
stabilization and old Pool wheat to the Board in pursuance >f the Act.
The transfer of the stabilization wheat had not been effected by Decem-
ber 2, 1935, the date of Mr. McFarland’s resignation as Chief Commis-

“sioner of the Wheat” Board although negotiations -were-under-way.--The -
relations between the stabilization ageney (which was what the Canadian
Co-operative had virtually become) and the Wheat Board were very
intimate, however, by reason of the transfer of staff, of high officers of the
one being also high officers .of the other, of the use of the Canadian
Co-operative’s membership in the Clearing House for clearing the futures
trades of the Wheat Board, and of the fact that Mr. McFarland, who was
in complete charge of stabilization, was also Chief Commissioner of the
Wheat Board.

However, since the actual transfer of holdings was not formally
completed, Mr. McFarland, who as Chief Commissioner of the Wheat
Board was forbidden by statute to make purchases of futures in the open
market on behalf of the Board, nevertheless felt himself free to do so as
manager of the stabilization agency. Stabilization operations from the
1st of August were as follows (000 bushels):

£

;
!
£
£
kY
£
2

Stabilization
1035 1930 Ponl haldinga
d 100 Pit . Other sales| at end of
Wheat | o ehases | Fit sales (net) month

AURUSE. .o 425 1,620 |+ 5.314 *(214) 209,783

September. 626 8.116 9,504 270 207,109
October.....oovveviiiiriennnnnnn. 259 2,009 3,458 159 205,332 -

November 147 nil nil 120 205,063

*Acquisition, not sale.

At November 30, therefore, the holdings of the stabilization agency
(including 1930 Pool wheat) were 205,065,000 bushels; at the same date
the Wheat Board held 90,189,187 bushels, so that the combined holdings
amounted to 295,254,187 bushels.. g

During this period of August, September and October, when stabiliza- i
tion operations were continuing, country deliveries were 145,670,635 bushels
and deliveries to the Board were 63,789,477. Evidently a part of the
country deliveries not received by the Board was still held by farmers, for
in November the Board received 38,977,378 bushels although country
deliveries were only 21,043,204 bushels. The decline of the market price
in late Octaber: below 87} cents also indicates that speculators who had
; o bought the non-Board wheat at more than 874 cents were taking a loss—
; : for no farmer’s wheat, presumably, would be hedged when the price was
; less than what the farmers could get by delivering to the Board.

?i'i
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Mg. McFARLAND’S OPERATIONS UNDER THE CANADIAN WHEAT BoAmp Acr,
. 1935

Mr. McFarland started his operations under the new Act on
September 12 by making sales on the futures market. In the four
month period August to November, country deliveries amounted to
167,475,000 bushels, of which the Board received 102,766,855 bushels

~ (Exhibit 428). Net sales during the same petiod amounted to only ~

12,677,668 bushels. While considerable quantities of cash grain were sold
(34,960,668 bushels), futures were acquired in exchange to the extent of
34,778,000 bushels. It has been pointed out earlier in this chapter that
market prices for cash wheat remained above the initial payment of the
Board until late October. With such prices prevailing and having in mind
heavy deliveries to the Board, it is hard to conclude that the intentions of
the Act (particularly Section 8 (j)), were carried ont.

OreraTioNs IN CoArse GRAINS

Mr. McFarland was also examined on his handling of-cearse grains
belonging to the Pools and it will be well to refer briefly to these trans-
actions. With the exception of one occasion, hereinafter referred to, there
were no open market purchases of any of the coarse grains oats, barley,
rye and flax during the period of stabilization operations.

When Mr. McFarland became general manager, the Canadian
Co-operative was conducting the usual pools in these grains. Mr.
McFarland stated he left these matters in the hands of the regular coarse
graing department of the Company at first, he himself not exerting direct
authority until the end of July, 1931.

“ From that time on we did no stabilizing or anything else ”
(evidence p. 7304). ,

“None of the coasrse grains were at any time stabilized ”
(evidence p. 7398).

The Pool had received these grains in 1930-31 at varying initial
payments, as in the case of wheat, the initial payment being lowered on
one or two occasions as the market prices progressively declined. Since no
surplus accrued from sales during 1930-31, it followed that different Pool
members had received different prices. Accordingly, said Mr. McFarland:

“1e were holding the oats, the barley, the rye and the flax,
trying to wait for a time until probably the market might be good
enough so as to sell it and get back for those farmers who had
received a low initial payment enough to bring them up on a level
with those who had received the highest payments.” (Evidence
p. 7304.)

Only small quantities were left,

“There was not any volume at all, and it was a8 matter of.
holding with the possibility of securing for the lower price farmers
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something in the shape of a payment that would even up with the
higher price farmers.” (Iividence pp. 7388-89.)

Here it may be mentioned that all Dominion Government guar-
antces always referred to “ wheat and other grains ” so that there was as
much legal authority for stabilization operations in coarse grains as in
wheat. Mr. McFarland maintains, however, that there was in fact never

_ any stabilization. . . I

The quantities of coarée 7grainsﬁ held by the Company are set forth
below (carry-over being given as at August 31, the end of the Pool fiscal
year):

Remainder
Delivered | of 1928 and Total Sales to Sall)e:cfriom Unsold
to Pool by } 1929 crops, | quantity end of 1930‘ to at Aug. 31
members | all sold to be November Aug. 31 193i '

during during sold 1930 a3y
1930-31 1030-31 *

(000 bush.) f (000 bush.) | (000 bush.) | (000 bush.) | (000 bush.) | (000 bush.)

Oats................ 5,317 1,618 6,034 1,677 3,973 1,285
Barley.............. 6,356 4,594 10,950 3,759 5,430 1,752
Rye................. 2,257 084 3,241 1,353 1,130 758
Flax................. 1,431 o284 1,715 651 659 405

All the carry-over from 1928 and 1929 was sold by the end of July,
1931, so the unsold carry-over at August 31, 1931 was entirely 1930 crop.
Of this amount, Mr. McFarland spoke as- follows (evidence p. 7399):

“We were simply holding a small quantity which was left over

from the fall of 1930 as at August 1, 1931 " (this should be August

31); “ we were simply holding those, which could have little, if any,

—effect on the market . . . T can see no evidence in the figures of the

quantities we held where it could in any measure be said that it was
stabilization of prices in coarse grains.”

It thus appears, according to Mr. McFarland’s evidence, that in the
case of the coarse grains, unlike that of wheat, action was taken only for
the benefit of members of the Pools, The policy was to hold until prices
rose, in the hope of realizing a profit,

In carrying out this objective, the sales policy adopted seems to
have been fairly successful in the case of rye and flax, but not in the case
of barley and oats. :

The rye was sold in November, 1931, March, 1932, June, 1933, and
July, 1933, at prices very much higher than those ruling during the year
1930-1931. Likewise the flax was sold in May, June and July, 1933, at
substantially better prices than those of 1930-31. In both cases a surplus
was realized over the amounts paid out as initial payments, and the costs
of carrying the grain until sale.

In the case of barley, 152,000 bushels were éold during the price rise

in November, 1931. In July, 1933, there were sold up to the 17tk a fotal
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of 1,318,000 bushels during the bull market which developed in coarse
grains as well as in wheat. The net long position was only 280,000 bushels
on that date. It is difficult to see why the 280,000 bushels were not sold
either during the early part of the month, or on July 18 when prices were
still strong, but on which day no sales were in fact made.

When the bull market collapsed, 396,000 bushels of barley futures
_were_bought, and at prices higher than the previous cost of the barley. on
hand; total holdings were thus raised to 676,000 bushels. This was the
only period in which purchases of any coarse grain futures were made in
the market. These transactions were not profitable. The initial payments
to Pool members for 1930 barley had been on the basis of 25 cents for
No. 3 C.W. barley for 5,511,015 bushels and 20 cents for 844,352 bushels.
In the spring and summer of 1931 cash prices were over 30 cents but sales
tapered off, as already noted, and therc was a carry-over of 1,752,000
bushels at the end of August. In November the average daily price was
421 cents but sales were only 152,000 bushels. Again in April, 1932, the
average price was 41 cents but no sales were made. Meanwhile carrying
costs were mounting up.  In July, 1933, the average price was 50} cents,
and during the bull movement the daily prices were considerably higher.
‘Sales and purchases at that time have been stated above. Ultimately the
remaining 676,000 bushels were sold in July, September and October, 1935,
when average prices were 354, 353 and 33} cents respectively.

With regard to the barley transactions in July, 1933, Mr. McFarland
said (evidence p. 7394) that they were very busy with wheat, and that in
any event, he didn’t think all the barley could have been sold (evidence
p. 7395) since the market broke on the 19th. Specifically, with regard to
the purchases after the break, he said that they had sold too much July
futures and had gone short 396,000 bushels, and that they had to cover
this by purchases. There seems to have been available, however, the other
recourse open to a short-seller, namely, to deliver actual grain in pursuance
of the sales contract. On July 18 the agency held 678,000 bushels of
cash barley that could have been delivered, ‘being part of deliveries which
it itself had received through the Clearing House earlier in the month.

In the case of oats, final disposal resulted in the securing of a price
less than what had been paid Pool members plus carrying costs. Of
5,317,795 bushels of 1930 Pool oats, 823,917 bushels had received an initial
payment of 30 cents basis No. 2 C.W. oats, and 4,493.878 bushels had
been paid on the basis of 25 cents. At August 31, 1931, there remained
unsold 1,285,000 bushels. The market price had been under 30 cents sin'ce
the previous November. In May, 1932, the month’s average cash price
was 35} cents but no sales were made. About the same average existed
in July and sales were 18,000 bushels. As with other grains there were
comparatively high prices in July, 1933, and also in August in the case of
oats, but no sales were made. In the autumn of 1934 there was another
price rise, the average price in September being 453 cents, but there were
still no sales. Ultimately 302,000 bushels were sold in July, 1935 (average
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cash price 424), 729,000 in October (34 cents) and the remaining 238,000
bushels in November when the average price was 31§ cents. )

Mr. McFarland said he doubted if prices in July, 1933, were high
cnough to permit equalization of payments to Pool members (evidence
p. 7388), although perhaps they were at the peak, that he was very busy
with wheat and “ may have overlooked a point there ” (evidence p. 7389).
He also pointed out that most of the oats on hand were No. 2 C.W. and
fit for sced, and said that in the-autumn of 1933, and again in 1934, he

“was holding them in casg they should be requireéd for relief purposes, at ——
the request of the Saskatchewan Relief Commission and with the approval
of the Dominion Government (evidence p. 7390). As events turned out,
these oats were not needed for sced relief. He doubted if prices in the
autumn of 1934 were high enough to permit a surplus over ti:e original
initial payments plus carrying charges (evidence p. 7392).

As was the case with the barley, the oats were sold out in the autumn
of 1935 because the Wheat Board was going to take over the Company’s
wheat (evidence p. 7392), but was not authorized to take over the coarse
grains,




CuaprrER VIII

THE QUALITY, GRADING AND HANDLING OF
CANADIAN WHEAT :

Under paragraph four of the Order in Council, I am directed to

- ~inquire into~* The -effect-of “the practice of mixing and “of the selection of"

grain for protein content by millers and exporters.”

The main evidence against the practices of mixing and selection was
presented to the Commission by Dr. W. R, Motherwell, M.P., at Regina
and by Mr. John Glossop of Santa Monica, Cal,, formerly in the employ
of the Canadian Government and the McCabe Grain Co. at Port Arthur,
Ont. Subsequently, officials of the Board of Grain Commissioners appeared
before me to report upon the measures taken to prevent mixing and also
upon the prevalence and effects of selecting wheat for protein content.

Other complaints and suggestions regarding the quality, grading and
handling of Canadian wheat were heard both in this country and overseas
and it has been thought advisable to treat them all under the general
heading assigned to this Chapter.

The stage may be set for such a diseussion by a brief description of
the variable conditions under which wheat is grown in Western Canada
and the methods by which the wheat is graded and handled under the
Grain Act and the regulations of the Board of Grain Commissioners.

Basic DIFFERENCES IN QUALITY

Wheat is grown in the Canadian West under a considerable variety
of soil and climatie conditions which is the essential cause of variation in
the product. The southern short-grass plains are typified by a combina-
tion of limited rainfall, high day temperatures, cool nights and favourable
soil conditions for the production of hard, high-protein wheats of great
strength, With a longer growing season free from damaging frosts, these
areas can concentrate on the best varieties such as Marquis, Reward and
Red Fife. Further east, mostly in the Red River Valley of Manitoba, the
threat of rust has led to the production of a high proportion of Durum
wheats, (This type of wheat is used in the manufacture of semolina,
macaroni and like products and only rarely and sparingly in the making
of bread flours.) Along the northern park belt and the northwestern fringe
of the Alberta foothills, there is commonly more moisture in the soil and
also different atmospheric conditions which tend to delay ripening and
reduce the percentage of protein. The soils of this area, especially those
of the grey-wooded type, are also not so well adapted to high protein wheat
production. In addition, as was pointed out in evidence, the lower quality
of wheat in these areas is accentuated by the fact that the variety Garnet
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finds its greatest concentration there. As stated by witness Dr. A. G.
McCalla, Research  Assistant, Associate Committee on Grain Research,
Department of Field Crops, University of Alberta, at Edmonton:

“the protein content of Garnet in every zone is less than for any
other variety, furthermore, the loaf volume for Garnet in every zone
‘is less than for any_ other variely and very substantially less.”
(Evidence p. 5093.)

" Thiese ~differences—in~ the ~product-constitute -a -natural-handicap-to -

any system of grading. The basic lack of uniformity cannot be entlrely
removed. The objective is to achieve the best possible result in conjunc-
tion with the economical methods of bulk handling.

GRADING AND RECENT DIFFICULTIES

The Canadian system of grading is based upon a physical examina-
tion of such factors as weight per measured bushel, varietal content,
percentage of hard, vitreous kernels, degree of soundness, and amounts
of foreign material and-wheats of other classes. The minimum require-
ments of each statutory grade are set out in the Canada Grain Act. The
standards of commercial grades are fixed by the Grain Standards Board
as it meets each year. As explained by Mr. E. B. Ramsay, Chief Commis-
sioner of the Board of Grain Commissioners (evidence p. 12753), prolein
content—

“is not mentioned specifically in the legal definitions of the grades,
but in & rough and ready way it is recognized by the percentage of
“hard red vitreous kernels ’ necessary to permit wheat to be allotted
to any specific grade.”

As the basis of the grades, standard samples must be set early in
the crop year; variations above these standards within the grades occur
as a result of the basic climatic and geographical factors outlined above.
Mr, Ramsay pointed out (evidence pp. 12756-7) that western Canadian
wheat is graded to the highest standards in the world.

“TIt is not until you come into the neighbourhood of Manitoba
3 Northern that you reach the price level of competing wheats
graded under other methods or shipped on the f.a.q. system.”

Separate export standards have been in force since 1930, beihg 76 per
cent of the average quality of the grade passing the initial inspection

- points and 25 per cent of the minimum of the grade, the standard sample.

There is, of course, a wide variation in the protein content within the
grade at primary inspection. During the bulk handling system this
variability is reduced before shipment. (The matter of variation within
the grades is considered again under Overseas Criticism on page 114.)

In recent years, it must be acknowledged that two factors have been

* unusually prominent in their effects on the Canadian grading system. In
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the first place, the carry-overs built up from successive crops in the period
1930-1935 were from different crops graded under different stendards and
were being shipped overseas concomitantly, especially in 1938. Of tlns,
Mr, E. B. Ramsay (evidence p. 12756) said:

“ The Canadian grading system is further primarily based on
an annual clean-up of each ciop as it occurs so that the recent
situation in respect to accumulated curry-overs has probably occa-
cioned more unrest with the buyers than would otherwise be the

shipped.”

This undoubtedly caused more variation than usual. Seccondly, there
is the fact that in greater or less degree in the years since 1928, the
southern areas producing the highest quality, highest protein wheat have
been ravaged by drought and in 1935, by rust. Near-average crops of
this period were in 1930 and 1932; since the latter date, with drought
persistent in the south, the northern areas producing wheat of lower protein
content have supplied an unusually high proportion of the western output.
This has reduced the average quality of shlpments especially those out
Zof Vancouver. Vaicower, as was pointed out in evidence, drains a
i territory where lower quality wheat is a high proportion of the total. The
same area is also characterized by high percentages of Garnet wheat in
: thr: crop. This recent shift in production, which we hope and expect is
.+ ‘temporary, has also tended to increase variation within the grades,
%+ especially those into which Garnet has previously been admitted.

In normal seasons, the resultant lower protein content and variation
within the grades are most evident in the lower grades. The higher grades
from the south of the province usually go through without much admixture

Northern-grown wheat enters these higher grades.

THE Prace oF CANADIAN WHEAT 1IN DOMESTIC AND FOREIGN
MiLLING PrRACTICES

The partivular quality of Canadian wheat that makes it desirable is
stiength. This quality renders it

‘“ particularly suitable for counterbalancmg deficiencies in the gluten

quantity and quality of weak wheats,” (Dr. Geddes, evidence

p. 704))

The lower grades of Canadian wheat are relied upon not so much for
strength but as valuable fillers to increase diastatic getivity or gassing
power,

The Canadian mills, it is evident, use wheat of the highest grades
for the domestic market. United States millers also take the highest
grades under the milling-in-bond for re-export privilege because of a
specialized export demand for high quality flour. In yvears when the

with Northern Alberta wheat, simply because a smaller fraction of the

~

case where the annual standard actually represented the wheat being =~~~
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United States must import for consumption, the tendency is also to' buy
the higher grades when a 42 cent tariff has to be paid. Overseas millers
commonly use the higher grades of Canadian wheat for blending purposes.
Canadian wheat is rarely used exclusively in a grist because of several
factors in the baking trade, notably the short fermentation process, baking
in pans to support the sides and the “ working” of cooler doughs. Such
methods make possible the use of weaker and cheaper flours and reduce the
necessity of strong wheat content in the flours. In Scotland, a much higher
proportion of Canadian wheat is used because of different baking methods
and the higher quality bread desired by the consumer. European millers
use Canadian wheat{ for blending in much the same way as the English
miller, although in more limited quantities. The need for strong wheats
is greater in most European countries because of the enforced use of weak,
domestic wheat, but with present import restrictions the use of Canadian
wheat is limited.

There are two counteracting factors influencing the demand for
Canadian wheat. On the one hand, the inoreased use of home-grown
wheats, low in protein makes an added demand for strong wheat, such as
Canadian, to maintain quality. On this point, Dr. J. H. Shollenberger,
who made a special study, reported:

“The quality requirements for foreign wheat in European
markets will tend toward higher levels in the future. In other
words, the demand for strong-quality wheats will be even more
insistent than in the past, with the result that price differences on
account of quality will be more marked.” (" Wheat Requirements
in Europe.” Technical Bulletin No. 535, U.S.D.A., September, 1936,
Exhibit No. 679.) ’

Or, as Dr. Geddes phrased it (evidence p. 877):

“the one encouraging feature is that with the increased production
of weak wheats in Europe the demand will be for high quality
wheat and from that standpoint, it is more than ever essential that
in Canada our quality must be maintained if we wish to retain our
share of the export market or if we wish to secure a larger share.”

On the other hand, the trend toward the short baking process and

accompanying methods reduces the need for strong flours. Dr. Geddes
concludes that:

“The result of this trend will inevitably be a reduction in the
purchases of Canadian wheat.” (Evidence p. 795.)

It was carefully pointed out in evidence that in England, uniformity
was considered more important than high quality, strong flours. Bakers'
methods are standardized and any change in flour quality (even an
improvement in strength) may lead to pourer quality bread. This
uniformity is secured by skilful blending, using different proportions of
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the various wheats in accordance with their relative supply and cheapness.
Argentine and Australian wheats are commonly regarded as “ fillers " and
as such, used in quantity when available in much the same manner as
domestic wheats. The Argentine wheat preserves a balance between strong
and weak types, while Australian wheat is valued as having high bushel
weight and flour yield and good flavour and colour (evidence pp. 706-7).
Canadian wheat is regarded as desirable, but not essential and the—

“ quantities included in the mill mix depend upon several factors
among which price is important ” (Dr. Geddes, evidence p. 719).

CrrtictsM WitHiNy Caxapa

Complaints from farmers regarding the grading system were much less
marked than has been the experience of previous Commissions. There was
a feeling that farmers in the southern areas were not getting full advantage
of the higher protein and lower moisture conient of their wheat. There was
also a suspicion of the practice of diverting cars of selected wheat to mills
in Canada and the United States. Resulting from this view there were
ideas that the farmer did not always secure premiums resulting from
diversion and that the quality of overseas shipments was lowered thereby.
There wasg a definite complaint from farmers of the Peace River country
on the grading of the 1937 crop. Chemists generally were alarmed at the
high proportion of the variety Garnet in northern wheat and were critical
of the baking quality of resultant flour. While mixing is now restricted
under the Canada Grain Act to grades below No. 3 Northern (Section 125),
both general and specific complaints regarding this practice were heard.
Mixing in the grades Nos. 1 Hard to 3 Northern is illegal. In these top,
non-mixing grades, objection was taken to the p.actice of binning * tough
wheat with wheat of the same grade. This, we were told, was done under
regulation of the Board of Grain Commissioners as an accepted and
ecottomical method of drying. In wheat grading below No. 3 Northern,
mixing is legal and permitted, but, of course, it may be objectionable.
The admixture of screenings was also deprecated, although it is difficult to
see how this can be carried on when it is strictly illegal under Section 130
(Subsections (3) and (4)) of the Canada Grain Act.

Tue Evibence Hearp

'It seems necessary to inti'oduce at this point a summary of the more
important evidence submitted under the heading of this chapter.

Dr. L. H. Newman, Dominion Cerealist

The Dominion Cerealist, Dr. L. H. Newman, appeared before the
-Commission in Saskatoon to outline some of the agronomic problems of the
western -farmer and the steps being taken by the Government, in co-oper-
ation with other organizations, to provide solutions for these problems.
The benefits of improved varieties and better seed were described and
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stress was laid upon the value of the Crop Testing Plan in improving Fhe
quality of sced grain. In essence, the Crop Testing Plan‘ isa co-operatn.'e
linking of the Government and University workers with agents. of six
clevator companies, the objects being to test farmers’ seed for'punty ax}d
to improve the quality of seed sown. 1t has various ramifications. This,
to my mind, is a scheme that deserves every possible encourggment ar}d
support. It is especially important in view of the efforts being mafie in
other competing countries such as Argentina, Australia and Russia to
increase the quality and uniformity of their wheat. Dr. Newman also
traced the resuits of the development of new early, higher-yielding t}nd
rust resistant varieties of grain and left with us an impression of optimism
regarding future possibilities.

The results of testing samples of outgoing cargoes of wheat for their
varietal composition were given. According to Dr. Newman’s conclusions,
the “ slight deterioration ” in the quality of Canadian wheat noted recently
is not alarming and is probably due to the greater proportion of northern
wheat in the drought years. Dr. Newman also stated that the growing
tests from cargo samples prove the ability of the grain inspectors to
distinguish varieties and thereby keep the grades up te a high standard
(evidence p. 1009).

The Canadian Seed Growers® Association

Mr. F. L. Dickinson, Vice-President, presented a well-documented
and helpful brief for the C.S.G.A., describing their regulatory efforts in
the development and distribution of pure, high quality seed. The Associa-
tion is financed largely through a Dominion Government grant and very
cvidently serves a commercially useful purpose. A permanent Seed
Purchasing Cominission, similar to that which operated for a number
of years (Report of Minister of Agriculture, Ottawa, 1913, Ex. No. 569)
was advocated to help the financing of seed growers, to deal with seed
shortages and to avoid, as far as possible, the use of unsatisfactory seed
grain. It was pointed out (Ex. No. 570) that 80 million bushels of
sced grain are used in Canada annually. Canada is fortunate in having
strict regulations governing the production, multiplication and distribution
of pure secd grain. In this connection, the greatest care is necessary to
_ make sure that no new variety is licensed until fully tested and approved
from the standpoint of quality. Because pure seed of good vavieties is a
basic consideration in obtaining a quality production and further because
quality is so important in our export supplies, I have no doubt that the
activities of this Association will always continue to receive the best
consideration of the Government,

The Glossop Case

Mr. John Glossop of Santa Monica, California, appeared before the
Commission at Vancouver. Mr. Glossop was formerly Superintendent of
“the Canadian Government Elevator at Port Arthur. After July 31, 1933,
the elevator was leased to the McCabe Graii Co. by the Government and
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Mr. Glossop became track-man for that company. He made certain
specific complaints of irregularities in the handling of grain and the
loading of vecssels, while the elevator was leased by the McCabe Grain
Co. Mr, Glossoy had made notes at the time regavding these alleged
1rregular1t1es, but it appeared on examination that most of his complaints
concerned mixing in what was called in the evidence, * non-Government ”
grades. By this, is meant that the firm had, for their own purposes
subdivisions of No. 1 Northern, for instance; they had their own grades
such as ** 1 Select Northern, 2 Seclect 1 Nerthern and 1 Nofthern” within
the "Government grade, No. 1 Northern (evidence p. 4586). This was
selection, rather than mixing, and, as will be pointed out later, selection
is not_prohibited by law. In other cases where Mr. Glossop mentioned
mixing of “ Garnet No. 2” with No. 1 Northern, such 8 mixture could
not possibly pass inspection with a Garnet proportion of 16 per cent,
according to Mr. Ramsay.

Mr. Glossop also complained of the mixing of tough with straight
grade grain of the same grade. Mr. Ramsay pointed out that this is
permitted under regulation of the Board (Ex. No. 607), mixing in
reasonable amounts having been found to be the most satisfactory way
of handling tough grain.

Mr. Glossop recommended that travelling -auditors make surprise
visits to elevators in addition to the year-end weigh-overs. He also thought
that the Government inspector should watch bins and blackboard while

an elevator is loading a boat. These and other suggestlons will receive
consideration under a later section on mixing.

Dr. W. R. Motherwell, M.P.

Dr. Motherwell, a former Minister of Agriculture, first in the Govern-
ment of Saskatchewan and later in the Government of Canada, appeared
before the Commission in Regina. Dr. MotherwoW felt that protein selec-
tion resulted in impoverishraent of * the great bulk of the whert that goes
overseas where we have the keenest competition ” (evidence p. 7846). He
believed that prices were thereby lowered because overseas buyers bid
on what they have been getting, not on the statute or the samples. They
usually go by the last load hought. (Evidence p. 7873.) He urged that
this practice of selection for protein content be prohibited by law. He
further objected to the practice of mixing tough and damp wheat with dry
wheat of the same grade, and complained about elevators putting screen-
ings in wheat to bring it up to the maximum permitted in the grade.

His definite views and recommendations on the matters dealt thh in
this chapter may be stated briefly, as follows:

(1) An objection to the practice of mixing dry and damp wheat in

order to bring the latter into straight grades. '

(2) A proposal that investigation be made into the moistare content

of cargoes loaded at the Head of the Lakes.

576428




114

{3) That the advisability of continuing to export No. 6 wheat be
considered.

(4) A complaint that screenings are sometxm& mixed into the grades.

(5) Recommended the automatic sampling of vessel loadings.

(6) Recommended supervision of binning and loading within the
elevator. _

(7) A proposal that the abolition of the Appeal Tribunals be con-
sidered. In Dr. Motherwell’s opinion, this appeal is of very
doubtful value. '

(8) A complaint about what was called “ switching certificates” at
Montreal.

On cxamination of the evidence I find that the case given as an
example was one that occurred in 1928 where a shipment was said to
have gone forward accompanied by a certificate which did not belong to
it. The law on this subject has since been changed. In 1933, in order to
ensure the orderly despatch of grain from sea-ports, the Act was amended
to provide for regulation by the Board of the delivery of grain to ocean
vessels. At Montreal, when grain required for immediate shipment -to
ocean steamers is in canal boats in the Harbour or adjacent thereto, the
"Harbour Commissioners may deliver to such ocean vessel from their
elevators grain of like quantity, kind and grade under guarantees satis-
factory to them. While this practice may be open to abuse no complaints
arising out of it have been made to the Board since the amendment was
passed,

Dr. Motherwell regarded mixing and * protein poaching " with drought
and soil drifting as the four scourages of western farmers.

Mr. D. M. Kennedy

This witness, who is from the Peace River area and, formerly, a
member of Parliament for many years, appeared before me in Winnipeg
(evidence p. 13597). He complained of discrimination against non-Garnet
wheat in the 1937-38 grading and advocated some encouragement in the
grading system to farmers who do not grow Garnet. Dr. Geddes reported
that the reduction in grade complained of was due to bronzy-green kernels
(a rather general characteristic of the 1937 crop) and to a greyxsh tinge
m the resultant flour and bread.

OveErseas CRITICISM

There were two main complaints from overseas sources against Cana-
dian wheat and the grading system under which it is marketed. One
was the matter of variation in strength within the grades and the other,
the need of some more direct «nd satisfactory method of settling buyers’
complaints.

With regard to the first criticism, we were advised by Dr. Geddes
(evidence p. 727) that mill chemists—
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‘“ expressed the view that Canada should seriously conmder ways

and means of rendering diffc.ent shlpments of correspondmg grades
less variable.”

It was pointed out, however, that Canadi:m wheat is grown under a wide
range of s0il and climatic conditions and that there are difficulties inherent
in any gradmg system designed for the classification and transportation
of grain in bulk. It was stated (evidence p. 736-7) that—

‘“the protein content of individual carlots of Canadian wheat may
vary from as low as 8 per cent to over 20 per cent ”

but that—
“the bulk system tends to reduce that variability.”
Dr. McCalla (evidence p. 5126-8) felt that the relatively high propor-
tion of wheat from northern areas (mostly of the Garnet variety) being
exported from Vancouver—
“ undoubtedly accounts for the large number of complaints with
regard to lack of uniformity of Canadian wheat within grades
during the past few years.”

He recommended that Garnet be excluded from all the northern grades
(evidence p. 5141). He felt that one purpose of the creation of separate
grades for Garnet has been defeated by selling Garnet as 3 Northern.
(Evidence p. §144.)

Unfavourable comments regar(hng Garnet wheat were also made
overseas by merchants and millers who appeared before this Commission.
It was commonly stated to be the principal cause of complaints when
unusual difficulties in milling and baking were encountered.

In England, members of the grain trade, rcplying to a question
regarding their views on the Canadian grading system, said: (Evidence
p. 10172)

“The grading of Canadian wheats has not been regular and
satisfactory in recent years. Export Official Standards are received
in this country not truly representative of thé actual shipments.
When compared with samples of deliveries, Standards are some-
times so low that importers receiving inferior wheat have very
little chance of compensation. The variety of wheat included in
the modern Canadian grades is alco & matter of serious complaint,
as both the standards and the deliveries lack uniformity.”

One prominent miller went further (evidence p. 10173):
“ What happeus is this, or what has happened is this, and I
- say it without fear of contradiction, that we have had deliveries of
¢No. 1 Northern Manitoba’ wheat that were no better than pre-

war No. 8'%s. That is a big thing to say. . . . I think that your

grading year by year has got worse and worse. (Mr. ——-—-):

I entirely agree.” '
8764983
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This general complaint regarding our grading system was not borne
out by the evidence of other witnesses, particularly those in Scotland and
on the Continent. ,

Mr., Fernand Stuyck, of G. L. Stuyck and Company, Grain
Merchants and Brokers, Antwerp, Belgium, when questioned on our
grading system said: (Evidence p. 10177.)

“The Canadian grading system is no doubt the most perfect
that we have experienced in the last 25 years. It is very seldom
that we have any complaint on the part of buyers. On the whole it
gives full satisfaction.”

Regarding thie difference between the standards and the actual ship-
ments, it was stated that importers bid for our wheat on the basis of the
shipments they have been getting rather than on the standards and that

~ therefore they are disappointed when they receive a shipment, below their
expectations but still above the standard. In Liverpool we were told;
{Evidence p. 10177.) '

“ Your export standard does not represent your crop. What
is the good of it if it does not represent the erop?”

The standard, of course, is by definition a minimum of the grade,
not an average. It represents in each case.the lower-limit of the grade.
It was further pointed out in defence of the Canadian grading system
that the crops of recent years had been abnormal. A high percentage
came from the northern districts and disposition of the carry-overs made
annual standards unrepresentative (evidence p. 12756).

My conclusior with regard to this lack of uniformity within the
grade is that it has largely resulted from the undue proportion of the
Garnet variety in the Northern grades and to abnormal growing condi-
tions in the southern, high protein areas. For example, Mr. Eric
Snodgrass, a Glasgow merchant, had this to say:

“1 detest Garnet wheat, the one wheat which has done more
damage in Scotland to Canada’s reputation is this Garnet- wheat.
Garnet wheat is useless from the point of view of the long process, -
and all our interest in buying Canadian wheat is to try and avoid

: getting any Garnet” (evidence p. 10442).

B Mr. Covne: It has been suggested that vou (we) should
exclude Garnet from Nos. 3 and 4 and set up additional Garnet
grades?

A. That would suit me because my difficulty is to spot the kind
of Canadian wheat I can buy which does not have Garnet in it. I
never buy No. 3 or No. 4 from Vancouver, because I know that

contains a larger proportion of Garnet than the Atlantic ones do.”
(Evidence p. 10443.)

Since this evidence was taken, segregation of Garnet from the Northern
- arades has been enacted by an amendment to the Canada Grain Act passed

I St o e st
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at the present session of Parliament. If this legislative change, and the
return of normal growing conditions, do not increase the uniformity of
Canadian wheat within the grades, new consideration should be given to
alternative methods now under study, involving minimum protein contents
for each export grade. ’

Secondly, it was felt by some Old Country millers that tue buyer's
recourse in case of an unsatisfactory parcel or cargo was at present too
indirect and unsatisfactory. The present method is by correspondence
forwarded through the Canadian Government Trade Commissioner in
London to the Board of Grain Commissioners for Canada. With com-
peting wheats sold on a f.a.q. basis there are arbitration committees that
handle such complaints on the spot. Members of. the Glasgow Corn Trade
Association advised me that there was less difficulty with South African
grain, for which certificates final are also used. Mr. McDonald, one of
their representatives said: (Evidence p. 10386.)

“One thing about the South African Government, they are
always very ready to meet olaims if the quality is not in accord-
ance with what it should be, and we have not found the same with
the Canadian Government, in one or two cases.”

We were favoured by the Liverpool Corn Trade Association with
samples of Nos. 1, 2 and 3 Northern from specified cargoes. These were
submitted to the Board of Grain Commissioners and while variation was
apparent, all were attested by the Chief Inspector to be above the standards
of the grade.

Without a doubt, there seems to be a pronounced difference of opinion -
overseas regarding our grading system. A closer contact of the Board of
Grain Commissioners with the buyers is advisable.

Prorein SELECTION

There is no doubt that selection is a legal practice (evidence p. 12229)
and, in the opinion of the Chief Commissioner of the Board of Grain
Commissioners (evidence p. 12767), it is not deemed to be of major import-
ance. This conclusion was arrived at after a comprehensive protein analysis
of shipments through the various poris. Dr, Geddes concluded (cvidence
p. 12876) that sel=ction by Western Canddian mills west of Winnipeg would
not be noticed in the quality of overseas shipments. - With the exception of
New No. 2 Northern in 1935-36—

“the data incicate that the wheat consumption of Eastern Cana-

dian mills hay a negligible effect upon the average strength of the
wheat available for export abroad.” (Dr. Geddes, evidenqe p. 1288.7.)

With regard to United States mills, however, the situation is different and

there was definite evidence that United States mills had selected high
protein wheat in Grades Nos. 1 Hard to 3 Northern (evidence p. 12888)
and that over the period 1933-37, the United States shipments from Fort
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William-Port Arthur were 0-15 percentage points higher in protein content
than the Canadian shipments from the same ports. (Evidence p. 12895.)
- -Dr. Geddes believed that even this definite evidence of selection was
“insignificant statistically, comparing Fort William and Montreal”
(evidence p. 12895). He proceeded to say (evidence pp. 12002-3):

“ There is a definite high protein requirement for certain interests
in the United States. We have made a study of certain markets,
for example, certain flour markets, and the protein content of the
flour has to be, we find, from 14 to 14-2 per cent, which means
that that flour is milled from wheat running about at least 15 per
cent protein, and these shipments are made from Buffalo, and it is
known that Canadian wheat is bought for that purpose, to make
that special flour for certain markets. .

Mr. Miruikex: Domestic or export?

Wirness: It is export.

Mr. Covne: They would not buy Canadian wheat at all if they
were not getting an especially high protein wheat?

Wirtness: Well, T suppose to a certain extent, ves.

Q. Well, if vou say they are buying Canadian wheat because
they need it for a special purpose—

A. Tt is a special market, and they come up here to get it.

Q. If they could not get a wheat that satisfied their special
purposes there would be no point in their buying Canadian wheat?

A. T think that is true, ves.

-~ Q. And we would lose this market, which from the point of view
of Canada itself is an export market.

A. T think so, ves. These are market questions.”

Because of drought in the high protein areas of the Canadian West
and the deficiency of high protein wheat in the United States, the effect
of wheat selection in these years (1933-37) would he expected to be greater
than the long term average (evidence p. 12915).

PROTEIN SELECTION AND PREMIUMS

The question of distributing premiums for high-protein wheat is a
troublesome one under the bulk-handling system. Only a very limited
overseas demand for shipments of a special protein content has developed,
~some orders of French origin being mentioned in evidence. The main
demand comes from North American mills and these orders are particularly
~keen in yvears when the United States crops of hard red spring or hard
red winter are short. It is from such demand that protein selection and
car diversion have begun. With these practices, there has developed the
need for acquainting farmers with the value of their wheat. Tt is by no
means certrin that the enhanced prices or premiums of such wheat are
carried back to them. This is particularly true of farmers selling in less
than carload lots on the basis of street prices.
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The same lack of knowledge on the part of farmers was evident in
the United States prior to about 1923 and described in U.S.D.A. Misec.
Publ. 140 (Ex. No. 655). Protein tests should be made available to
producers who wish to have such tests made and producers should be made
better acquainted by publicity under Board regulation with the values of
their wheat in years when protein premiums are being paid. Early-season
protein premiums often do nat adequately reflect the higher value of high
protein wheat. The probleras of the country elevator in buying wheat on
a protein basis must also be considered. On the whole, this is a question
requiring careful consideration before any decisive action is taken.. I
believe that the Board of Grain Commissioners might well investigate the
advisability of increased publicity at country —points regarding any
premiums that are nct expressed in the commonly-quoted cash price of
wheat. If periodic notize could be given at country points of the extent
of protein premiums being paid at Fort William, then the farmer will not
be at a disadvantage from lack of knowledge, at least.

CONCLUSIONS RE BELECTION

The evidence given before me by those whom we consulted overseas
does not indicate any bad effect of selection on the wheat marketed there.
Dr. Geddes, however, has reported to us (evidence p. 728) that several
overseas millers and mill chemists whom he consulted— ‘

“ thought the average quality of export shipments was greatly lowered
as a result of selection by Canadian and American Mills.”

The persistent drought of recent years has helped to maintain a high
protein level and has probably decreased the unfavourable effect of protein
selection, to some extent. We had evidence that some mills had to select
wheat of low protein content to keep their flours from becoming too strong.
Through protein testing of shipments from the various ports, the Board
of Grain Commissioners has the situation under constant review, and I
believe the whole matter should be carefully watched.

The selection of wheat for its protein content and diversion of cars
for special-binning with the object of keeping such wheat separate have
apparently been an outgrowth of exceptional conditions which may or may
not occur again. Under normal supply conditions in both Canada and
the United States, I feel that these practices would be of minor extent.
There will, T believe, be some selection each vear and some efforts towards
publicizing the extent of protein premiums, if any, should be made. Pro-
vided that such premiums are carefully carried back to the producer and
further that the practice of selection does not become extensive, I see no
reason for suggesting a change in the present official attitude toward
selection.
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Mixing

The producer is naturally -ery concerucd that the top grades of
Canadian wheat be binned with grain of the same grade, as now required
by law, and that the official grade, whether judged by domestic or export
standards, should be respected throughout the movement of the wheat to
overseas markets. The Canada Grain Act, Section 125, prohibits mixing
of wheat graded No. 1 Hard and Nos. 1, 2 and 3 Northern. This section
resulted from a full discussion of the question in Committee during the
1929 session of the House of Commons. This non-mixing provision,
linked with the establishment of high export standards, is regarded as
an cffective deterrent to mixing, but is strengthened by other reguiations
and safeguards of the Board of Grain Commissioners.  These are the
official inspection and the weighing in and out of terminal elevators and
the registration of warchouse receipts. A terminal would be unable to
obtain a clearance for grain in excess of cxisting warchouse reeeipts, even
if it were technically possible to promote lower grades into a higher grade
and still meet the export standards of a higher grade. The annual audit
also provides that overages in excess of one-quarter of one per cent shall
go to the Crown. This, in itself, would be a severe penalty, but in addition
very severe penalties are provided by Section 125 Subsection (5) of the
Act.

Generally, on the question of mixing, T am disposed to agree with
Mr. Ramsay’s statement: (Evidence p. 12286.)

“I would however make the statement that Parliament’s
desire to suppress mixing in the grades under review has been very
substantially carried out.”

In Appendix No. VIII, I have inrluded a table prepared by the Board
of Grain Commissioners (Ex. No. 614) to show the extent of overages and
shortages in handling the different grades of wheat at the termina! elevators
of Fort William-Port Arthur, August 1, 1933, to July 31, 1937. In the
non-mixing grades, the overages are shown to be far below the legal
allowance of 4 of one per cent. In the grades below No. 3 Northern,
wherein mixing is permissible, there are notable differences hetween receipts
and shipments within the grades. )

While I have expressed a general agreement with the present regula-
tions on mixing, I regard it as a field in which constant vigilance is
necessary. No suspicions should be left outstanding regarding such an
important phase of the Board’s work. The Board should not hesitate to
make special audits or weigh-overs in an effort to satisfy themselves and
others that confidence in the present regulations is warranted. 1 fully
realize the technical impossibility of complete supervision of binning and
loading within the terminals, but I feel that some measure of watchfulness
might be necessary as an additional safeguard.
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CHAPTER IX

DECRFASF IN EXPORTS

The Order in Councnl dircets me to inquire in the next place into
“the causes of the decrease in Canadian grain exports in recent years.”
The considerations involved in this subject are three-fold. A pronounced
decrease has assuredly taken place. Its causes can be found only by a
study of conditions (1) in importing countries; (2) in other exporting
countries, and (3) in Canada.

Tue MARRET FOR WHEAT

The” wheat importing countries constitute our market. Beginning
with them, the case will be clarified by a perusal of the following table
which is abridged from Table IV in Ex. 465 submitted by Mr. Andrew
Cairns:

WORLD NET IMPORTS OF WHEAT AND WHEAT FLOUR

United
Kingd‘om Co i -
and “ontinenta Tx-
Average of 5 years Irish Furopo Furope Totals
Free
State
. (Millions of Bushels)
2177 326.7 98-0 | 6432
2244 373-1 128-5 740-2
236+3 373-9 159-4 780-7
D O 225-8 170-8 126-8 543:6

The net shrinkage in the world market is apparent from these figures
and it is clearly seen that the Continental importers account for the
changed situation. United Kingdom imports have remained fairly constant
through the years, while in countries outside Europe, reduced imports in

: Japan, Egypt, South Africa and New Zealand have been offset by increases

in South America, China and certain parts of Asia.

It will be seen that average yearly Continental imports of the past
five years (1932-37) are 203+1 million bushels below those of 1927-32 and
155:9 million bushels below the pre-war average, 1909-14. This is the
real change in the world situation. Bringing this down to specific countries,

France, Germany and Italy account for most of the change. These three

countries had estimated net average annual imports of 1643 million bushels
in 1909-14, 200-6 millions in 1922-27, 171:0 millions in 1927-32 and only
35-0 mxlllons in 1932-37. Most of the smaller countries also show
reductions, notably Poland, Austria, Czechoslovakia, Sweden and Portugal.

121
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On the other hand, the total consumption of wheat in European countries
has increased, this increase being provided from domestic productior

Mr. Broomhall's estimate of world importers’ requirements for 1937-38
is 500 million bushels. Shipments to date have substantiated this figure.
He cstimates that. Kurope including the United- Kingdom, will import 409
million bushels. Over one-half of this amount, or 212 million bushels, will
go into the United Kingdom and of the remaining 197 million bushels, 74
millions will be imported by countries like Belgium, the Netherlands, Spain
“and Fin'and, where there is more or less freedom of import by traders,
under regulation. In Spain, a high proportion of the imports, approxi-
mating 10 million bushels, are for Government account. Spain has recently
been self-sufficient and the imports result from unusual conditions.

France is expected to import 8 million bushels. While the Wheat
Office is in practically complete control of the industry, millers having
import permits arrange their own purchases.

The remaining 115 million bushels will be imported by countries
(Italy, Germany, Greece, Switzerland, Portugal and Czechoslovakia)
where the buying is done either by Governments or State Monopolies direct
or by agents for these organizations. Austria is included in this group in
the light of recent events.

Non-European imports are expetted to reach about 91 million bushels,
of which Brazil will take about one-half, the West Indies about 10 million
bushels, Oriental countries about 10 million bushels and the remainder
rather widely scattered.

Cavses or CHANGE IN EuroreaN WHEAT SITUATION

While agricultural protectionism was a policy of several European
countries for many years in the 19th Century, there was really no decided
tendency toward exclusion until 1925, when Italy and Germany increased -
their duties on imported wheat. In 1927, France practically doubled her
wheat import duty through two increases. In 1929, all three countries
made further tariff increases. Really severe tariffs became evident in
1930, the Italian figure reaching $1.07 per bushel, the German $1.62 per
bushel and the French, 85 cents per bushel on imported wheat. As foreign
wheat prices fell and domestic wheat production increased, these severe
tariffs were supplementel by milling quotas, fixing the amounts of domestic
wheat to be used. The movement spread to the smaller importing countries.
Quantitative restrictions were again strengthened when the currency
fluctuations of 1931 partially vitiated the effectiveness of tariffs. The
benefits to exporting countries of inflated currency were ‘thereby offset to
some extent. While the main reason for these new devices was probably
to ensure a prosperous and contented farm population through the medium
of higher prices for a larger wheat production, there were other considera-

* tions in mind. One was to reduce imports and protect domestic currencies
and another the fear of war and the inadvisability of dependence on foreign
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supplies of food. Even the most casual study of factors such as wheat
acreage, production and imports must impress one with the evident success
of these efforts of European importers.

This whole situation, and particularly the change between pre-war
and post-war conditions, is well deseribed in the following three paragraphs
quoted from “ Wheat Requirements In Europe,” Technical Bulletin No. 535,

September, 1936, United States Department of Agriculture, by J. H. Shollen-
berger (Ex. No. 679):

“In the thickly populated countries of western Europe the
domestic wheats are not only notoriously inferior in baking quality
but.'the cost of producing them is relatively high. Prior to the
World War, while European manufacturers still reigned supreme in
fhe markets of the world, these countries had little objection to the
importation of foreign wheats which were not only better in quslity
than the home-grown produet but could be obtained at prices below
the cost at which the latter could be produced. In those days,
foreign trade balances gave western European countries little cause
for worry. Their exports of industrial products and services supplied
them with enough foreign exchange to pay for their imports (includ-
ing wheat which overseas countries could sell cheaper than the
European countries could produce it) and to invest abroad.

“The war brought about a marked change. The enormous
quantities of materials required in Europe for conducting the war,
together with the goods required for ordinary living purposes, not
only taxed the productive encrgics of European countries to their
full capacity but also provided a market for great quantities of
goods from overseas countries. This unusual market situation in
Europe greatly stimulated both industrial and agricultural produc-
tion in other parts of the world, with the result that the close of
the war found a greatly restricted market for European industrial
products and plenty of foreign competition for what markets
remained. ' Furthermore, the great cost of the war resulted in
budgetary difficulties in the European countries involved, Their
money was inflated. Domestic capital fled. Hence, their demand
for foreign exchange was great, while the supply was small.

“With their foreign markets for industrial products either lost
or gresily reduced and with their financial condition virtually one
of bankruptey, they found it imperative to give intensive considera-
tion to the domestic-market situation with the idea, on the one hand,
of reducing to a minimum their expenditures abroad and, on the
other, of increasing employment at home. This resulted in the
adoption of a self-sufficiency policy of production in whatever
commodities the individual countries were capable of producing.
With the adoption of this policy, the domestic-wheat producer was
given governmental assistance in some form and protection from
foreign competition. Under this policy wheat production has not
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only reached the pre-war level out, in many of the Europee
countries, has expanded considerably beyond that level.”

THE PreSENT SiTuaTiON IN Eurore

There are 19 European countries which were on a net import basis
prior to this exercise of quantitative controls, viz., France, Germany, Italy,
Belgium, Denmark, the Netherlands, Austria, Czechoslovakia, Switzerland,
Norway, Sweden, Latvia, Estonia, Finland, Greece, Portugal, Spain, the
United Kingdom and the Irish Free State.

There are six European countries that were formerly self-sufficing with
regard to wheat or net. exporting, viz., Poland, Lithuania, Bulgaria,
Hungary, Roumania and Yugoslavia.

Considering first the 19 net importing countries, each one of these
has taken some action with regard to wheat since the 1929-30 fall in
wheat prices; in most cases, their actions have tended toward virtual
exclusion of foreign wheat. Twelve of these nineteen countries have either
government monopolies or monopoly power invested in a state-supported
company. The remaining seven countries have various forms of govern-
ment control over imports; these being of a minor nature in the United
Kingdom, Belgium, Decnmark, the Netherlands and Finland and more
extreme in Austria and Spain.

The six self-sufficing or net-exporting countries of Europe have govern-
ment monopolies or state-supported companies in practically complete
control.

The following short sketches describe the essential features of eontrol
in each country,

A. Twelve European Imnorting Countries Under Government Monopoly.

1. France—agricultural prolection dating back to 1885; Government
“Wheat Office,” permanent body to control entire wheat industry, fixes
prices of wheat and flour, controls import and export trade and milling,
plans to control production; no open market; ttese measures have increased
production and lowered imports,

2. Germany—net exporting country in middle of 19th Century;
agricultural protection dating from 1879, not aperative 1914-25; cessation
foreign loans 1929 made balance of trade necessary; free market replaced
by complete State control (Reich Bureau for Cereals), finally effected in
1934; high fixed prices, prohibitive tariffs, import licences, trade and
milling quotas, baking regulations; imports made under licence are usually
exempt from tariff, but importers required to pay monopoly tax to Bureau
equal to difference between purchase price and fixed domestic price; rigid
control of foreign exchange; great increase in production of wheat.

3. Italy—protection since 1887; Battle of Wheat, 1925, designed to
inerease production; complete government control of storage, internal and
external trade; high fixed prices; aims at complete agricultural autarchy;
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Government now purchase through agents; foreign exchange control
through Bank of Italy; large increase in production.

4. Czechosolovakia—protection began 1925; marketing monopoly
orgsnized in 1934 called “ Monopoly Grain Company,” composed of
producer and trade interests; fixed prices of wheat (to producer and
consumer), flour and bread; subsidized exports; moderate tariff ; plans to
reduce wheat production to assist trade policy and maintain domestic
prices.

5. Switzerland--agriculture long protected; State grain monopoly
since 1915; State Grain Office established 1929 replacing direct govern-
mental monopoly of buying and selling grain that was created in 1015;
fixed prices, grinding subsidies, grain reserves, import quotas and permits,
moderate tariffs, .

6. Norway—government monopoly since 1917; State Grain Office
established 1926; Grain Monopoly Law, 1928, established a state monopoly
under name of “Statens Kornforretning ”; fixed prices, no tariff, licensed
importers; Monopoly buys direct on basis of offers, both f.o.b. and c.if.

7. Sweden—Swedish Grain Company, joint stock company, in which
Government principal shareholder; fixed prices, milling quotas (90 per cent
domestic at present); tariffs low and unchanged since 1911; export
certificates; safety reserve of wheat; wheat production increased to prac-
tically balance consumption.

8. Latvie—milling quotas and fixed prices since 1930; complete
government control began 1932, with fixed prices of wheat and flour,
milling quotas and general supervision; since 1934 Ministry of Agri-
culture has licensed dealers.

9. Estonia—Government monopoly since 1930; fixed prices; pro-
hibitive duty on flour; some recent slackening of control over mills;
import licences.

10. Greece—Government Central Concentration Committee buys all
domestic wheat at fixed prices; very high tariffs, import permits and quotas,

- milling quotas; also indirect aid to producers; reduced imports now come

principally from Danubian countries, _ ,

11. Portugal—Rigid governmental control of imports for many years;
fixed prices; variable price, equalizing duties; regulated‘ .productxon;
exchange control; open market transactions in wheat proh'lblted; wheat
imported and purchased from farmers by National Federation ?f Wheat
Farmers, a compulsory co-operative; imports of wheat flour into con-

“tinental Portugal prohibited..

12. Irish Free State (Eire)—Complete government control; fixed
prices, import licences and restrictions, milling_ quotas (now 29 per cent
domestic), registration of growers, trade and millers.
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B. Seven Europcan Importing Countries With Various Forms of Govern-
mental Regulations.

1. United Kingdom—The Wheat Act of 1932; standard price pre-
scribed for home-grown, millable wheat of stated quantity; levy on all
imported and home-milled flour, with export rebates; Wheat Commission
administers Act, working with Flour -Millers’ Corporation; duty of 2
shillings per quarter (480 1b.) on non-Empire wheat and 10 per cent
ad valorem on non-Empire flour under Ottawa Agrecement of August,
1932; policies have increased British wheat acreage and production.

2. Belgium—No import tariff on wheat but had import licence from
1930 to February, 1937, which, with turnover tax, was cffective; milling
" “quotas to-assure-use-all-domestic. wheat. 1932 and 1933; millers’ agreement

since; policies aimed to balance agriculture and mdustry, little change in— - -

imports.

3. Denmark—uses exchange control, import licences and duties; only
import licences now; no milling quotas, subsidies nor fixed prices; wheat
prices maintained by restrictions on imports?

4, The Netherlands—like Belgium and Denmark, policic~ based on
foreign trade; import contro! Lecame necessary in 1930-31; Wheat Act
of 1931 set milling quota for domestic wheat; excise and import taxes
raise prices; almost complete government control started with Agricul-
tural Crisis Law of 1933; Central Wheat organization-set up; discouraging
live stock in favour of wheat; agriculture, divided into groups, is planned
and under claborate governmental machinery; only moderate reduction in
imports due to these measures.

5. Austria—has sought to reduce exten! of net importing position by
means of tariffs, import quotas and licences, trade and clearing agree-
ments and currency restrictions; 1924—grain tariffs -adjusted to domestlc
prices and several upward revisions since; flexible prices.

6. Finland—net 1mportmg, raised tariffs at onset of depression were
very cffective in increasing wheat productlon Government measures -
mostly indirect.

7. Spain—previously a net importing country but recently self-
sufficient; controlled imports for many years; since 1930, imports pro-
hibited except under Government licence; maximum and minimum prices
in force since 1929; exchange control previous to hostilities.

C. Sm: Selj Sufﬁcmg or Net Exporting Couniries of Europe With State
Monopolies or State-Svpported Companies in Complete Control.

1. Polend-—Protectionist since the War; has developed wheat produe-
tion and exports since the depressnon export bounty, 1931; more complete
- methods of control began in 1933; has sirived to lower productxon costs
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and farm iudebtedness; State Agricultural and Industrial Establishments,

-1932, stabilized wheat prices.

2. Lithuania—Usually self-sufficient, tariffs effective only when there
is a shortage; fixed prices since 1929; Central Society of Agricultural
Co-operatives purchases for the Government; 1930-31 to 1934-35 Govern-
ment subsidies to maintain minimum price.

3. Bulgaria—Net exporter; 1931, Government bought wheat in com-
petition with dealers thus forcing up price; 1932, Government monopoly
buying at high fixed price; 1933, Government stabilization purchases; 1934,
Government, monopoly restored; 1936, fixed price system abolished; now
exclusive rights purchase and sale of al!' cereals vested in permanent

Government monopoly, fixing prices grain, flour and bread and controlling
milling industry.

4. H ungary—Wheéat is the chief-export ‘product;- 1934 agreement_with

Italy to take much of surplus at fixed prices; Futura Company (Hungarian
Co-operative Societies’ Trading Company Limited) makes purchases when-
ever market price falls below fixed minimum, also allocates export quotas;
has other measures of farm relief; exchange control; has had a protective
tariff on wheat since beginning of centur.

5. Roumania—Net exporter; export bounties; Central Marketing
Co-operative now makes stabilizing purchases at prices fixed by Govern-
ment; also indirect _meth?ds of assisting farmers; exchange control.

6. Yugoslavia—net exporter; Privileged Export Company established -

1930 to maintain prices of domestic wheat above export level; complete
monopoly, 1931; return to Privileged Export Company, 1932; exports now
free excert to Czechoslovakia; also has ex<hange control and clearing
agreements and co-operates with Roumania axd Bulgaria to aveid undue
competition for export markets, .

The extent of modification of the economic laws of international trade
is plainly evident in the above description. Immediate self-interest and
fear are the dominant factors and the force of external economic argument
is limited. Present cunsiderations in dealing with tire depression proY-

lems and adverse trade balances are uppermost. Emergency measures

supersede permanent policies in a peried of rapid change; unfortunately
for Canada, the most restrictive of these emergency measures seem to
become integrated into th2 economic policies of the countries. Since their
end product is an incressed demestic price, any advantage that might
spring from increased dsmand with lower external wheat prices is pre-
cluded. So the “law” of supply and demand as well as the prineiples
governing international trade are offended.

Ex-EuroreaNn IMPORTING COUNTRIES

While there are many countries outside Europe that import small
quantities of wheat, the major importing countrie_s are Brazil, Japan and
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China. The others are situated in South Central America, in Asia and
Africa and information regarding their governmental actions is not avail-
able. ‘

Brazil—is attempting to increase wheat production by means of &
broad governmental program of assistance to wheat areas, including mill-
ing quotas, bonuses on production, freight rate reductions, sale of farm
machinery at cost, tax on milling imported wheat, etc. It is now obli-
gatory for Brazilian millers to use 30 per cent of national products in
the making of bread flour mixtures. —Selected seed of suitable varieties is

_distributed in State of Rio Grande del Sud. As yet, the adopted measures
have had no noticeable effect in reducing imports. A high proportion of
the wheat imports comes from Argentina.

Japan—systematic governmental encouragement through gold embargo
and tariff; in 1935, became sclf-sufficient after three years’ effort and by
increasing wheat production 60 per cent at the expense of barley; weather

- ———_and _new_varieties also helped; future wheat imports (according to Food

Research Institute, Wheat Studies, Vol. X1I, No. 3, November, 1935) will’
 be modest and mostly for re-export as flour to Manchukuo, Kwantung,

ete. Australia is the main source of supply.
China—also working toward self-sufficiency under government direc-
tion; low. wheat import duty, December, 1933; Bureau created in October,

- 1935, to study improvement of wheat and rice production in China.

Imports are extremely variable. _ .

Information is also-available regarding New Zealand and South Africa.
In New Zealand, the Government is encouraging domestic production of
wheat. A Wheat Committee is striving to increase wheat acreage to pro-
vide, as far as possible, for the whole of New Zealand's requirements. In
South Africa, wheat imports have been reduced greatly in recent years
by governmental encouragement of domestic production.

EXproRTABLE SUPPLIES OF WHEAT

It is also important to consider the countries tﬁat jirovide the export-
able supplies. The following table is illuminating:—

WORLD NET EXPORTS OF WHEAT AND WHEAT FLOUR

Seven Nin
Four European A World
Average of five years overseas | exporters |- Euls)‘;;ean tu%:als
éxporters Snghédﬂl 3) - exporters-
(Millions of Bushels)
....................................... 3145-3 2718-0 57-4
1022-07, i e 6898 435 29-5 776-2
102732 it e re e e 692-9 861 14.7 §02:2
103237, i s 468-5 58-1 27.3 574-8
BR R Y R N 457-2 935 36:3 622:0

Source.—The International Wheat Situation. Wheat Advisory Committee, London.
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The 1937-38 world figure is currently estimated to be about 100
million bushels below that of 1936-37 and rivalling the 1935-36 figure -
of 515-6 millions as the lowest in modern records.

In studying the change in net imports, we have seen that the bulk
of the reduction is accounted for in the imports of European countries,
particularly France, Germany and Italy. In net exports the reduction has
been noted largely in the exports of the major exporting countries, par-
ticularly Argentina, Canada and the United States. Exports from Aus-
tralia have shown little contraction. North African dependencics have
increascd their exports. The others have been erratic.

The four major exporting countries had 50-3 per cent of total world
trade in 1909-14, 88-9 per cent in 1922-27, 86-4 per cent in 1927-32 and
81-4 per cent in 1932-37. Before the War when Russia was prominent,
European exporters had 40-5 per cent of the total world trede; in 1932-

- 87,-this had-declined to 10-1 per cent. “Similarly-the share of other-ex-
European exporters has declined from 8-4 per cent in 1909-14 to 47 per
cent in 1932-37. India is mainly responsible for this change.

The necessarily sharp reduction in exports came-as the depression

' deepencd in continental Europe and these countries took various measures
to protect their farmers from the impact of low wheat prices. The big
declines in exports came between 1928-29 and 1929-30 and between 1931-
32 and 1933-34. ' ' ‘ :

It is important to us to consider what has been done in the competin
export countries to assist the farmer during this period of adjustment.

ARGENTINA

Afrgentina has protected her wheat producers from the full effects of
the depression by foreign exchange regulations and the creation of a
Grain Regulating Board, using fixed minimum prices. In addition, a new
Grain Act was passed in September, 1935, which established a new grad-
ing and inspection service. An expansion of the country and terminal
elevators is also planned by the Government; the work on the first terminal
at Buenos Aires actually started on February 11, 1938. Thirteen other
‘terminals ‘and 321 new country elevators are planned but no definite
steps taken toward their erection. A Government Corimission to control
the distribution of seed grain is also in operation.

Exchange control has been in effect in Argentina since 1931. Like
Canada, Argentina is a debtor nation, mostly as 3 result of borrowings
for development purposes. Unlike Canada, Argentina has little industrial
development and depends on agriculture for 95 per cent of her exports.
When the depression began, it was necessary to limit and redirect imports
by means of a preferential rate on sales of forcign exchange. Exchange is
sold at a lower rate for imports from all countries up to the amount of the
respective country’s purchases from Argentina, with due allowance _for
interest payments on the Argentine Government external debt but with

78429 :




no provision for returns abroad to private investors in Argentina at the
lower rate. The differential in exchange fluctuated between 5 and 15 per
cent up to April, 1935, when it was fixed at 20 per cent. The first measures
were, from all accounts, drastic and somewhat arbitrary; now, with an
official Exchange Control Board, there is less dissatisfaction.

The Board procedure is to buy exchange from exporters at a fixed
rate and sell it again to some importers at & higher rate. The exchange
control system has become an important source of revenue to the state
and some of the profits are used to stimulate exports. An example was
the maintenance of minimum wheat prices in 1933-34 when the Grain
Regulating Board handled about three-quarters of the crop, amounting
to approximately 147 million bushels.

The official rate of exchange on Argentine pesos declined in 1930 from
95 per cent of post-war gold parity in January to 78 per cent in December.
Further declines in 1931 brought the figure down to 62 per cent in
December. The rate was very stable at 60 to 61 per cent of post-war gold
parity in 1932 and up to November, 1933, when the Government devalued
the currency by 20 per cent. The official rate during 1934, 1935, 1936
and 1937 has Varied between 44 and 50 per cent of post-war gold parity.
In November, 1933, also the free rate was established and during the
past four years, 1934-37, this-has varied from 33 to 42 per cent of post-
war gold parity. The higher figure was common throughout 1937. It is
apparent that Argentina devalued her currency sooner and further than
Australia, Canada and the United States, except for the period November,

1931, to November, 1933, when the Australian devaluation was greater.
Reference may be made to Appendix VII, which gives the index
numbers of exchange rates, 1929-38, in the terms of post-war gold parity
for Argentina, Australia, Canada, Great Biitain and the United States.
At the end of 1937, the figures for the four exporting countries in
terms of the post-war gold parity were:

Argentina § Officia) rate .. ..

o Free rate .. .. .. ., .. .. . ..
austrana,. .., ., se c4 as e

Canada.. .. .. .. .

United States.. .

- A Central Bank for Argentina was established in June, 1935. It
operates an exchange equalization fund to keep fluctuations in rates within
certain limits and to satisfy the day-to-day demand for exchange.

The Grain Regulating Board was established by executive decree in
November, 1933, and empowered to make purchases of wheat, corn and
linseed at specified minimum prices whenever the world price, as reflected
in the Buenos Aires market, should fall below the fixed price. The price
for wheat o: zinally fixed was 575 paper pesos per quintal. In 1933-34
the Board purchased 147 million bushels of wheat or about 75 per cent
of the surplus. The final loss of about $3 million was reimbursed from
the much more extensive profits of "Exchange Control Regulation. Since
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the “ world price ” of wheat remained above the Argentine fixed minimum
price in 1934-35, no purchases were made by the Board.

= The minimum price of wheat was increased from 5:75 to 10-00 paper
pesos per quintal on December 12, 1935. This change was made in view
of the short Argentine crop and the improvement in the world wheat
situation. - On the Busnos Aires market, wheat that had been selling well
below the level of the new minimum price promptly rose above it and has
remained aboye it since, so that the Government has not purchased any
more vheat. ’

Ir. September, 1935, the Argentine Government passed a new Grain
Act, smbodying an official grading system and containing provisions for
the control of the distribution of seed. The wheat will be divided into
Hacd, Semi-Hard and Soft classes and there will be subdivisions I, I1
anc. ITI, The varieties admissible to each grade are specified. These
measures, along with controlled distribution of seed, are designed to
improve the quality of export wheat. A

The capacity -of port elevators in Argentina is about 19,344,000
bushels and the Government plans to add capacity for about 21,907,000
bushels by building new terminals, within the next four years. Country
elevators to the number of 321 ‘are also planned with a capacity of about
42 million bushels. No definite steps towards this construction have been
announced but the first terminal at Buenos Aires was started in February,
1938. A national system of grain elevators is planned and then bulk
handling will replace bagging and grade certificates will at least supple-
ment the f.a.q. system. , '

" AUSTRALIA

Australian wheat farmers have secured assistance since the early part
of the depression. The first measures taken in 1929-30 were towards debt
adjustment and reduction of interest and rent charges. Wheat bounties

by the Commonwealth Government were begun in 1931-32 and continued

up to 1934-35; New South Wales also supplemented the Commonwealth
grants with a sum of £300,000 in 1931. The currency depreciation early
in 1930 is said to have assisted the exporters, but the main depreciation
did not take place until 1931. As in Argentina, the rate has been very
steady since February, 1934. A Royal Commission of Enquiry, with a
broad remit, was appointed in January, 1934,

The following are the bounty and relief payments for wheat-growers
listed in the Australian Year Book, 1936, pp. 700-03:

Bounty, 1031-32.. .. «v ve er er ve ee ovTee e oae 0 ee oo£ 3,420,314
Bounty, 1034:35.. .. .o .. vv e e e e ee en e e %383,333
Relief, 1032-33,. .. o0 o0 o vr vr ve a0 on Tie e ae ee s 200,000
elief, 1033-3f.. .. .. tvee bl il an e e ee e e e ,573,050
Relief, (Sapecml) W er ee es as we se e as 2004,3“
Relief, 1934-35.. .. .. o0 tv t0 50 oo vo 00 40 so se 2e s i
elief, 1085-36.. .. .. .. .. o0 o0 t0 s en ee e e e e 100G

£14,401,828
AT643—-9}
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The distribution was made to the States on a production basis, with
the State deciding how it would be distributed. In addition to bounties
and relief, the wheat growers have also benefited under the Loan (Farmers’
Debt Adjustment) Act of 1935 which allotted £12 million to the States
for adjustment of farmers’ debts. Only £10 million has been allocated to -
date. This is mainly used by wheat farmers (evidence of Mr. Harper,
p. 10017). D

. Unsceured creditors lose about two-thirds of the debt; the Common-
wealth pays about one-third on the average.

The rate of hounty was 4§ pence per bushel in 1931-32. In 1932-33
and 1933-34, the payments were made through the Governments of the
States on an acreage basis. In 1934-35, the bountv was three pence per
bushel, plus a further relief payment of three shillings per acre. Evidently,
only the relief payvment was made in 1935-36. No bounty or relief dis-
tribution was made in 1936-37 and 1937-38, prices having advanced
materially.

To pay the bounty and relief a flour tax was used, firsi in New South
Wales, then in the Commonwealth.

The Australians who appeared before me in London regarded the
abandonment of the gold standard early in the depression as having
operated to the benefit of the exporting producers more than anything
else. (See Appendix VII).

The State also helps the farmers by low freight rates on fertilizers
and farm products, and in Western Australia no wharfage charge is made
on any primary product exported.

Tue UNITED STATES

Of all the exporting countries, the United States has shown the closest
approximation to methods used in importing countries to aid wheat
farmers in depression. These cndeavours have been favoured by drought

that reduced supplies to a domestic basis on several occasions.

Among the more important methods of assisting the wheat farmer
were protective tariffs, direct market support by Grain Stabilization Cor-
poration beginning early in 1930 and continuing until completion in May,
1933, surplus-relief market operations in October, 1933, currency deprecia-
tion, Governmental credit to cncourage purchase of United States wheat
by other countries, export subsidy, 1934, Agricultural Adjustment Act of
1933 involving benefit payments for acreage reductions and a processing
tax, and the Ever Nornxal Granary plan. -

The earlier plans of the Government were-directed toward improved
functionipg of the existing marketing machinery, e.g., by open market
purchases and aids to export. Since 1933, the problem has been approached
from another angle and an effort made to regulate supplies by means of
bonuses for co-operation in acreage adjustment.
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The United States tanﬁ on Canadian wheat is 42 cents a bushel
(established April 6, 1924), except for feed wheat in which case it ig 10
per cent ad valorem There are, of course, duty-free privileges in bond
for re-export. The tariff is effectlve in iaising domestic prices in short
crop years, especially for hard red spring wheat.

The Agricultural Marketing Act was passed in 1920 and the Federsal
Farm Board, with a revolving fund of $500,000,000, came into existence in
July, 1929. As prices weakened, the Federal Farm Board made fixed
loans to wheat co-operatives in late October, 1926, The Farmers National
Grain Corporation made small market purchases in January, 1930, buv
extensive buying really began with the establishment of the Gram
Stabilization Corporation on February 11, 1930. At June 30, 1930, its
holdings were 65 million bushels (Ex. 127). Buying steadily and vnrtu-
ally pegging United States wheat prices from November 15 on, the Cor-
poration held 257 million bushels out of a total United States carry-over
of 340 millions on July 1, 1931. Liquidation began in 1931-32 through
sales on the market, relief distribution and sales to Brazil, Germany and
China. In May, 1933 the process was completed at a net loss of
$184,000,000 (Ex. 44).

In October, 1933, there were “ surplus-relief operations ” to the extent
of 16 or 17 million bushels involving wheat purchases on the market
and distribution for relief.

Under the National Recovery Act, codes were established for the
Grain Exchanges on March 31, 1934, the country. elevators in May, 1934,
and the terminal grain elevators in December, 1934. The Grain Exchange
Code barred trading in indemnities, established margin requirements to
check excessive speculation, and placed limits on daily fluctuations. The
elevator codes were designed mainly to check unfair competition.

The United States currency was depreciated at a later date than the
other wheat exporting countries. It was not until April, 1933, that the
exchauge rate was allowed to decline from post-war gold parity. In
February, 1934, the United States dollar in foreign exchange reached a
level of 59 per cent of post-war gold parity and it has been maintained

.at this rate ever since. (Sce Appendix VIL.)

~ An export subsidy of 6:1 million dollars are paid for wheat mostly
grown on the Pacific Coast in 1933-34. Some 21:85 million bushels of
wheat and 6-54 million bushels as flour were sold, mostly to the Orient. -
T.oans were made to the Chinese Government to. enable purchase. The
necessary subsidy amounted to about 23 cents a bushel and, it is claimed,
prevented movement of the surplus eastward to depress markets there.

The Agricultural Adjustment Act, 1033, invoived benefit payments . -

to wheat growers who contracted to reduce their seeded wheat acreage.
These benefit payments were to be secured by a processing tax on wheat
consumed in the United States. This. was fixed at 30 cents per bushel on
June 26, 1933, and the first benefit payment was set at 20 cenws on

July 24. It is reported that total payments as “benefits” under this
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Act, 1933-35, amounted to $331,196,117.03 (Ex. 44). Dr. J. S. Davis
in “Wheat and the A.AA.” (Ex. 402) concludes:

“The A.A.A. can justly claim that it enhanced wheat growers’
incomes by something like 120 million dollars in 1933-34 and perhaps
100 million in 1924-35.”

The legal basis of payments to contract signers was upset by the United
States Supreme Court. A new Act

“ providing an adequate and balanced flow of the major agricultural
commodities in interstate and foreign commerce, and for other
purposes ” -

has recently been passed. It aims to maintain prices for the wheat grower,
among others, with purchasing power as great as in 1909-14. Further, it
establishes an ever-normal granary plan in the interests of both consumers
and producers and secks to prevent wasteful use of soil fertility. Adjust-
ment payments will be continued under new conditions.

OrHER ExrorTING COUNTRIES

The methods employed by the Balkan countries that have net export-
able surpluses have been previously described. Only two others are
worthy of particular mention, at present—Russia and India. In Russia,
state regulation, in varying degree, has been in force since 1917,

‘“ All grain collecting activities are now controlled, regulated
and directed by the People’s Commissariat of Commerce (previously
the Commissariat of Interior Commerce), which also manages the
clevator system and the milling industry and controls the grain-
exporting organization, the Exportkhleb.” (Wheat Studies, “ Russia
as a Producer and Exporter of Wheat,” Vol, VIII, Nos. 5 and 6,
March and April, 1932). ’

We were advised overseas that their wheat is sold on a sample basis, f.a.q.
and that therc is quite a variation between samples, the best being only
second to Caradian in quality. In the United Kingdom, all Russian
wheat is handled by one firm.

After favourable growing seasons, Indian wheat is exported in appreci-
able volume. The domestic and export trade is in private hands. Two
principal varieties, Red and White Karachi, are sold on an f.a.q. basis,
in bags, principally in the United Kingdom. We secured no evidence on
government efforts to assist the wheat-grower in India.

CaNapa

Farmers in Western Canada have been given governmental aid to
assist them in meeting the problems of drought and low grain prices.
Guarantees of the Dominion Government to the banks enabled the carrying-




A e

k

Dy —

135

on of stabilization price measures that have been previously described.
Since the Unemployment Relicf Act, 1930, the Dominion Government has
made large contributions as grants or loans to the provinces to enable them
to cope with extraordinary conditions. In 1931-32, a bonus of five cents
per bushel was paid by the Dominion Government on wheat grown in 1931
and delivered up to July 31, 1932. Debt adjustment legislation was
pr\ovided to enable consideration and revision of farmers’ debts. The
Prairie Farm Rehabilitation- Act has given direct attention to the problems
of the worst drought area. These measures are, of course, in addition to
the continuing importance of experimental and research work that is
striving to improve the farmers’ position in production.

Five Cent Bonus

A bonus of five cents per bushel was paid on wheat grown in Alberta,
Saskatchewan and Manitoba in the year 1931 and delivered up to July 31,
1932. The distribution was handled by the Board of Grain Commissioners
and amounted to $12,719,900.73, of which approximately $1,169,000 went .
to-Manitoba farmers, $5,669,000 to Saskatchewan, $5,858,000 to Alberta
and a small amount to fartners in the Peace River district of British

-Columbia.

Farm Relief

The primary responsibility for relief of agricultural distress is
presumed to rest with the rural municipality or local improvement district.
Where the need is too great, the provincial government is called upon.
Likewise, under extraordinary conditions, the Dominion Government may
assist the provinces. This understanding, I believe, dates from December;
1921 when assistance to the provinces was first granted. _

Under such conditions it will be seen to be practically impossible to

~ state with any great degree of accuracy the am.unts expended by the

different authorities for the relief of western farmers as a result of drougut,
low prices and other causes. Little information is available for the -
municipalities and only sketchy data for the provinces. The lack of data
for the municipalities is not very botnersome because the need soon became
so extreme as to place main reliance on Provincial and Dominion Govern-
ment funds.

Government officials of the three provinces appeared before this
Commission to describe their methods of making advances to the muni-
cipalities, particularly for seed and feed relief. The province of Alberta
between April 1, 1930, and Ootober, 1937, made net payments for agricul-
tural relief of $3,904,861.02 (Ex. 301 and evidence p. 5256). With
treasury” bills issued to the Dominion Government for $3,202,748 and
stock on hand valued at $218,841,09, the actual payments of the
Provincial Government were about half a million dollars.

A general statement of the assistance given by the Governments of
Canada and Saskatchewan to maintain and re-establish the ngricultural
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industry in those portions of Saskatchewan that have suffered so severely
from diminished farm income since 1930 was given to the Commission by
Dr, F. H. Auld, Deputy Minister of Agriculture for Saskatchewan
(evidence pp. 11743-11792). Only with ultimate adjustments will it be
possible to determine the provincial share, but it was stated that an
expenditure of about $85 million has Leen made. In the case of
Saskatchewan, a write-down of $17,682,167.61 was made by the Dominion
in 1936-37 (Public Accounts for the fiscal year ended March 31, 1937,
p. x) as part of a co-operative program for the adjustment of farmers’
debts in the drought area. Dr. Auld fixed the aggregate cancellation
at about $36,000,000 (evidence p. 11755), with a possible addition of
$9,000,000. These amounts covered feed and seed and direct relief.

The railway companies, it was noted, had generously provided for
movement of relief supplies at reduced rates, representing a contribution
of several millions of dollars during the current relief period (evidence
p. 11773). '

In Manitoba, approximately $1,800,000 was appropriated between 1933
and 1937 for feed, seed and other relief as guarantees to municipalities
or by purchase and distribution of seed in unorganized territory. A large
proportion of this total has been repaid by the municipalities or farmers,
or written off. Subsequently, the Manitoba Government wrote off farmers’
debts including some of the above items to the amount of $804,897.02 and
the Dominion in return cancelled Manitoba Treasury Bills to the same
amount. (Public Accounts for the Fiscal Year ended March 31, 1937,
p. x.)

DoMINION GOVERNMENT DISBURSEMENTS

It is quite impossible to differentiate the federal appropriations for
farm relief as distinct from other relief expenditures. The following table,
however, lists those Dominion Government disbursements made under
relief legislation since and including the Unemployment Relief Act, 1930,
and up to December 31, 1937, that at least in part went to farm relief.

—_ Manitoba |Saskatchewan| Alberta Pgsgicees
$ cts. $ cts. $ cts|] & cts.
Direct relief............c.oviivvnnnn. 5,537,681 50 121,692,225 7 ,888,498 02
Grants-in-Aid—August 1, 1634, "to 5| 888,498 02 31,118,405 27
December 31, 1037, ................ 6,714,018 75 | 9,742,250 00 | 4,981,125 00 | 21,437,303 75
Agricultural relief other than Direct
Relief in Drought Areas®........... 169,324 83 | 8,336,536 78 405,224 01 | 8,091,086 52

Source: Dominion Unemployment Reliet Commission, Ottawa.

. *Includes movements of stock and equipment, feed and fodder, agricultural resettlement and
assistance to settlera moved, ete.
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The Direct Relief expenditures and the Grants-in-Aid shown above are
for both urban and farm assistance and it is practically impossible to separ-
ate the two items. Based on certain months, however, it would appear that
approximately 20 per cent in Manitoba, 80 per cent in Saskatchewan and
70 per cent in Alberta went to rural areas. The above figures do not repre-
sent the total of relief disbursements in these provinces. For such data
reference should be made to the tables following.

Department of Agriculture—Expenditures for feed and fodder in 1936-
37 and 1937-38 and direct relief in 1937-38 in the Prairie Provinces were

made by the Department of Agriculture and are additional to those listed
in the table abave, -

DEPARTMENT OF AGRICULTURE RELIEF EXPENDITURES

— Manitoba |Saskatchewan| Alberta

$ octs| $ octs. $ cts.

399,698 09 | 1,007,856 49
Feed and Fodder, 1937-38 . 1 450,468 59
Du’ept Relief, 1937-38.... o 976,140 08 333,363 18
Special Foodstuffs, 1937-38........ .. - 969,209 83

Feed and Fodder, 1936-37

Source: Department of Agriculture, Ottawa.

RevLier THrougHOUT THE DOMINION

It must not be assumed from the above listing of amounts spent for
relief in the Prairie Provinces that such expenditures are confined to those
provinces, The following table is included to correct any such impression.
It also gives the percentage rural of the population in each province:

Dominion Percentage
disbursements rural
under Relief in
—_ Legislation, total
to population.
March 31, (Census
1938 of 1931)
Prince Edward Island. ...oo.ooviiiiii it ciae i 1,190, 221 76-9
Nova BScotia...k.....‘. .......................................... sssol s | s
g T+ < N ,202, . n
dobeo. e 5007660 14 | 309 o 16.0
Manttova. . 24,087,120 0 | B9 ggg-3§
Sask:ttg??ﬁf'.li.. | 18:2820900 43 | 61-9 (62-9
lernﬁthﬂlgn{)‘;er 29,1};.%{ g{ 431
UKON an: 3 ) Y S e L L R R . -
Miscellaneous................... e reera s -] 2,504,833 24 -
201,800,180 26 § 46-3

Source: Dominion Unemployment Relief Commission, Ottawa,
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-For the Prairie Provinces, the above figures do not include feed and
fodder relief, 1936-37 and 1937-38, and direct relief, 1937-38 administered
by the Department of Agriculture (seec page 137). -The main constituents
of the total given above are: :

‘ $ cts.
Grants-in-Aid. . ... .. i £3,500,798 97
Direct Relief....... ... . i it innaens 84,320,008 15
Publie Works. .. ... i e e eaa 70,530,206 88

AGRICULTURE AND INDUSTRY IN DEPRESSION

In connection with the burden of relief in depressions, it seems per-
tinent to emphasize that agriculture in Western Canada and industry in
Eastern Canada react quite differently to low prices and reduced effective
demand. Farming, as has often been emphasized, is a mode of living as well
as & business occupation. When prices fall, the farmer commonly stays on
the land and keeps on producing. In the West, he has really no alternative.
(The Census of 1936 revealed that in each Prairie Province, between
June 1, 1931, and June 1, 1936, rural population actually increased, the
total increase being about 69,000 head while the urban population declined
about 2,500.) As income is reduced, the farmer must lower his standard of
living and, as conditions become extreme, cease paying his debts. The final
stage is relief, when income is insufficient to pay for food, clothing and fuel.
It is notable that drought and other factors limiting production were more
" cogent reasons than low prices in forcing relief measures for western agri-
culture.

When depression strikes industry, there are various alternatives open,
~among them being reduced production, lower wages, reduced hours and
staffs. If these fail, the plant may be closed. The effect of depression in
industry can be shifted in a variety of ways. As depression deepens, the
burden is in large measure thrown on the municipality and finally on the
provincial and federal governments. To the extent that the municipalities
absorb this burden, relief to industry is not as apparent as in agriculture.
Agriculture cannot shift the burden of depression; it, by its very nature,
must take nearly the full shock—and keep on producing.

PraRIE FarM REHABILITATION AcT

Expenditures under the Prairie Farm Rehabilitation Act up to
January 31, 1938, amounted to $2,302,206.

Manitoba.. ov o0 v th ve vl ee e e e s e el ae el .. B 215,620
Saskatchewan.. .. .. .. .0 .. .. .. ..o ..o o0 . 1772468
Alberta.. .. vv vi vt vr i e e ey e v ee e e 314,118

The expenditures under the P.F.R.A. include a wide range of activities,
but the principal items cover water development, district experiment sub-
stations, reclamation projects, grass seed developments, soil survey and
research, tree planting and distribution of pure seed.
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FarMERS’ CREDITORS ARRANGEMENT ACT

The following table summarizes the work of this Act, in force in ‘th‘é
Prairie Provinces since September 1, 1934: '

—_— Manitoba |Saskatchewan| Alberta
Number of applications for adjustment. .. .., Cvereies - 506 .4 4,714
Number of cases adjusted. -~ " : 3610 e 1458
Total debt of cases considered $18,542,810 | $37,044,486 $21,007,400
Total amount of reduction............. ereereaieees $7,870,580 | $13,433,867 48,125,850

In addition to the above reductions in the total debt the interest rates in
most cases were scaled down. The total estimated annual saving to the
farmers resulting therefrom is Manitoba, $617,742, Saskatchewan $949,119,
Alberta $791,564. ‘

Causes WiITHIN CANADA

The foregoing is a short résumé of conditions surrounding the produec-
tion and the trade in wheat in importing and exporting countries. Viewed
in relation to the subject now under discussion, “the causes of the decrease
in Canadian grain exports in recent years,” it is clear that the outstanding
factor is the great shrinkage which has occurred in the importation of
wheat by the countries of continental Europe. (See Table-on-page 121.)

The question which remains to be answered, therefore, is whether
Cunada has contributed in any way to the production of this shrinkage
or to any decrease in our share (compared with other exporting countries)
ol the market, such as it is. .

Again I may say that the background of this question and the import-
ance of it lies in the fact that Canada is, and, according to the opinion
I have: formed in pursuing this inquiry, must remain, a large-scale exporting
country, and that wheat is one of our main export commodities, representing

. an_average over the last 15 years for wheat and wheat flour of 28-7 per
ccnt of our total domestic exports, with an average annual value of
$279,000,000. »

In the rourse of time our producers may find it to their advantage to
devote their activities, in a larger degree than at present, to some other
form of agricultural production. But our present problem is to find markets
for the whole of the wheat surplus we are producing and are likely to
continuc to produce for a long period of years.

Canada has had the following percentages of world total net exports
of wheat and wheat flour in recent years: T

1922-23
1923-
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— Thie period covered in this table-was marked-by-the-reduction-of- the——
share of the United States in the world wheat trade. In the perxod 1922-27,

~ of the opportunity and generally followed a policy of selling their annual

the United States’ percentage of world wheat trade was 23727 in 1927-32,
17-7; and in 1932-37, 9-0. This certainly left an opening for the other
exporting countries, including Canads, to fill. Up to and including the
crop year 1934-35, Canada did not secure her fair share of the market
resulting from tlns development. Argentina and Australia took advantage

crops within the same crop year while Canada accumulated a surplus of
over 200 million bushels. When this surplus was exported in 1935-36 and
1936-37, our share of world trade rose again to the figures shown in the
above table. The decline in 1937-38 ‘is a product of the short crop of
1937, the poorest since that of 1914.

Looking then at a reduced overseas market and at a reduction in our
share of that market during most of the depression period, I find certain
factors in the situationr which we ourselves have contributed.

In the first place we have had a succession of short crops with a
relatively small exportable surplus (See Table on page 24). This is one of
the causes of our decreased share in international wheat exports, and is
one which is usually overlooked wheu the question is under discussion. For
this misfortune no blame can be attributed to anybody. The following ,
chart will illustrate this situation and will also show the close relation

_PRODUCTION av» EXPORTS -
oF
CANADIAN WHEAT aso WHEAT FLOUR
CROP VEA%S
1908-00 10 1937 -38
MILLION .. -
BUSHELS - LecenD
500 — ,' PRO-D"crloN
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1 between production and exports-through the- yearsﬂThere are-some-excep-
tions to this correlation, notably in those years when the large carry-over

1~~«was~be:ng‘accumulated and~—later in—1935-36 and ~1956-37, when it was
: being disposed of.

i In the second place we have Canada’s tariff policy which, inevit-
ably, came, up for some discussion on an inquiry of this nature. I do
. not think that it is within my remit or within my competence, to deal
with the Canadian tariff question in all its bearings on our national life.
There is however no doubt, in my opinion, that the customs laws of other
countries, including (‘anada plaved some part in the adoption of policies -
that led to a slirinkage of wheat imports into the following countries:
Switzerland, Italy, Belgium, Holland, and in a less degree, Germany and
France. Whether or not disadvaitages in respect to wheat may, within
Canada, have been offset in whole or in part, or may have been totally
overborne, by advantages in other directions, is not for me to attempt
to sar But speaking only of wheat, I thmk from vhe evidence, that
we hme contributed to ~ome extent to the shrinkage in the avmlable
market'by our customs tariff laws. On the other hand, it was pointed
out to me with some force, that in view of our small populatlon (only 11
million consumers) it would be hard for us in any evént to offer worta-
while advantages in the way of tariff concessions to such countries as
might thereby be induced to buy more wheat from us.

However, speaking only of our wheat, I agree with what was said
in evidence by Mr. J. R. Murray, former Chief Commissioner of the’
Canadian Wheat Board, that tariffi or other arrangements which will
result in each case in dxeposmg annually of even only small quantities of
wheat, such as say 5 million bushels, are worth while striving for. The
sure disposal of these additional quantities, here and there, will eount in
the aggregate and will tend to prevent the accumulation of surpluses from
vear to year.

* For a full, expert, treatment of the whole tariff broblem in its bearing
upon wheat, I would refer to exhibits 19 and 713.

In the third place, I think some contribution to the narrowing of

the export marxzet was made by the announcements of policy tending
towards an international selling monopoly and high prices, made on such
occasions -already referred to as the conferences held at St. Paul and
Kansas City in 1926 and 1927 and in which representatives of our Wheat
Pools took part.
, Fourthly, we have the incidents attending our 1929-30 crop year
and which have been dealt with at length in discussing the Wheat Pools,
including the unfortunate pronouncements which accompanied the with-
holding of our wheat supplies. - -
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And finally v7e have the effect of our stabilization measures, particu-
larly in 1934-35. In that year there was a maintenance of out-of-line
prices and a consequent accimulation of unexported supplies which un-

———————doubtedly-had-a-bad-effcct-on-our-overseas-customers—OQur—farmers-who——- -
sold at these prices veceived the immediate benefit of the policy; but our
export market suffered.

Speaking of these last two incidents, I must say that I -am also -
satisfied, on the evidente I received overseas, thiat their unfavourable
effect has now disappeared, having been removed by the policy of con-
tinuous offering carried on by the Board under the ‘provisions of the
Canadian Wheat Board Act, 1935, and which resulted in the liquidation
of our accumulated surplus. From now on, with a reasonable selling
policy, there is no reason why we should not receive, from year to year,
the share of the overseas market which the quality of our wheat deserves.
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CHArTER X

DURUM WHEAT, COARSE GRAINS, FLOUR AND RESEARCH
AvLTERNATIVE CROPE

S th}ile.tl'le future of the world wheat market remains clouded and
}mcertam, it is pertinent to inquire into-the economie possibilities of shift-

ing some whegt acreage into alternative crops. In 1937, the acreages of
the grain crops in the Prairie Provinces were:

Wheat.. o.nviis v i vn e o e o 24,599,

Qate.. "1 LTI e

l]%a;ley.. . .. & 3,562,300

Flaxseed. L0000 e TR0

, ‘ 37,781,800 -

- Since the total field crop area in the same year was 40,314,000 acres,
it i3 seen that these five crops account for 93-7 per cent of the lotal.
Other crops are of minor importance, except in certain favoured areas.

Durum Wheat

Firstly, something should be said regarding the possibilities of Durum
wheat. Durum wheat is a special type that is practically rust-resistant
during growth and therefore particularly suitable for parts of Manitoba
and Eastern Saskatchewan. ‘It is utilized mainly in the making of semo-
lina, macaroni and like products and only on rare occasions and in limited
amounts in-the manufacture of bread flour. '

In 1937, due to exceptionally favourable -weather in—-Manitoba; the-
Canadian production of Durum wheat reached the large figure of 26,400,000
bushels, of which 24,400,000 bushels originated in Manitoba and the
remainder in Saskatchewan. The large production in Canada coincided
with big crops in the other producing areas, particularly Italy, the United

3tates, Turkey and North Africa. The demand for the Canadian product —

was limited and only about 6 millions h-ve been exported to date, with the
likelihood that perhaps 8 or 9 million bushels will be shipped during the
whole crop year ending July 31, 1938. A large proportion—possibly one-
half—-of the small Canadian wheat carry-over at July 31, 193%, will be of

counts under the Northern grades throughout this crop year.

In the next few years, there does not seem to be any possibiiity of
diverting much bread wheat acreage to Durums. More likely, there will
be a decrease in Durum acreage at least until the large 1937 ecrop is
exported. In Italy and Germany, substitutes for Durum are becoming
important. In France, a government decree forbids use of any wheat
except Durum in the manufacture of semolina but consumption is said to
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be declining and, in addition, Algeria is becoming an important source of
semolina.

Durum wheat acreage cannot be relied upon to absorb any decrease

Flax

The Canadian Flax Association submitted a brief (Ex. No. 707)
pointing out that the acreage devoted to flax-seed has been tleclining
during the past thirteen years. Flax was a common crop on new breaking
during the development of the West. Canadian acreage reached a peak
of 2,021,000 in 1912 and was high again in 1920 (1,428,164 acres), and
1924 (1,276,567 acres). In 1937, the acreage was only 241 300 and the
productlon 697,600 bushels,

It is emphasized in the brief that the Canadmn crushing industry
requires approximately 2,500,000 bushels of flax-seed annually, while
domestic seed requirements account for another 200,000 bushels. Further,—

“ Canadian imports of flax-seed and equivalent linseed oil during
the past number of years (1926-35) have averaged 722,000 bushels
annually, representing a sum of $1,200,000.

“ Flax-seed is used almost exclusively for the manufacture of
linseed oil, which in turn is used in the manufacture of paints,
enamels, varnishes, lacquers, soap, linoleum, oileloth, patent
leather, putty, printers’ inks, ete. Linseed oil is appreciated above
most nther vegetable oils for the above mentioned processing
“industries, because its chemical composition permits it to dry rapidly
in the air to a hard, non-tacky mass.

“ Canadian flax-sced is undoubtedly the beat sccurable both
as regards quantity and quality of oil.”

This superiority prompts the Associatinn to suggest that Canada would

have an advantage la export markets, partxcularly in the United States,
and that

this country would dispose of some 10 million bushels annually
without substantially affecting the Argentine trade.”

. The brief goes_on to mention thai “the best quality flax-seed is
obtained from areas of average or low protein content wheat,” for instance
the Goose Lake area, the Red River valley, along the Manitoba-Sas-
katchewan border and in the irrigated areas of Alberta, The dollar veturn

per acre from flax-seed in these favoured areas exceeds that of wheat and
other grains.

The Association recommends:
1. More research, especially that directed towards development of
' early-maturing wilt-resistant varieties.
2. More education among producers on varicties and cultural methods.
. 3. Study of tariffs, especially that on soya bean meal which enters
duty free and competes w 1t superlor Canadian linseed meal.
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Oats ;

The use of oats as a cash crop is limited mainly because of the price

factor. Oats have a high proportion of hull and are best utilized on the
‘ farm for feed. Their low value per unit will_not withstand_costs-of-trans

portation and, in fact, only a small proportion of the crop is marketed in

Western Canada and a still smaller percentage moves into world trade.

Oats are grown in certain central, northern and far western regions
of the Prairie Provinces because they are a safer crop than wheat, having
a shorter growing scason and thereby more likely to escape frosts. In
the southern districts, wheat is a much more suitable crop but oats are
grown in rotation with wheat to provide feed and to utilize labour and
{nachinery to better advantage by stretching out the seeding and harvest-
ing seasons. ,

It is the park lands, the northern and western parts of the Prairie
Provinces; that are best adapted to oat production and in these very
regions we have noted that wheat of lower quality results. Garnet wheat,
having a shorter growing season, caused a shift from oats in these areas
and it is quite possible that the segregation of Garnet from the Northern
grades will divert some acreage back -to-oats. The oats grown in these
areas are ol high quality. Mr. John MacLean of the Glasgow Clorn Trade
Association confirmed this (evidence p. 10404) : .

“Q. Are Canadian oats regarded as of good quality?
A. (Mr. MacLean) 1 should say so. Canadian oats are the

_nearest we can get to Scottish, barring New Zealand.”

While there will usually be a small overseas market for high quality
oats, it will continue to be relatively unprofitable to ship the lower grades
-—-~any--great . distance and the main market will be in live stock feeding,
particularly for horses, cattle and young stock-of -all classes. The future
of oats as a western crop is therefore closely related to the future of the
live stock industry.

Barley .
Barley is a crop with a shorter growing season than wheat or oats,
but it requires more rainfall than wheat for optimum growth. In Western
Canada, the highest yields and best quality of barley are produced in the
so-called park lands to the north and west of the agricultural area. This
is the area where wheat is more inclined to be starchy and of lower protein
content. To the extent, therefore, that barley can be grown profitably in
this area, it will displace wheat of lower quality.
From what I have heard in the course of this inquiry, it seems to me
———  that more attention might be given to the production of malting barley in
these areas. This appears to be a promising alternative to wheat.
At this place, it is interesting to refer to the following portion of. the
record taken at Glasgow, Scotland, during discussion with representatives

of the Glasgow Corn Trade Association:
8164310
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“ Mr. Pirpiapo; Has there been any (Canadian Barley) come
over during the last year?

A. The Distillers’ Company Ltd. are big users of No. 3 Cana-
dian barley; they buy it all the year around, when the price is in

line— Last-year-Canadian-barley -was-out-of -line,- aud-they. bought
mostly Danubian barley.
Q. When they bought, did they buy through the trade here?
A. Yes.
Mr. Covyne: When ydu are buying Canadian barley, have you

- any guarantee that it will be for malting, or feeding barley, as you

wane it?

A. We buy it in grade; nine times out of ten if a distiller buys
it, it serves his purpos~. Occasionally it has not malted? Is that
right?

Mr. MacLeax: I suppose there have been such cases.

Mr. Aitkex: Very little Canadian barley is malted. ‘The real
high-class distillers here do not go in for Canadian barley; that is
what they call the raw grain distillery. The malt and barley has
to be of a superior type altogether. I do not think much comes
from Canada. We get a good deal from California. =

Q. You do not'need the malting barley for distillery purposes?

A. Not for our grain distilling. There are two types. You can
make whisky out of maize, or anything, out of potatoes, if you like.
That is what you call the raw-grain distillers. The high-class
Scottish whisky is made from the very best malting barley, cither
Scottish or some Californian, probably. It is wholly malt, and the
whisky is made entirely from the malt. These .aw-grain distillers
sometimes use a_good deal of the No. 3 Canada Western, but it is
not malted.

Q. No. 3 Canada is not malted, but what we call Canada
Western Extra is a malting-grade, is it not? '

A. Mr. MacDoxatp: No. There is 3 Canada Western barley.
The Distillers’ Company here were practically the only users of it
for a long time for distilling. It is not used for malting; now they
have come on more to 3 Canada Western, 6 Row variety; that is
another of their grades.

Q. Is that a malting variety?

A. No, it is a distilling barley. They use it for dlstllhng, not
malting. It is a similar operation.

- Mr. AirgeN: There used to be a considerable trade done in
oats and barley for feeding. That has been going down rapidly in
the last 10 or 12 years, simply because of the decrease in the horse
population. The number of Lcses in the City of Glasgow now is
very small compared with what it was 20 years ago, there is so
much motor-haulage. Feed oats and feed barley have gone down
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very much indeed. There is a certain amount of barley ground up

for cattle feeding.

Q. Did you ever hear of any complaint about the condition of
Canadian barley coming over here, too much foreign matter in it,

—or-something of that-sort?

A. Yes, there have been one or two complaints.

Q. As in the case of wheat, would it be isolated cases?

A. I think probably as far as Scotland is concerned, theré would
be more complaints about Canadian barley than wheat. There have
been one or two cases where the distillers could not use it.

Q. Was that because of the condition of the barley itself or of
t1e admixture of foreign matter?

A. Tt just happens sometimes that barley does not germinate.”
(Evidence pp. 10398-10400.)

It developed later in the course of questions (evidence p. 10403) that
the real malting grades (for instance, No. 3 C.W. Extra) were not coming
to Scotland. Recently, largely as a result of drought, the production of
malting barley in .the West has been no more than sufficient to meet
domestic and United States demand. Premiums have often existed and
there has been little for overseas trade. It appears to me that more
publicity among our producers regarding malting varicties and the best
cultura]l methods should be undertaken. At the same time, overseas buyers
should be made better acquainted with the malting grades of our barley.-
There is also need for further study of environment, barley variety and
malting methods in their effect upon the diastatic activity of the resultant
malt.

Frour

Representatives of the Canadian National Millers’ Association and the
Ontario Flour Millers’ Association appeared before me in Winnipeg on
January 29, 1937, :

Mr. G. 8. McArthur of Toronto, Secretary of the Ontario Flcur
Millers’ Association, made the following representation:

“We desire that our views be heard and considered for the following
reasons: ’ ’

(1) That Canadian flour in foreign markets creabes a demand for
Canadian wheat.

(2) That Canadian millers over a period of the last 20 years have
ground over 20 per cent of the wheat produced in Canada and
nearly 25 per cent of the wheat marketed. ‘

(3) That Canadian millers are creatures of circumstance in that they
can only sell flour for export when Canadian wheet is on a
world’s parity of value, and any marketing policy that contem-

_plates withholding supplies from world markets over a long period
in the hopes of realizing higher prices stifles their operations.
51649103
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That the successful merchandising of any food ‘product depends
on being able to give consumer steady supplies in relation to
demand 52 wecks in the year.

That the industry itself is inherent to Canada, and represents a
huge capital investinent spread from coast to coast.” (Evidence

T 1 e

no

p. 3951)

The recommendations of the organization were:

(1)

(2)

(3)

_“As to ways and means, we respectfully submit—

The L'ederal Government be urged to make Reciprocal Agree-
ments with countries offering possible markets for Canadian

“wheat and flour.

The removing of transportation barriers so that flour, as a factor
in maintaining and increasing wheat sales, will move at fieight
rates more in line with rates on wheat,

Co-operative methods be aceepted by making known in potential
markets the superior quality of Canadian wheat and flour.”
{IEvidence p. 3961.)

* In conclusion we respectfully ask:

(1)
(2)
(3)

(4)

That there be a continuation of an open market in Winnipeg with
its day by day reflection of actual values and price.

That no government agency be again permitted to purchase
options.

That as soon as practicable the present most efficient Wheat
Commission (the Canadian Wheat Board) be permitted to clean
up their operations and withdraw. : )

That Canadian Millers, in whatever proposals be made for the
betterment of conditions, be given their rightful place as & most
important selling force, and as such, and in the general interests

_ of the Country as a whole, be never again placed ot a disadvantage

as compared with foreign mills grinding Canadian wheat.”
(Evidence p. 3964.)

The last reference to being * placed at a disadvantage ” refers to those

occasions when the Pool offered wheat overseas at less than the domestic
price at Winnipeg, plus transportation and other necessary charges.

The rccommendations made by Mr, D. S. MacLachlan for the

ﬂ(‘anadian National Millers’ Association were:

“Finally, we suggest for the consideration of the Commission the

following ways and means for extending the sale of Canadian wheat and:
flour— '

(1) A free and open market.

(2) Reciprocal trade tredties;

(3) Stabilization of exchange.

(4) Equalization of all freights on wheat and wheat products from

inland points to seaboard.
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(5) Maintenance of a fair differential between wheat and wheat
produots for ocean shipment.” {Evidence p. 3843.)

Overseas Evibence e

In London, I had the benefit of the views of representatives of the
National Association of Flour Importers. Like the Canadian millers,
these men favoured a free market; premiums in such a market represented
the intrinsic- value of the wheat and are not resented. “ Free trading
"leads to confidence and confidence tends to increased trade,” in their
opinion. Regarding flour, they desired a free market, stable exchange and

" no discrimination as compared with wheat in inland or ocean freights. At
present, it was stated (evidence pp. 9706-08) the rates on wheat, both
inland and ocean, are considerably lower than on flour.

The British market imports some 2-3 million barrels of Canadian
flour annually, equivalent to about 10 million bushels of wheat. Further,
the importation of Canadian flour implies or forces the importation of
Canadian wheat. They believed that if it were not for the constant push

- and cnergy of the flour importers.and of Canadian millers, the British
miller would tend to reduce the use of Manitoba wheats to a minimum
(evidence p. 9668). The majority of flour importers do not, hedge, it was
stated, but it is an added facility when somebody wants that protection.

Freigur Rates

On the question of relative freight rates on flour and wheat as well
as on the question of domestic and export freight rates on grain - (raised
in evidence at Vancouver and Edmonton, particularly), I have been
careful to inform those concerned that their representations should be made
to the Board of Railway Commissioners for Canada. This is the Board
having jurisdietion in such matters.

Rr  weH

I have made some inquiry into researches made to date into the
question of industrial uses for wheat, other than the manufac.ure of flour,
macaroni, semolina and similar products. I learn that wheat starch shows
excellent promise from the technical point of view, but that economic
considerations usually lead to the use of corn in starch manufacture. 1
am informed that in years of low wheat prices, the lower grades of wheat,
having a starch content equal to or higher than that of the top grades,
might be partially utilized in this way. It was pointed out in reports of
the National Research Council (See for instance “ The Relative Merits of
Wheat, Corn and Other Starches, A Survey of Current Literature” by -
C. A. MacConkey and “ Industrial Uses for Wheat Starch ” by W. Gallay)
that the consumption of starch in Canada annually is about 100 million
pounds, mainly as confectioners’ glucose and for culinary purposes, but also
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in the manufacture of baking powder, in laundry work and to a small
extent in several other processes. About 95 per cent of the starch used in
Canada is derived from cora because of the lower cost. Wheat starch,
however, has some superior qualities in textile finishes, culinary pastes and
hql\mo nnwdor

Rccemchcs into_the use of grain alcohol in motor fuel have also been
carricd on. A report has been prepared on this subject by Mr. C. Y. Hopkins
of _the National Rescaich Council. While some desirable qualities in
alcohol as a motor fuel were cvident, the cost seems to be out of all
proportion to gasolene, at present.

“Tt 1smgst1mated that the cost of producing alcohol from grain
is three or four times the cost of producing gasolene.” =

Further, however, it was found that

“'The use of alcohol in proportions of 10 or 15 per cent of the
total motor fuel consumption might render unnecessary the importa-
tion and use of tetraethyl lead as an ‘anti-knock ' agent.”

Barley, as a matter of fact, seems to be a more economical source of motor
fuel than wheat.

Tue AssociATE CoMMITTEE ON GRAIN RESEARCH

This committee associates the workers of the National Research
Council, the Dominion Department of Agriculture, the Board of Grain
Commissioners and four Universities, McGill, Manitoba, Saskatchewan
and Alberta. Other Government departments, laboratories and commercial
organizations have co-operated from time to time.- Some of the studies
made under this committee’s supervision have covered the drying of tough
and damp wheat, the-feasibility of using protein content as a factor in
wheat grading, the testing of varieties and strains of grain, frosted wheat
and its grading, investigations of malting barley, the oil quantity and
quality of western flax-seed, drought resistance in wheats, and Durum
wheat research.

There can be no doubt that these studies have greatly advanced our
knowledge of Canadian grain and that they have had important commercial
applications of substantial value to the producers of grain. It is of interest
to know that such co-operation and unified action is available to meet the
scientific problems affecting grain as they arise. I feel sure that the
Government will continue to glve to such work the consideration and
support that it deserves.






