Dominton Bureau of Statistles, Ottawa.
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THE BUTTER INDUSTRY

HE general pr1nc1ple followed by the government in removing the price

and rationing controls imposed during the war was to taie these
controls off at such time as demand and supply appeared to be approxi-
mately equal. If this latter condition prevailed price was not likely to
increase significantly. On May 1, 1947, at a time of year when pro-
duction is seasonally high, the subsidy payment to farmers producing
putterfat was removed. At the same time the ceiling price of butter
was increased, by 10 cents per lb., an amount which, if the market price
had risen to the ceiling, would have more than compensated the farmer
for the removal of the subsidy In others words the consumer was asked
to pay for his own butter without help from the public treasury.

The price of butter to the consumer did increase by about 814 cents
per 1b., while the price which the processor paid to the farmer for his
butterfat remained approximately the same. The processor now paid
the farmer an amount equal to the old price plus the subsidy and recovered
his increased outlay for fat through an increased selling price for-his -
butter. On June 9, 1947 the ceiling on butter was removed altogether thus
permitting further price increases. The price of butter thereafter rose
from an average of 48%4 cents, wholesale at Montreal in May, to 68 cents
in early January, at which time a ceiling was again 1mposed What
factor or factors were responsible for this unexpected increase in butter
prices and who profited thereby? Let us first look at the butter industry
in Canada and attempt to discover those factors which are mainly
responsible for the determination of butter prices.

NATURE OF THE INDUSTRY

Production and Utilization of Milk in Canada

_The fat content of nearly one-half of the milk produced in Canada
is devoted to the production of butter. There are a number of other final
consumer products which compete with butter for the use of the supply

~-of milk sold off farms. The resulting allocation of the total supply of
milk among these various products is, therefore, partly dependent upon - -

their respective prices, which in turn hinge upon the tastes of Canadian
consumers, and upon the strength of export demand. Allocation is only
partly dependent upon price since farmers in some areas have no choice as
to the use to which they will consign their milk.  There are, for example,
no cheese factories in Nova Scotia. A dairy farmer beyond the limits
of a fluid milk shed or a concentration plant must either use his milk on
the farm or sell it to a creamery. Relative market prices will not likely
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influence his decision. Some trends in the use of milk have become
evident during the past 10 years as may be seen in the succeeding table.
: The total production of milk during the war has been remarkably
T ‘ stable, as has been the output of creamery butter. About 40 per
i cent of the output of milk is skimmed for creamery butter. The pro-
: duction of dairy butter has been halved during the past 10 years. During
the war this shift away from dairy butter was accelerated by the nature
of .the subsidy policy applied to butterfat. Since no subsidy was paid on
butterfat used to make dairy butter, producers diverted fat to creameries
in order to secure the subsidy. It may also be worth noting that the
estimates of dairv butter production, derived as they are from mailed
cards filled in by a sample of farmers, are much less reliable than the
estimates of creamery butter production which are compiled from pro-
duction reports completed by all creameries.

The sales of milk for fluid use show a consistent upward trend. The
factors responsible for this increased consumption of fluid milk include
subsidies during the period of control, increased consumer purchasing .,
power, higher population and a better appreciation by consumers of the
high nutritive value of fluid milk. The consumption of milk in fluid form
permits of greater utilization of its food value than does any other use.
The nutritionists therefore approve of the increasing use of fluid milk
for direct human consumption.

The oufput of cheese varies considerably from-vear-to-year depend- -
ing largely upon the prevailing relative prices of cheese and butter.
Since 100 lbs. of whole milk will yield roughly twice as mu. ' cheese
as butter, the price of cheese must be approximately half that of butter
if cheese factories are to be able to secure milk in competition with the
creameries. This one to two price relationship is only an approximate
cne because of the different costs of manufacturing cheese and butter
and because of the different values of the by-products secured from the

- manufacture of these two principal products. It is only a rule of thumb,
but a handy one. Mr. J. F. Singleton of the Dairy Products Division of
the Dominion Depar‘ment of Agriculture stated before the Special
Committee that when the price of butter is more than 214 times the price
of cheese there is a diversion to butter; as the price ratio approaches two
to one there is a diversion in favour of cheese.l

Many dairy factories are equipped to produce either cheese or butter.

_ The operators of these dual plants are extremely sensitive to price.
a4 ~Specialized cheese factories are likely to continue to produce cheese even
though butter is more profitable.” However they are likely to find their
patrons shipping more of their milk to creameries than to cheese factories
and in this way the output of cheese is reduced while that of butter is

increased.

4 Small quantities of whey butter are manufactured in cheese fac-

S tories. The whey resulting as a by-product from cheese manufacture

will have a fat content of from one-fifth to one-quarter of one per cent.

M i St e T 2 R ke | e
e 2

iIEvidence, Special Committtee on Prices, p. 1194,
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TABLE 89

PERCENTAGE UTILIZATION OF MILK IN CANADA

. 1942-1947

1942 1943 1944 1945 1946 1947
Total production of milk (millions of pounds) 17,489 17,519 17,624 17,627 16,937 17,214
Percentage Utilization P.c. P.c. P.c. P.c. P.c P.c.
Creamery Butter 38.1 41.6 39.7 39.0 37.6 39.6
Dairy Butter 10.5 7.4 7.2 7.1 7.5 7.7
Total Butter 48.6 ' 49.0 46.9 46.1 4.51 47.3
Cheese 13.3 10.7 11.5 11.8 9.7 8.0
Fluid Sales 19.4 21.2 22.2 22.8 25.1 24.2
Concentrated 3.0 - 3.3 3.5 - 3.5 3.7 3.9
Ice Cream 1.4 1.5 1.6 1.5 1.3 1.9
Consumed on Farms 9.9 9.8 9.8 9.8 10.3 10.0
Fed on Farms 4.4 4.5 4.5 4.5 4.8 4.7
Total used on Farms 14.3 14.3 14.3 14.3 15.1 14.7

100.0 100.0 100.0 100.0 100.0 100.0

Source: Dominion Bureau of Statistics, Ottawa.
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This fat is recovered by separation and churned into butter. This whey
buster sells at a discount of from 10 to 15 per cent below creamery butter,
indicating that most people have a preference for the latter product.

The use of milk for the manufacture of concentrated products and
ice cream is gradually increasing-although both uses are reiatively small.
However milk for either concentration purposes or for ice cream normally
commands a higher price than milk for butter or cheese. These products
are, therefore, able to attract the milk which they need away from either
butter or cheese.

Yield of Dairy Products Pcr 100 Lbs. Milk

mey prove helpful to compare the approximate quantities of each of these
products derived from 100 lbs. of milk.

Farmers producing milk to be skimmed for butterfat may either
separate their milk on the farm or sell it as whole milk. The butterfat
content of milk varies with the season, the breed of cow, and the cow
herself. An average yield of 3.5 lbs. of butterfat per 100 lbs. of milk
is usually used as a standard. If the milk is separated on the farm, the
cream shipped to the creamery will likely test about 35 per cent butter-
fat —in which case 100 1bs. of 3.5 per cent milk will yield 10 lbs. of 35
per cent cream and 90 lbs. of skim milk. This skim milk has a high
prctein content and serves as an excellent protein supplement for hogs,
calves or poultry.

Although the 10 lbs. of 85 per cent cream contains only 3.5 lbs. of
but-erfat it will yield about 4.27 Ibs. of butter. By the addition of water
and salt, creameries are able to make about 123 lbs. of butter out of
every 100 Ibs. of butterfat or, conversely, each pound of butter contains
only about 81.5 per cent butterfat. The industry refers to this process of
expansion as an “overrun”. The remaining 5.73 lbs. of buttermilk may,
in some of the more modern plants, be dried and sold as puttermilk
powder for livestock feed. The production of buttermilk powder in
Canada is so small as to indicate that only a very small fraction of this
by-product is dried. Most goes back to the farm in liquid form to be fed
to farm animals. ' '

Some of the newer plants buy whole milk from the farmer, separating
and churning the cream and drying the skim for powder. The greater
part of this skim milk powder is sold for human consumption. Two or
three per cent is sold to be used as an ingredient in prepared poultry or
livestock meals. From 734 to eight pounds of skim milk powder are
derired from 100 lbs. of skim milk.

One "undred pounds of whole milk yields about 8.93 lbs. of cheese.
The balance is whey and is usually returned to the farm to be used for
pig feed, although it may first be put through a separator to recover the
very low percentage of butterfat remaining in it.




Y

d
],
y
LS

it
e

Y
at

k
1e
-
5

s,

1g
er

) S

or
re

or
he

SRS e

s

AR S ST T S L RS S L S

s

PR A e £

i

THE BUTTER INDUSTRY ' 45

Now it is possible, given the respective yields and prices of the two

- products, to compute the relative values of the butter and cheese which

may be produced from 100 Ibs. of milk. The operator of a dual creamery

" and cheese factory usesthese data to assist him in determining into

which of these two products to convert his milk. But he must also take
into account the values of the by-products-—buttermilk, skim milk, or
perhaps casein, if he is making butter, and whey if he is making cheese.
Since there is no established market price for buttermilk, skim milk or
whey it is not possible to compute the average gross returns derived from
milk devoted to either of these two uses. These by-products have a very
definite value as feedstuffs, but in the absence of a market it is difficult
to impute a price to them. Also the cost of manufacturing the two final
products may differ. It is not, therefore, possible for the investigator to
work back from the price of the final product, in this case butter or
cheese, to the relative prices which the processor might pay for whole
milk for each of these uses. The operator of the individual plant,
knowing his processing costs and the prices of by-products, probably
does use these data tc determine which product to produce.

Relative Prices Paid to Farmcrs'for Milk for Various Uses

Milk to be used for various purposes commands varying prices.
Fluid milk is invariably priced higher than milk for other uses. In 1947
the average price paid in Canada to farmers for fluid milk was $3.16 per
100 1bs; for cheesemilk $2.20; milk used for ice cream $2.28; for con-
centrated $2.39 and for butterfat 55 cents per lb., or an equivalent of
$1.94 per 100 'bs for 3.3 per cent milk.! These relationships will be
discussed later. -

o

Price then, serves within limits, to.allocate the available 'sqi_ﬁlies
of milk among competing uses. Those limits are determined for any

given farmer by his nearness to a plant. A farmer, for example, cannot

sell his milk for concentration purposes if there is no concentration plant
within his area. But even though a concentration plant is accessible he
may divert milk from such a plant to a creamery if the latter offers a
better price. Fluid milk prices are no longer directly determined by the
market but are fixed by provincial boards. Milk for fluid uses commands
a premium over milk for other uses. More exacting sanitary requirements
and the necessity of greater continuity of supply during the year account
for part, at least, of this price differential between fluid milk and milk
for other uses. '

The prices established for butter and cheese during the period of
price control were relatively favourable to cheese. Mr. K. W. Taylor,
Chairman of the Wartime Prices and Trade Board, in his evidence
hefore the Special Committee confirms this view.

“] think it was a matter of conscious policy to hold butter
" production. I would not say hold it down, but to emphasize the
production of cheese. Cheese was a munition of war in a very

1Dairy Revlew of Canada, Statistical Snpplement 1947, p. 33.




TABLE 90

DOMESTIC DISAPPEARANCE OF TOTAL BUTTER IN CANADAs®
1939-1947
(thousands of pounds)

| A B C D E F G H I
Year . Stocks Total Stocks Total Domestic disappearance g
Production P fﬁ;: E Imports (A?—%DE{YC) Exports e;ga;)f de?él:t‘lg‘;s (’II‘)ofél) P‘(';Oia:ét;)‘b g
8
~ 356,878 45,120 S 402,003 12,399 41,769 54,168 347,835 30.87 §
1999 350,986 41,769 4 392,759 1,337 34,071 35,408 357,351 31.40 é
1940 370,795 34,071 482 405,348 1,482 44,368 45,850 359,498 31.49 g
1o 365,798 44,369 593 410,760 1,601 23,213 24,814 385,946 33.69 %
1942 369,316 23,213 1 392,530 9,408 46,451 55,859 336,671 29.25 ":g
e 356,013 46,684 1 402,698 4,727 41,247 45,974 356,724 30.81 a
1o 349,899 41,247 3 391,149 5,598 36,499 42,097 349,052 29.84 %
194 328,194 36,499 26 364,719 4,509 44,279 48,788 3f5,9.3'1 25.75
i::: 349,145 44,279 ‘ 5,119 398,544 3,107 44,049 47,156 351,387 27.93

8) Production and stocks (A 4 B) include creamery butter, dairy butter and whey butter. In 1947, the production of creamery butter represented 83.3 per cent of the total
make, dairy butter 16.1 per cent, and whey butter 0.6 per cent. :

b) Based on population figures which have been adjusted for overseas personnel, 1941 to 1946.
Source: Dominion Bureau of;Statistics, Ottawa. ‘
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real sense of the term. It was a commodity which the British
were pressing us for, and which they could never get too much of
irom Canada. 'Throughout the war years the policy of the
government was to give cheese an edge, so to speak. Secondly the

consumer subsidy on milk, fluid milk, together with the buoyant -

purchasing power in urban areas did draw off a great deal more
milk into the fiuid milk market, and it was the governmeut policy
as I understood it, that the requirements of fluid milk had to be
met. We tried to maximize our cheese production, but just
produced enough butter to get byt

With the discontinuance of subsidies and ceilings in May and June of
1947 the scales tipped in favour of butter. Cheese production has
declined steadily since that time.

SOURCES OF SUPPLY AND CRGANIZATION OF THE INDUSTRY

General Relation of Supply to Consumption

Canada has in the past been almost self-suflicient with respect to
butter. As may be seen from the foregoing table her exports have been
small relative to total production and her imports even smaller. Mr. J. F.
Singleton in his evidence before the Committee stated that

“it has been government policy, to the extent government can
influence these things in peace time, to direct agricultural
production towards a self-sustaining position in butter rather
than being on an import or export basis.”?

The prohibition of the production or manufacture of margarine in
Canada, which has recently been lifted, together with a Canadian tariff
“of not less than five cents per lb. on butter, would tend to substantiate
Mr. Singleton’s belief. .

Tue bulk of our small evports of butter traditionally go to
Newfoundland and the West Indies. Some points in Alaska are, because
of their inaccessibility, supplicd with Canadian butter. Canada shipped
some 11 million 1bs. to the United Kingdom in 1939 and seven million 1bs.
again in 1943 when an acute shortage threatened in that country as a
result of the loss of two cargoes from Australia and New Zealand.

- GEOGRAPHICAL PATTERN OF BUTTER PRODUCTION

B A

AND. CONSUMPTION IN CANADA

The large butter producing provinces in Canada are Quebec and
Optario. This is no accident. Much of the soil in these provinces will
yield higher returns when used to produce grass rather than grain.

Hvidence, Special Committee on Prices, p. 1138.
3bid., p. 1160.
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Milk cows convert this grass into a saleable product—milk. Over large
areas of the Prairie provinces, on the other hand, the production of grain
will yield higher returns than the production of grass. Many farmers

in eastern Canada have found it economical to use an increasing

proportlon of their improved land to produce hay and pasture and to

“import”. grain from western Canada. The policy pursued by the
Dominion government since 1941, of paying the freight from the
lakehead on feed grains to be fed on eastern farms, has encouraged this
practice. By using their own land to produce grass and importing grains
farmers in central Canada have been able to increase their output of
livestock products without adding more acres to their farms.

Despite the relatively large output of butter in central Canada the
latter is a deficit area for this product. Although no statistics are
compiled on exports and imports by province we can, by making the
assumption that per capita butter consumption is the same in all
provinces, calculate the probable interprovincial movement. The
estimated per capita disappearance in 1947 for Canada as a whole was
27.9 lbs. This average disappearance estimate is multiplied by the
population in each province to secure an estimate of probable total
consumption for the province. The difference between probable
consumption and the production of butter indicates the extent to which
each particular province is a surplus or deficit area. These data are
summarized in the following table.

TABLE 91

PRODUCTION AND PROBABLE INTERPROVINCIAL MOVEMENT OF BUTTER
BY PROVINCE, 1947

(millions of 1bs.)

. . Probable Probable
Province Production Exports * Imports
Prince Edward Island 4.1 1.5 —_
Nova Scotia 9.3 — 8.0
New Brunswick - - 11.6 — 2.0
Quebec 105.3 1.0 —
Ontario LS 86.9 — 30.0
Manitoba R 32.2 11.5 —
__Saskatchewan 51.1 27.6 —
Alberta o T ) 41.5 18.6 —
British Columbia 6.1 — 23.6

Source: Evidence, Special Committee on Prices, p. 1193,

In effect Ontario, Brxtmh Columbia and the Maritimes are dependent
upon supphes of butter from the Prairie provinces.
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FACTORS DETERMINING THE PRICE OF B}JTTER
- N

In order to assess properly the rather extraordinary increase in the
price of butter which occurred during the latter half of 1947, it is
necessary to discuss briefly the more important of those factors of
(demand and supply which determine the price of butter in the absence
of price controls and rationing.

Seasonal Variation in Production and the Function of Storage

The production of butter during the year is highly irregular owing
to differences in cost of production which in turn varies with the season.
Milk cows are kept out on pasture for about five-months of the year,
from May through September. Most dairy farmers who are producing
milk for other than fluid uses plan to have their cows freshen in the
spring in order to have them on grass during the flush part of their
lactation period. The milk produced during this “pasture” period is
obtained at considerably lower cost per pound than that produced during
the winter when the cows must be stabled and fed grain, hay and other
succulent feeds. Higher production per cow during the summer and
a higher percentage of cows being milked account for a substantially
higher output of milk during that season than in winter.l

Since fluid milk cannot be stored it must be, and is, produced as
needed for consumption. Concentrated products, butter and cheese, are
storable and may, therefore, be produced during those months of the
year when production costs are lowest and held in storage until winter.
The seasonal variation in the output of cheese is very great; that of
butter somewhat less. :

The succeeding table shows the average monthly production and
disappearance- of butter in Canada during the period 1939-1947. The
excess of production over consumption from May through September
goes into storage to be withdrawn during the five or six months in which
consumption exceeds current production. In this way storage stocks
bridge the gap between seasonally regular consumption and seasonally
irregular production. From an economic standpoint it makes g-od sense
to produce a surplus of butter during the season when the production
costs of milk are low and to hold this butter in storage for use during a

- deriod of -the year when the cost of producing milk is higher. In-other

words it is cheaper to produce a substantial part of the butter which is
eaten in December by making it in June and storing it until December
rather than to make it in December from milk produced during that month.

... 'The average dally production of milk per cow In June 194 was 23 lbs. per cow as compared
With 13 1bs, in December 1947. Similarly 85 per cent of the milk cows on farms were belng

Sltltl;s‘d )in June as compared with 68 per cent in December ‘Dominion Bureau of Statistics,
awa).
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TABLE 92

AVERAGE PRODUCTION, DISAPPEARANCE AND STOCKS OF BUTTER BY MONTHS
1939-1947 ..

(millions of 1bs.)

Domestic Changes Average

Average Avernge in Storage

Month Production Dis- Storage Stocks

appearance Stocks (1st of month)

January 16.3 26.3 —-10.3 39.7
February 15.6 25.4 - 9.9 29.4
March 19.2 26.5 - 7.7 19.5
April . 25.2 26.8 - 19 11.8
May 37.9 29.3 + 8.1 9.9
June 50.3 30.3 +19.4 18.0
July 46.9 29.8 +16.7 37.4
August 41.5 31.4 + 9.7 54.1
September " 36.7 33.1 + 3.3 53.8
October 29.9 33.9 -- 4.8 67.1
November 20.0 30.5 ~-11.1 62.3
December 15.9 27.4 —-11.5 51.2

Source: Dominion Bureau of Statistics, Ottawa. Changes in storage stocks are only approximatelv equal
to the difference between production and disappearance since small exports are not included in
disappearance.

The level of storage stocks also varies in a fairly regular pattern
during the year. They reach a low point about the first of May and it is
during the spring that any shortages in supply ccome acute. As the
level of production climbs above that of disappearance, stocks increase.
About October 1 disappearance again begins to exceed production and
storage stocks decline.

In the absence of price control, the typical seasonal movement of
butter prices is the converse of the seasonal variation in production.
During the summer months when the output of butter is at a seasonal
peak the price of butter reaches a seasonal low. Conversely, when butter
production is low during the winter and early spring, butter prices reach a
seasonal high. Prior to the imposition of price control this characteristic
seasonal variation in price was clearly evident. After the imposition of
controls the seasonal movement was confined to the range between the
established ceiling and floor.

Were it not for storage the variation in butter prices between
summer and winter weuld be much greater. Storage lessens the supply
of butter offered to consumers during the summer months and increases
the supply offered during the winter months. In this way the price to the -
butterfat producer is increased over what it would otherwise be during
the flush season of production and the price to the consumer is decreased
below what it would otherwise be during the winter months.

Those traders, who own or can rent cold storage space, observe that
a profit may be made by buying butter during the summer months when
prices are relatively low, and selling it during the winter when they are
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o higher. They will therefore go into the market and buy butter during

the summer in the expectation that they will be able to sell it again
IS - during the winter at a price which will cover storage costs and yield them

a profit which they consider large enough to have made the venture worth
their while. The action of these traders increases the total demand for
butter during the summer months, thereby raising its price, and
increases the supply available to consumers during the winter, thereby -
lowering its price below the level which would otherwise have prevailed.

Storage operations are therefore a form of arbitrage over time. If,

N - during the summer months, traders knew with certainty what price would

w prevail for butter during the winter they would bid for and store

& available supplies until the spread between summer and winter prices

was no greater than the cost of storage plus normal profits. Actually,

in the absence of price control, traders do not know what price will

prevail for butter during the winter months. If a ceiling price is in

effect, firms will not buy and store during the summer if the difference

between the prevailing price and the ceiling is too narrow to cover costs

plus profit. Even below such a ceiling price some risk may still exist

since there is no guarantee that the market price will rise to the ceiling
price during the winter months.

Given perfect certainty as to future prices, the price of butter during
the winter months could not exceed the price during the summer by more
than the cost of storage between the two periods—so long as storage space

n
is was available. Actually, those firms storing butter do not have anything
e ~-approaching perfect knowledge regarding_the future price of butter. If
e. £ consumer demand during the winter is not as strong as anticipated, or
d - the winter supply of butter is greater than expected, the selling price of
B those firms storing butter may well be less than their original purchase
' = price plus costs of storage. That these firms may lose on storage
n. = operations during some years is evident from the cost statements which
al = they submitted to the Special Committee.
T 3 It is worth noting that those firms storing butter are not only
a ‘- attempting to make storage costs on butter but are also speculating on a
ic ; further increase or a decrease in the value of t .ir butter inventories
f between the time of initial storage and sale. This risk of a change in
1e the price of the commodity during the storage period must be borne by
E someone. When the futures market for wheat was operating, most of
n those firms storing wheat hedged their storage stocks against price
ly ; change—i.e., they sold a future against the stocks which they held. If
X - the price of wheat declined they gained on their futures transaction
e B approximately what they lost on their storage stocks. Similarly if the
g price advanced they lost on the futures transaction and gained on the
d grain held. An exporter, or a miller, with commitments for future
delivery, might hold these contracts which the storing firm had sold—or
1t they might be held by a speculator anticipating an increase in price. In
n any event, practically all of the firms storing butter accept the risk of
e price change, i.e. they do not hedge their stocks.
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The Le»el of Butter Production

The average price of butter over the year is determmed by the
demand of Canadian consumers for butter and the supply of butter
offered for sale. The price of butter in Canada is not much affected by
the price of butter in other countries since little comes in over our tariff

--and-little is exported: - The prohibition of the manufacture or importation

of a close butter substitute up to the present time also causes the domestic
butter price to vary directly with the Canadian supply of and demand
for butter. There are a number of factors which, in turn, determine this
supply and demand.

The supply of butterfat is, as has been pointed out earlier, determined
in the short run by the price offered for butterfat relative to that offered
for milk for other uses. While the price structure largely determines the
allocation of available milk, the output of milk may itself be increased or
decreased. Weather conditions during the pasture period exert a marked
influence on the yield of milk per cow. If pasture conditions permit cows
to be turned out early in the spring and the grass does not deteriorate

from drought during-the season,-the-output-of-milkwill be higher than

under less favorable weather conditions.

"The price of those protein and carbohydrate concentrates fed by
dairy farmers also influences supply. If high protein feeds and grains
are cheap relative to the price of milk, farmers will feed more of these
concentrates and, thereby, increase the output of milk. In October of
1947 the Dominion government discontinued its subsidy payments of
25 cents per bushel on wheat and barley and 10 cents per bushel on oats,
used for feed, and, at the same time, removed the ceilings on oats and
barley. The price of feed wheat to the dairy farmer immediately
increased by 25 cents per bushel, oats by about 30 cents and barley by
about 55 cents. Under the stimulus of these increased feed prices many
farmers began to cut down on the quantities of grain fed, and partially
to replace grain with hay. As they did so, their cows gave less milk.

The Dominion government is still subsidizing the production of milk
and wheat in eastern Canada by paying the freight from the head of the
lakes on coarse grains, wheat and millfeeds to be used for feed. This
policy encourages a larger output of livestock products by making their
production more profitable to the farmer.

There is another factor, the importance of which it is difficult to
evaluate, affecting the supply of milk. This is the export of dairy cattle
from Canada. The exportation of purebred cattle and cattle for dairy
purposes was permitted throughout the war and post-war. years and
considerable numbers went to the United States and to Latin American
countries. In 1947 Canada exported 82,727 head of all cattle. Included
in this number were 46,506 head of grade dairy cows, practically all of
which went to the United States. These would be, for the most part,
cows in milk or-to freshen. Some may have been cows more suited for
beef than milking purposes, and, when once in the higher priced
American beef market, soon found themselves in a packing plant. A
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similar fate probably overtook a number of purebred dairy bulls which
were exported as breeding stock. Those farmers seliing cows for export
apparently concluded that greater returns were to be had by seiling their
cattle than by retaining and milking them. Most of the dairy cattle
exported were from Ontario, Quebec and the Maritimes. The estimated
number of milk cows and heifers over two years old on Canadian farms.
at December 1, 1947, was about 50,000 head less than at the same date
in 1946.

Another factor which has tended to reduce the output of milk,
particularly in western Canada, has been the increasing price of beef
relative to milk. Much of the churning cream produced in the Prairie
Provinces is from dual purpose cattle. With higher beef prices, there
has been some tendency to let the calves do the milking and to sell more
beef and less milk. There is also some evidence that, as prairie farmers’
incomes increased with advancing grain prices and better than average
yiells, they became less willing to milk cows and sell cream. There was a
sharp contraction in the make of creamery butter in Saskatchewan after
1944.  Output in tiiat year was 48 million lbs; in 1947 it was 36

millions 1bs. -

All of these factors combine to determine the absolute level of milk
output and its allocation among the various products competing for its
use. The supply of butter available to consumers at any time during the
vear depends not only upon current production at that time but also upon
the movement into or out of storage. If, during the summer months, the
management of those firms which store butter expects the winter price to
exceed the prevailing price by an amount equal to, or greater than the
cost of storage, there is likely to be a relatively heavy movement of butter
into storage. .

On the demand side the important determinants of the quantities of
butter purchased by consumers appear to be the price of butter and
consumers’ income. If price were left free to “ration” available supplies
of butter there would not be “shortages” as such. On the other hand,
prices would rise to very high levels in the spring of a year in which
supplies were small, as in April of 1948. Many consumers, at present
income levels, are prepared to pay very high prices for butter since no
close substitute has been available up to the present. A ceiling was
imposed on butter on January 19, 1948 in order to stop the upward
trend of prices. Consumers were now willing to buy more butter at
ceiling prices than was available. Hence a “shortage” was inevitable
since rationing had been discontinued on June 9, 1947. -

Some people express surprise that Canadians were, during the latter
months of 1947, prepared to consume more butter at 65 cents per lb. than
they did in 1939 at 85 cents per 1b. This does not mean that people do not
buy less butter as its price rises—if their incomes remain constant. In
point of fact Canadian consumers’ personal disposable income available
for expenditure or saving after the payment of personal direct taxes was
twice as great in 1947 as in 1939.!

'Dominion Bureau of Statistics, Ottawa.




St

s

i
8
e
S
L
{

54 ROYAL COMMISSION ON PRICES

The Canadian Commodtty Ea'change

Since the Commodity Exchange itself is frequently thought to be
one of the factors determining the prices of the commodities which are
traded on the exchange, its organization and method of operation merit
some comment. The Canadian Commodity Exchange in Montreal was
established in 1935. Its purpose is to provide a place where buyers and
sellers may meet together in order to buy and sell butter for either
immediate or future delivery. It is the only organized exclhiange in
Canada on which butter is traded. The Exchange itself is a non-profit
organization and neither buys nor sells. It meets its expenses by means
of an annual assessment of $60 on cach of its 31 members, These
members may either buy and sell on their own account or, acting as
brokers, on behalf of their clients,

Butter may be bought or sold for either immediate or future
delivery. Trading in butter for future delivery, or “futures”, simply
means the execution of contracts to accept, or to delivar, a specified grade
of butter during some future month at a specified price. A wholesale

~~butter deater, forexample; may -haveundertaken—to-supply-butter—tchis—

retail customers during the winter months. In order to assure himself
of being able to get this butter at a specified price during these months
he may buy butter futures on the Exchange.

The Canadian Commodity Clearing Association undertakes to see
that the person or persons who sold these contracts for future delivery,
honours them when the time comes. The seller may, in this case, have
been a creamery which will have butter to deliver during the winter
months. It might also have been a firm storing butter in order to earn
the storage charges. By seiling a future against the butter which it
holds, such a firm is said to be “hedging”. It is protecting itself against
either gains or losses resulting from a change in the market value of the
butter which it holds. If the price of butter increases the firm gains on
the butter which it holds and loses on its futures contract and conversely.
We have noted earlier that few, if any, of the firms storing butter avail
themselves of this opportunity to protect themselves against gain or
loss resulting from changes in the market value of their inventories.
Since these firms do not hedge their storage stocks they are themselves
bearing the risk of price change.

The function of the Canadian Commodity Clearing Association is to
act as the ‘““bookkeeper for the Commodity Excnange”. In order to
enforce contracts which have been made, the Clearing Association sees to
it that all traders are “maintaining their position”. If, for instance, a
firm has sold a contract for future delivery (a “short”) and the price
advances, that firm must pay in to the Clearing Association the increase
in price on each unit sold. Conversely, the person who has purchased the
contract (a ‘“long”) may withdraw from the Clearing Association the
amount of the increase in price. If the “short” refuses to make his
payment as the price advances, his contract is immediately cancelled by
the execution of an offsetting contract. In this way everyone’s account
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is kept on a current basis and there is no chance of default. The sum of
the “short contracts” must always balance with the sum of ‘“the longs”
gince for every seller there must be a buyer.
Persons or firms trading in futures are permitted to buy or sell on
a “margin”. That is, a person either buying or selling a future is not
required to depnsit the entire market value of his contract with the
Clearing Association. On a contract for a “carlot” of butter of 22,400 lbs.
with a market value of, say $15,000, a trader is required to put up only
$1,500. He must maintain his equity with the Clearing Association by
keeping his account “margined” up to the close of the market each day.
The Clearing House partially defrays its operating expenses by
charging a fee of one cent per box of 56 lbs. of butter traded for
immediate delivery and $2 per contract on futures. It has seven members.
On many commodity exchanges there are people trading in futures
who are not handling butter at all. If any such person considers the
quoted price of any butter future which is being traded to be too high,
3 or too low, relative to the market price which is expected to prevail either
before, or at the time, this future is to be closed out, he will “sell short”
5 or “buy iong” as the case may be.  If he sells short and the price fallsor,
2 if he buys long and the price rises, he makes money. If the price moves
v the other way he loses. The futures market thus offers an opportunity
5 for those who wish cither to “hedge” or to ‘“speculate” to do so.

Speculators during the thirties and forties of this century have
frequently been in bad repute. Whether or not the speculator merits this
reputation may depend upon what kind of a speculator he is. Intelligent
speculation, based upor an accurate knowledge of supply and demand
conditions tends to even out prices over time. On the other hand un-
informed speculation may cause unnecessary short-run fluctuations in
price. If enough traders think that the price of a future is going up it
will go up as a result of their own actions. If this expectation is un-
justified by the fundamental conditions of supply and demand, the price
will later drop back to its equilibrium level. In other words traders’
expectations may tend to be “self-justifying”.

The evidence presented to the Special Committee on Prices indicates
that the volume of trading in either spot butter or futures contracts on
3 the Montreal Commodity Exchange is very small relative to total
production and sale of butter in Canada. Mr. K. H. Olive, President,
Canadian Commodity Exchange, Montreal, stated that buiter is not
offered for sale on the Exchange except where Montreal is the logical
market for such butter. Some 10 million lbs. were sold “on spot” in the
Exchange in 1946.! This quantity ‘is less than 314 per cent of the total
output of butter in Canada for that year.

The volume of futures traded on the Canadian Commodity Exchange
is also very small. Futures are frequently not traded, particularly when
a ceiling is in effect since no one is willing to enter into contracts for
future delivery. Prices are tight up against the ceiling and wholesalers
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and wholesale-retailers are of necessity getting their supplies directly
from the creamery rather than through the Exchange. In 1947 the total

, volume of futures traded amounted to 14.4 million 1bs. or only 4.17 per

cent of total prodr:ction.?

There is no evidence to indicate that speculation on the Commodity
Exchange had,any appreciable effect upon the price of butter during the
intercontrol period from June, 1947 to January, 1948. Since only a very
small proportion of total butter supplies are traded on this exchange
there appears to be little or no opportunity for traders to raise or depress
the price above or below the equilibrium established by existing demand
and supply. “Long” speculators would, for instance, find it almost
impossible to raise the price appreciably by insisting upon taking

—delivery in the contract month. To make such a “corner” effective

traders must also have control of a large part of the existing stocks of
butter in Canada as well as the current production coming on to the
market from day to day. Such a degree of control of supplies would be
extremely difficult to achieve.

PRICING AND SELLING POLICIES

Butter was one of the first commodities to be brought under a price
ceiling at the beginning of World War II. The Wartime Prices and Trade
Board established a temporary maximum wholesale price for butter,
effective December 28, 1940, in order to stop a rapid rise in the price of
this foodstuff during the winter months. This action of the Board is
indicative of a marked change in the Canadian butter situation in 1940
as compared with 1939. Prices for butter were sufficiently low during
the summer of this latter year to cause Parliament to vote one million
dollars for the purchase and distribution of creamery butter to low-
income families.

In January of 1941, the Dairy Products Board was given authority
to establish floor prices for butter and these were made effective in May
as firm prices at which the Board would purchase any butter offered for
sale. This floor price, in effect from May through December, was in-
creased by a half cent per pound a month to cover storage charges. Since
the market price remained above the floor, the Dairy Products Board
was not required to purchase any butter in order to make the price
guarantee effective.

On May 1, 1942, maximum wholesale prices for butter were
established by the Wartime Prices and Trade Board for each province
with an increase of three-quarters of a cent per lb. per month permitted
to cover storage costs. On July 6, a floor price was fixed at a level of
two cents per lb. below the wholesale ceiling. At the same time a subsidy of
six cents per lb. on butterfat was made payable to the butterfat producer
on deliveries made to creamaries. On December 21, 1942, the wholesale

1Evidence, Special Committee on Prices, p. 1741,
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price was reduced to the level which prevailed during the base period of
the general price control order—September 15 to October 11, 1941. 1In
order to avoid lowering the price paid to the producer for his butterfat,
the subsidy on the latter was increased to 10 cents per lb. Although
this butterfat subsidy was lowered to eight cents per lb. from May 1 to
December 31, 1943, it was, thereafter, restored to 10 cents per lb. at
which level it remained until its removal on May 1, 1947,

Butter prices to the consumers then, were held down by & ceiling
while the price paid to the producer for butterfat was guaranteed by a
floor price and increased by a direct subsidy. Since consumers were
prepared to buy more butter than was available at ceiling prices, a ration
of eight ounces per person per week weo= :scablished on December 21,
1942. The floor price at which the Dairy Products Board was prepared
to buy was varied seasonally in order to encourage greater production
during the winter months when production costs are highest, and also
in orfder to enable firms to store butter during the summer and sell it
during the winter. Butter purchased during the summer and fall months
by the Dairy Products Board was, for the most part, sold back on to the

~ domestic’ market during the wititer.  Some Was sold” o1 export o the

United Kingdom, to the West Indies or to provision British warships in
the Pacific.

While controlling the price paid to the producer for butterfat, the
government was, at the same time, controlling the price paid to the
producer of cheesemilk by means of subsidies on cheesemiik, quality
bonuses for cheese and the negotiation with the United Kingdom of
export contracts for cheese. One of the objectives of this policy was to
make a maximum quantity of cheese available for export to the United
Kingdom while maintaining a modest butter ration in Canada. During
1944 it was not possible to maintain an eight ounce butter ration and on

January 1, 1945, the ration was reduced to six ounces per person per
week. '

The Wartime Prices and Trade Board exercised similar controls over
the price paid for fluid milk for consumption by means of price ceilings,
consumer and producer subsidies. These various provisions enabled the
government to exercise a fairly high degree of control over the allocation
of milk among the various products competing for its use.

During 1947 an arrangement was made with the British Ministry
of Food for the importation into Canada of about five million 1bs. of New
Zealand and Australian butter. On May 1, 1947, the 10 cent subsidy te
butterfat producers was discontinued and the ceiling price of butter in-
creased by 10 cents per Ib. At this time the government took steps to
recover inventory profits made by storers of butter due to the removal
of the subsidy. This was calculated to be 814 cents per 1b. On June 9th
the ceiling and rationing regulations were completely removed leaving
the determination of butter prices to the open market,
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ANALYSIS OF BUTTER PRICES DURING THE INTER-CONTROL PERIOD,
MAY 1, 1947—JANUARY 19, 1948

RN Alihough the ceiling on butter was raised by 10 cents per.lb. on

May 1, 1947, the market price failed to rise to the full extent permitted.
Butter prices at both wholesale and retail levels increased by about 8%
cents per lb. The action of the government in recovering this price
advance on storage siocks prevented the owners: of such butter from
receiving a fortuitous gain on inventories. Both the retail and whole-
sale prices of butter held through July at about the pre-decontrol level
plus the butter equivalent of the subsidy on butterfat. Since each pound
of butter contains a legal minimum of four-fifths of a pound of butter-
fut and the consumer was in effect now paying this former subsidy, the
814 cent increase in the price to the consumer was not out of line.

During August, butter prices began to climb and, with the exception
of a minor recession in QOctober, this upward trend continued until a
ceiling was re-imposed on January 19, 1948. The factors responsible
for this increasing price level for butter are well summarized in a state-
ment made before the Special Committee by Mr. K. H. Olive, President,
Olive and Dorion, Limited, and also President of the Canadian Com-
modity Exchange in Montreal. Mr. Olive was {he administrator of
dairy products in the Wartime Prices and Trade Board from April, 1943
until June, 1947. His analysis follows:! '

Why Did Prices Advance?
Price is the factor, which, on a free market, reflects the
relation of supply to demand.

Effective wartime control of the price of butter was adjusted
to the supply by means of coupon rationing.

When rationing was discontinued and consumers again were .,
free to purchase unlimited quantities of butter, price once more”
became the factor which reflected consumer demand in relation to
producer supply. :

In the last seven months of 1947, disappearance of butter in
Canada increased 26.8 million pounds, while in the same period
production increased only 19.1 million pounds.

This trend of over consumpticn in relation to production was
first revealed in D. B. S. statistics released July 0 which showed
an increase in disappearance of albout 3.5 mil. . pounds for the
month of June, 1947 over June, 1946. Not too much importance
was attached fo the increase at that time because it had been
expected that in the first few weeks following the discontinuance
of rationing, both consumers and retailers would buy a little extra
butter to build up to normal icebox reserve. However, when

lEvﬂlence, Speclal Committee on Prices, p. 1754.
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D.B.S. figures released August i0, revealed a further very sup-
stantial gain in disappearance, the industry concluded that the
heavy increase in demand from Canadian consumers would con-
tinue and would not be equalled by a corresponding increase in
supply unless prices advanced to encourage still greater pro-
duction. ' ‘

Buying was very active all over Canada from the middle of
August to the end of September and producers were able to -
demand progressively higher prices. In this period butter prices
moved up about six cents per pound.

Analysis of the buying in August and September shows that
actual disappearance of butter increased by almost 9.5 riliion
pounds over 1946 and in face of such heavy movement into con-
sumer channels, plus the growing concern of distributors regard
ing their winter trade requirements, the upward movrment oi
prices was inevitable.

When it became known early in October that production had
shown a spectacular ghin in September, almost eight million
pounds above 1946, demand fell off and prices weakenec.

The improvement in the production picture was not the only
factor which contributed to the decline, however, for at tlat time
there was talk of possible imports, reimposition of ceiling prices
and a great deal of clamor for margarine. Prices were higher
than most people in the industry could recall and there was wide-
spread nervousness. ‘

From the first of October to the middle of November, butter
prices moved in a range between 55 cents and 60 cents per pound.

During this period, on October 22, 1947 to be exact, ccilings
and subsidies were removed from coarse grains and feeds and
prices for these commodities advanced sharply. 1In eastern
Canada in 1947, there was a substantial decline in the production
of coarse grains so that the dairy farmers were not only faced
with the necessity of heavier purchases from western Canada to
maintain winter milk production, but also faced rapidly mounting
costs. Meanwhile industry efforts to obtain relief through im-
ports had proven unavailing and there was no indication that the
government had been any more successful. Under these changed
conditions, the future supply picture deteriorated. It seemed
apparent that domestic stocks and production must supply the
requirements of the Canadian consumers and no one in the
industry had any remaining doubt of butter shortage under such
circumstances.

Demand from distributors and consumers, seeking to protect
their winter supply, again became very active and once again
producers were able to demand and obtain progressively higher
prices. : ‘ -
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About that time, a good deal of publicity was given to the
probability of a butterjshortage and in my opinion, this had the
effect of frightening consumers into buying more than immediate
requirements. It is difficult to assess the extent of this consumer
hoarding but it was undoubtedly a factor in the price increase.
A study of disappearance figures for the last three months of
1947 compared with January and February 1948 has convinced
me that advance buying by consumers amounted to substantial
proportions, perhaps several million pounds. The January-
February figures were low and I conclude from this fact and my
knowledge of the butter movement, that consumers were eating
in January and February the extra butter they acquired in the
fall of 1947.

Total butter production in November and December increased
only about 1.4 million pounds but disappearance in the same
period increased 6.3 million pounds over 1946 and I think these
figures substantiate what I have said about higher production costs
and cocnsumer hoarding.

The whole story of price incre%ge is one of demand exceeding
supply. I have no hesitation in stating that most people in the
butter industiy did not want to see extreme prices. I believe
producers also would have been content with lower prices if feed
costs had not risen.

In my opinion, speculation or withholding were not factors
in determining the price level but shortage in relation to consumer
demand, and shortage only, was responsible for the increase in
price.

The significant statistics which Mr. Olive cites are those of pro-
duction and disappearance for each month, together with storage stocks
at the beginning of the month. The following tables contain these data
for the 1939-1947 period. :

The Canadian output of 290.8 million lbs. of creamery butter in 1947
was actually above that of 1946 and substantially higher than the
average production of 254.8 million lbs. during the 1935-1939 period.
Stocks too were as high, and sometimes much higher in 1947 than at the
corresponding date in 1946. The statistics on disappearance explain the
story of the shortage. Av -ge monthly disappearance for each month
after the removal of ratioi.. g ran well ahead of disappearance during
the corresponding month of 1947.

The key to an understanding of rising butter prices during the last
half of 1947 seems to be the fact that consumers wished to buy more
butter at the prices at which butter was selling than they had been able
to get when rationing was in effect. Since no immediate and substantial
increase in\fghe output of butter in response to these rising prices was
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TABLE 93

PRODUCTION OF BUTTER IN CANADA BY MONTHS
1939-1947

(thousands of pounds)

x

1939 ? 1940 1941 1942 1943 1944 1945 1946 1947

~
| | 5

January 16,770 17,192 18,346 17,024 17,603 15,268 15,685 14,039 14,362
February 15,810 16,253 16,959 15,980 i6,511i 16,713 15,117 13,307 13,429 E
March 19,225 18,541 20,335 19,235 20,672 19,497 20,019 17,277 17,788 ;
April 23,641 24,186 26,488 23,923 27,851 24,841 25,721 24,420 25,506 ~
May 36,577 35,812 41,470 37.400 37,812 39,700 37,831 37,269 37,032 t
June 50,912 49,525 49,668 50,227 52,630 51,841 50,221 48,381 49,400 b=+ ]
July : 45,53% 46,921 46,203 47,192 49 414 40,368 47,280 45,804 47,391 -
August 41,099 40.624 42,156 42,690 43,514 41,501 42,425 38,595 40,932 P4
September 37,948 34,253 39,870 38,808 38,386 36,166 35,318 31,003 38,832 =)
October 31,014 29,631 31,795 31,689 29,744 28,921 28,341 26,663 31,670 =
November 21,360 20,825 20,601 22,365 19,585 20,322 17,981 17,587 18,928 93
December 16,987 17,223 16,903 19,265 115,594 15,875 13,960 13,849 13,875 -]
. : =~

Year — Creamery .
Butter 267,613 264,724 285,848 284,591 311,709 298,777 293,811 271,491 290,841
Dairy i
Butter 87,459 84,256 82,796 78,525 55,407 54,580 53,283 54,225 56,295
Whey i . v
Butter 1,806 2,006 2,151 Z,582 2,200 2,656 2,805 2,478 2,009
) \
Total butter 356,878 350,986 370,755 365,798 369,316 356,013 349,899 328,194 349,145

Source: Dominion Bureau of Statistics, Ottawa.

19



DOMESTIC DISAPPEARANCE OF TOTAL BUTTER IN CANADA BY MONTHSs

TABLE 94

1939-1947

(thousands of pounds)

Year Jan. Feb. Mar. April May June July Aug. Sept. Oct
1939 25,146 25,156 ; 27,450 26,268 30,438 31,662 29,865 31,519 35,500 31,705
1940 25,498 26,174 27,645 27,720 30,573 31,425 29,519 32,036 33.878 36,465
1941 24,755 26,068 é 27,728 27,718 31,375 31,857 31,479 31,476 33,743 35,187
1942 27,990 27,428 i 29,726 28,479 33,013 33,267 32,002 34,641 36,216 ‘40.254
1943 25,449 19,312 ; 23,010 26,479 29,235 30,013 28,350 31,030 34,324 31,399

.1944 28,220 28,565 | 27,824 26,574 30,790 30,932 29,632 30,671 32,362 32,732
194° 25,891 24,708 j 26,660 25,979 30,463 29,193 30,317 30,763 31,155 33,944
1946 27,225 26,063 é 21,461 22,836 25,565 26,451 26,760 27,549 28,192 30,080
1947 26,205 25,061 S 27,291 29,445 23,803 30,028 30,643 32,709 32,467 33,725

34,425
29,638
31,208
31,417
27,435

30,662

Dec Total

25,157 347,835
25,709 357,351
26,928 359,498
28,505 385,916
28,432 336,671
27,214 356,724
28,562 349,052
26,294 315,931
29,348 | 351,387

8) Total butter production includes creamery, dairy and whey butter for all years, but whey butter stocks cover the period commencing January 1, 1944.

Source: Dominion Bureau of Statistics, Ottawa.
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TALLE 95

1939-1948

(thousands of pounds)

STOCKS OF BUTTER IN CANADA AT THE FIRST OF EACH MONTH

Year Jan. 1 Feb. 1 Mar. 1 Apr. 1 May 1 June 1 July 1 Aug. 1 Sept. 1 Oct. 1 Nov. 1 Dec. 1
1'939. 45,120 35,382 | 23,616 13,213 9,953 15,084 .‘3.},047 47,071 55,637 57,852 56,901 50,044
19402 41,769 33,369 23,374 14,232 10,611 15,799 33,763 51,037 59,475 59,681 52,702 42,672
19418 34,071 27,596 18,469 11,150 10,038 20,045 37,711 52,273 62,811 68,785 65,275 54,500
19428 44,368 33,325 21,797 11,261 6,695 11,456 28,331 43,311 51,140 53,454 44,655 32,535
19438 23,213 15.324 12,427 10,02¢ 11,378 19,865 42,265 63,239 75,655 79,318 73,013 59,724
1944b 46,684 33,648 '20,343 11,693 9,541 17,735 38,193 54,378 64,758 68,269 64,141 52,925
1945> 41,247 30,826 20,807 13,621 12,816 19,751 40,263 56,960 68,199 71,995 65,556 51,678
1946b 36,499 23,011 9,997 5,450 6,872 18,363 40,088 58,799 68,914 71,137 67,441 57,126
19470 44,279 32,016 24,222 15,419 11,327 24,046 42,861 59,430 67,509 73,680 71,426 59,594

{

8) Includes imported butter; stocks in bond not included.
b) Whey butter stocks January 1, 1944 to February 1, 1948, are included.
Source: Dominion Bureau of Statistics, Ottawa.
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possible there was no way, short of formal controls, of checking the
upward trend in prices.

An examination' of the storage statistics of those firms who testified
before the committee yields little evidence of hoarding in an effort to
force butter prices to a higher level.

Mr. J. S. Turnbull, General Manager, Saskatchewan Co-operative
Creamery Association, Limited admitted that his co-operative did hold
332,000 lbs. of butter, over and above working stocks, off the market
during the summer of 1947. He refused, however, to accept Mr.
f“”"m\ Johnston’s suggestion that this was “hoarding to obtain a price”, main-
' \‘Mning rather that it was ‘“orderly marketing as a producer organ-
ization” !

An economist expecting firms to maximize their profits might be
surprised at the failure of firms storing butter to hold more of their
stocks than they did in expectation of higher prices. Consumers were
¢xpecting rising prices and therefore stepping up their purchases and
-apparently indulging in “ice-box hoarding”. This action would, of course,
serve to accentuate the price increase. Many firms may, however, have
forescen the possibility of a renewal of ceilings and concluded it wise to
accept the unprecedented windfalls which had fallen their way without
holding out for still larger gains.

EFFECTS OF DECONTROL

We have seen that immediately after the removal of the price ceiling
and the subsidy on butter the price to the consumer increased by about
814 cents a lb., which was the approximate subsidy paid to the farmer
on the butterfat content of a pound of butter. The total price which the
farmer received for his butterfat did not increase; he simply received
full payment from the consumer now, whereas previously, the govern-
rent had paid him 10 cents subsidy on each pound of butterfat. Decon-
trol was effected near the beginning of the heavy production period for
both milk and butter and storage stocks were, therefore, just beginning
tc build up again.

. Several firms presented their butter accounts to the Special Com-
mittee and these accounts show the profits which these firms made on
storage butter operations during the period of decontrol. As is to be
cxpected, profits -wvaried among firms, depending largely upon the
quantities of butter stored and the dates of purchase and sale. It
may, therefore, prove useful to calculate an approximate rate of profit
on all butter storage operations by using the statistics on wholesale

Lvidence, Special Committee on Prices, p. 1215.



THE BUTTER INDUSTRY 65

butter rrices and the stocks in store at the beginning of each month.
These aata are summarized in the following table:

TABLE 96
ESTIMATE OF PROFITS MADE BY AL FIRMS STORING BUTTER
1947-1948
Average Wholesale Movement into () |FirmsTotal Outlay()
Price, No. 1 Solids or Out of (=) or Receipts (—)
Montreal Storage (thousands of
(cents per 1b.) (thousands of 1bs.) dollars)
May 1947 4814 412,719 - 6,169
June 4934 +18,815 — 9,360
July 4974 +16,569 — 8,264
August 5514. + 8.079 — 4,464
September 5914 + 6.171 — 3,04%
Sub-total +62,353 -~31,906
Qctober 574% -~ 2,254 + 1,288
November . 6034 -11,832 + 7,144
December 664 —15,545 +10,279
January 68 —12,346 + 8,395
After February 1, 1948 6734 --20,376 +13,754
Sub-total —-62,353 +40,860
Total 0 + 8,954
. . 31,906
Weighted ‘‘into storage’ price 62 35 353 51.2 cents per 1b.
40,860
W H l «“ " . o finbei At = . 3 .
eighted ‘‘out of storage'’ price 62.353 65.6 cents per lb
Average gross storage piofit 8,954 14 .4 cent rlb
ge g Age Pio 62.353 . s pe .
Average net storage profit 14.4 ~ 3. = 11.4 cents perlb.

Source: Dominion Bureau of Statistics, Ottawa.

The total market value of butter going into storage is deducted from
the value of this butter at the time it was taken out of storage and sold.
The average weighted wholesale price of the butter going into storage
was 51.2 cents per lb.; the weighted price of butter taken out of storage
was 65.6 cents per lb. or a gross spread of 14.4 cents per lb. Any
difference between the inventories of butter as of May 1, 1947 and May
1, 1948 is not taken into account in making this calculation; it is
assumed that all butter stored during the storage period of 1947 was
removed from storage prior to May 1, 1948.

From the gross spread of 14.4 cents per lb. must be deducted costs
of storage. Assuming an average storage period of six months and a
storage cost of a half cent per lb. per month! total storage costs would
be approximately three cents per lb. Net storage profit would then
be about 11.4 cents per lb. on all butter stored. This over-all estimate

iEstimate given by Mr. John Freeman, President, Lovell and Christmas, Evidence, Special
Committee on Prices, p. 1419. This charge includes rent on storage space, insurance and interest
on capital tied up in butter.
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of net storage profits compares closely with the 11.2 cents per 1b. profit
shown by Canada Packers. Clearly those firms assuming the risk of
price change on the 62 million lbs. of butter stored during this particular
year were well rewarded for their enterprise.

The executives of the firms submitting cost accounts on thelr butter
operations to the Special Committee were unanimous in admitting they
had made “enormous” or ‘“terrific”’ profits during the inter-control period.
Thus, Canada Packers, as of February 25, 1948, showed an average into
storage cost of 51 cents per lb.; an average out of storage wholesale
selling price of 65.12 cents. From this gross spread of 14.12 cents are
tc be deducted average storage costs of 2.91 cents per lb. to give an
average net profit of 11.23 cents per lb. At that date this firm still had
23,223 boxes of butter (56 lbs. each) in storage on which they would
realize at least as high a net profit. This cost account for butter is
summarized in Table 10.

Handling, as they do, very large quantities of butter, Canada
Packers made a net profit of $509,105,! on storage butter alone during
that part of the 1947-1948 “‘storage year” ending February 25. These
profits are also net of an imputed interest charge of six per cent on
all capital employed in the storage department. These imputed interest
charges for the use of capital owned by Lhe firm are “washed out” in the
annual financial statement by crediting them back as a receipt. This
estimate of profit on the butter storage account is therefore low by six
per cent of Canada Packers’ equity in the capital allocate : to this account.

The Company, as a whole, has shown very high earnings for the
last three completed fiscal years. The profits after taxes on income
were $1,816,781 in 1946, $2,059,644 in 1947 and $2,182,300 in 1948.

TABLE 97

RELATION OF PROFITS TO SALES, BEFORE AND AFTER TAXES
PERCENTAGE RETURN OF NET PROFITS TO SHAREHOLDERS'
EQUITYs, CANADA PACKERS', LTD.

1946-1948

(per cent)

Percentage of
Profits before

Percentage of
Profits after

Percentage of
Profits after

Year Taxes on Income Taxes on Income ':‘ags’ (:13} Irlui:om'e
to Sales to Sales 0 Slarcholders
Equity.
1946 2.21 .87 9.03
1947 1.84 1.01 9.73
1948 1.85b .91d 9.760

8) Surplus on appraisals of $5.663.432 has been included in the sharcholders’ equity.

b) After provision for inventory reserve of $625,968.
Source: Canada Packers', Ltd. Annual Reports to sharcholders, 1946, 1947, 1948.

iEvidence, Special Committee on —Prices,

p. 1313.
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It should be added that profits of this order on storage butter are
extremely unusual. For the nine fiscal years (ending in March) pre-
ceding 1947-1948 Canada Packers made an average profit of 0.19
cents per lb. The highest return was 8.64 cents per lb. in 1941 and the
lowest a loss of 4.82 cents per lb. in 1939. There were losses in six of
the nine years and profits in three. The general experience of other
firms storing butter has been similar to that of Canada Packers in this

respect.

Canada Packers handles some 20-25 million lbs of butter each year,
of which total, some six million Ibs. are manufactured in the firm’s own
creameries. If total net earnings attributable to butter are worked. out
cn a per lb. basis for this total turnover, the average per unit net profit
is much smaller than 11.2 cents earned on storage operations. On this
basis, for the period 1929-1947, the firm averaged a net proﬁt of 0.14
cents per lb. on all butter handled.

Mr. McLean, the President of Canada Packers, did not agree with
the suggestion that his company, either alone or in combination with
other firms, might have held butter prices below the market level and
thus taken a smaller return for his company. He said in part:

“But suppose someone was to offer butter to the merchant or
who ever bought a pound of butter—if we were selling it at 60
cents and everybody else was taking 68 cents, they would be on
our doorstep for the butter, and every customer we had would feel
and would claim that we had not given him his proper .hare of
that type of butter, and our butter would be sold out in taree
weeks and the market would again be 68 cents.”!

Mr. McLean’s point appears valid. Despite the fact that Canada
Packers’ butter sales average about 10 per cent of total sales of Canadian
creamery butter, this firm could not, by itself, have stemmed the
advancing level of butter prices during the fall and early winter of 1947.
This does not, of course, mean that a firm controlling 10 per cent of total
supply cannot, by its own actions, influence its selling price. It is difficult,
or impossible, to determine by any means other than actual trial and
error by how much such a firm may affect its selling price. Moreover
if it can lower prices it can also raise them. This question of whether or
not a firm can influence its selling price is, of course, quite distinct from
that of whether or not it should do so.

Canada Packers could not increase the total supply of butter in the
winter of 1947-1948 nor did it have any control of consumer demand for
butter. These two factors were largely determining the retail price of
butter. If, as Mr. McLean said, Canada Packers had sold below the
market price the firm would have had more “would-be customers” than
1t could accommodate while the retailer would likely have widened his
Zpreafxid to take up the slack, and the consumer would have obtained no

enefit,

The experience of other firms submitting cost statements was very
similar to that of Canada Packers. Silverwood Dairies showed a gross
rrofit of 12.64 cents per Ib. and a net of 9.9 cents on its storage operations

'Evldence,v Speclal Committee on Prices, p. 1330.‘



TABLE 98

CANADA PACKERS LIMITED
ALL PLANTS
STORAGE BUTTER ACCOUNT 1947-1948

In Out

Number Purchase Number Transfer at

Week ending boxces price Week ending boxes market price
, Average x- . Average
Week To-date Week to-date Week To-date Week to-date
June S 6,954 6,954 48.60 48.60 Nov. 12 5,079 5,079 58.22 58.22
12 12,998 19,952 49.00 - 48.89 19 5,045 10,124 60.55 59.36
19 8,685 28,637 50.06 49 .25 26 6,106 16,230 62.13 60.41
26 8,096 36,733 51.20 49.66 Dec. 3 5,218 21,448 63.23 61.08
July 2 7,520 44,253 50.18 49 .81 10 6,057 27,505 64.82 61.95
9 9,222 53,475 49 .40 49.75 17 4,801 32,306 65.58 62.49
16 10,696 64,171 51.00 49 .97 24 5,166 37,472 67.76 63.20
23 9,391 73,562 50.92 50.09 31 3,746 41,218 68.24 63.69
30 4,890 78,452 51.80 50.20 Jan. 7 4,537 45,755 67.51 64.03
Aug. 6 8,450 86,902 52.05 50.38 14 4,869 50,624 67.99 64.43
13 5,176 92,078 53.97 50.57 21 4,959 55,583 66.45 64.62
20 5,059 97,139 54.31 50.74 28 5.818 61,401 66.48 64.79
27 4,274 101,411 55.80 50.94 Feb. 4 5,611 67,012 66.42 64.94
Oct. 15 2,941 104,352 56.00 51.00 11 5,068 73,080 66.50 65.03
18 5,045 77,125 66.36 65.07
: 25 4,004 81,129 66.42 65.12

|
Average carrying charges (to March 1) . ... . e 2.91
AVETage COSt L0-AALE. . - . . o ottt et 53.91

Source: Evidence, Special Committee on Prices, p. 1299.
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Source: Evidence, Special Committee on Prices, p. 1299.
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during the storage year 1947-1948.!1 Swift-Canadian made 914 cents
per Ib. Mr. Olive conceded that his firm, Olive and Dorion Limited, made
a net profit on storage operations of about 11 cents per 1b.2

In summary then, the evidence indicates, and the witnesses confirm

_the fact that their respective firms made “absolutely unprecedented”

profits on storage butter during that period in which ceilings were not
in effect. At the prevailing market prices, however, the supplies of
butter available were flowing freely to consumers. Shortages became
acute after the re-imposition of the ceiling and at the end of the storage
vear as storage stocks were becoming depleted.

An Examination of the Spread Between the Price of Butter and
Butterfat

Firms storing butter were admittedly making large profits during
the period of rising prices. The question arises as to whether creameries
were able to widen the spread between the price which they paid for
butterfat and the price which they received for their butter. Table 99
was assembled for the purpose of answering this question.

An effort is made to measure the processor’s spread by deducting
from the price which the creamery receives for its butter (the wholesale
price) the price paid to the farmer for the 4/5 of a lb. of butterfat which
each pound of butter approximately contains. Montreal wholesale butter
prices and average prices received by farmers for butterfat in the pro-
vince of Quebec are used for this calculation. The spread between the
creamery’s selling price of butter and the cost of the fat component of
this butter shows no significant increase over the period with which we
are concerned. The apparent widening of the spread in December of
1947 and January 1948 may be attributable to sampling errors in the
estimates of the price received by farmers for butterfat. Prior to May
the subsidy on butterfat reduced the cost to the creamery. Thus while
the farmer received an average of 53 cents per lb. for butterfat in April
the creamery paid only 43 cents and the government the remaining 10 cents.

Despite .some rather wide fluctuations, the spread between wholesale
and retail prices shows no evidence of having widened during this period.
The farmer benefited from the increasing price of butter by a correspond-
ing increase in the price which he received for his butterfat. True, he
did not secure the increase in the inventory value of butter stocks unless
he happened to belong to a co-operative which was holding storage
stocks. The creameries, on the other hand, continued to manufacture
and sell butter during the decontrol period for about the same gross
margin as they had received prior to decontrol.

SUMMARY AND CONCLUSIONS

The retail price of creamery butter increased from about 45 cents
in April, 1947 to approximately 73 cents in January, 1948 as a result
of the removal of rubsidies, ceilings and rationing in May and June, 1947,
and the desire of consumers to purchase, at prevailing market prices,
more butter than was available. The apparent increase in butter prices
was greater than the actual increase. Before the first of May, the tax-

'mldence, Bgecial Committee on Prices, p. 1570.



TABLE 99

COMPARISON OF MONTREAL BUTTEK PRICES AND PRICE RECEIVED BY FARMIERS FOR BUTTERFAT
MARCH 1947--3MARCH 1948

. 1
; (I .
e Tt e i Gross Spread Between Gy
Average Wholesole | Average Retuil Price S\I{'ri(xifz-}'ﬁ:"‘;;{(in Average Price Paid [ Cost to Processor Wholesale Price of a
Price No. 1 Solids, Creamery Prints, I‘)l-'l"li‘ ¢ to Quebee Farmers of 4/5 1b. Butter and Price N
N Montreal8 Montreaib ( e for Butterfat® Butterfat‘d Paid to Farmers for b~
cents per Ib.) ; N
Butterfat Component Q
—_ - S
< =
March 1947 40.0 45.4 54 52.3(42.3) 33.8 6.2 =
April 40.0 45.4 5.4 53.0 (43.0) 34.4 5.0 ’5’2
May 48.5 54.1 5.6 52.0 41.6 6.9 7
june 49.75 55.1 5.35 52.8 42.2 7.6 3
July - 49 .875 : 55.1 5.225 53.0 42.4 7.5 >
August 55.25 55.2 —0.05 57.1 45.7 9.5
September 59 125 64.5 S.375 62.8 50.2 8.9 %
October 57.125 65.2 8.073 63.2 50.6 6.5
November 60 375 61.5 1.125 64.0 51.2 9.2 0
December 66 125 67.0 0.875 69.9 55.2 10.9 =
January 1948 68.0 72.8 4.8 72.5 58.0 10.0 Q
February 67.5 20 4.5 72.0 57.6 9.9 5
March 67.5 71.6 4.1 75.0 60.0 7.5 “
April 67.5 72.3 5.0 76.0 60.8 6.7

8) Daily quotations, Canadian Commodity Exchange.
b) Quotations by independent retail merchants
¢) Basis f. 0. b. farm. Prices for March and April include Dominion government subsidy of 10c per Ib. Prices, net of subsidy, paid by processor in parenthesis.

d) The minimum legal butterfat content of 1 b, butter is 4/5 Ih. butterfat.
Source: Evidence, Special Committee on Prices, pp. 1122 and ff.
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payer was paying about 814 cents of the price of a pound of butter in
the form of a subsidy to the producer of butterfat. The removal of the
subsidy to the butterfat producer immediately increased the price to the
consumer by an equivalent amount. The government recovered the
increase in the value of stocks from those firms holding butter inventories
at the time the subsidy was removed and the ceiling raised.

Most of those firms storing butter did not build up abnormally large
stocks and hold them in an effort to raise prices. They accumulated butter
during ‘the heavy period of production and they sold this butter to the
trade as production declined during the winter months. The possibility
that the government might, at any time, step in and reimpose ceilings
probably acted as a deterrent to any firms who might otherwise have
heen inclined to hold ou* for higher prices.

Consumers, now freed from rationing restrictions and equipped
with an unprecedented volume of disposable income, wished to buy more
putter than was available. The price began to rise thus serving the
function of .llocating the available supplies of butter to those consumers
willing and able to pay this higher price. As consumers became aware
of an impending shortage they attempted to protect themselves by
resorting to “ice-box hoarding”. This practice served only to increase
demand and thus accelerate the rate at which butter prices were in-
creasing.

Although the dairy farmer’s cost of producing butterfat did increase
substantially as a result of the removal on October 22, 1947, of ceilings
and subsidies on coarse grains, it was not this increase in cost which
was primarily responsible for the increase in butter prices. Indeed the
latter was well under way before feed grains were decontrolled. Cost
determ...cs orice only insofar as it affects supply. While higher feed
costs did exert some influence on the output of milk this factor would by
itself have bad a rather small total effect on the retail price of butter.
The primary cause of higher butter prices was the release of a hitherto
restrained consunier demand.

Under these circumstances those firms storing butter made ‘“unpre-
cedented profits” through no action of their own other than their normal
one of storing butter in the summer for sale during the winter months.
These net profits on storage butter were roughly 11 cents per lb.
An examination of the accounts of those firms which appeared before
the Special Committee on Prices shows that the average net profit on
butter storage operations over a period of years has been less than one
cent per lb. Firms have frequently incurred a loss on butter storage
operations. These losses are either made up by profits in other years
or offset by the profits of other enterprises which the firm also conducts.

Farmers received commensurately higher prices for their butterfat
as butter prices advanced. They did not, of course, receive any part of
the increase in value of the butter in storage unless they belonged to a
co-operative which was holding butter. If prices had declined neither
would they have incurred any loss on stored butter. The storage firms
assume the risk of price changes during the storage period and in this
particular year were handsomely rewarded for so doing.




300

200

150

BUTTER RETAIL PRICE INDEX

CHART XI

(AUGUST 1939 =100)

1939

{ 300
250
200
> y
COST OF LIVING /"/
e e ™ seem———

' 100

1941 1942 1943 1844 1945 1946 1947 1948

Rource: Dowinion Burean of Statisties,

Otrana,

oL

SHOIYd NO NOISSIWNHWOD TVAOH



4

THE LIVESTOCK AND MEAT INDUSTRY

Vl‘O encourage a greater production of badly needed meats and to enable
farmers to meet increased production costs, ceiling prices of meats
were raised at intervals throughout the period of price control between
December, 1941, and October, 1947, and the price of meat to Canadian
congumers advanced proportionately.

In addition to price ceilings, the Dominion government exercised
further controls over price ard supply by means of export controls, first
brought into force in April, 1942, and through the power to negotiate
export contracts, the first of which was made on November 1, 1939.
Although both price controls and export allocations were removed in
September, 1947, the remaining power to negotiate export contracts left
a substantial degree of control in the hands of the government.

The final removal, in August, 1948, of the embargo on beef and cattle
exports to the United States, which had been in force since October, 1942,
completed the decontrol of these products and resulted in a further sharp
increase in both beef and cattle prices. We are primarily concerned here
with sorting out and appraising the principal factors which were directly
responsible for the increased price of meats during the period immediately
following formal price decontrol in October of 1947.

NATURE OF THE INDUSTRY

Canada produces a surplus of meat over and above aur domestic
requirements. The export price of this surplus, which is shipped either
as dressed carcasses or live animals, is an imporiant determinant of the
price of meat to the Canadian consumer. Although veal, mutton and
lamb are almost always available over the retail meat counter, their
production and consumption are small relatively to that of pork and
beef. In 1947 the industry produced 2.3 billion pounds, dressed weight,
of pork, beef, veal, mutton and lamb. Pork and beef each accounted for,
roughly, one billion pounds of this total; veal 154 million pounds and
mutton and lamb 66 million pounds. In view of the relative importance
of beef and pork as compared with other meats, the inquiry of the
Special Committee was largely restricted to the extent and causes of the
increased price of beef and pork to the consumer.

The average domestic per capita ~onsumption of the four meats in
1947 was as follows: beef, 68 pounds; pork, 53 pounds; veal, 10 pounds;
and mutton and lamb, five pounds. Canadians also ate five pounds of
canned meat. The total per capita consumption of all meats during the
year was 146 pounds as compared with an average consumption of 118
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pounds during the 1935-1939 period.! This 28 pound increase in per capita
consumption, combined with 12 per cent increase in population since 1939,
adds up to a substantial over-all increase in the domestic disappearance of
meat. Canadian farmers have nearly doubled their output of livestock
since 1939 and this increased production has permitted the above increase
in domestic consumption and, in addition, a doubling in the volume of

‘exports.

Traditionally Canada has exported about 10 per cent of her total
marketings of beef cattle, either as beef or live animals. In September,
1942, an embargo was placed upon the export of all livestock and red
meats to the United States and our exportable surpius of beef was shipped
to the United Kingdom. With the removal of this embargo in August,
1948, Canadian cattle, calves, beef and veal, have again moved into the
United States in large volume. The best market for our bacon hogs
continues to be the United Kingdom. Roughly 25 per cent of our
marketings of hogs are sold, as Wiltshire sides,> to the British Ministry
of Food through the agency of the Canadian Meat Board under the
terms of an inter-governmental export contract.

The livestock and meat industry may, for purposes of ana1y51s, be
conveniently divided into three phasss. The first is the primary
production of livestock on the farm, ranch and feedlot; the second is the
killing of the live animal and its subscquent processing and distribution
by the packing firm, and the third, the retail distribution of these meat
products to consumers.

Primary Production of Livestock

Hogs and beef cattle are raised on farms from coast to coast in
Canada.

Hogs .

The areas of spec1a11zed hog productlon are in the St ‘Lawrence
lowlands, including the Ontario peninsula, and in the parkbelt of the
Prairie provinces, particularly that area between Edmonton and Calgary.
Hog enterprise on most farms is relatively small, and is often com-
plementary to the production of cream, cheese, grain or beef cattle.
The production period for hogs is shorter than for most other kinds of
livestock. The gestation period is about four months and another five to
seven months are required to bring the pig to a market weight of from
200 to 225 pounds.

The marketing pattern for hogs exhibits a marked degree or seasonal
variation. Sows intended to farrow in the spring are usually bred in
December or early January and the pigs, born in late April or May, will
come to market during the following November and December. A
smaller crop of fall-farrowed pigs is marketed in March and April of the
following year. The peak marketings, therefore, normally occur in
November, December and early January with a lesser peak in March,

lDumininn Bureau of Statistics, Ottawa.

2\ \Wiltshire side is a cured one-half hog carcass with head, feet, backbone and shoulder
Llades removed,




THE LIVESTOCK AND MEAT INDUSTRY 6

April and early May. Price normally displays a seasonal variation
opposite to that of marketings. When hogs come to market in volume in
the late fall and early spring, prices are at a seasonal low. During the
summer and early fall, when marketings are light, prices are at a
seasonal high. . _
This seasonal variation in hog prices performs a useful function in
that it tends to encourage farmers to plan their breeding program in such
a way as to have hogs ready for market when marketings are low and
prices are at a seasonal high. Since it costs more to produce hogs at
these off seasons, some increase in price is necessary if production is to be
evened out over the year. This seasonal variation in hog prices has
practically disappeared since export contracts with the United Kingdom
for Wiltshire sides have been in effect. The contract price is a flat one
and it therefore pays farmers to produce hogs at that season when

- production costs are lowest. This flat price tends to aggravate the

difficulty of making regular export shipments throughout the summer
months. ‘

The supply of hogs coming to the market varies not only with the
season of the year but also with breeders’ expectations, at breeding time,
as to the probable relationship which will prevail between the price of
hogs when they are ready for market and the price of grain during the
feeding period. The cost of feed grain is an important part of the cost
of producing a hog, making up from three-fifths to three-quarters of the
total cost. This relationship between hog prices and feed grain prices
is usually expressed as a ratio between the price of hogs and the price of
barley, known as the barley-hog ratio.! The supply of hogs, and therefore
the price of pork products, varies with the price of feed grains. When we
begin to seek the factors responsible for the increase in the price of pork
we shall, for this reason, also have occasion to examine the factors de-
termining the price of feed grains. '

There —are other —significant-- factors - in -the--supply of -hogs.

These include the prices of other farm crops, particularly grains in
western Canada, even though these other crops are complementary to,
rather than competitive with, hogs in farm operation. Many farmers
in the Prairie provinces appear to reduce their hog enterprises whenever
either the price or yield of grains increases. The effect on production
seems to be through income. Many areas in the brown and dark brown
soil zones of the Prairies are not too well suited for hogs, in that water is
difficult to secure and forage crops hard to grow. These areas are best
suited to the growing of cereal grains and, if farm income increases,
farmers are not willing to put forth the additional effort required to
market their grain through hogs rather than through the elevator.

Beef Cattle

The production of beef cattle is centred in that part of the Ontario
peninsula bordering Georgian Bay and in- central and southwestern

" ISpecifically the barley-hog ratio is the number of bushels of No. 1 Feed barley, at Winnipeg,
equal in value to 100 1bs. of live B-1 hog, also at Winnipeg.
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Alberta. Although specialized cattle farms, or ranches, are located in
these areas, many farms in all agricultural areas produce and sell a few
head of beef cattle every year. On the small, general purpose farm the
same herd may be kept for the production of both beef and milk. The
calves are weaned off the cows and fed on skim milk until they are big
enough to eat grain and roughage. Beef cattle are produced under range
conditions in southern Alberta, south-western Saskatchewan, and in the
Nicola Valley and the Cariboo country of British Columbia. Many of
these ranch units are large; they may “run” anywhere from 100 to 10,000
head of cattle. Perhaps 10 per cent of the beef cattle marketed in the
Prairie provinces is raised under range conditions; the rest come off the
farms.

The cattle coming on to the market in Canada are of two types,
grass-finished and grain-finished. The grass-finished cattle are, as the
term suggests, directly off the grass; the grain-finished cattle have been
fed grain and protein concentrates in a feedlot for a period of one to six
months. Many cf these fed cattle are finished in Ontario although much
of the grain and many of the feeder cattle will have been shipped into the
province from the west. The return to cattle feeders, and heunce the
supply of fed cattle,;»depends upon the spread between the price of feeder
and fat cattle and -also upon the relationship between the price of fat
cattle and feed grain. Since many cattle are sold off the grass there is
not as close a relationship between beef supplies and the price of grain
as in the case of hogs. Moreover the production period for beef cattle
is from two to three years as compared with nine to 11 months for hogs.
The producers of grass cattle cannot know at the time they formulate
their production plans what price they will receive for their cattle when
the latter are ready for market.

There is a seasonal variation in both the marketings and price of
beef cattle. Marketings are seasonally high in October and November
and low through the summer months. Prices, on the other hgnd, are
seasonally low during the fall and high during the summer. Some of the
ceiling price orders in effect on beef during the war years took cognizance
of this variation and permitted a higher price during the summer months.

The Marketing of Livestock

Farmers usually have some choice as to the way in which they will
market their livestock. They may consign their hogs or cattle to a
commission agent located at a public stockyard whe will sell them as
advantageously as possible. Secondly, they may sell directly to a buyer
for a packing firm. Many farmers also sell to independent drovers who,
in turn, re-sell either at the yards, or directly to a packer. The drover
finances his operations, assumes risks of changing prices, and attempts
to secure as wide a margin between his buying and selling prices as is
consistent with the maintenance of the goodwill of those from whom he
buys. Local butchers also buy livestock directly from farmers and kill in
their own small slaughterhouses. Many butchers are now buying more

\
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of their meat from the packing houses, if they are located close enough
to the plant to make delivery economically feasible. Packers can
frequently afford to sell a carcass to an independent butcher as cheaply
as the latter can do his own killing since the packer is able to utilize the
by-products more effectively.! In 1947, approximately 80 per cent of
the hogs, 40 per cent of the cattle, 45 per cent of the calves and 60 per cent
of the sheep and lambs marketed commercially, were sold directly to
packers.

The grading regulations for hogs differ from those in effect for
other kinds of livestock. Hogs are not graded as live animals, but rather
as carcasses. This system of carcass grading is known, in the trade, as
“rail grading”. The payment to the farmer is made on the basis of this
grade. On the other hand, market prices for cattle are quoted in terms
of & grade on the live animal such as ‘“choice”, “good” or *“medium”.
This grading is not done by a government grader. However, beef is
graded “on the rail”, that is, the carcass is graded, by a government
grader. This grading is done on a voluntary, basis and is designed to
assist consumers. The main grades are, in de&génding order “red brand”,
“blue brand”, “commercial”’, etc. Sales of cattle are not made on the
basis of the rail grade, however, and there is no exact correspondence
between the grade of the live animal and that of the carcass. Most “good”
steers will yield blue brand carcasses but a few will yield red brand or
commercial carcasses. The grading regulations for cattle, calves, sheep
and lambs are, therefore, much less exact than those for hogs. Although
market news is sufficiently well publicized to keep farmers informed of
stockyard prices for certain “grades” of live animal, the primary producer
cannot be sure of the grade into which his own stock will be classed.

The grading system also appears unnecessarily complex in that the
Depariment of Agriculture has an alternative set of beef carcass grades;
while Wiltshire sides are sold on the basis of a different grading system
than that applied to hog carcasses.

The Processirg-Distributing Industry

The processing-distributing industry contributes an important part
of the final value of meat products. Although no statistical data on the
share of the consumer’s dollar received by the packer are available in
Canada, a study in the United States, for the year 1939, shows the packer
to have received about 20 per cent of the total retail value of meat
including edible by-products for performing the various functions of
slaughtering, processing and distributing.? This percentage return to
the packer will probably be considerably less now than in 1939, although
the absolute margin taken by the packer wili be higher, since, as livestock
and meat prices rise, the farmer receives an increasing percentage of the

- retail price, while the packer and retailer receive a decreasing percentage.

. The principal services contributed by the processing-distributing
industry are to slaughter livestock, process and store the meat, utilize

1Evidence, Special Committee on Prices p. 2481,
SUnited States Department of Agriculture. Technical Bulletin No. 932, Japuary, 1947,
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the by-products and, finally, to distribute the meat products to the retail
trade, or to ship them for export. The larger packers process a sufficient
volume of livestock to enable them to utilize effectively all by-products.
For this reason the large plants are able to process livestock more
cheaply than small plants which are not able to make use of all the by-
products. Beef for the domestic market is not, as a general rule, held in
the cooler for more than five or six days after slaughtering. The
maximum, for the ‘“ordinary trade” is about two weeks.! It is then
delivered to the retail outlets in the form of sides or quarter carcasses.

Hog carcasses are handled in different ways, depending upon
whether or not they are to be sold on the domestic market, or consigned
to the Meat Board for export. Relatively few carcasses are sold as such
to retailers for the fresh meat trade. Carcasses for domestic use are cut
up by the packer. The various cuts receive varying degrees of
processing. Some, such as the ioin, are sold fresh; others, such as bacon
and ham, are smoked and cured. The packer may further process his
bacon by slicing, removing the rind, and wrapping in half-pound packages.

Most packing firms use cold storage warehouses to hold fresh
meat over short periods of time, and to hold frozen carcasses and cuts
from the period of seasonally heavy production to the period of relative
scarcity. Although heavy livestock marketings occur in the autumn and
early winter months, consumers require meat all year round. It is true
that people may not eat as much meat during the summer months as they
do during the winter. But-the heavy influx of tourists in the summer
does add appreciably to demand.

Thus, one of the functions of the processing industry is to carry, in
warehouses, frozen meat from the season of plenty to the season of
scarcity. The quantities of meat held in storage will depend upon
packers’ estimates of the prospects of recovering, at the later date, at
least the original cost of the meat plus storage and handling charges.
This is usually possible since, with-lighter marketings during the summer,
prices tend to be higher than during the period of heavy marketings.

In assessing the effects which the larger packing firms may be able
to exert upon the price of their own product, the fact that Canada
Packers’ and Swift Canadian’s combined stocks of all pork and frozen
beef during 1947 were frequently more than 50 per cent of total storage
holdmgs may be sxgnlﬁcant

In selling meat “~ the retailers the packers accept telephoned orders
and also send their salesmen out to contact the retailers and to take
orders for meat. This meat is not offered at a standard price; the sales-
man bargains with each retailer as to the price of the product which the
latter wants. This price making process will be analyzed in greater
detail when we come to examine the factors determining the price of meats.

The representatives of the various packing firms which appeared
before the Special Committee on Prices occasionally stated their belief

IEvidence, Speclal Committee on Prices, p. 2715,
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that the packing industry is highly competitive. One of the arguments
which they advanced in support of this contention was the large number
of persons or firms purchasing livestock on the various markets across
Canada. One characteristic of the market which destroys much of the
force of this argument is the high percentage of all purchases which are
made by the three largest firms, Canada Packers, Swift Canadian, and
Burns. Canada Packers included a table in their brief showing the
percentage of the total inspected slaughterings of livestock which they
killed.! Since other firms did not submit these data, Table 100 has been
compiled to show the proportion of total inspected kill made by each of
the four largest firms, during the period August, 1947, to February, 1948.
Although the periods, on which data were available for the varicus firms,
do ..ot correspond exactly, tne estimaté of each company’s share of the
mar et is sufficiently accurate for our purpose.

TABLE 100

PROPORTION OF TOTAL INSPECTED, DRESSED WEIGHT OF BEEF AND PORK
PRODUCED BY FOUR FIRMS, AUGUS{ 1947—FEBRUARY 1948

(millions of pounds)

Beef ~ I’ori{
Company Period —
Amount }:;;rt(ff:lt Amount I:)rrt(():::\lt

Canada Packers Ltd. Aug. 15/47-Feb. 25/48 119.6 30 126 0 27
fiwi}t Canadian Co. Ltd. | Aug. 1/47-Feb. 28/48 89.7 23 7 95.3 20
Burns & Co. Ltd. Aug. 14/47-Feb. 25/48 50.0 13 64.6 14
Wilsil Ltd. Aug. 10/47-Feb. 21/48 8.5 2 12.2 3
Total for four companies 267.8 67 298.1 64
Dressed weight of total

inspected kill Aug. 10/47-Feb, 21/48 397.1 100 466.4 100

Source: Dressed weight of total inspected kill calculatec by multiplying inspected slaughterings by average
dressed weights of cattle and hogs for 1947. Tl e¢se data are from the Livestock Market Review. The
gaya for each firm were extrac'ed from their respective submissions to the Special Committee on

rices. :

Canada Packers’ own calculation for the calendar year 1947 shows
that firm to have killed 28 per cent of the inspected kill of cattle and
27 per cent of hogs. These data check closely with our estimates of 30
and 27 per cent for a shorter period as shown in Table 700.

Canada Packers, Swift Canadian and Burns handle roughly 65 per
cent of the total inspected kill of cattle and 61 per cent of the inspected
kill of hogs. These shares are not as high a percentage of total kill since
some 36 per cent of the output of all meats was processed in non-
inspected plants in 1947. In a number of the principal livestock markets,
however, the share of the inspected kill handled by one or more of these
large firras may be much larger. The Special Committee did not attempt
to study these individual markets.

'Evidence, Special Committee on Prices, p. 2701, .
.
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The Retail Industry

The third and final operation in the processing and marketing of
meat is performed by the retailer. Retailers provide a variety of services,
ranging from the cutting of carcasses into roasts, steaks and chops, the
provision of credit and delivery services in some instances, to the display
and sale of half-pound packages of bacon which have been sliced and
wrapped by the packer. The retailer’s margin includes compensation,
not only for the performance of this variety of services, but also for
losses in the weight of product in cutting, trimming and boning and from
shrinkage attributable to loss of moisture while meats are held in cold
storage. For all of these services retail meat dealers normally charge
from 20 to 30 per cent of the retail price of the meat which they
sell. It should be noted that retailers, as a group, consider the extra
trouble of quoting mark-ups on their selling price, rather than on their
“cost price, to be worthwhile. To anyone accustomed to thinking of a
percentage mark-up on cost price, this practice makes retailers’ margins
appear considerably smaller than they are. A mark-up of 20 per cent on
the selling price is equivalent to one of 25 per cent on cost price while a
mark-up of 25 per cent on selling price is equivalent to one of 33 1/3 per
cent on cost price.

The data on retail mark-ups submitted by officials of the Wartime
Prices and Trade Board indicate that the retailer was, during the early
period of price control, receiving a margin equal to about 25 per cent of
his selling price. The maximum mark-up permitted to the retailer on
carcass beef, costing 1914 cents per pound, was seven cents in the
Prices’ Board order of July, 1946. Mr. F. S. Grisdale, Co-ordinator of
Foods, Wartime Prices and Trade Board, reported that, during the course
of the survey carried on by the Prices Board prior to tke establishment
of this maximum mark-up, retail margins varying from two to 12 cents per
pound were found.!

In answer to the question, “Do you say there is more competition in
-the retail end of the meat industry than there is in the packing end of
the industry?” Mr. Hales, National Director of the Retail Meat Dealers
Association, replied, “My answer to that would be yves. I think we in the
retail field experience a very much higher degree of competition.”?

There is evidence to substantiate Mr. Hales’ argument. There are
thousands of individual meat retailers, each of whom handles only a very
small proportion of total sales. The degree to which any one of them
can influence the price which he receives for his product would appear
to be very slight. The entrance of such new and efficient competitors as
the chain stores and super markets into the retail meat field may serve to
reduce further the retailing margins which now prevail. Table 101 is
included here to show a comparison between the retail prices at which
Loblaw Groceterias Ltd. sold fresh loins of pork during late 1947 and
early 1948, together with its mark-up, and the average retail prices and

'Edeence, Special Committee on Prices, p. 2464,
$Ibid., p. 2.36.
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mark-up, as secured by the Regional Offices of the Wartime Prices and
Trade Board. However, one cannot make too strong a conclusion from
data concerning one cut of meat only.

TABLE 101

LOINS OF PORK
COMPARISON OF AVERAGE RETAIL MARGIN, TORONTO, WITH MARGIN OF
LLOBLAW GROCETERIAS, LTD.

(cents per pound)

Average Average , ' ,

Wholesale Retail li“ crage Loblaw's Lobl:}w 8 1;oblaw s

Prices Prices er Cent Cost Sc]l_mg Per Cent

! ' Mark-up Price Mark-up

Toronto Toronto
1947
Oct. 30 36 47 23.40 36 48 25.00
Nov. 13 35Y% 47 25.00 34 45 24.25
1948

Jan, 12 4414 57 22.00 4214 55 22.75
Jan, 26 4414 59 24.50 4214 55 22.75
Feb, 10 44 57 23.00 4214 47 9.57
Feb, 24 44 58 24.00 4214 47 9.57
Mar. 2 44 54 18.50 43 48 10.50
Mar. 9 i 444 52 14.00 43 48 10.50
Mar. 16 4414 52 14.00 43 48 - 10.50
Mar. 30 45 51 11.75
Apr. 3 45 51 11.75
Apr. 10 45 53 15.00
Apr. 17 ‘ 45 53 15.00

Source: Average prices supplied by Wartime Prices and Trade Board, Loblaw Groceterias Ltd., prices from
Evidence, Special Committee on Prices, p. 2497,

Retailers, knowing what they have paid for a carcass of beef, establish
an initial sales price for each cut which the carcass yields. If any
particular cuts fail to move at this price the price will be reduced while
the price of other cuts will, if possible, be increased.! As a result of
higher pork prices resulting from the new and sharply increased export
prices specified in the British bacon contract which became effective
early in Januray, 1948, Loblaws appear to have found it necessary, at
times, to halve their usual margin in order to move pork.

The extent to which margins were reduced varies witu the product.
Table 101 shows a sharp reduction in the percentage margin on loins of
pork; a comparable reduction was made in the margin on smoked hams
while the percentage margin on beef was not reduced.? Retailers
apparently vary the margin on various kinds of meat and on different
cuts according to the elasticity of consumer demand for that kind or cut.
If consumers will buy approximately the same quantities of any particular
cut, even though the price has been raised a few cents per pound, the
price of that cut will be raised. Conversely, if by so doing sales can be
greatly increased, the price of some other cut may be lowered.

’{.l\]djence, Speclnl Committee on Prices, p. 2510.
! p.
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It would appear that the purchaser of bacon, for example, is
subsidizing the buyer of other types of meat. In other words, the retailer
places a higher mark-up on bacon in order to cover the losses, or lower
margins on other cuts. This procedure seems somewhat inequitable from
the consumer’s point of view.

The answer appears to be that the retailer attempts to keep his
price on each cut as high as he can and still keep that cut moving. The
price established for each cut tends toward a competitive, equilibrium price.

Although the reduced margins on any cut may leave retailers less
than the average total cost of selling these particular cuts, including an
allocated share of fixed overhead costs, they may still have been in
excess of marginal retailing costs and hence cover a part of overhead
costs. Although cost accountants do not set their accounts up in a
way which will yield such information, this situation may account for
retail firms continuing to sell at such a reduced mark-up as those found
in Table 101. :

The above hypothesis is borne out by the emphasis which Mr. W.
W. Hussy, Director, Toronto and Ontario Branches, Retail Merchants
Association, placed upon the proportion of total retailing costs which
are fixed, with the consequent necessity of a high volume of sales to
reduce unit costs.

One point which was raised repeatedly during the hearings on retail
margins was the effect upon price, of the eight per cent dominion sales
tax on smoked and cured meats such as bacon and hams. It was
suggested that the retailer adds his percentage mark-up to his cost price,
which includes the sales tax, with the result that the tax would, in fact,
be more than eight per cent by the time the product reached the con-
sumer. This in effect is the general argument used against the imposition
of sales taxes at the early stage of processing.

The actual incidence of the sales tax is not easy to determine but we
believe it is divided among the producers, processors, retailers and con-
sumers of meats. The price to the consumer will probably be higher with
the tax than without it, but this differential will be less than the tax itself.
Consumers will also buy less meat with the tax in effect because of the
higher price. This reduced volume will lower the profits of retailers and
packers. The price which the latter will pay the farmer will, in turn, be
reduced since the packer’s offering price for livestock is derived from the
price at which he can sell carcasses to the retailer. '

If retail margins appear high, both absolutely and as a percentage
of retail price, there is no evidence that these high retail margins
are the result of imperfect competition among retailers. It does not
follow, of course, that retail margins could not perhaps be reduced
through improvements in retail practices. Comparatively little research
along these lines has been carried out in Canada. A necessary first step
would be the calculation of the share of the consumer’s dollar received by
the farmer, the processor-distributor and the retailer. This type of
information would indicate those areas in which reductions in marketing
costs might prove most significant.
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PRICES GENERALLY AND WARTIME CONTROLS

The total demand for meat is a composite of the domestic demand
and the export demand. The demand of domestic consumers for meat is
a function of their disposable income,! the strength of their tastes for
meats, as compared with such substitutes as fish, poultry, eggs, and
cheese, and finally the relative price of meats and these meat sub-
stitutes. Perhaps the most influential of these various factors is con-
sumers’ income. Consumers ate 14 per cent more meat in 1947 than
they did in 1939 although the price of meat had more than doubled by
1947. The explanation is to be found in the fact that in 1947 consumers
had $2.25 to spend for every dollar which they had to spend in 1939.

The first export contract for the sale of Wiltshire sides to the
United Kingdom came into effect on November 1, 1939. The price
specified was $18.00 per cwt. for grade A Wiltshires, f.a.s. Canadian sea-
board. A minimum quantity of 291 million lbs. was contracted for but
there was no maximum. This contract automatically placed a floor under
the price of pork in Canada, since packers wouid not sell on the domestic
market for less than they could get by exporting. The Canadian consumer
had either to pay the equivalent of the export price for pork or do with-
out. On the other hand, the domestic price could not rise above the
export price unless Canadians wished to consume more pork products
than were being produced in Canada, or the Meat Board restricted the
supply available to domestic consumers by allocating export quotas to the
packers. Export quotas were eventually adopted and ceilings imposed
on pork at the wholesale and retail levels. We find that export prices are
still determining the domestic prices of both pork and beef.?

Let us now consider the factors affecting the supply of meat. Supply
is discussed only with reference to a particular period of time. In the
very short run, supply can be varied within much narrower limits than
is possible over a longer period. Once hogs, fed cattle or lambs are ready
for market, the producer is likely to find that holding them costs him
more than he stands to gain. Similarly once a retailer receives a stock
of meat he must sell it within a fairly short period of time or be prepared
to accept losses resulting from deterioration. The packer can vary his
supply somewhat more readily by either adding meat to, or withdrawing
it from his frozen storage. One of the costs involved in this operation is
the differential in price in favour of fresh, as compared with frozen meat.

The relative prices which farmers expect to receive for products
which are alternatives in their production program and also the expected
price of inputs exerts an important effect upon the supply of some classes
of livestock over a period of time greater than one production period. We
have seen that the barley-hog ratio at any given time may have an
important effect upon the quantities of hogs marketed a year or a year
and a half later. Similarly an increase in Prairie farmers’ incomes from

. INet income after the payment of income taxcs.
JAutumn of 1948,
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other enterprises may cause a contraction in their output of hogs. For
these reasons the price of bacon in-Toronto is partly determined by the
price of barley, or even of wheat, in Winnipeg.

We propose to refer here, very briefly, to some of the salient features
of the price control program, as it applied to hogs, beef cattle and feed
grains. This sketch is intended only as a background to the study of
policies which permitted the rising pork and beef prices of 1947 and 1948.

Pork

We have outlined the terms of the first export contract for hogs in
1939. The price was $18.00 per cwt. Seven successive contracts were
negotiated, covering the period up to December 31, 1948, and for varying
quantities and, with the exception of one vear, at ever increasing prices.

- A price of $36.00 per cwt. was specified in the contract for 1948, During
1947 the contract price had been twice increased—from $25.00 to $27.00
per cwt. on January 11, 1947, and from $27.00 to $29.00 on September 3,

1947. On January 1, 1948, the price was again raised to $36.00 per cwt.
The 1948 contract for 225 million lbs. was not completely filled, indicating
that the consumer in Canada competed with the consumer in the United
Kingdom for his share of Canadian bacon. An increase in the price of
Wiltshire sides from $25.00 to $36.00 in these two years tells the story
of higher pork prices in Canada in 1947 and 1948. These increased prices
for Wiltshire sides were reflected back to the farmer by way of higher
prices for his hogs. Table 102 contains these average prices for the
1941-1948 period. Although farmers received correspondingly higher
prices for their hogs as contracts were renegotiated, there may still have
been an opportunity for packers to make substantial gains on pork
inventories as higher contract prices came into effect. This possibility
will be examined later.

Although export contract prices determined the price of pork in
Canada the consumer might well ask if such highgcontract prices were
necessary. If the price had not been raised by $7.00 per cwt. on J anuary, 1,
1948, would farmers have produced enough pork to satisfy the demands
of Canadian consumers at this price and to meet ~ur minimum export
commitment? Mr. L. W. Pearsall! answered this question as follows:

“I think it is reasonable to assume that if there had not been a
very substantial increase in the export price—at the same time
I am not going to say whether it should have been $6 or $7—if
there had not been a very substantial increase in the pork price
it would have been reasonable to assume there would have been
a very drastic and sharp reduction in hog production which would
have affected our supplies in 1948 and 1949, Now, whether it
would have the same effect on our supply of beef to a point where
we would not have had a surplus for export or not, that would

!Chalrman of the Mcat Board and Assistant Director, Marketing Service, Dominion Depart-
ment of Agriculture,




TABLE 102

MONTHLY AVERAGE PRICE PER CWT. OF B-1 DRESSED HOGS*s AT TORONTO

1941-1948 ~

5

(dollars per cwt.) h

<

3

1941 1942 1943 1944 1945 1946 1947 1948 g

Q

- ‘ X

January 11.08 15.31 16.86 17.11 17.63 18.80 21.71 28.10 >

February 11.26 15.16 16.91 17.11 17.46 18.67 21.38 28.31 §
March , 11.33 15.29 17.16 17.18 17.80 17.73 21.38 28.69

© April : 11.27 ©15.19 16.73 17.18 17.47 19.35 21.63 28 .42 =

May 12.14 15.26 16.78 17.20 17.62 19.86 21.60 28.72 1

June 13.46 15.49 16.78 17.21 18.50 20.82 21.65 30.14 o

July 14.62 15.85 16.84 17.33 19.21 20.90 22.01 30.91 N

August 14.62 16.11 16.85 17.43 18.70 21.15 22.53 33.28 E

September 14.65 15.60 16.79 17.42 17.93 20.42 22 81 32.88 S

October 14.78 16.38 16.75 17.27 17.32 19.87 22.09 31.48 S

November . 14.78 16.44 16.92 17.24 i7.37 20.17 22.60 30.35 o

December 14.89 16.63 17.10 17.63 17.80 20.80 22.78 30.70 g

- Yearly Average 13.26 15.69 16.87 17.25 17.90 19.85 22.04 30.16 =

a) 3.1 is the second highest hog grade. More Canadian hogs are graded B-1 than any other grade.
Source: Department of Agriculture, Markets Information Section.
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be a debatable point; but it certainly would have brought about
- - a-reduction of supply.’*

During the war the Dominion government encouraged farmers to
expand their output of hogs. The primary means used to accomplish
this objective was to improve the relationship between the price of hogs
and the price of feed grains. Price ceilings were placed on oats and
barley in December, 1942, and January, 1943. Higher than ceiling prices
were permitted to producers of these graing in the Prairie provinces
through the payment of the so-called “equalization payments”. In effect
the Wheat Board exported oats and barley to the higher priced American
market and pro-rated its net profits back to the producers of these feed
grains. I'reight assistance payments were instituted covering the freight
charges on western grains and millfeeds moved from Fort William and
Port Arthur to eastern Canada for feeding purposes. Since our export
outlets for wheat on the European continent had been cut off farmeus
were paid to divert crop acreage from wheat to oats and baricy Finally
marketing quotas were imposed on wheat while a subsidy of 25 cents per
bushel was allowed to eastern feeders on feed wheat.

The combined effect of these policies was to raise hog production
to the point where the Meat Board was able to export in excess of 600
million 1bs. of bacon to the United Kingdom during each of three suc-
cessive years, 1942, 1943 and 1944. OQur exports under the first agree-
ment in 1939 had been 331 million lbs. The great expansion in output
occurred in the Prairie provinces. For a time Alberta produced more
hogs than Ontario. Unce the markets for wheat began to open up again
and Prairie farmers who grew coarse grains and wheat realized that
they received no subsidies on the ccarse grains and feed wheat which
they fed to their hogs, their enthusiasm for pig raising waned.? In 1946
Canada exported only 226 million lbs. of bacon to the United Kingdom.

Declining marketings pointed up the necessity for higher hog prices
it even a moderate level of exports was to be retained over and above
domestic consumption. Meat rationing at the consumer level had been
dropped on March 27, 1947. A strike of packing house workers tied
un the major processing plants from August 27 to Octoher 22, 1947.
Although the contract price for Wiltshire sides had been increased from
$27.00 to $29.00 per cwt. on September 3, this increased price was not
carried k>ck to the farmer because those firms able to process hogs
did not have to pay a higher price to get them. There was, in fact,
a large backlog o: hogs awaiting processing on which the owners were
losing money because of feed costs and loss of grade as the hogs became
overweight.

Evidence, Special Committee on Prices, p. 2461,

2A farmer holding a delivery permit from the Canadian Wheat Board could not buy feed
wheat at the reduced price allowed to feeders, If he fed his own wheat or coarse gralns he
wust place the same price on it as that which he could receive at his clevator., Only the farmer
i eastern Canada, or the western farmer who grew no grain, was able to buy subsidized grain for
feed.  Since most hog producers in the Prairle provinces are also grain farmers. many of them
exprossed their resentment at what they considered a discriminatory policy by getting out of hogs.
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On October 22, just as the strike ended, the Dominion government

removed the ceilings and_subsidies on coarse grains and also the ceilings

on meats. Since export controls were left on meats and grains, and
since the export contract for Wiltshire sides virtually determined the
price of pork, there was no increase in domestic hog prices. - The latter
were still below their normal level in relation to export prices. There
was, however, an immediate and substantial increase in the price of
feed grain to the feeder in eastern Canada. The price of barley, net of
subsidy, to the eastern feeder increased from about 68 cents per bushel,
basis in store Fort William, to about $1.25 per bushel. Oats increased
from about 55 cents to approximately 85 cents per bushel. The price of
millfeeds also increased by about $10.00 per ton. Freight assistance
payments were continued and are io remain in effect until, at least,

An increase of about $4.00 per cwt. in the price of Wiltshire sides
would have been necessary to restore the relationship existing between
the price of hogs and the price of feed grains prior to the decontrol of
the latter. Now given ti.e benefit of hindsight, we can see that even
an increase of $6.00 per cwt. did not serve to call forth enough hogs
to meet our revised bacon contract of 225 million lbs. in 19481 The
higher price looked too high to many consumers and they bought beef
instead of pork, at least until the diverted demand had also raised the
price of beef. Although the new contract price made the price of hogs
very favourable relatively to the price of feed grains, it has proved suffi-
cient only to check the decline in hog production. The available evidence
strongly supports Mr. Pearsall’s statement that,

“if there had not been a very substantial increase in the pork price
it would have been reasonable to assume there would have been a
very drastic and sharp reduction in hog production which would
have affected our supplies in 1948 and 1949.”

Beef

Price ceilings imposed on beef at the time of the first general price
control order of December 1, 1941, were revised upwards several times
prior to their final removal on October 22, 1947. These ceilings were
imposed at both the retail and wholesale levels; no attempt was made
to apply ceilings on the price paid to the farmer for his livestock. So
long as the processing firms observed the wholesale ceilings these ceil-
ings were reflected in the price paid to farmers for live cattle. At least
one of the large pachers alleged that smaller firms, by selling beef
above the ceiling, were able to outbid them for cattle when cattle
were scarce. An official of Canada Packers claimed that, for a time in
1946, in order “to stay in business”, the firm paid one or two cents more
for cattle than they could afford to pay and not lose money on the beef.?

1The original contract called for 195 million 1bs. It was revised upward in September when
the beef contract was cancelled as a reuslt of the ogen‘.nq, of the United States market.
*Evidence, Special Committee on Prices, pp. 2144, 2176.
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Canada’s market for surplus live cattle has been the United States.

—In-1942,-however;-beef -cattle-were-in short supply-and; in-order-to-enable -- £4@ -

Canadian packers to secure cattle at prices consistent with the whole-
sale ceiling, exports to the United States were brought under control, at
first by licence, and finally-on September 1, by an outright embargo.
Domestic demand for limited supplies of beef kept prices in Canada at
ceiling levels, especially since there were restrictions on the domestic
consumption of pork; restrictions which were enforced—by means of
export quotas assigned to packers. Rationing of meats at the consumer
level was adopted on May 27, 1943. .

A number of sales agreements for beef were concluded with the
United Kingdom. In all, four agreements were negotiated, although the
first covered a period of two years, from January 1, 1944, to December 1,
1945. The quantities shipped to the United Kingdom steadily diminished
from an average of 175 million lbs. for the first two years to 15 million
lbs. in 1948. The contract price advanced from $22.75 per cwt. for red
brand carcasses, f.0.b. Canadian seaboard in the first agreement to $27.50
for the last one in 1948. Prior to their complete removal in October,
1947, ceilings were raised each time a new and higher export price was
agreed upon. A fairly good picture of the trend of beef and cattle prices
since 1941 can be obtained from Table 103 which gives the average monthly
prices of good steers at Toronto.

TABLE 103

AT TORONTO
MONTHLY AVERAGE PRICES, GCOD BUTCHER STEERS
UP TO 1050 POUNDS
19411948

(dollars per cwt.)

January
February
March
April

May

June

July
August
September
October
Nov-mber
December

00 00 00 00 OC 00 Q0 3¢ 00 O 06 OO
.

e <]

Yearly Avcrage

Source: Evidence, Special Committee on Prices, p. 1988,

Tables 104 and 105, showing the wholesale and retail prices of beef
and pork carcasses and certain cuts before and after decontrol, are in-
cluded here to point up the extent of the rise in price following the removal
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of controls. It is evident that there were only slight increases in price

“-between the removal-of controls-on-October-22 and-the third- week-in

December. The packinghouse strike ended at the same time as the
decontrol order was issued. The large backlog of cattle and hogs await-
ing processing prevented any immediate_increase in price. The export
quotas which had been assigned to packers to insure an adequate ship-
ment of hogs overseas were also relaxed. Although price controls were
now formally off, the Dominion government still controlled the price of
meat and livestock, since thiey controlled exports and negotiated the
price of meat exports from Canada. The $7.00 increase in the export
price of Wiltshires and the $3.00 increase in the contract price of red
brand beef at the beginning of the new year brought about approximately
equal increases in domestic wholesale prices. The relatively greater in-
crease in the price of pork caused consumers to eat more beef and less
pork.

TABLE 104
COMPARISON OF WHOLESALE PORK AND BEEF PRICES WITH FORMER
- CEILING PRICES, TORONTO

(dollars per cwt.)

Pork Red Beef

carcasses® carcasses

Former cvili-ng $25.75 $25.00
Oct. 27, 1947 26.75 25.50
Decec. 11 26.50 26.50
Dec. 23 26.50 27.25
Dec. 31 28.00 28.00
March 2, 1948 34.00 27.50

a) Head off, leaf lard and kidney out.
Source: Evidence, Special Committee on Prices, pp. 1986, 1989,

TABLE 105
COMPARISON OF AVERAGE PRICES OF SELECTED CUTS OF RED BRAND BEEF
AND PORK AT RETAIL IN TORONTO WITH FORMER CEILINGS

(cents per Ib)

Sirloin Fresh Fancy
Steak Hamburger Loin of side bacon
or Roast Pork (1b. package)

Former Ceiling 53 28 48 69
Oct. 30, 1947 53 28 47 T
Nov. 13 5334 29 47 6914
Jan. 12, 1948 59 30 57 1714
Jan, 26 60 30 59 77
Feb. 10 60 31 57 78
Feb. 24 5714 34 58 80
March 2 54 30 54 17%
March 9 60 28 52 80
March 16 59 28%4 52 80

Sowurce: Evidence, Special Committee on Prices, pp. 1987, 1989,
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The upward trend in the price of beef received a sharp fillip in mid-
August of 1948, when decontrol was finally completed by the removal of
the embargo on the shipment of beef cattle and beef to the United States.
Since this move was not unexpected, the price of cattle had strengthened
during the late spring and summer. At the close of 1948, the price of
good steers at Toronto was about $7.00 per ewt. higher than at the close
of 1947, and the increased price of cattle was reflected in correspondingly
higher prices of beef to the Canadian consumer. Since storage stocks of
beef were at a seasonal low in mid-August there were no opportunities
for large gains on cold storage inventories, such as had occurred at the
first of the year. .

The removal of the embargo ruled out further shipments of beef
to the United Kingdom at contract prices and the contract was accord-
ingly cancelled after the shipment of 15.5 million unds. Between
August 16 and the end of the year over 83 million pounds of beef and
241,000 head of beef and feeder cattle had been shipped Yo the United
States. The cattle exported were the better grades of fat catHe leaving a
smaller proportion of what would be red and blue brand beef for domestic
consumers. The following table indicates the change in the quality of
domestic beef slaughtered in September, 1948, the first full month follow-
ing the removal of the embargo on shipments to the United States com-
pared with September, 1947. It will be noted that a very sharp drop
in the percentage of beef graded as red brand or blue brand has occurred
with the result that the Canadian consumer has been forced to accept the
middle qualities of beef between the good and manufacturing grades.

TABLE 106
BEEF GRADINGS, CANADA, SEPTEMBER, 1947, AND SEPTEMBER, 1948

(per cent)

Commer- s Grade Manuf-
. Plain ;
cial Cows acturing

Sept. 1947 11.2 29.1 6.7 12.5 5.6 8.3

Sept. 1948 2.9 7.2 23.8 9.9 13.8 10.3 22.8

Source: Dominion Department of Agriculture, Markets Information Section,

In terms of beef these combined shipments to the United States would
have exceeded 200 million pounds. If the export embargo had not been
removed it is possible the prices of Canadian cattle and beef would have
declined. _ .

The price of B-1 hogs at Toronto in late December of 1948, was about
$31.00 per cwt. as compaved with $28.00 at the beginning of the year.
Although export contract prices had not been increased, packers were
apparently able to sell to Canadian consumers those parts of the hog
carcass not exported at sufficiently higher prices to warrant an increased

price to producers. The higher price for beef had the effect of increasing
the domestic demand for pork.
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PRICE MAKING AND THE PROCESSOR’S MARGIN

The price which the primary producer receives for his livestock
depends upon both the retail price of meat and the margins taken by the
packer and the retailer. At pre-war prices for livestock and meats, these
processing and retailing margins probably accounted for nearly half of
the retail price. At the present high level of prices they will be less but
we do not know how much less. The width of the margins taken by the
packing firms will depend upon their efficiency and also upon their profits.
Their profits may, in turn, be excessive if the firms operate under con-
ditions of imperfect competition. The degree of competition obtaining
in the markets in which the packers buy their livestock and sell their
meats may, perhaps, best be judged by whether or not they are able to
influence the price at which they buy or at which they sell.

In those industries in which the individual tuyer or seller has little
or no influence on the price of the product in which he is dealing, it will
usually be found that any one firm handles only an insignificant proportion
of the total product. Certainly no one farmer produces enough wheat,
hogs or ‘beef to enable him to exert any appreciable effect on the price
which he may receive for these products. In this sense the farmer is in a
highly competitive business. We have seen that the large packing firms
do not operate in this kind of a market since three of them kill over 60 per
cent of the total inspected slaughterings of both cattle and hogs. This
fact does not, of course, prove that these firms do exert an influence on
the price at which they buy and sell. It does establish a condition which
would make it possible for them to do so.

In theory, the existence of imperfect competition among a small
number of firms need not take the form of any explicit agreement on
prices. It might well result in any one firm considering tle effect any
particular price which he asks or offers will have upon the prices of his
competitors. No one firm is likely to raise its price to obtain a larger
share of the material available, if it realizes that the remainder of the
firms will raise their prices in retaliation with the result that they will
all buy their former shares, but at higher prices. Smaller firms in an
industry of this sort would likely pursue a policy of following the prices
offered by the larger firms.

Asked for an opinion as to the attitude of smaller firms, whether or
not they did follow the price set by the larger firms in this industry, a
witness replied: '

“We find for the most part that type of person is in and out of
the business depending on whether it is profitable. If the market
is fairly profitable then he will be in business in a big way, but as
soon as the market turns to losses he gets out. For the most part
I would suggest that they have to sell slightly lower—not much—
but slightly lower than the packing plant.l :
~ As to the practice employed by the larger firms in setting prices
their determination is left to the individual buyer or salesman, although

D

1Evidence, Speclal Committee on Prices, p. 2372,
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the packing firms each day set the maximum prices which their buyers -
may pay for livestock and the minimum prices at which they may sell
meat. There is, therefore, no standard uniform price at which the
packing houses buy any one kind and grade of livestock or at which they
sell any one kind and grade of dressed meat. These buying and selling
prices vary, not only from day to day, but also as among individual
sellers of livestock and buyers of meat during the same day. This lack
of a uniform, established price leaves the determination of the exuct
price to the individual buyer or seller. We may, with advantage, look
at the buying and selling transactions separately.

Prices Paid for Livestock

The net profit, before payment of income taxes, which the packing
companies are able to make depends upon two factors. The first is the
gross margin between the price at which they buy livestock and the price
at which they ‘sell dressed meat, and the second is the cost of processing
live animals on the hoof into dressed carcasses on the rail. In order to
maximize net profits,.before income taxes, the gross margin must be kept
as wide as possible and the volume of livestock processed as large as
possible.

In an industry such as meat packing, where a high proportion of
total costs are for raw materials and where a large amount of the other
costs are made up of fixed charges such as interest on the investment in
plant and equipment, depreciation etc., which must be met irrespective of
the level of output, it is possible to reduce average costs per pound of
meat processed by expanding the volume handled. During the course of
the hearings on meat the Special Committee attempted to discover how
the prices which the various packing firms paid for livestock and received
for meats were determined.

The packers secure live animals cither by sending their buyers out
directly to the farmer, rancher or feedlot operator or by purchasing
livestock in the yards from a commission agent to whom the primary
producer has cousigned his cattle for sale. The packers may also buy in
the yards from an independent drover who has himself bought cattle in
the country in the hope of realizing a profit on their subsequent resale.
In each case the buyer for the processor must strike a bargain with the
seller. If the buyer goes cut into the country and contacts the producer
directly, the price which he pays will, within limits, depend upon how
well informed the producer is as to the price prevailing in the yards for
the various grades of cattle and also upon how good a judge the producer
is of the quality of the cattle which he has to sell. Mr. J. S. McLean,
President, Canada Packers, Ltd., referred to this variation in the prices
paid to individual producers for the same class of cattle at the same time
when he said “We buy dear cattle and we buy cheap cattle”.!

There is much greater scope for bargaining on the part of both
buyer and seller in the selling of cattle, calves, sheep and lambs than in

'Fividence, Speclal Committee on Prices, p. 2683,
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the case of hogs. Since the latter are graded on the rail by the
government graders, the buyer and seller have only to agree upon the
price which will be paid for the various grades; they need not concern
themselves with the grading of the hog itself. Most of the buyers
employed by the packing companies have had a great deal of practical
experience in appraising livestock. They are able to compare their
rating of the live animal, whether it be medium, good or choice, with a
government inspector’s rating of the dressed carcass as commercial, blue
prand or red brand.! In this respect they would appear to have a marked
advantage over many small producers who sell directly to a packer buyer.
The same statement holds true for transactions between small producers
and drovers. It is less applicable to transactions between the packer
buyers and commission agents who are more familiar with the grades
of animals.

The buyer for the packing company receives specific instructions
from his firm as to the top price which he may pay on any given day for
the various classes of livestock. This is a maximum and not a fixed price.
Mr. J. S. McLean has described the nature of one of these “trades” :

“Fvery purchase of livestock is a trade. The packer always tries
to buy his livestock as cheaply as he can. At any one time there is
a recognized level of which both buyers and sellers are aware.
For instance, when a lot of cattle is brought to market the cattle
commission man who is selling those animals knows within 2b
cents a hundred what he is going to get for them. The packer
buyer knows within 25 cents a hundred what he is going to pay
for them. The commission man starts by asking a little more
than he expects to get and the packer starts by offering a little
less than he expects to pay. That is the way every head of live-
stock in the country is bought—on that kind of a trade. So far
as the packer is concerned he has been resisting this advance at
the source because the packing industry is paying 2 cents a pound
more for steers today and not because it wishes to do so. The
packers have resisted that advance at every stage, step by step,
but the thing which ultimately determines the level is the demand
which exists in the country for beef.”?

Given perfect competition among the various firms buying hogs we
would expect a uniform price for, say, B-1 hogs for a given area which
decreases as the distance from the killing plant, and hence freight costs,
increases. Apparently the price in each area may sometimes depend
upon whether there is more than one firm buying hogs in that particular
area. Mr. H. W. Allen, President of the Alberta Livestock Co-operative
Limited, brought out an example of this imperfection of competition in
these words: ' '

“Well, Mr. Chairman, particularly the co-operative associations in
Alberta have objected to the variation in prices in the different

iThere 18 not a high degree of correlation between the %rndeﬁ of live cattle and the grades of
tlll'eggze carcasses, ‘“Good butcher” steers may yleld ‘red brand”, ‘“blue brand” or ‘‘commercial”
ULCABNOR,

3vidence, Special Committee on Prices, p. 2019.
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areas of the same province. I am not referring to variation
caused by distance but I mean variations in price in different
areas which would be approximately the same distances from the
1 packing centres. As I understand it, those variations exist
because of competition between the packers for volume and in
certain. areas, which they call competitive areas, they will pay
; higher prices than they will pay in other areas. I am not
suggesting the variations in price are serious as «..ey run from 50
3 to 75 cents a hundredweight but, after aill, we sell a standard
product. The western farmer objected very strenuously in the old
days to the variations in the price of wheat and we got the
Canada Grain Act put into effect whereby a bushel of wheat sells
at the same price all over Canada, allowing for freight differential.
We believe that hogs, which are now graded pretty accurately,
would be on the same basis ard there is no reason for the variation
which exists at the present time. We have tak n this matter up
with the packers on a number of occasions and I think most of
them will admit it is just a practice that has grown up; they were
more or less forced into the practice but they cannot really
justify it.”’t

The price prevailing for B-1 hogs in a ‘“competitive area” which is
some distance from the plant may, according to this evidence, be higher
than that paid fer hogs in the immediate vicinity of the plant. This
practice would indicate that, if forced to do so in order to secure morec
hogs, the packing firm can afford to pay higher prices; that is, its
marginal revenue, derived from processing additional hogs, exceeds the
marginal cost of processing these hogs. In this particular instance the
packing firms would appear not to be paying a competitive price equal to
average costs plus normal profits, in the vicinity ol the plant at
Edmonton, Alberta. Such practices suggest an imperfectly competitive
market for hogs.

Farmers have tried to protect themselves against livestock prices
which the processor can, in some degree, control by organizing co-
operative marketing associations, such as the Alberta Livestock Co-
operative. This co-operative now handles approximately 30 per cent
i of the total hog marketings in Alberta. Marketing boards organized
. under provincial laws arc intended to accomplish a similar objective.

Under the Ontario Hog Producers’ Marketing Scheme provision is
made for the appointment of a negotiating committee of 10 persons, five
appointed by the Board and five by the licensed processors. This
negotiating committee agrees upon a minimum price which is to be paid
for hogs.

AT
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Prices Received for Dressed Meat

Just as there is no standard uniform price which the packing houses
pay at any given time to the various sellers for the same class of cattle,

‘Evﬂlonce, Special Committee on Prices, p. 2104.
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so there is no uniform price at which the packers are prepared to sell
 carcasses to their retail customers at any given time. Mr. J. S. McLean
explained that the salesmen for Canada Packers, and they have “three or
four hundred on the road every day”, go around to the retail outlets with
an order book. The salesman “haggles” with the retailer over the exact IR
price, although the salesman has instructions not to sell below a specified A
minimum. Canada Packers, morever, still reserves the right to refuse , T
to fill any or all of these orders if they are “taken at an extremely low S
price”. Mr. McLear’s own evidence is as follows: S

“Bvery sale of beef, and each sale of beef, is a matter of cattle
trading—-there are no standard prices, there are no prices worked
out as average prices for the various brands of beef. You have
that on page 68, as an example, those are the average prices—
costs—by weights; and that is a general guide as to what we ask
for the beef; but any sale of beef, every sale of beef that is made
in Canada, and there are hundreds of thousands of them, are
4 conducted in just the same way as I have described in regard to
cattle. The packer’s salesman, the customer wanting red brand
beef, asks him a certain price; and the butcher tells him something
less—he says, well, I can buy from Swift’s or from Wilsil’s, or
from Schneider’s or one of the other companies, for so much.
And that happens in every sale. Today, 1 think probably the
packing industry is a separate industry by itself in that respect.
We have no standard prices nor do we raise the prices on beef.
If you are thinking about lumber, for instance—or steel sheets,”
or a whole lot of other commodities which one might name—there
is always a standard price and all trades are at that price. In
the packing industry there is an entirely different situation; and
I think with that explanation I can finish up the answer to your
question by saying that in each case we get as much as we can,
we buy the cattle as cheaply as we can and we sell beef for as
much as we can”!

There is thus no standard price for carcasses as there are for such
highly standardized commodities as butter or grain which are traded
on organized exchanges. The price which any individual retailer pays
will likely depend upon his bargaining ability, upon the quantity of meat
which he wishes to buy, or, perhaps, upon his buying some other
commodity. Mr. McLean again brought out this latter point in reply to
a question as to what part competition played in the determination of
the firm’s selling price.

“On thousands of sales we sell for something less than cost and on
thousands of others we sell for something more than cost, and
each year the net result of it works out to what I have shown you,
it is a small fraction of a cent a pound. Now, that has been
going on. That is, in the packing industry no individual sale can
be good because the price is too high and no individual sale is a

1Evidence, Speclal Comﬁ\lttee on Prices, p. 2620.
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bad sale because the price is too low. What happens is that you
have, I was going to say a duel—you have a bargaining arrange-
ment in between the salesman and the retailer with the result that
sometimes the salesman will take too low a price on beef in order
to get an order on something else”.!

Proccssors’ Profits

Typically the larger firms in the packing industry make very small
profits per pound of product handled.. For the 13 fiscal years from 1936 to
1948 Canada Packers averaged a net profit, before income taxes, of one
third of a cent per pound.? The company more frequently quotes an
estimate of average “net profits” for this period of one-seventh of a cent
per pound. “Net profit” in this case is gross profit less income taxes and
also less amounts set aside as “inventory reserves”. These latter are
simply reserves. In a year of large profits an arbitrary amount is set
aside “against a rainy day”. In the fiscal year 1947-1948 Canada Packers
set aside, as inventory reserves, the $626,000 which it netted on storage
butter. Similar reserves, varying from $380,000 to $1,310,900 were set
aside during each of the six years from 1940 to 1945. The Income Tax
Branch of the Department of National Revenue does not recognize
“inventory reserves” as being deductible in the calculation of net taxable
income, :

In appraising the earnings of a firm, net income before taxes is a
much more meaningful guide to most people than net income after
taxes. Any estimate of net income after taxes is even less signific .nt
if a large and completely arbitrary deduction has first been made for
“inventory reserves”. Moreover when this “net profit” figure has been
converted to a “per pound of product” basis by dividing by the aggregate
pounds of everything which the company has “produced” from “red brand
beef and soap” to tankage and fertilizer, it means even less.

An estimate of net profits after payment of all expenses, but before
the payment of corporation income taxes, or the setting aside of
“inventory reserves”, is the customary, and still the most significant
indicator of the return to capital. On this basis, for the fiscal year
ending in March, 1948, Canada Packers made a net profit of $6,444,000 on
a capital investment of $27,490,392.2 The rate of profit is therefore 23.4
per cent. However Canada Packers has, since 1936, paid to its employees,
as bonuses, an amount roughly equal to its distribution of dividends to
shareholders. Our calculation above implies that emvployees receiving
bonuses are really participating in the profits of the firm. Since bonuses
are varied directly with net profits this seems a reasonable assumption.
If, however, bonuses are to be regarded as a part of wages, and hence
deductible from net profits, the rate of profit for 1947-1948 would be
reduced to 18 per cent.

Relatively to their respective shares of the livestock market, the
profits of Swift Canadian and Burns are small as compared with Canada

'Evidence, Special Committee on Prices, p. 2695. :
¥I'his i3 Mr. J. 8. McLean's own estimate of the “shareholders’ investment’” as of March 27.
1947. Bvidence. Speclal Commlittee on Prices, p. 2688.
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Packers.t There is no estimate available of their capital investment to
permit calculation of a rate of profit. The general picture is, however,
fairly clear. The large processing firms are efficient and, although
realizing rather small profits per unit of output, earn substantial returns
on their investments. - The very heavy capital investment. required to
process large quantities of livestock, together with apparently decreasing
costs as the scale of the business-expands, tend to keep out competitors
despite very attractive returns on investment. Although some of thé
profits of packers may be attributable to their ability to influence the
prices at which they buy and sell, the large packing firms may well be
providing processing services at lower costs per pound than larger
numbers of smaller, highly competitive firms would be able to offer.

THE EFFECT OF DECONTROL AND HIGHER EXPORT CONTRACT PRICES
ON PACKERS’ PROFITS

The packing industry was twice presented with a set of conditions
permitting the making of exceptional profits on meat within an interval
of a few months. The first occurred with the simultaneous removal of
- formal price ceilings and the settlement of the packing house strike in
October, 1947 ; the second with the re-negotiation of the export contracts
on pork and beef at the beginning of 1948. Although profits realized
from each of these circumstances cannot be separated in the firmg'
accounts, we will deal with them separately. -

The Removal of Ceilings and the Settlement of the Strike

A comparison of the profits of the three major packing firms, for the
four months following the decontrol of prices in October, 1947, with
those for a similar four month period in 1946-1948, is made in Tables 107
and 108. Although the volume of sales for these two periods was
approximately equal, combined net profits (before the deduction of
incomes taxes and inventory reserves) were $4.3 million in 1947-1948 as
compared with $0.9 million in 1946-1947. On a per pound of product
processed basis, profits were 0.26 cents in 1946-1947 and 1.15 cents in
1947-1948.

These rather high profits after decontrol might more properly be
attributed to conditions existing after the packing house workers’ strike
than to the removal of formal price ceilings. The contract price of
Wiltshire sides had been increased during the strike while the pressure
of livestock awaiting processing services was intense as farmers were
losing money every day they had to hold over-ready hogs. The three firms
averaged net profits of more than 214 cents per pound for the month of
November.

In February, two of the three firms sustained losses on their meat
operations as processing margins narrowed and the volume of livestock

\ "The net profits of these two firms are to be found in the Evidence, Sepcial Committee on
I'rices, pp. 2287, 2341,
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processed declined. ‘Consumers were finding it difficult to accustom
themselves to the sharp increase in meat prices and, in some localities,
were curtailing their purchases. '

Fortuitous Gains on Inventory Accruing to Packers as a Result of Higher
Ezport Prices

Higher contract prices with the United Kingdom for pork and beef
came into effect on January 1, 1948, and these higher export prices
almost immediately brought the domestic price up by an, equivalent
amount. The data in Table 104 indicate that the price of pork carcasses
at Toronto was $34.00 per cwt. on March 2, 1948, as compared with
$26.50 on December 23, 1947. Red brand beef carcasses were up $2.00 per
cwt. over the same period. Estimates of cold storage holdings of meat as
of January 1, 1948, supplied by the Dominion Bureau of Statistics, show
inventories of 42.9 million pounds of beef and 57.5 million pounds of
pork. The beef inventory was thus at an all time high, while that for
pork, although not a record, was well above normal. These facts would
indicate that those firms holding large inventories of beef and pork at
the end of 1947 may have realized large gains on the value of their
inventories.

Now the firms storing this meat would not stand to make any
inventory gain on that part of their inventories which had been consigned
to the Meat Board. Mr. Pearsall, outlined the mechanics of the Board’s
purchases of beef. He said:

“Specifications for beef that is offered to the Board provide that
it must be offered not later than 5 days after slaughter. During
the first week of January, after the price was increased, our
inspectors at the plant—were instructed to identify the day’s
slaughterings; and any slaughterings prior to December 31, would
be settled for on the 1947 price.”
Purchases of pork were handled in a similar fashion.

“On pork, each week the packer is required to file a statement
showing the quantity in store and the quantity put into the
freezer on account of the Board Any Wiltshire sides that
were in freezer for the account of the Board prior to December 31.
would be settled for as on last year’s price.”?

If we are to assess the inventory gains realized by the firms storing
meat it is essential to distinguish that part of the total inventories at
January 1, 1948, held for the account of the Meat Board. The Special
Committee did not request the various packing firms appearing before
it to submit their inventory statistics in such a way as to give this
breakdown. One firm, Canada Packers, which almost invariably sub-
mitted very complete and well organized statistical data, did give this
necessary breakdown. They are summarized, along with the inventories
for other companies, and the total for Canada in Table 109.

The three large packing firms and Wilsil, among themselves, held
over two-thirds of the total holdings of beef and pork. Although Canada

iEvidence, Special Committee on Prices, p. 2483.
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Packers held 14.8 million pounds of pork, only 1.5 millions were for the
account of the Meat Board and the firm would stand to make very
substantial inventory gains on over 13 million pounds. Although this
firm held 10.1 million pounds of beef, only 2.2 million pounds were held
for the Meat Board and for customers; the firm would sell the remainder
at the higher prices prevailing after January 1. Burns and Co. held a
similar small proportion of their total pork inventory for the Meat
Board. If the other firms were holding as small a part of their total
inventories for the Meat Board as were Canada Packers, they all made
substantial profits on their holdings of beef and pork.

SUMMARY AND CC NCLUSIONS

Canadian consumers paid moderately higher prices for pork and
beef in 1947 and sharply increased prices in 1948. The removal of formzl
price controls in October, 1947, did not lead to any immediate price _
increase, partly because of the packing house strike, but mainly because
the real control of prices lay in the control of exports and of export prices
which, in turn, were fixed by contract with the United Kingdom. The
contract price of pork was raised twice during 1947, each time by $2.00
per cwt. Since Canada was producing a surplus of pork over and above
her own consumption, the price paid for this surplus determined the
price in Canada and the domestic price, therefore, increased as the
contract price was raised.

As of January 1, 1948, the contract price for Wiltshire sides was
raised by a further $7.00 per cwt., and that of red brand beef by $2.00 a
cwt., and again the domestic price of both meats moved up by an
equivalent amount. Since the new prices were negotiated between two
governments, rather than determined by the impersonal forces of demand
and supply, it might be argnued that the increase in the bacon price was
more than necessary. It seems likely that increased feed costs resulting
from the removal of ceilings and subsidies on feed grains would have
sharply checked the output of hogs, failing a substantial increase in their
price. Even with this higher price Canadian farmers failed to produce
enough hogs to fill a fairly modest export contract for 225 million pounds
of bacon in 1948. The price of hogs in Canada in 1948 was roughly the
same as in the United States. The real control on the price of beef in
Canada was the embargo on the export of cattle and beef to the United
States. This fact became apparent even before the removal of the
embargo since cattle and beef prices rose as farmers restricted marketings
in anticipation of entry to the higher priced American market. Spokes-
men for the cattle industry presented statistics to the Special Committee
showing the increased cost of producing cattle. The supply of “grass”
cattle is much less dependent upon the price of feed grains than is the
supply of hogs and an increase in prices was not essential to the
maintenance of this supply.

The cattleman did have a strong case for re-admission to his
traditional export market in the United States, since neither the market
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in the Uuited Kingdom or in Canada was prepared to absorb the volume
of cattle offered for sale in late 1948. The 1948 contract with the
British Ministry of Food called for 50 million pounds of beef. Our
exports of beef and beef cattle during the year exceeded 215 million
pounds, all but about 15 million pounds going to the United States.
These exports made a material contribution to our supplies of scarce
United States dollars. *

The three largest packing firms in Canada submitted accounts to
the Special Committee which showed that they made a combined net
profit of $4.3 million in the four mouths following the simultaneous
removal of price controls on meats and the sett'ement of the packing
house workers’ strike in late October, 1947. Market conditions following
the stri'ce probably had greater effect on these profits than the removal
of controls. Profits for the corresponding period in 1946-1947 were less
than one million dollars.

Those firms owning beef and pork in cold storage at the end o!
1947 made substantial fortuitous gains as a result of inventory
appreciation, as market prices advanced with the increased United
Kingdom contract prices. No such inventory profits were made on
meat consigned to the Meat Board. Although complete data on the
quantity of such consignments were not furnished to the Special
Committee, the information available indicates that it was a very small
percentage of total holdings. The four firms, Canada Packers, Swifi
Canadian, Burns and Wilsil held over two-thirds of the total cold storage
stocks. The inventories of beef as of January 1, 1948, were at recori
levels; those of pork, while not a record, were relatively large.

Packers’ net profits may be only a fraction of a cent per pound, but
because of their extremely large volume, these profits may be a high
percentage of the capital invested in the firm. One firm submitting
accounts to the Special Committee made net profits in excess of 23 per
cent of its capital investment during its fiscal year ending in March, 1948.
Firms tend to disguise these high profits in their annual reports by
making such deductions as corporation income taxes, additions to
“inventory reserves” and bonuses to employees before calculation of
“net” profits. However, it is still a fair statement that, even by taking
no profits during late 1947 and early 1948, packers could not have made
any great contribution towards lowering the price of meat to consumers.

Packers’ assertions that their industry is highly competitive may
not be warranted by the facts, if by “highly competitive”, we riean that
no one firm is able to influence the price at which it buys or sells. This,
of course, does not mean that rivalry does not exist between these firms.
The “Big Three”, Canada Packers, Swift Canadian and Burns, killed
over 60 per cent of the total inspected slaughterings of cattle and hogs.
Canada Packers alone slaughtered 30 per cent of the cattle and 27 per
cent of the hogs killed in inspected plants. Under these circumstances
any one of these firms must be aware that any change which it makes in
either its buying or selling prices will have an effect upon the prices




SUMMARY OF OPERATIONS OF THREE PACKING FIRMS, NOVEMBER, 1946—FEBRUARY, 1947

TABLE 107

November, December, January, February, Total
1946 1946 1947 1947 4 months
Volume (thousands of pounds)
Canada Packers Ltd., Packing Plants 56,218 36,381 32,219 31,982 156,800
Swift Canadian Co. Ltd. 37,016 25,642 22,066 25,953 110,677
Burns and Company, Ltd. 24,534 23,080 19,797 15,819 83,229
Total 117,768 85,103 74,081 73,754 350,706
Profit from Meat Operations (dollars)
Canada Packers Packing Flants $127,228 $144,128% $ 49,286 $ 95,964 -
Branches 3,295 4,040% 23,511 5,396 -
130,523 148,168% 72,767 101,360 156,512
Swift Canadian Co. Ltd. 280,178 4,649% 73,641 38,792 387,962
Burns & Co. Ltd. 61,578 118,172 130,837 57,556 368,143
Total $472,279 $ 34,645% 8277,275 $197,708 $912,617
Profit per pound of meat sales (cents per pound) ; .
Canada Packers Ltd. .23 .408 .23 .32 .10
Swift Canadian Co. Ltd. .76 .02s .33 .15 .35
Burns & Co. Ltd. .25 .51 .66 .36 .44
Total - .40 .04 .37 .27 .26

8) Loss.
Source: Evidence, Special Committee on Prices, p. 3959.
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SUMMARY OF OPERATIONS OF THREE PACKING FIRMS, NOVEMBER, 1947—FEBRUARY, 1948

x

!l
t

November, December, January, February, Total
1947 1947 1948 1948 4 months
Volume (thousands oi pounds)
Canada Packers Ltd. Packing Plants 53,448 44,099 36,524 38,982 173,053
Swift Canadian Co. Ltd. 39,960 27,770 23,909 30,517 119,156
Burns & Co. Lté. 23,049 19,855 19,804 17,609 80,317
Total 113,457 91,724 80,237 87,108 372,526
Profit from Meat Operations
Canada Packers Ltd. Packing Plants $1,207,582 $480,273 $500,963 $ 16,727
Branches 52,543 24,548 79,525 30,978
1,260,125 504,821 580,488 47,705 2,393,139
Swift Canadian Co. Ltd 991,285 336,424 261,335 262,7998 1,326,245
Burns & Co. Ltd. 342,062 64,154 167,069 3,833s 569,452
Total 82,593,472 $905,399 $1,008,892 $218,9278 $4,288,83¢
Profit per pound of meat sales (cents per pound)
Canada Packers Ltd. 2.36 1.14 1.59 .12 1.38
Swift Canadian Co. Lid. 2.68 1.21 1.09 .868 1.11
Burns & Co. Ltd. 1.48 0.52 .84 .028 .71
Total 0.99 1.26 .258 1.15

2.29

8) Loss,
Source: Data submitted by firms to Special Committee on Prices, p. 8959.
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TABLE 109
TOTAL INVENTORIES IN CANADA OF BEEF AND PORK AND THOSE OF FOUR PACKING FIRMS AS OF JANUARY 1, 1948

(millions of pounds)

~
o]
' . =
Canada Packers |Swift Canadian Co. Burns & Co. Ltd. Wilsil Ltd. ™~
Ltd. Ltd. Dec. 31, 1948 Dec. 27, 1947 Total Canada :a
Dec. 31, 1947 Jan. 3, 1948 S et o]
]
~3
Frozen Beef , 5.5 4.9 5.1 1.1 8
(2) Stored for Meat Board 0.8 >
(b) Stored on Contract for Customers 1.4

(¢) Other 3.3 »
Other Beef 4.6 4.2 1.3 0.5 §
Total Beef 10.1 9.1 6.4 1.6 42.9 =
ty
o »
Frozen Pork , 5.4 7.4 4.7 1.9 35.8 =
(a) Meat Board 0.5 -2 E
{b) Other 4.9 ; S
Other Pork 9.4 - 8.8 4.0 1.1 21.7 g
(a) Meat Board 1.0 1.3 3
(b) Other - 8.4 2.7 <
~

Total Pork 14.8 16.2 8.7 3.0 §7.5

Source: Data on inventories submitted by firms to the Special Committee on Prices, Inventories for Canada compiled by the Dominion Bureau of Statistics, Ottawa.
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pafd or charged by the other firms, and that the action of these other firms
will, in turn, react upon its own purchases and sales.

There is evidence to indicate that the buying and selling prices of
the smaller firms are patterned upon those of the larger firms. There is
competition among the large packing firms but it is not “perfect”
competition, such as prevails in the primary livestock industry or in the
retail industry. Furmers and retailers are able to exert little or no
influence upon the price which they receive for their products in open
markets.

An examination of the present practice of selling cattle on the basis
of live grades indicates that non-specialized cattle producers may be at a
disadvantage in bargaining with experienced buyers. Although cattle
producers can follow the price of “choice”, “good”, or “medium” steers
on the livestock markets by means of the newspaper or radio, they are
not able to classify their own cattle accurately into these categories.
Expert witnesses who appeared before the Special Committee indicated
that there was no exact correspondence between the accepted grades of
live cattle and the grades placed on beef carcasses. “Good” steers usually,
but not always, yield “blue brand” carcasses. Further study of the
applicability to beef cattle of a rail grading system, similar to that now
in effect for hogs, seems warranted.

Although the combined margins taken by meat processors, dis-
tributors and retailers normally amount to upwards of 50 per cent of
the retail value of this meat, relatively little research has been undertaken
in Canada on ways of reducing these marketing costs. A convenient
place to start would be in calculating the farmers’ share of the consumer’s
dollar for some, at least, of the more important farm products.

CHART X1
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FRUITS AND VEGETABLES

ECAUSE of the very sharp rise in the prices of fruits and vegetables

which occurred during the winter of 1947-1948, the Special Com-
mittee on Prices selected this industry for scrutiny during its hearings.
The price rise was particularly evident in the case of fresh vegetables
whose retail price index rose from 152.6 in November, 1947, to 227.6 in
July, 1948. Until that time, the rise in prices of fruits and vegetables
did not seem to be out of line with the general advance that had occurred
in farm product prices.

We have found factors affec.ing the supply and prices of fruits and
vegetables in Canada to be exceedingly diverse. Fruits and vegetables
growii in Canada, may be sold either in the fresh state or in processed
form. Both of these markets compete for the growers’ output on the
supply side and for the consumers’ dollar on the selling side. The fresh
product, in turn, may be sold immediately or kept in cold storage for
several months or longer. Imports supplement our domestic supply,
particularly for fresh fruits and vegetables. In addition, for some pro-
ducts such as apples and potatoes, Canada has a substantial export
market. The seasonal character of Canadian production together with
the perishability of many fresh fruits and vegetables, also exerts an
influence on prices. In the summer and fall when the local market is at
its peak; prices fall. During the winter and spring when local supplies
are scarce, higher prices prevail.

CANADIAN PRODUCTION OF FRUIT AND VEGETABLES

Canada’s commercial production of fruits and vegetables, forms a
relatively small part of the total farming picture. In recent years only
about six or seven per cent of total Canadian cash farm income has
come from the sale of these products. But for a number of small areas
which provide the bulk of our commercial output, it provides the main
source of income,

For fruits a favourable climate is particularly important and com-
mercial production is concentrated in four specialized geographic regions:
the Fraser and Okanagan valleys in British Columbia, the Niagara
peninsula in Ontario and the Annapolis valley in Nova Scotia. In 1947,
these three provinces produced almost 90 per cent of Canada’s total out-
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put. Apples are the most important crop, accounting for about one-half
of the total value of fruit production. Next in order of importance come
strawberries, peaches, raspberries, grapes and pears. Some data on
the value and output of commercial fruit production in Canada, are given
in the following table.

TABLE 110

CANADIAN COMMERCIAL FRUIT PRODUCTION AND VALUES,

1935-1939, 1946 and 1947

(thousands of units)

Average 1935-1939 1946 1947
Product Unit Value in Valuein | ° Value in
Quantity |thousands | Quantity |thousands Quantity {thousands
of dollars of dollars of dollars
Apples bushel 14,560 10,978 19,282 27,196 15,619 22,335
Pears bushel 569 701 951 2,278 966 2,444
Plums, prunes bushel 264 318 811 1,755 723 1,634
Peachies bushel 1,023 1,473 2,145 5,356 1,681 4,572
Apricots bushel 50 104 147 446 116 407
Cherries bushel 210 556 337 2,113 299 2,144
Strawberrics quart 23,493 2,094 17,412 4,498 25,659 5,388
Raspberries quart 9,157 953 13,240 3,364 18,212 4,917
Grapes pound 42,818 793 67,321 3,160 73,803 3,783
Loganberries pound 1,872 ‘ 100 1,637 222 1,413 198
Total — —_ 18,070 — 50,388 — 47,822

Source: Dominion Bureau of Statistics, Ottawa.

Because specialized areas are less important for vegetables, their
commercial output is more widespread than in the case of fruit. For
vegetables that are marketed in a fresh form, particularly where the
product is highly perishable, accessibility to a large urban market is
important and many growers locate near such markets. On the other
hand, vegetables which are to be processed will be produced in the most
favourable growing areas and processing plants will locate nearby.
Potatoes are easily the most important of the vegetables and farm income
received from their sale is roughly equal to that received from the sale
of all other vegetables. They are particularly important in Prince
Edward Island and New Brunswick, and farmers in these two provinces
receive 25 per cent or more of their cash income from the sale of potatoes.
Much of this production is sold in central Canada and in export markets.
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For all other vegetables, Ontario, Quebec and British Columbia produce
over 90 per cent of our commercial crop, with Ontario contributing about
60 per cent of the total. Canada’s output of the more importent of the
vegetables for two recent years is given in the following table.

TABLE 111
PRODUCTION OF VEGETABLES, CANADA, 1946 and 1947

{thousands of pounds)

Kind 1946 1947

Beans 40,914 37,554
Beets 50,114 42,782
Cabbage 151,037 100,093
Carrots 125,359 114,860
Cauliflower 29,711 23,795
Celery 46,030 48,196
Corn 251,088 222,006
Lettuce ) 44,829 48,400
Onionsg 140,031 141,608
Peas 132,246 94,089
Spinach 15,846 16,602
Tomatoces 800,736 559,446

Total 1,827,941 1,449,443

Source: Dominion Bureau of Statistics, Ottawa,

IMPORTS OF FRUITS AND VEGETABLES

Imports of fruits and vegetables make an important addition to
Canada’s supply of fresh foods. Imports provide fresh fruits such as
oranges, grapefruit and bananas, or dried fruits such as raisins, dates
and figs which are not produced in Canada. Some of the fruits and
vegetables imported are of the same type as Canada produces, but they
can be obtained during periods when fresh Canadian supplies are not on
{he market. In the winter months, imports of tomatoes, lettuce, celery,
carrots and cabbages supplement Canadian supplies. Some measure of
the over-all importance of these imports, is indicated by the fact that in
1946, our total imports of fruits and vegetables amounted to $122.7
million, the equivalent of 88 per cent of the total value of fruits and
vegetables marketed by Canadian farmers. Of this total over 70 per
cent came froin cthe United States.
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TABLE 112

IMPORTS OF SELECTED FRUITS AND VEGETABLES,
1938-1939, 1946 and 1947

(thousands of units)

Prouuct Unit royeage 1946 1947
. Bananas stems 3,084 5,322 3,649
Oranges cu. ft 6,692 11,499 10,654
Grapefruit 1bs. —— 142,277 124,169
Grapes Ibs. — — 54,955
Raising Ibs. — —— 64,312
Cabbage " lbs, 19,561 43,197 34,481
Carrots 1bs. 20,460 53,362 49,724
Onions Ibs. 21,644 27,386 24,991
Celery 1bs. 22,008 41,753 33,090
Lettuce Ibs. 40,436 66,919 60,572
Tomatoes 1bs. 47,400 88,558 80,090

Source: Evidence, Special Committee on Prices, pp, 5R00.01,

Though restricted by the Canadian tariff, imports of fruits and
vegetables, particularly from the United States, provide keen competition
for Canadian growers. American production starts early in the year in
the southern states. As the season advances crops mature in areas
successively further north, with the Canadian product being the last to
appear on the market. Canadian growers are protected from the full
effects of this competition by a year-round ad valorem tariff of 10 per
cent on most items. In addition .special protection is provided during
the period when the Canadian crop is being marketed in the form of
somewhat higher specific duties which supplement the above tariff at that
time. During the early thirties tariff rates were much higher than this,
but these have been gradually reduced by negotiation.

TOTAL SUPPLY AVAILABLE TO CANADIANS

The total supply of fruits and vegetables consumed by Canadians
consists of domestic production, plus imported supplies less the amounts
exported. An estimate of this for the year 1944, is given in the follow-
ing table. In these totals an estimate. is included for the output of
individuals who grow fruits and vegetables for their own use, as well as
for the production of commercial growers. These data show an annual
per capita supply of 214 pounds of potatoes, 47 pounds of leafy, green
and yellow vegetables, 109 pounds of tomatoes and citrus fruits (in
fresh fruit equivalent) and 92 pounds of other fruits.
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TABLE 113
FRUITS AND VEGETABLES AVAILABLE FOR CIVILIAN CONSUMPTION, 1944
(thousands of pounds)

N Per Capita
et (Annual)
Product Production] Imports | Exports Annual Civili
Use l‘\s ian
se
Tomatoes and Citrus Fruit '
Tomatoes, fresh 907,652 56,559 —_ 256,355 22.8
Tomatoes, canned 93,535 —_— 646 80,549 7.2
. Pulp, paste, puree 39,032 —_ 23 16,562 1.5
“Fresh citrus — 563,464 — 533,425 47.4
Canned citrus —— 39,237 — 37,971 3.4
Total, fresh equivalent 109 .47
Fruit, Other than Citrus
Other fruits, fresh 1,028,398 246,708 148,021 584,844 51.9
Other fruits, canned 63,952 202 1,640 45,952 4.2
Other fruit juice, canned 11,606 —— — 6,468 .6
Other fruit, dry 12,500 97,930 4,179 96,428 8.6
Frozen fruit 2,939 —_ — 3,023 .3
Total, fresh equivalent 92.0
Leafy, Green and Yellow Vegetables
Cabbage and Spinach 226,400 38,983 e 154,665 13.7
Lettuce 39,112 38,081 — 59,472 5.3
Carrots 173,176 32,161 — 143,467 12.7
Legumes (peas and beans) 144,443 6,041 — 38,432 3.4
Canned (net contents)
Spinach 1,317 — — 1,021 .09
Carrots 2,107 — —_— 501 .04
Legumes 142,620 80 729 132,348 11.75
Total, fresh equivalent 46.98
Potatoes
Potatoes, white 4,940,900 19,536 396,350 (2,410,937 214.1
Potatoes, sweet —_ 7,296 — 6,931 .6
Total potatoes 214.7
Other vegetables
Other, fresh 827,939 67,463 167,953 567,091 50.4
Other, canned 77,086 30 3,299 60,770 5.4
Total, fresh equivalent 55.8

Source: A Report on Nutrition and the Production and Distribution of Food, Appendix C, Department of
National Health and Welfare, Ottawa, 1946.

THE MARKETING OF FRESH FRUITS AND VEGETABLES

The marketing of fruits and vegetables in Canada is characterized
by a great variety of methods. In general, shippers, wholesalers and
retailers each play an important part, but in many instances one or more
of these stages may be omitted. Thus, in small cities and towns farmers
and market gardeners sell a substantial amount of their produce directly

to the consumer. In the larger cities the farmer is more likely to sell’

to retailers or wholesalers. One witness estimated that 90 per cent of
the vegetables grown in the vicinity of Montreal, were sold directly to
the retailer by the grower! In the Toronto market many growers send
their fruits and vegetables to wholesalers who sell their products on a
commission basis.

‘Evidence, Special Committee on Prices, p. 8203,
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Where growing areas produce larger quantities than can be con-
sumed in their immediate neighbourhood, some agency is required to
collect the crop of the grower and move it to the market. This is
especially true of potatoes and apples in the Maritimes and of apples and
other fruits in British Columbia. In such instances, shipping tirms collect
the fruits or vegetables from the grower, pack the prodrcts in a standard
fashion, grade them and ship to consuming areas. In contrast, where
produce is sold in nearby markets it may move to market in a great
variety of ways. Many growers have their own trucks and take their
produce to market several times a week. Others sell it from the farm
to a truck-dealer or send it by truck, rail freight or express to a whole-
saler who purchases it outright or sells it on consignment. This type of
movement is on a smaller scale and involves less grading and standard-
ized packaging than is true of the shippers described above.

While wholesalers verform a variety of functions their main pur-
pose is to provide warehousing facilities for the products of many growers
and as a convenient purchase location for retailers. Wholesalers may buy
and sell for their own account, or may act as brokers or consignment
agents. In addition wholzsalers in the fruit and vegetable trade . fre-
quently serve as importers. Available data indicate that there were over
400 wholesale firms and over 180 wholesale shippers operating in Canada
in September 1948.!

Judging from the number of firms, there appears to be a very com-
petitive situation in the wholesaling of fruits and vegetables in eastern
Canada. The large number of available markets for the product, the pro-
ducts’ inherent perishability and the ease with which the wholesaler can
be disregarded, make it difficult for any degree of monopoly to develop.
This is not quite so true of western Canada. The Prairies in particular
are more dependent on fruits and vegetables shipped in from other areas
and a large proportion of their wholesalers belong to chain organizations.
In fact three chains operating throughout western Canada control nearly
one-half of the wholesale establishments. In addition two of the three
principal chain wholesalers have affiliated retail outlets.? Some fruit and
vegetable processing is controlled by these same groups.

Chain stores operate on a cash and carry self-service basis and a
substantial portion of their sales result from consumer impulses within
the store. In such a system of merchandising the fruit and vegetable
display is often a trade magnet designed to attract customers into the
store. In their purchases the chains have gained a reputation of paying
growers well and of carrying on educational work leading to an improve-
ment in the quality of fruits and vegetables produced in areas adjacent
to chain selling outlets. The extent to which chain stores tundersell
independent stores may reflect the efficiency of their combined ship-
ping, wholesaling and retailing operations. However, chains use regular
wholesalers to some extent and sometimes make their wholesale depart-
ments available to other wholesalers and retailers.

1NDominton Department of Agriculture, Fruit and Vegetable Division,

) \Western Grocers with Shop Kasy and Red and White Stores; Macdonald's Consolidated with
Safeway Stores, )
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THE PROCESSING OF FRUITS AND VEGETABLFS

Fruits and vegetables are marketed in processed form as well as
in the fresh state. Processing may consist of canning, fast-freezing,
the production of soups, fruit and . vegetable juices, infant foods and
pickles, marmalades, jams and jellies. ‘The development of this field
has greatly expanded the market for Canadian producers. At the same
time, it has provided the consumer with a year-round supply of foods
which, though nct in general as attractive as in their fresh form, are
still wholesome and nutritious. This has been of significance in Canada,
where the short summer- season severely limits the time during which
fresh produce of Canadian origin is available. In 1946, there were 513
- fruit and vegetable processing establishments in Canada, with a gross
value of production amounting to $136 million. Of these about two-fifths
were located in Ontario and they produced over 60 per cent 7 the
industry’s total output. Quebec and British Columbia are next in im-
portance, each of them producing about 16 per cent of the Canadian total
for 1946.

Among the processed fruits, apples led both in quantity and value.
Nearly 200 million pounds were processed during 1946, and for them
farmers were paid over $3,000,000. Peaches were second in terms of
value followed in order by strawberries, raspberries and cherries, Of
vegetables, tomatoes are by far the most important single crop used by
the canning industry. The industry’s total purchases of tomatoes in
1946, amounted to about $7,700,000. Green peas were next in importance,
followed by green or wax beans and corn. Though accurate statistics
are lucking, available data suggest that more than one-half of the com-
mercial production of tomatoes, peas, corn and beans are factory processed.

In some degree the canning or processing industry competes with
the fresh market for the farmers’ produce. Competition is particularly
keen in the case of fruits, and prices paid by the canners for fruits will not
differ substantially from those paid in the fresh market. However, for
vegetables, competition between these two markets is somewhat more
restricted. The large vegetable canners customarily contract with

farmers to produce specifically for them. The contract requires the
planting of varieties suitable for the cannery and provides for some super- -

vision by the cannery over the production and harvesting of the crop.
While vegetable production intended for the canner may occasionally
find its way to the fresh market, this is unusual. Canneries are generally
located some distance from the urban market so that the transport costs
place a barrier on this movement. On the other hand, vegetables pro-
duced specifically for the fresh market are more often from farms located
close to the larger cities and their product may not be entirely suited to
the canners’ needs. Because of their location their costs are also some-
what higher so that even a relatively attractive price for vegetables at
the cannery will not always interest the grower for the fresh market.
There is of course, some relation between the two markets and prices paid
by the canner will usually place a floor under prices on the fresh market.

I
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In both Ontario and British Columbia, provincial marketing Acts ~
provide a framework for negotiation between canners and farmers.
Minimum prices are established by negotiation between representatives
of the growers and canners and no processor may go below these prices.
In this way, a floor or guaranteed support price is provided for fruits and
vegetables.

The Canadian fruit and vegetable processing mdustry consists of a
few large firms and many smaller firms. In 1947, seven large firms
accounted for over 40 per cent of the packs of fruits-and vegetables. - By-
advertising their particular brands on a national basis these larger firms
have i.een able to build up a special market which enables them to charge
a slightly higher price for their products. Competition from the many
small firms in the industry limits the degree to which these firms can
increase prices on their own brands.

THE DEMAND FOR FRUITS AND VEGETABLES

The average Canadian has increased his consumption of fruits and
vegetables over the past 10 years. This is particularly true for tomatoes
and citrus fruits, somewhat less so for leafy green and yellow vegetables.
Consumption of potatoes on the other hand has shown little, if any, change.
Some of these changes are indicated in the following table.

TABLE 114

ESTIMATED AVERAGE SUPPLIES OF CERTAIN FOODS
USED BY CIVILIANS IN CANADA, 1935-1945

(pounds per person per year, fresh equivalent)

Tomatoes
Year and Citrus
Fruits

Leafy-green Other

and Yellow .
Vegetables Vegetables

Other

Fruits Potatoes

Average 1935-1939 61 45 34 200
1940 68 88 42 31 191

1941 n 9s 44 27 201
1942 83 70 62 41 : 199
1943 77 64 40 26 211
1944 109 By 47 56 200

1945 95 52 52 190

Source: Appendix 11, Canadian Food and Nutrition Statistics, 1935 to 1945, prcpared by Nutrition Division
Department of National Health and We)(are. 1946,

While in substantial part this increase reflects the recovery of in-
comes from the depression levels obtaining throughout the thirties, it
also seems to be part of a long run increase in the demand for fruits
and vegetables. This is associated on one side with a growing real-
ization on the part of the consumer of the food value, especially in the
protective sense, of these foods, a fact that has been given increasing
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§ - “emphasis by-heelth-experts-in recent years... On the other side it is

related to the improvements in the handling of fruits and vegetables by
means of better storage and transportation facilities that have occurred
over.-ine past 20 years or more. Finally, gradual growth in income

leve's have made it possible for Canadians to purchase a much wider .

variety of fruits and vegetables.

During the war demand was increased by a program of vegetable
dehydration for the United Kingdom. Cabbages, carrots, potatoes and
— other root crops were the major vegetables treated in this way. Of

cabbages and carrots from 10 to 35 per cent of the Canadian crops was

dchydrated and a substantial acreage was planted under contract for
this outlet. The Dominion government assisted in the construction of
the necessary plants which operated in every province except Saskat-
chewan. In addition a substantial volume of Nova Scotia apples was
evaporated or otherwise processed with the assistance of government
subsidies and shipped to the United Kingdom. Most of these exports
ceased shortly after the end of the war though the processing of Nova
Scotia apples has continued for other reasons.

The export market also supplements the domestic demand for a
number of fresh fruits and vegetables. Of these the most important
are potatoes, turnips, carrots, apples and blueberries. The export of
other fresh fruits and vegetakles to our nearest market has been limited
by the United States’ tariff. While some further reductions in tariff
rates occurred under the Geneva Agreements it is still too soon to de-
termine whether this will allow a greater entry of Canadian. produce.
On potatoes, which have always had a substantial export market, additional
restrictions on Canadian exports were imposed daring the current year

because of a conflict with price support programs in the United States.

One of our most important pre-war markets for apples was the United
Kingdom, but because of foreign exchange difficulties, this market is now
largely closed and Canadian growers have been forced to turn elsewhere.
This has created severe difficulties, particularly for apple growers in Nova
Scotia, whose product is not well suited to the American market. In
over-all terms our exports of fruits and vegetables are much smaller
than our imports. In 1946 they amounted to less than one-quarter of
the value of our imports. of fruits and vegetables.

THE DETERMINATION OF PRICES FOR FRUITS AND VEGETABLES

For many fresh fruits and vegetables short run variations in demand
may have a greater effect on the price in many market areas than the
supply available. Because of the perishability of the product, prices
tend to be fixed at' a level which will clear the produce on the market
within a short period of time. This often leads to sharp fluctuations in
price from day to day and from week to week. But excessively high or low
prices in any one market are unlikely to prevail for any length of time.
High prices will attract an increased supply from other areas whereas low
prices will cause a diversion of supplies to other markets. Because of

v MR sl iy s S bt ger
e T s ST g o T e s

P e > e
(o e e ooy e o age wecs g A PR~




116 ROYAL COMMISSION ON PRICES

the availability of large American supplies this analysis applies to the
Canadian market as a whole. Over-all Canadian demand is small relative
to the total American supply, so that as long as imporied supplies are
. freely available Canadian prices cannot rise much above levels prevail-
ing in the United States market. To some extent the availability of the -
American market will also keep Canadian prices from declining, although
for most of our produce-the higher United States tariff makes this type
of adjustment less effective.

While an inflow of American supplies may occur quite rapidly,
adjustments in domestic supplies require at least a year or longer. In
any one year, of course, the size of the Canadian crop is highly dependent
on favourable weather during the growing season. But given a good
year, the supply of most vegetables and many small fruits can be in-
creased substantially within a year. If prices are unfavourable, the
acreage planted can be sharply reduced in a similar period of time. For
the tree fruits, adjustments in supplies requires a much longer period
of tirne. New fruit trees take a number of years to reach the bearing
stage. Moreover once trees are in production, they continue to bear
fruit for many years regardless of unfavourable prices. For example,
in Nova Scotia apple production has continued in large volume aespite
the loss of the important United Kingdom market. Adjustment to
changed market conditions is being aided here by a government pro-
gram to encourage a reduction in the number of trees and the grafting
to the remaining trees of varieties of apples more suited to the United

~ States-market.—~ ——

The factors determining the prices of most Canadian fruits and
vegetables are the size of the domestic crop, the level of prices prevail-
ing in the American market as well as the volume of domestic demand.
Although imports are restricted by higher rates of duty during the
period when the Canadian crop is being marketed, they still exert some
effect on prices. For many crops a substantial part of the fruit or
vegetable in question is purchased by the canner and as we have pointed
out above, this demand competes with the fresh market for the growers'
produce. But the canner must determine the price he can afford to pay
in the light of prospective consumer demands over the entire succeeding
year. During this period of time his product will have to be sold in
competition with imported fruits and vegetables, both fresh and canned.
For this reason the current prices in the United States market will
influence the price the canner is willing to pay and this in time will have
some effect on the price of fresh produce.

Within the limits set by the competition of American supplies and
the availability of the American market for the export of some products,
the demand and supply situation in the domestic market will determine
the prices of fruits and vegetables. When industrial employment and
incomes are high the demand for fruits and vegetables will be good and
prices will be favourable. When employment and incomes in urban
areas fall, the reverse will be true. With a given level of demand a large
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crop is likely to bring lower prices while a small crop will yield higher
prices. The cost of harvesting and marketing the crop will also affect
prices. These may be fairly high for crops such as strawberries where
_labour costs for picking are high and quite low for others such as potatces
which are more adapted to mechanical harvesting.

To a marked extent the larger cities such as Toronto, Montreal,
Winnipeg and Vancouver, have tended to become focal points for the
determination of prices_in the surrounding area. In the words of one
witness before the Special Committee: “The price setting market for
Ontario is the Toronto wholesale market. Toronto and Montreal set the
prices for all eastern Canada”.! In most of these cities there are a
large number of buyers and sellers and, in addition, the cities are centres
for the distribution of imported produce. Prices in adjacent markets
will be set with reference to the prices reached in these larger cities since
local supplies can easily be diverted from one market to another.

The evidence given before the Special Committee on Prices indicates
that most wholesalers feel the prices set in these markets are highly
competitive. One witness expressed it as follows:

“No individual I would think sets the market price. I think the
market price is the result of a number of counter-balancing
factors. We do not arrive at the market price until we arrive at
that point where supply and demand are roughly equalized or

where there is a steady movement of merchandise. If merchandise-

moves too slowly the price is too high. If it moves too rapidly
~the-price-is-too.low and when you reach that point where there

is, let us say, a steady movement, or just sufficient buyers to take
the produce from the market, or conversely, just sufficient produce
to satisfy demand, we have the market price.’”?

In such a situation most of the witnesses felt that there was little
that the individual grower, wholesaler or retailer could do either to
keep prices below the market level at one time or to -raisc them above
this level at another.

PRICES AND SU?PLIES IN THE PERIOD 1939-1948

During the war period all agricultural prices increased sharply, the
index of farm prices advancing from 100 in 1935-1939 to 181 in 1945. In
the case of fresh fruits and vegetables farm prices increased rapidly from
1939 to 1943, but remained fairly constant from 1943 until the end of
the war. As the brief which the Canadian Federation of Agriculture pre-
sented to us emphasized, the rise in farm prices which occurred during
the early years of the war was required to overcome the depressed con-
ditions prevailing in agriculture during the thirties3 Thus it may be
assumed that the price increases in fruits and vegetables during the
period 1939 to 1943 were not excessive. Table 115 shows the indexes of
farm prices for all agricultural products together with the indexes
applicable to fruits and vegetables.

iEvidence, Sgeclal Committee on Prices, p. 2770.
p.

3Ibid.,
SEvidence, Royal Comm!ision on Prices, p. 2179.
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TABLE 115
INDEX NUMBERS OF FARM PRICES OF AGRICULTURAL PRODUCTS AND OF FRUITS AND VEGETABLES, 1940-1648

(1935-1939 =100)

Fruits for Processing Vegetables for Processing

Number of Items Af’?s:i‘t‘xtc‘gal Fres;rll.:'i‘tasrket Fii;lelt\:g;r: ‘ a Subsidy Subsidy §

Portion Portion N

t

1935-1939 4 100 100 100 100 * de 1008 §

1940 97 98 100 100 , Yoe, S

1941 110 124 136 138 113 % .

1942 133 151 155 154 132 (15) %

1943 " 158 233 209 . 248 (74) 151 (28) %

1944 172 _ 210 187 242 (64) 159 (35) ;g

1945 ] 181 246 194 265 (68) 165 ® (3 E

1946 193 234 180 254 181 «
19470 204 236 | 175 259 195
1948 V 242¢ 218

a) 1937-1939 base.

b} Estimated, except agricultural products index reported.
€) Jan.-Sept.

Source: Domizion Bureau of Statistics, Ottawa.
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Governmental Price and Supply Controls

The general price ceiling regulations of December, 1941 applied only
to processed fruits and vegetables. Fresh fruits and vegetables, along
with certain other goods which have high seasonal price variations, were
exempted from the original controls. However, to avoid sharp price
increases, the 1941 crops of potatoes and onions were put under ceil-
ings. The general principle in establishing ceilings on fresh fruits and
vegetables was not to do so until advancing prices were imminent.

Despite the administrative difficulties involved because of standards,
seasonal price variations, regional price differentials, and perishability,
it was found necessary to bring apples, grapes, peaches, pears, plums,
carrots, cabbage, parsnips and turnips under specific ceiling controls
in 1943. Strawberries, raspberries, cherries, apricots were controlled
in 1944. Price ceilings on some domestic crops applied only during their
marketing seasons. Of the imported fruits, oranges were controlled
first in December 1942, at which time subsidy payments were also initiated.

In 1942 and in following years subsidies were paid to vegetable
canners to permit them to pay higher prices to growers to compensate
for increased costs than would otherwise have been possible under the
ceiling. Similar subsidies went into effect on canned and processed fruits
in 1943. On the whole, subsidies were employed to a very limited extent
on fresh fruits and vegetables, and then mainly on imported items. In
this connection it should be noted that generally import duties and other
taxes were not imposed thus permitting the sale of fresh fruits and
vegetables at prices lower than otherwise would have prevailed. The
amount spent on subsidies for both fresh and processed fruiis and
vegetables from the beginning of the Wartime Prices and Trade Board
program until December 31, 1946, was $12,200,486. '

As in almost all fields it was necessary to accompany price con-
trols on fresh fruits and vegetables by complementary supply controls.
These were most comprehensive in the case of imnorted fruits and
vegetables, and especially on those subject to subsius. The fruit and
vegetable industry was also subject to the operativn of a policy of

_equitable distribution set up by the Wartime Drices and Trade Board

which specified distribution on a basic period pattern. This policy which
has been referred to in more detail elsewhere,! helped to ensure that all
areas got a fair share of the product.

Price ceiling regulations continued for fresh vegetables through
1946, general decontrol being effected on January 13, 1947. Fresh fruits
were partially decontrolled in July, 1946, and entirely decontrolled in
January, 1947. Processed fruits anc ‘vegetables were released from con-
trols during the late summer and autumn of 1946. The government's
general policy of releasing—control on commodities as supply became
more favorehle was followed in this industry. All domestic fruit crops,
and nearly ail vegetable crops were larger in 1946 than in 1945, with

iSee Chapter 3, Vol. 1I, Price Control and Rationing.
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the result that there was little increase in the prices of these com-
modities following decontrol.

On November 17, 1947, the Dominion government took re.trictive
measures against imports of fruits and vegetables, as part of its program
to alleviate the foreign exchange difficulties which Canada had en-
countered. Imports of all United States fruits and vegetables with the
exception of citrus fruits, apples, potatoes and onions were prohibited.
These latter items were restricted in volume by import quotas. For
example, importers were limited in their imports of citrus fruits to 50
per cent of the value imported during the year ended on June 30, 1947.
In February and March, 1948, there was a certain easing of these cont1 ols,
and some further relaxation occurred in October, 1948.

Due to the sharp increases in prices which occurred following the in-
troduction of import controls, the government re-imposed ceiling prices
on the principal canned fruits and vegetables in November, 1947. Further
ceilings were imposed in the period January to May, 1948, on grapes,
cabbage, citrus fruits, carrots and new potatoes. :

Prices and Financial Returns After Decontrol

As we have just indicated, during the winter of 1946-1947 and
throughout most of 1947, prices of fruits and vegetables remained fairly
constant, approximately at the levels prevailing under price control. The
size of the 1946 crop and the considerable volume of imports were sufficient
to prevent any further rise in price at that time. It was only after the
import contrcl program was introduced in November, 1947, that prices
began to rise sharply.

The severe restrictions on imports of fruits and vegetables together
with a reduction in the size of the domestic crop in 1946, meant a con-
siderably diminished supply of fruits and vegetables for Canadians. In
these circumstances it was almost inevitable that some increase in prices
would occur.

The question arises, who secured the gaing from such price in-
creases? On the basis of the evidence before the Special Committee, it
appears that the gains on domestic produce were divided largely between
.cower and wholesaler, depending on who held title to the product at
the time the emergency controls came into effect. Mr. M. M. Robinson,
Secretary-Treasurer, Ontario Fruit and Vegetable Growers’ Association,
stated that the bulk of Ontario grown celery was in the hands of whcie-
salers but that a large proportion of Ontario potatoes, turnips, carrots,
cabbage and parsnips was in the hands of growers.

But the wholesalers’ gains were not confined to the stock they held
on November 17. The evidence presented to the Special Committee by
representatives of the wholesale trade shows that there was a consider-
able widening of mark-ups and margins on fruits and vegetables during
the winter of 1947-1947%. These higher than normal mark-ups applied
particularly to imported fruits and vegetables and resulted in sharp
increases in prices to consumers.
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Several representatives of the wholesale trade contended that the
higher mark-ups were necessary to offset the reduction in the volume
of supplies caused by the import restrictions. However, the evidence
indicates that the increased margins “were more than sufficient to com-
pensate for losses in volume, with the result that higher than normal
profits were earned during the winter months of 1947 and 1948”.! These
higher mark-ups and margins on imported fruits and vegetables yielding
larger total profits meant higher prices to the ccnsumer. A specific
illustration can be given in the case of oranges. The evidence indicated
that the margin between the laid down cost of California oranges (size
288) to wholesalers and the retail selling price increased from 12.4 cents
per dozen at the beginning of November, 1947, to 18.5 cents in December.
The margin remained close to this latter figure until February, 1948, when ‘
price ceilings were re-imposed on citrus fruits. After the re-imposition of
the ceilings the margin fell to 12.0 cents at the beginning of March and
to 10.4 cents at the beginning of April.! o

Thus imported fruits and vegetables during the period November,
1947, to February, 1948, provide a clear-cut illustration of unduly
enhanced prices to consumers through increased mark-ups and margins
“in the distributive trades, in a restricted supply gituation. That these
operations resulted in greatly increased profits to distributors in this
trade is clear from the following data. A comparison of the net operating
profit - (before taxes on income) earned by six fruit and vegetable whole-
salers, three operating in Toronto and one each in Winnipeg, Vancouver
and Sydney, Nova Scotia, for the months of November {0 March shows
an increase from $80,904 for 1946-1947 to $165,5639 for 1947-1948.1

No evidence was presented before the Special Committee on Prices
showing that chain wholesalers or chain retailers took any special
advantage of their size, or the fact of the integration of their operations.
In fact, the profits taken by the fruit and vegetable procurement agency
of the only retail chain organization examined by the Special Committee
increased from 1939 to 1947 much less than was the case for other
wholesalers. Furthermore, the evidence shows that in the period follow-
ing the imposition of import restrictions the retail stores of this organ-
ization tended to give the consumer the benefit of any undue gains this
organization might have been in a position to keep for themselves.?
Thus their profit in the period December, 1947, through March, 1948,
showed a general tendency to decline below the levels of the same months
one year previous. ' , B

** g continued for most fresh fruits and vegetables until the
summer of 1948, when the domestic crops began to be marketed.
Canadian production was larger in 1948 than it had been in 1947, because
of more favorable climatic conditions and the effect which high prices had
in inducing growers to increase the acreage devoted to fruits and veget-
ables. This increase in Canadian supply, together with relaxations of
import controls may be expected to keep pr.ces at a lower level through-
out the winter of 1948-1949.

Report to the House, Speclal Committee on Prices, pp. 3941-42.
‘Bvidence, Special Committee on Prices, p. 3291.
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~ "SUMMARY AND CONCLUSIONS "~ T T

Prices of fruits and vegetables rose rapidly from depressed conditions
ir 1939 until 1943. From 1943 until the end of the war, the prices of
tnese commodities remained fairly constant under price control regnlations.
In 1946 and early 1947, as the supply of these products reached adequate
levels, the government lifted price control regulations in keeping with
the general decontrol program. This had very little effect on prices.
After November, 1947, however, fresh fruit and vegetable prices moved
rapidly upward until the summer of 1948, when a general decline occurred.

The Special Committee on Prices confined its investigation mainly to
the period of rising prices in the winter of 1947-1948. From an examin-
ation of the evidence presented before the Committee, we have concluded
that the price increases occurred by reason of the limitations on supplies
resulting from the government’s emergency exchange conservation pro-
gram. The shortage was more acute because Canada’s 1947 crop was
smaller. No evidence was found of any agreements between members
of the industry to raise prices during this period. Consumers reacted to
the restriction in supply by bidding up the prices of available fruits and
vegetables. There is evidence, however, that some- wholesalers in the
industry contributed to the rise in prices, by increasing their gross
margins in order to compensate, so they said, for the decreased volume of
their sales. It seems clear from an examination of the profit position of
the wholesalers who appeared before the Committee, that these increases
in margins were not altogether necessary to maintain profits.

XI11

CI{ART

The government’s action in relaxing some of the import controls and
re-imposing certain ceiling prices during the winter of 1947-1948 had the
effect of stabilizing prices. Prices in this industry did not fall sub-
stantially until the summer of 1948 when Canadian production came onto

the market.




CHART XIII

FRUIT AND VEGETABLE RETAIL PRICE INDEX
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