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FOREWORD

This report completes an 18-month inquiry into the problems and prospects of
Canada's fresh and processed fruit and vegetable industry. We began our work in
June 1990, when the Government, acting at the request of the Canadian Horticultural
Council (the CHC) (the growers), with the support of the Food Institute of Canada
(the FIC) (the processors), asked us to examine and assess the competitiveness of the
industry.

When we began our work, we recognized immediately that our task was
daunting. The fresh and processed fruit and vegetable industry is complex, dynamic and
varied. It is an industry about which generalizations are hazardous. It involves a great
variety of products, important differences between fresh crops and crops for processing,
and significant regional variations.

We learned that to understand the industry, we could not focus only on major
crops, such as apples, potatoes, mushrooms and tomatoes. We needed to know
something about dozens of products from many different growing areas. We realized
there were lessons for success in even the smallest-scale industries, such as
British Columbia's kiwi fruit production and Saskatoon berry cultivation in the Prairies.

We also recognized that the horticultural industry in Canada has more reason
than any other branch of agriculture to be alert to the implications of the Canada-U.S.
Trade Agreement (CUSTA). Here is an industry that produces perishable crops in season,
but often in a slightly later and lower-priced season than its competitors in the northern
states. Here is an industry that must win back its own consumers every year. Here is
an industry that for many products is a residual supplier in its own market. Here is an
industry that is losing much of its trade protection with the phasing out of seasonal
tariffs between Canada and the United States. And here is a processing industry that
wonders if its costs will come down as rapidly as its tariff protection.

The rest of agriculture faces rather different circumstances. The supply-managed
sector does not meet the full rigour of international competition. The meat and livestock
sector is not seasonal, and long has been accustomed to competing on a North American
basis, in a largely tariff-free environment. The grains sector is in crisis, but is far more
concerned about international issues than CUSTA; furthermore, its products are much
less perishable than horticultural crops, and it faces less short-term volatility in prices.

Despite the industry's request that we undertake this inquiry, we found, at the
outset, a certain apprehension on the part of many growers and processors about what
the inquiry would produce. Some felt the inquiry would have been more useful if it had
been undertaken two or three years before CUSTA took effect, not a year and half after.
Others felt that the industry had already been "studied to death” and that studies had
served as an excuse for government delays, not as a basis for action. There was also
bitterness that reports which followed the negotiation of CUSTA seemed to depict both
the fresh and processed industries as being among the losers in free trade.

Fortunately, as the inquiry got under way, this initial reticence faded. We
discovered that the industry, in all its facets and in all regions of Canada, was eager to
tell its story and to assist our staff and consultants with their research. In hearings from
one end of the country to the other, we gathered testimony and written submissions
offering a wealth of information and wisdom about the performance and prospects of the
industry.



The industry took full advantage of the inquiry as a means of self-examination,
and as a platform for its views. On a number of occasions, producers and processors
demonstrated their common cause by making joint presentations to us.

The more we talked with people and found out what was going on in the
industry, the more bullish we became about its prospects. While the story varies from
product to product and region to region, it seems to us that Canada's fresh and processed
fruit and vegetable industry as a whole has performed well over the past decade. The
positive way in which it has been reacting in recent years to the pressures of free trade,
high interest rates, a high dollar and slower economic growth gives us confidence that
it will do well in the future.

The industry recognizes that it is operating in a world of falling trade barriers,
tight government budgets and consumers who are increasingly cost and
quality-conscious. It knows that much of its future success will depend on its own
efforts. However, it looks to governments to improve the regulatory framework under
which it operates in order to remove obstacles to success.

On two matters in particular, pesticides and CUSTA implementation, we share the
industry’s view that government action is needed. We believe that Canada's policy on
pesticides should be overhauled to allow our producers a greater choice of products at
lower costs, while still meeting high standards of health, safety and environmental
protection. With respect to free trade, the industry feels that CUSTA so far has been
largely a tariff deal and not a fully balanced trade arrangement. We agree with the
industry that the Canadian and U.S. governments must breathe more life into the CUSTA
working groups which aim at reducing barriers to trade caused by differences in areas
such as health, safety, labelling and quality standards. Steady two-way progress on these
issues would give our industry a bigger world in which to prosper.

This report is only the tip of the iceberg. Under it lie hundreds of pages of
producers' and processors' submissions and testimony, and of research by our staff and
consultants. We hope, that all of these materials will be referred to for some time to
come by the private and public sectors, as they make joint efforts to strengthen the fruit
and vegetable industry.

We would like to thank the dozens of fruit and vegetable producers and
processors who worked with us on this inquiry. We have developed a great deal of
respect and admiration for the industry and those who make it work. If we have
succeeded in dealing adequately with the multitude of issues that emerged, it is because
of their ready assistance and sometimes very candid criticisms.

We also owe a great deal to the Tribunal's staff and consultants for their data
collection and analysis, and for organizing the public hearings and other contacts with
the industry. We heard many kind words in the course of our inquiry about the staff's
courtesy and professionalism.

As we were completing this inquiry, "competitiveness” was becoming the focus
of discussion on Canada's economic policy. Concerns about our competitiveness as a
country were prompting responses from business, labour, educators and governments.

In this context, we believe our report is timely, as it represents one of the first
completed studies in the area of competitiveness. Indeed, our report is more than a



study; it contains many practical observations and recommeﬁdati_ons on how to improve
the competitiveness of the horticultural industry in Canada.

It may be appropriate to point out that the business end of all studies on
competitiveness must be action. If we are going to enhance the competitiveness of
Canadian industry, we are going to have to change somehow the way we do things.
Our report may be short on models and "paradigms" of competitive success, but it is rich
in research and in the experience and wisdom of the fruit and vegetable industry.
Furthermore, the inquiry process itself has encouraged the industry to consider options
and plans for improved performance. It has given the various participants an
opportunity to exchange views and ideas, test one another's attitudes and clarify
competitiveness priorities.

The industry and government must now move together to build a more
competitive industry. Most producers and processors recognize that the federal and
provincial governments can play only supporting roles. However, such supporting roles
are vitally important in improving various framework policies and programs and in
removing many obstacles to success. Early action in these areas is not only essential, but
will demonstrate in concrete terms the overall commitment of government to improve the
competitiveness of this industry.

In closing, we want to say that we felt privileged and honoured to carry out this
important inquiry. We hope our report will prompt the industry and governments to
take actions which will strengthen Canada's fresh and processed fruit and vegetable
industry.

John C. Coleman
Presiding Member

W_M@M |

Michele Blouin " Charles A. Gracey
Member Member
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CHAPTER 1

CANADA'S FRUIT AND VEGETABLE INDUSTRY:
PERCEPTIONS AND REALITY

1. Introduction

We have found in this inquiry that Canada's fresh and processed fruit and
vegetable industry is one of the more dynamic parts of Canada's agricultural and food
processing industries. Itis also a good size. In 1989, fresh fruit and vegetable production
had a farm value of $1.5 billion,' while the processed sector's shipments were valued at
$3.6 billion. Nonetheless, many inside and outside the industry regard it as a small,
struggling and almost forgotten part of the agri-food sector.

Because of our relatively short growing season, it is not surprising that per capita
production of fresh fruits and vegetables in Canada should be less than that of the
United States. What is remarkable, is how close in proportionate size are the two
industries. Our industry is roughly 9 percent that of the U.S. industry, not counting
U.S. production of citrus and tropical fruits. Furthermore, our industry has been more
successful in meeting rapid increases in the consumption of fresh fruits and vegetables.
During the 1980s, Canada's consumption, production and exports grew more rapidly, and
our imports and import dependence grew more slowly than that of the United States.
In 1988, our fresh fruit and vegetable industry supplied just over 50 percent of Canada's
consumption of non-citrus and non-tropical fruits and vegetables, more than one might
expect given the length of our growing season and consumers’ growing stress on
freshness.

The record of the processing sector in the 1980s is equally impressive when seen
in a North American context. Its shipments in 1988 were valued at just over 9 percent
of those of the United States. During the decade, Canada's consumption, shipments and
exports of processed fruits and vegetables also grew more rapidly, while our imports
grew less rapidly in value, and our import dependence fell markedly compared to that
of the United States. In 1988, Canada's processed fruit and vegetable industry supplied
75 percent of our consumption. During the 1980s, its profitability and productivity
performance exceeded that of the food processing industry as a whole and of total
manufacturing.

Such an encouraging picture is not what many inside and outside the industry
would expect. As in any human enterprise, the concerns and doubts tend to exceed
more positive thoughts. Both the fresh and processed sectors are anxious about the
future and not really satisfied about the past.

While it is too early to tell how free trade will affect the industry, its growing
reality conditions much of its thinking. This is an industry that traditionally has
measured itself by U.S. yardsticks and will do so more and more in the next decade. This
is an industry which, in testimony and submissions to us, expressed concerns about its
ability to be cost-competitive with its U.S. counterparts as CUSTA is implemented. This
is an industry which, in seemingly contradictory fashion, reacted sharply to the results

1. Fruits and vegetables sold in the fresh market and to processors.



of Tribunal-sponsored research which suggested that some of its costs appeared to be
higher.

How do we separate perceptions from reality when looking at an industry as
complex as this? Many of the perceptions turn out to be real, and most are not
completely untrue.

We are not saying that "perceptions” are untruths; they are more the simplified
versions of reality on which people base their actions. If, for example, the public,
governments and even the players in an industry regard that industry, or part of it, as
fundamentally uncompetitive, even if it is not, their behaviour towards it may be
characterized by indifference, inattention, defensiveness and inaction.

In this chapter, we want to discuss some of the perceptions about the industry
which are held by the general public, governments, and producers and processors
themselves. We will base ourselves on what we learned in public hearings, in visits to
farms and processing plants, and through our research program.

Succeeding chapters of our report attempt to offer a comprehensive and factual
picture of Canada's fruit and vegetable industry. This chapter is not an "executive
summary”" of the report. It draws selectively from the report and does not follow the
overall plan. For the convenience of the reader, from Chapter III on, each chapter begins
with a "highlights" section.

2. Ten Perceptions and Realities

We want now to explore ten commonly held perceptions about Canada's fresh
and processed fruit and vegetable industry, particularly as they may affect the behaviour
of the industry's stakeholders. We will set them out in summary form before discussing
them in more detail.

Canada's Climate and Location

Perception: = Canada is too cold and too distant from markets to be competitive
with the United States in fruit and vegetable production.

Reality: Canada's growing conditions for most fruits and vegetables
compare favourably with those of the northern United States. Our
best producers can attain yields comparable to those in the leading
states, including California. Much of our industry is located close
to major markets in Canada and the North-eastern United States,
and, in these markets, has a transportation advantage over the:
U.S. south-west.

The Question of Costs

Perception: ~ The high cost of doing business in Canada makes our producers
and processors uncompetitive. :

Reality: Our studies showed that, on balance, Canada's production and
: processing costs are moderately higher than those in the
United States, especially when measured on a cost per unit of

output or output per worker basis. The main higher cost factors



were ‘pesticides, interest expenses, fuel and packaging. Producers,
processors and their suppliers are working to get costs down as
Canada-U.S. tariffs come down. In any event, costs are not the
sole determinants of competitiveness. Even without tariff
protection, the industry can still exploit advantages in transport
costs, quality, freshness and consumer loyalty.

Cost-Price Squeezes Everywhere

Perception:

Our producers and processors are caught in a cost-price squeeze;
the high margins of wholesalers and retailers give them a
disproportionate share of the profits from fresh and processed fruit
and vegetable sales. Furthermore, the distribution sector gives
little or no preference to Canadian produce, fresh or processed.

Canadian distributors' margins, particularly on fresh produce, do
appear to be high. However, the distributors claim that they also
are being squeezed, in their case, by increasingly demanding and
price-conscious consumers. Canadian supermarket chains' net
profits on sales are about 1 percent, comparable to those of the
United States. Supermarkets will respond to consumers' preference
for local products when they match imported products in quality,
attractiveness and freshness, but they will not pay premiums to
local producers. There is evidence that supermarket chains often
play local producers off against one another, and so drive hard
bargains with them.

The Subsidy Puzzle

Perception:

Reality:

Subsidized U.S. production makes it even harder for our industry
to compete. '

While neither the Canadian nor the U.S. industry is heavily
subsidized, our industry receives somewhat greater overall levels
of support than does that of the United States. = When
Canada-U.S. tariffs are phased out, our fresh sector will be
relatively more protected by other support measures than that of
the United States, but our processing sector will be less protected
than its U.S. counterpart. Federal and state water subsidies in
California and the south-west are being gradually phased out and
are already quite small when measured by "producer subsidy
equivalents" (PSEs).

Government Inattention

Perception:

Reality:

Governments pay little attention to the fruit and vegetable
industry.

The federal and provincial governments have not adopted an
organized approach to further the industry's competitiveness,
either by direct measures or by framework policies.



The United States, North America or the World?

Perception:

Reality:

Competitiveness vis-a-vis the United States is what counts; North
American Free Trade Agreement (NAFTA) won't make a big
difference.

The industry's main external market and outside competitor will
continue to be the United States. The North American market as
a whole is being more and more influenced by offshore
competition. However, NAFTA is not likely to have a marked
effect on Canada's exports and imports of fruits and vegetables
with Mexico.

Interprovincial Competition and Trade Barriers

Perception:

Reality:

Interprovincial competition and trade barriers can be as important
as international competition.

Interprovincial competition is quite important for many fruit and
vegetable products. Interprovincial trade barriers are relatively
insignificant in this industry, but are the source of needless
irritation and cost.

Marketing Boards: What is their Role in Competitiveness?

erception:

Reality:

Provincial marketing boards and commissions affect the
competitiveness of the entire industry, both fresh and processing.

Fruit and vegetable marketing boards vary greatly in their powers,
methods of operation and effectiveness. Many are now taking a
more flexible, market-oriented approach to negotiations with
processors on price, quantity and quality. They recognize that
such moves will promote the long-term competitiveness of the total
industry.

The Challenges of Free Trade, High Interest Rates and a High Dollar

Perception:

Reality:

Free trade, high interest rates and a high dollar are currently the
greatest challenges facing the industry.

Free trade is probably the greatest of these challenges, though the
industry expressed more concern during our inquiry about the
effects of high interest rates and a high Canadian dollar. While
free trade so far has meant mainly tariff reductions of about
one-third and appears to have had little effect on imports or
exports, the industry is adjusting as quickly as possible to face the
full effects of CUSTA.

The Frustrating Problem of Pesticides

Perception:

Canadian policy on pesticides is an enormous irritant for the
industry and a real obstacle to its success.



Reality: Canadian pesticide policy has taken little or no account of the
competitiveness of the fruit and vegetable industry. Canadian
pesticide prices are much higher than in the United States and
some essential pesticides are not available. Yet, imported produce
grown with the help of pesticides not licensed or available in
Canada is admitted into this country provided it passes certain
residue tests.

(a) Canada's Climate and Location

For most fruit and vegetable products, Canada is often seen to be at a natural
disadvantage to the United States because of our shorter growing season and relatively
small area available for cultivation. Furthermore, from an export standpoint, many in the
industry feel distant from the largest North American markets. The fresh industry also
finds cold comfort in being compared favourably to growers in the Northern
United States, when it sees the real competition in North America as coming from
California and the State of Washington.

There is no doubt that much of Canada's horticultural industry works at the
climate frontier and faces challenging conditions. However, the record shows that these
conditions do not seriously affect the industry’s competitiveness.

B.C. producers consider their growing conditions to be broadly comparable to
those of the State of Washington, which, for many products, rivals or exceeds California
in output price and quality. Ontario producers operate well below the 49th paralle], in
comparable growing conditions to competitors in Wisconsin, Michigan, Ohio and
New York. -The Maritime potato industry operates under similar climate and soil
conditions to that of Maine and has outperformed Maine in recent years.

The Alberta and Manitoba potato industries face only a slightly more severe
climate than their competitors in neighbouring states. Our industries are successful
nonetheless; their lower yields per acre are offset by lower costs for land and water than
in southern and western states. Their use of pesticides can also be lower because the
cool, dry climate helps control many insects and plant diseases. Moreover, their product
faces little import competition because of its relatively high transport costs.

In addition to potatoes, several products such as apples, blueberries, raspberries,
mushrooms, root vegetables, cabbages, peas, beans and greenhouse vegetables grow as
well in northern latitudes as in southern areas or better.

Canadian growing conditions can't match those of California, but neither can
those of many other U.S. states. Nonetheless, fruit and vegetable production in the
northern states continues to expand, even within the U.S. common market. Furthermore,
despite industry averages which may be less impressive than those in the United States,
many of our producers and processors can match, or exceed, the performance of
Americans in neighbouring states, and even of California. The best tomato growers in
South-Western Ontario, for instance, are now attaining yields per acre comparable to
California averages.

Most of our major growing areas also are well situated, closer to large
metropolitan centres in Canada and the United States than much of the U.S. west-coast
industry. Transport costs thus give our industry a built-in competltlve advantage on
both imports and exports.



(b) The Question of Costs

In their testimony and submissions, a frequent theme of industry representatives
was that Canada is an expensive place in which to grow and process fruits and
vegetables. Most of them considered that our costs were higher than in the
United States, because of higher interest costs, higher wages and fringe benefits, higher
income, property and sales taxes, higher land costs and higher costs for inputs such as
pesticides and packaging.

The Tribunal's staff and consultants put a great deal of effort into investigating
the question of input cost differences between the Canadian and U.S. industries.
Enormous measurement problems exist in this area, even when product-by-product and
region-by-region comparisons are made. The weight of Tribunal research and of other
recent studies indicates that Canada's situation is not greatly out of line with that of the
United States, but that our production and processing costs are generally a little higher,
on average, especially when measured on a cost per unit of output or output per worker
basis.

The Tribunal's research found that personal and corporate tax provisions and rates
applying to farmers were broadly comparable in Canada and the United States, but that
federal excise taxes on gasoline and diesel fuel are considerably higher in Canada than
in the United States, where taxes on fuels used off-highway by farmers are fully rebated.

With respect to labour costs, a Tribunal study found that average wage costs for
farm workers in Ontario, including seasonal workers temporarily entered from Mexico
and the Caribbean, were slightly lower than those in New York state. However, data
problems prevented the Tribunal from comparing labour productivity in fresh fruit and
vegetable production between Ontario and New York.

According to industry testimony, machinery and equipment prices in Canada and
the United States are comparable, though the cost of financing them is greater in
Canada. While Canadian prices of fertilizers were found to be comparable to those in
the United States, Canadian pesticide prices were consistently higher by significant
margins. The Tribunal noted that land prices, as a general rule, reflect the value of the
crops produced on them and, on that basis, probably were generally comparable with
those in the United States. However, a good deal of Canada's prime horticultural land
is close to urban centres. As a result, much of it has acquired some speculative value,
which has been only partially offset by land use restrictions.

Canadian seed and plant prices appear to be in line with those of the
United States. The cost of packaging for fresh and processed fruits and vegetables is
generally higher in Canada than in the United States, though packaging prices should
equalize once free trade is fully implemented. We heard testimony from packaging and
container makers, such as Crown Cork and Seal, which demonstrated their progress in
becoming fully price competitive well before CUSTA is completely implemented.

Matters of great concern to producers, according to their testimony to the
Tribunal, were the recent high levels of interest rates in Canada compared to those in
the United States and the correspondingly high relative value of the Canadian dollar.
High real interest rates in the recent period have made the financing of inventories,
equipment and land more expensive for Canadian horticultural producers. At the same
time, the Tribunal found no conclusive evidence that their use of credit was any greater
than the rest of Canadian agriculture or of U.S. horticulture.
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In principle, the high level of the Canadian dollar should have made exporting
less profitable and imports more attractive to consumers. However, we found no
evidence that the overall pattern of trade in fruits and vegetables had been changed by
the appreciation of the dollar, though particular products may have been affected.
Moreover, the high dollar has helped moderate the general inflation rate, thus helping
to restrain producers' wage and other input cost increases. It also has encouraged the
industry to make greater efforts to improve productivity.

Overall, the Tribunal's review of grower costs showed that the total cost of
producing an acre of fruits or vegetables is, on average, slightly higher in Canada than
in the United States. The key factors appear to be pesticides, interest expenses, fuel and

packaging.

Much controversy has surrounded the issue of processors' "raw product costs" and
processors' suggestions, many of them well documented, that these are higher in Canada
than in the United States. Producers generally dispute these claims, arguing that the
differences reflect tariff and transportation costs.

Itis very difficult to reach definite conclusions on this issue because of definitional
and measurement problems. For one thing, "growers' costs” and the prices they receive
are not the same as processors' "raw product costs." The latter often include such things
as transport to the processing factory, culling, washing and sorting. Sometimes
processors may even supply the seed, and plant, spray and harvest the crop. Every
processor, even sister companies of multinational enterprises, has a different definition
of raw product costs, depending on local growing conditions. National grade regulations
also have a bearing on raw product costs. For instance, the proportion of vegetables to
water and other ingredients is higher in Canadian than in U.S. canned vegetables.
Despite all these qualifications, it does seem clear that higher grower prices translate
eventually into costs of raw product for processors which on average, but not in all
cases, are higher in Canada than in the United States.

Raw product costs, for all the attention which is paid to them, are not necessarily
the greatest challenge facing Canada’s food processors. One study commissioned by the
Tribunal found that in the case of canned vegetables, raw product costs (which, as
explained above, are higher than crop costs) accounted for only 22 percent of total costs,
though the share for frozen vegetables was 43 percent, still well below half of total costs.

Like growers, processors face higher packaging costs than their U.S. counterparts,
though the gap is narrowing rapidly. With respect to electricity and natural gas prices,
it appears that processors in the two countries pay, on average, about the same, though
there are regional differences.

Canadian processors' labour costs, on an hourly basis, seem to be a little higher
on average than in the United States, and Canada's industry is, generally, smaller scale
and more diversified. These factors, combined with shorter production runs connected
with our shorter growing season, give rise to lower labour productivity and higher
labour costs per unit of output. Overhead costs are also higher on average in Canada,
again because of these differences in specialization, scale and season. Finally, processors
repeatedly pointed to the relatively high cost of capital in Canada, i.e., interest rates, as
affecting the rate at which they could modernize and expand their operations.

Our final hearings, in September 1991, pointed out an interesting paradox
connected to the question of costs. Producers and processors, though they had given us
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at earlier hearings much testimony and other evidence pointing to Canada's overall
higher costs, were disturbed to see this all confirmed by the Tribunal's own research.

Their explanation for their reaction, however, was entirely reasonable. They did
not want suppliers, distributors and investors in processing facilities to conclude
mistakenly that their industry was uncompetitive, just at a time when they were
cooperating to bring down their costs as quickly as possible. This would happen, as free
trade was completely implemented, through their own adjustment efforts and those of
their suppliers. In the meantime, it was natural for both producers and processors to
"price up to the remaining tariff" and thus be able to tolerate somewhat higher input and
overhead costs.

The industry also pointed out that costs, while important in competitiveness, were
not the whole story; factors such as quality, freshness and consumer loyalty were equally
significant. What worried producers and processors most, however, were the things over
which they had no control, such as plans in some provinces for sharp increases in
minimum wages, high pesticide prices which were insulated from free trade because of
the ban on imports and a still high Canadian dollar.

In sum, the industry felt it could adjust and remain competitive after free trade
was fully implemented, provided government policies were adjusted to create a lower
cost, more favourable business environment in Canada. The Tribunal shares the
industry's view on this point.

(<) Cost-Price Squeezes Everywhere

Canadian producers and processors see themselves as caught in cost-price
squeezes. Producers believe they must meet North American market prices while paying
more for inputs than their U.S. counterparts. Processors also feel driven by market prices
and believe that they are paying higher raw product prices than U.S. firms, and meeting
other higher input prices. Both producers and processors feel that the wholesale and
retail trade are capturing the bulk of the consumer's fruit and vegetable dollar. The
wholesalers and retailers, in turn, say that their margins are very low because of fierce
competition for the loyalty of increasingly demanding consumers.

In its research program, the Tribunal commissioned a consultant to investigate the
procurement policies of the distribution sector. A common concern of both producers
and processors is the effect on their revenues of distributors’ volume rebates, advertising
allowances, and shelf space and listing premiums. Our research found that these
practices, on average, amounted to about 5 percent of sales revenues for fresh producers,
but could go as high as 30 percent of processors' sales revenues. However, we found no
evidence that Canadian distributors' practices differed much from those in the
United States. Moreover, retail after-tax profit margins in Canada and the United States
are comparable, at around 1 percent of sales.

Against this evidence is the fact that supermarkets increasingly regard their
produce sections as being among their higher profit centres. Furthermore, a number of



recent studies have found that part of the reason for higher consumer pnces in Canada
than in the United States is our relatively less efficient distribution sector.’

The measurement of industry profits is fraught with difficulty. It would be even
more hazardous to try to judge what constitutes fair profit shares in a value-added chain.
It appears that not only producers and processors, but also wholesalers and retailers, are
facing cost squeezes. The entire market is being driven by international competition for
the loyalty of increasingly demanding consumers.

In addition to their concerns about the cost-price squeeze issue, many producers
for the fresh market mentioned to us the difficulty they have in getting chain stores to
accept their produce at the time it comes to market. Some believe that the chain stores
have year-round contracts with foreign suppliers and importers which they are reluctant
to break. They also cite numerous examples of how distributors use their market power
to drive hard bargains with individual domestic sellers, particularly in the seasonal fresh
market where producers have few storage possibilities and few alternative sales outlets.
We received evidence that the chain stores sometimes pay more for imports than for
domestic produce, presumably because they are able to "divide and rule" the multiple
sellers in the domestic market.

The chain stores' perceptions are different. They claim they are free to shop
around, but that many Canadian producers are reluctant to commit themselves to prices
and delivery dates more than a few days ahead. They say that Canadian producers are
often unwilling to participate, unlike importers, in shared advertising programs which are
usually arranged a couple of weeks ahead.

The retail sector generally claims that it likes to give a preference to local produce,
particularly when consumer loyalty has been built for it, but that this preference does
not involve paying higher prices for local as opposed to imported produce. It cites the
reliable and steady supply, consistent quality, large quantities and attractive packaging
of imported produce as justifying the higher prices they sometimes pay for it.

In this cost-conscious and very demanding environment, it seems that price
competitiveness is essential and sometimes outweighs other competitiveness factors such
as quality, attractiveness, freshness, marketing skill and consumer loyalty. Regrettably,
though not surprisingly, it also appears that distributors’ market power has a large
bearing on the prices received by local producers, no matter how good their products are.
It is likely that producers of fresh fruits and vegetables would have greater success if
they recognized more the advantages of banding together to provide distributors, in
timely fashion, with sizeable quantities of uniform quality produce.

(d) The Subsidy Puzzle

A common view among the public, and even in the industry, is that
U.S. horticulture benefits from greater government support than ours in areas such as
financing, research, extension services and irrigation. In particular, it is often claimed
that California has become the North American leader in price, quality and yield only
because of large federal and state water subsidies. Some go so far as to say that without

2. See, for example, the study entitled A Preliminary Study of the Competitiveness of
Distribution Channels produced by the consulting firm Ernst & Young for Industry,
Science and Technology Canada in March 1991.




subsidized water for its fruit and vegetable production, California would become a state
like any other and pose no competitive threat to horticulture in any other state or in
Canada.

The Tribunal, with the help of consultants, did an extensive comparison of
government support to horticulture in Canada and the United States. We found that in
both countries, the fruit and vegetable industry gets relatively little support as measured
by "producer subsidy equivalents"(PSEs), compared to some other agricultural sectors.’
In both countries, the main governmental support comes from customs tariffs, which are
being phased out in our two-way trade agreement by 1998.

For fresh fruits and vegetables together, Canada's PSE was found to be
22.6 percent, compared to 18.4 percent for the United States. When tariffs were removed
from the PSE calculation, however, Canada's combined PSE was 17.1 percent, compared
to 6.8 percent for the United States. In other words, government support for the fresh
fruit and vegetable sector is becoming proportionately greater in Canada than in the
United States as customs tariffs are being phased out. The main item accounting for
somewhat higher levels of non-tariff support in Canada is more generous income
stabilization payments to producers.

For processed fruits and vegetables, our researchers found that Canada’s total PSE
was 24.6 percent, compared to 13.7 percent for the United States; without tariffs, the PSEs
were respectively, 0.4 percent and 2.7 percent. This suggests that once free trade is fully
implemented, governmental support for the processing industry will virtually disappear
in Canada and become quite low in the United States.

With respect to the vexed question of California water, the Tribunal found that
most water subsidies for agriculture are being phased out. According to our researchers'
estimates, PSEs for water subsidies for California fruit and vegetable production now
range from 0.25 percent to 3 percent, depending on the method of calculation. Such
values would have little, if any, distorting effect on trade. Moreover, much fruit and
vegetable production in California, for example, lettuce in the Salinas valley, is irrigated
by non-subsidized ground water. In addition, as water becomes more expensive in
California and neighbouring states, and as water conservation techniques improve in the
production of fruits and vegetables, these high value-added crops may replace large-scale
farming of irrigation-intensive crops such as rice. All this suggests that California, unless
its recent years of drought become a permanent problem, will continue to be the
pacesetter for the rest of U.S. horticulture and for the Canadian fruit and vegetable
industry well after the water subsidies are eliminated.

(e) Government Inattention

Canadian fruit and vegetable producers and processors feel that governments pay
little attention to their competitiveness and, indeed, tend to introduce policies and to
apply regulations in ways that reduce their capacity to compete. Fruit and vegetable
producers see themselves as receiving less than their relative share of the financial
assistance directed to Canadian agriculture.

3. PSEs are a widely used method of measuring subsidies and relate the value of
subsidies to the selling price of a crop. They are explained in more detail in Chapter VL.
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Governments cite budgetary constraints and international trade obligations as
giving little scope to take measures of direct support to the industry.

With the processors, producers see their main source of government support,
customs tariffs, disappearing vis-a-vis their competitors in the United States. Seasonal
tariffs on fresh fruits and vegetables are being phased out under CUSTA because of the
General Agreement on Tariffs and Trade (GATT) requirement that free-trade partners
eliminate all tariffs between them.

Some parts of the industry have benefited from tripartite stabilization schemes.
These are being replaced by NISA (the Net Income Stabilization Account), but producers
are uncertain of its benefits and how to make use of the program.

The industry may appear to be too small and fragmented to induce the federal
and provincial governments to adopt an organized approach to furthering its
competitiveness. However, the problems faced by the industry are not always crop
specific. General policies aimed at reducing costs and increasing quality and yields can
be developed and applied. Furthermore, despite the diversity of the industry, its leaders
on both the fresh and processing sides are able to represent clearly industry views on
what would be helpful general government policies.

Opportunities for more direct assistance to the industry in the form of price and
income stabilization are probably quite limited and, in any event, are not always sought
by the industry. However, the entire industry does look to governments to adjust,
where possible, "framework" policies on matters such as minimum wage legislation,
marketing boards' powers, access to pesticides, interest rates and the value of the dollar.
The Government must also play a key role in addressing and resolving some of the
remaining trade irritants and non-tariff barriers which impede trade in fresh and
processed fruits and vegetables between Canada and the United States.

Provincial government interventions are important in the area of framework
legislation for marketing boards. As we explain later, it is not possible to make
generalizations on whether these bodies promote or impede the competitiveness of both
producers and processors. The experience varies from province to province and product
to product.

) The United States, North America or the World?

The Canadian fruit and vegetable industry is not unique in regarding the
United States as its most important foreign competitor and foreign market. The industry
does not appear to regard Mexico, at least in the short term, as a serious factor in our
import and export trade, even if NAFTA is established. Mexico, like the European
Community (EC) and southern hemisphere countries, is regarded as important in certain
product markets at certain times of the year, but not as a general problem or opportunity
for the Canadian industry. The industry tends to see the NAFTA negotiations mainly
as offering possibilities for improving CUSTA, rather than as significant in their own
right. :

In the face of falling trade barriers, many in the industry are trying to decide

whether to concentrate on being import competitive, or being export competitive and
relying more on foreign markets for their growth.
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The industry's preoccupation with the United States is understandable and
natural. The proximity of the United States and its importance in world production of
so many fruits and vegetables will make it always the major factor in our trade in fruits
and vegetables. In particular, California is rightly seen as the North American price and
quality leader on a wide variety of fruits and vegetables produced in Canada. While the
Canadian industry suspects that some of California's success comes from subsidized water
for irrigation, it also recognizes that state's advantages in climate, growing season, soils,
abundant labour force, quality control, marketing and a critical mass of expertise.

Despite the U.S. focus, our producers and processors are becoming more and
more conscious that the North American market is being influenced by world prices,
especially in internationally traded products such as apples and tomato paste. They
recognize that the export of "Californian" production, processing and marketing
techniques to countries such as Mexico and Chile, is making them increasingly
competitive in our market. They see also that, in the longer run, the increasing wealth
and openness to trade of such countries should offer interesting export opportunities to
the Canadian industry. Trade statistics show that our third-country imports of fruits and
vegetables are increasing more rapidly than our imports from the United States. As well,
a number of producers and processors have expanded sales outside the United States in
products such as frozen blueberries and french fried potatoes.

It is obvious that the Canadian industry's margin of protection in the domestic
market will steadily shrink as tariffs come down, non-tariff barriers are removed, and
transport costs and shipment times fall. For these reasons, the industry has no option
but to become fully competitive against imports. This is the essential first step to
becoming export competitive. Increasingly, the Canadian industry will have to serve a
broader market, beginning in North America. It must already take into account
worldwide import competition. Increasingly, it will have to try to serve global markets.

(8) Interprovincial Competition and Trade Barriers

Because of the regional dispersion of the industry in Canada, fruit and vegetable
producers and processors often see interprovincial competition as a challenge equal to
international competition. These feelings are heightened by perceptions that provincial
subsidy and taxation policies are not uniform, that marketing boards and commissions
have an unequal influence on the market from province to province and that producers
and processors of some products in some provinces have been more successful than
others in marketing their products and developing retailer and consumer loyalty.

Canadian producers and processors are generally price-takers from the
United States or world markets. Within Canada, competition is generally most active
among individual producers and processors located in each region. However, in certain
products, producers and processors in one province or region have a significant effect on
supply and prices in another.

We heard testimony from Ontario producers, for instance, that Quebec lettuce and
celery tended to drive down Ontario prices, while Manitoba potato growers considered
their greatest competition came from Alberta. On the other hand, the Quebec and
Alberta producers of these products said their own prices were driven mainly by
California and the State of Washington.

We found little evidence that unfair practices or provincial government subsidies
lay behind such competitive situations. However, it appears that, in the case of apples
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and potatoes, some producefs have made distress sales in their own province and in
others, counting on various kinds of stabilization payments to help them cover their
losses. Producers affected by such practices rightly consider this sort of competition to
be unfair.

We also gathered during our public hearings a certain amount of anecdotal
information on various provincial regulations and enforcement practices which interfere
with the free movement of fresh and processed fruits and vegetables within Canada.
The most striking example cited was that of small potatoes. Under the Canada
Agricultural Products Act, potatoes can only be marketed interprovincially and
internationally in approved grades and package sizes. The Minister of Agriculture may
grant an exemption from any or all of these requirements if it is necessary to alleviate
a shortage in Canada. These restrictions have affected the domestic sales prospects of
some Maritime producers while providing protection to central and western producers
from large U.S. shippers.

Similarly, potato chip processors testified that, in some provinces during the same
contract seasons, the marketing boards have invoked these regulations to prevent them
from purchasing lower-priced potatoes, not simply outside Canada, but also in other
provinces, on the grounds that within-province supplies are adequate. A multiplicity of
such barriers would lead to a costly fragmentation of the Canadian market and reduced
opportunities for our most efficient producers.

The Tribunal was not able to put together a systematic picture of such barriers
and so could not estimate their cost to the industry and the economy or their effect upon
competition. While many regulations such as technical and grade standards are designed
to protect the consumer and ensure orderly marketing, there appear to be examples of
inadvertent and even perverse differences in regulations among the provinces which
serve to restrict trade and make everybody less well off. The Federal-Provincial
Agricultural Trade Policy Committee is in a good position to identify such barriers and
find ways to reduce them.

This being said, our potato example shows how the national treatment principle
often turns international barriers to trade into interprovincial ones.  The
Canadian industry feels a sense of frustration about its U.S. counterpart's lack of interest
to reduce border irritants and non-tariff barriers. There is a natural wish that Canada
retain some "negotiating coinage" to persuade the United States to agree to a mutual
reduction of non-tariff Dbarriers. This argues for caution in dismantling
interprovincial-trade barriers which have an international dimension. However, where
it can be shown that the advantages of a larger domestic market would outweigh the
import pressures, then the argument for retaining a trade restriction is greatly weakened.
And where an interprovincial trade barrier has no international dimension whatsoever,
it should be dismantled as soon as possible.

(h)  Marketing Boards: What is their Role in Competitiveness?

Fruit and vegetable marketing boards and commissions have received a lot of
criticism in recent years from processors and from consumers. They are charged with
not being sufficiently market responsive and thus increasing costs for their customers.
However, most marketing boards and commissions which made submissions to us
showed a mature recognition that the prices they negotiate with processors must be
competitive if the processors are to survive and if the producers themselves are not to
lose their major customers.
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We see little in the great number of provincial fruit and vegetable marketing
boards and commissions that is inherently "anti-market” and "anti-competitive." It is
natural for sellers and buyers to form combinations which aim at increasing capacity to
exploit market forces or soften their effect, as the case may be. What matters in terms
of international competitiveness is less the formal powers of these bodies and more their
behaviour; how much they try to create a difference between Canadian and international
prices by controlling domestic supply and imports.

The fruit and vegetable boards and commissions vary greatly in their powers,
methods of operation and effectiveness. It is important to note, though, that they are
quite different in their effect from the marketing boards of supply-managed products
such as dairy and poultry. Some have price-setting powers, but do not use them. None
of them has control over domestic supply. However, some of them do exert control
during the growing season over imported supplies of fruits and vegetables for processing.
Under the Canadian Agricultural Products Act, the Minister of Agriculture is empowered
to grant an exemption to the Canadian packaging and/or grade regulations to allow fresh
or processed fruits and vegetables to be imported in bulk. Before exercising these
powers, the Minister consults with both the grower and processor organizations to
determine whether there is a shortage of the product in question. If there is no strong
opposition from either group, then an exemption is usually granted.

Even though growers and processors have been working hard to improve their
relations and strengthen one another, it is not surprising that producers' indirect control
over imports remains contentious. Processors complain that these restrictions do more
than raise prices for them; they create uncertainty about their production scheduling and
their competitiveness. This in turn leads some of them to question their investment in
Canada and whether they will increase their stake in our economy.

Despite, or because of, these concerns, there has been in recent years a growing
interest on the part of producers and processors, led by the Ontario tomato industry, to
see marketing boards become more flexible. The aim is to ensure that product pricing
take into account quality and yield improvements, and differing local conditions. There
is also a growing recognition that more can be done by the marketing boards, and
equally by local growers' associations under them, to improve extension services, product
development and marketing. Provincial governments should find ways to encourage
such developments and to foster greater cooperation between producers and processors.

(i) The Challenges of Free Trade, High Interest Rates and a High Dollar

In the mid-1980s, producers and processors were nervous about the move to free
trade with the United States and feared they would be losers. They now accept the
reality of CUSTA, but some remain fearful of its consequences for them as it becomes
fully implemented. They think that so far CUSTA has been mainly a tariff deal and that
Canada's higher cost structure has not adjusted downwards as fast as tariffs. Producers
regret very much that all tariffs on fresh produce coming from the United States will be
eliminated by 1998, through CUSTA. So far, they have found the tariff "snapback”
provision to be of little use in helping their adjustment.

Producers and processors complain that little progress has been made on the
non-tariff aspects of CUSTA involving harmonizing regulations and reducing barriers in
areas such as customs and health inspections, product and packaging standards,
pesticides and herbicides. This leaves them uncertain about their access to the
U.S. market and reluctant to commit themselves to an export-oriented strategy. It also
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leads many to argue that Canadian standards should be kept different from those of the
United States, and government énforcement of them tightened as a means of keeping
some separation between the two markets. There is also a widespread perception that
U.S. enforcement of non-tariff regulations is stricter and more systematic than that in
Canada.

In general, it appears that no serious dislocations have occurred from the
reductions in tariffs which have been made so far. In some commodities, particularly
grapes, significant adjustments have occurred since the advent of free trade, though some
of these changes were the result of other developments, such as GATT rulings and shifts
in consumer preferences.

Trade statistics for the first two years of CUSTA indicate no significant surge of
imports of fresh and processed fruits and vegetables from the United States or any
sizeable gains in exports to the United States. However, exports of fresh potatoes
increased strongly from 1988 to 1990, though there is no indication of significant changes
in the exports of other fruits and vegetables to the United States. This may suggest that
tariffs have not come down far enough yet to have altered trade patterns, or perhaps
that the seasonal tariffs had less real effects than were supposed. The renewed interest
of the fresh industry in using import surtaxes rather than tariff "snapbacks" as a
safeguard mechanism may suggest that seasonal tariffs have not always played a decisive
role in protecting the industry, especially in situations where import prices fall sharply.

The overall effects of CUSTA may not be known until the tariff reductions have
been fully implemented and significant progress has been made on various non-tariff

issues. It does indeed appear that little, if any, progress has been made on these matters
by the Canada-U.S. Technical Working Groups set up under CUSTA.

In the Tribunal's hearings, producers and processors tended to express more
concern about Canada's relatively high interest rates and high exchange rate than about
free trade. Canadian interest rates came down significantly in 1991, and the spread
between Canadian and American rates has been close to the average historical differential
since May 1991. Contrary to most expectations, the Canadian dollar strengthened even
more in late 1991, despite the significant drop in Canadian interest rates and the
narrowing of interest rate spreads between Canada and the United States.

Despite numerous examples of difficulties cited to us by the industry, the Tribunal
could not make overall judgements about how or whether the rate of investment in the
industry had diminished during the high interest rate period. Similarly, the Tribunal
could not get beyond anecdotal evidence about the effects of the high Canadian dollar
and could see no discernable change in our trade statistics during the high-dollar period.
In principle, a somewhat over-valued dollar should not translate fully into a loss of
international competitiveness. In such a situation, cost increases for import-sensitive
inputs such as fuels, machinery and chemicals should be constrained, and lower domestic
inflation should feed into lower labour cost increases.

G) The Frustraiting Problem of Pesticides

During the 18 months of our inquiry, we found that the most frustrating issue
for the industry by far was that of Canada's policy on pesticides. In its view, this policy
results in a smaller selection and higher prices for pesticides in Canada compared to what
is available to U.S. growers. As fruit and vegetable tariffs come down, the industry can
ill afford such a competitive handicap. The industry considers that Canadian policy on

15



pesticides has been driven largely by health, safety and industrial development concerns,
with little attention paid to the competitiveness of producers.

As this report was going to press in late 1991, the Tribunal became aware that the
Government was giving active consideration to proposals from the Minister of
Agriculture to implement some of the recommendations made in 1990 by the Pesticide
Review Team. While early action on these matters would do much to alleviate the
situation, the Tribunal notes the deep-seated nature of the problem and wishes to offer
some reasons for seeking more far-reaching solutions.

The pesticide problem is not just a symbolic issue. Our research shows that many
of the pesticides available in Canada can cost half again as much as those in the
United States. Pesticides can account for up to 10 percent of non-labour inputs.

The question of availability is even more important. The classic illustration of the
problem is the lack of availability in Canada of the pesticide Amitraz which controls an
insect on pears known as pear psylla. Pear production in Canada dropped significantly
during the 1980s, as pear psylla spread. From the first to the second half of the decade,
the domestic producers’ market share fell from 45 percent to 33 percent, while
consumption went on increasing. The U.S. imports, which largely replaced Canadian
supply, had been treated by Amitraz. They were admitted because spot checks at the
border showed the produce to be residue-free or within acceptable tolerance levels. Pear
growers in Niagara and the Okanagan may be excused for not understanding why pears
produced in the State of Washington, with the aid of Amitraz, are judged safe for the
Canadian consumer, while pears grown and treated in Canada in the same way would
not be acceptable.

There is understandable pride in Canada about the standards we apply to control
pesticide use in order to ensure the health and safety of consumers and farmers, and the
protection of the environment. Unfortunately, there also is often a lack of understanding
on the part of the public of how much properly applied pesticides contribute to our
healthy diets by ensuring an abundant and low-cost supply of attractive and disease-free
produce. There is also a public perception that our pesticide standards are tighter than
those of the United States, though this is not true in all respects.

We found in our public hearings that the horticultural industry is intensely
conscious of the health, safety and environmental issues associated with pesticides. This
consciousness arises from farmers' natural wish to cut costs, protect those who apply
pesticides, safeguard their soil, air and water supplies, and build consumer confidence in
their products. The industry, for example, is showing a great interest in emerging
techniques of biological control. Such measures, making use of natural predators,
coupled with continued but lessened use of highly targeted pesticides, are often referred
to as "integrated pest management."

In addition to being protected by producers' own responsible use of pesticides, we
have in Canada a very comprehensive residue-testing program for all kinds of food
products. The horticultural industry has an almost perfect record in meeting these tests.
In 1988-89, Agriculture Canada found a compliance record of 99.8 percent in the
Canadian produce it inspected and 99 percent in imported produce. This is a very
reassuring record, bearing in mind that tolerances range from 100 to 1000 times the levels
judged safe by scientists.
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In our cross-border trade, U.S. pesticide inspection standards are tighter than ours,
perhaps reflecting our relative import dependence. Canadian producers also testified that
U.S. border inspections were much more regular and rigorous than our own. For the
relatively few products licensed for use in Canada, but not in the United States, the latter
maintains a zero tolerance standard, meaning, effectively, that Canadian producers dare
not use the pesticide on crops which they may export. However, in the much more
frequent situation where a pesticide is licensed in the United States, but not in Canada,
our Canadian standard is set at 0.1 part per million. Given that most produce that has
been properly treated with pesticides would carry residues well below that level, there
are effectively no impediments to the entry into Canada of produce treated with
pesticides not permitted for use in Canada. Canadian producers can neither understand
nor accept what amounts to a double standard. They insist, quite reasonably, that if the
imported product is safe, so too would be Canadian produce grown with the use of the
same insecticide.

In addition to health, safety and environmental concerns, Canadian pesticide
policy for the last fifteen years appears to have been driven by industrial development
objectives. Until 1977, Canadian farmers could import U.S. products if they were
registered for the same application in Canada. The ensuing ban on imports of pesticides
was aimed partly at creating our own agricultural chemical industry. This objective has
not been achieved. The related requirement of separate registration in Canada simply
has led many international chemical companies to avoid the time and expense of
registering products for use in our relatively small market.

There is a need to consider whether the Canadian pesticide policy is fully meeting
its stated health objectives, despite the strong role played in it by the Department of
Health and Welfare. If consumer health is the primary objective, what is the point of
allowing into Canada fruits and vegetables grown with the use of chemicals not available
here? Why not permit the use in Canada of all chemicals used on fruits and vegetables
imported into Canada, provided the domestic produce meets the same strict residue tests
as the imported goods? If producers' health, as opposed to consumer health, is the
driving concern, then why not address this through operator training, log books and spot
checks rather than through the outright ban of certain pesticides?

In short, Canadian basic policy on pesticide regulations, insofar as it affects the
horticulture industry, appears to make little sense. There are other ways of meeting the
health, safety and environmental objectives of Canada's policy on pesticides which also
would respect the objective of making the fruit and vegetable industry more competitive.
For this reason, the Tribunal will make, in the next chapter, some suggestions for more
fundamental improvements to Canada's policy on pesticides.
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CHAPTER 1I
COMPET/ITIVENESS PARTNERSHIPS: PROPOSALS FOR ACTION

- Improved competitiveness for Canada's fruit and vegetable industry, fresh and
processed, will require actions on the part of several players with an interest in the
industry. The key participants are the growers and the processors themselves, but the
wholesale and retail distribution sector, and the federal and provincial governments have
important roles to play as well.

Government policies and programs cannot by themselves assure the success of
the industry, but they can do much to remove obstacles to growth and create a climate
which promotes competitiveness. Under the existing framework of governmental
regulation and support, there are significant differences in performance among producers
and processors, even within the same product lines. For example, some tomato
producers in South-Western Ontario can match California growers in yield per acre, even
though the industry average is well below that of California. This shows that the efforts
- of producers and processors, individually and collectively, will have the greatest bearing
on the success of the industry, though improved government policies will enable a
general lifting of standards.

In considering the various factors which affect the competitiveness of the industry,
it is important to distinguish, as the old prayer goes, between those things that can be
changed and those that cannot, and to have the wisdom to know the difference.
Accordingly, the Tribunal cannot offer any easy advice or quick remedy for various
aspects of the industry's environment on which we heard much comment during public
hearings. There is not much the industry can do or the Tribunal can influence
concerning the level of interest rates and of interest rate spreads between Canada and

the United States, about the value of the dollar, creeping urbanization or our cold
climate. '

Other things will be difficult, but perhaps not impossible to change. This could
include such things as the terms of the forthcoming NAFTA, improvements in CUSTA,
changes in relations among producers, processors and distributors, or the government
funding for research, marketing and income stabilization. The trick is to see how far
some of these factors and policies can be influenced and changed, and how the industry
can better adapt to and exploit its policy environment and resource endowments.

The following are some of the measures and policies which the various players
should consider as ways of improving the competitiveness of the fresh and processed
fruit and vegetable industry in Canada. We discuss, in turn, issues involving the federal
government, provincial governments, producers, processors and distributors. In treating
the governmental issues, we sometimes offer advice to producers and processors on how
they should react to the governmental environment, while, at other times, we suggest
to governments areas for improvement.

1. Federal Government
Macro policieé, i.e, interest rates and exchange rates

- During 1991, Canadian interest rates came down significantly. Prime
interest rate spreads between Canada and the United States (for the
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relevant reference rates for farm lending, see Chapter 8 (2)g) also returned
to more traditional ranges. However, the dollar temporarily rose to the
highest levels in more than a decade. The Government says it has little
control, at least in the short run, over the relative levels of interest rates
in Canada compared to those in the United States, and still less influence
over the external value of the Canadian dollar.

We assume that the Government, even if it wished to do so, would not
have the financial means to shield the fruit and vegetable industry or any
other sector of the economy from unexpected and undesired movements
in interest rates and in the Canadian dollar.

The industry may have little choice, therefore, but to plan on the
assumption that Canadian interest rates will remain higher than those of
the United States and that the Canadian dollar may stay quite high. If
these assumptions hold true and the industry makes the necessary
adjustments, it will benefit from lower inflation, and it will strengthen its
capacity to compete, whether or not business conditions improve

significantly.

The CHC and the FIC might consider engaging or developing business
forecasting and market information services for their members. This could
help especially the smaller players to make better decisions on the timing
of investments and on the purchases of inputs and sale of storable
products.

CUSTA

CUSTA is a reality, but the industry complains that, so far, CUSTA has
been largely a tariff deal. The Government and industry should get on
with implementing the agreement fully.

Chapter 7 of CUSTA established several joint Canada-U.S. working groups
on technical standards of concern to the horticultural industry in areas
such as plant health, seeds and fertilizers, fruit and vegetable inspection,
food and beverage additives, pesticides and packaging. The purpose of
these groups is to work towards an "open border" by eliminating
" ... technical regulations and government standards that would constitute
an arbitrary, unjustifiable or disguised restriction on bilateral trade." Very
little appears to have been accomplished so far by these working groups.

There are dangers in "unilateral disarmament;" the process of dismantling
non-tariff barriers has to be mutual and cautious. Progress in the
Chapter 7 working groups will take place if the Canadian and
U.S. industries agree on practical objectives for incremental improvements.
Producers and processors on both sides of the border should form
alliances, perhaps on a product-by-product basis, to identify non-tariff
obstacles to free movement of their goods, whether in the area of
standards or enforcement. Once they arrive at a common understanding
of the facts, they can then propose negotiating objectives for their
governments.



A timetable for the Chapter 7 working groups in reaching agreement on
the desired reductions in barriers should be set by industries and
governments on both sides of the border. The ongoing NAFTA
negotiations should be used to make progress on these issues rather than
to defer action on them.

NAFTA

During the autumn of 1991, producers and processors were beginning to
clarify their objectives for NAFTA. To help guide our negotiators, the
industry must, as soon as possible, state clearly what it wants and doesn't
want in NAFTA. It will be equally important for the industry to keep in
touch with developments as the negotiations proceed, so that it can take
advantage of, and not be the victim of, eventual trade-offs.

It seems obvious that our industry would, at a minimum, seek the same
sort of safeguards as were obtained in CUSTA, i.e., a 10-year phase out of

~ tariffs and a 20-year tariff "snapback" provision. If the United States

sought the maintenance of its own seasonal tariffs on Mexican produce,
it would only be fair for Canada to re-open that matter with the
United States. However, our current impression is that the U.S. industry
is reconciled to losing its seasonal tariffs if NAFTA goes ahead.

In our final hearings, the CHC noted that Canada's existing, but seldom
used, fruit and vegetable surtax mechanism would provide far better
protection in drastically falling markets than the CUSTA tariff snapbacks.
The industry should sound out its U.S. and Mexican counterparts on
whether such a surtax mechanism could be adopted by the three
countries, to be used as part of their import safeguards against one
another in extraordinary circumstances, such as a virtual collapse in the
price of a product.

Producers and processors should consider whether they have common
cause with their U.S. counterparts on the non-tariff aspects of NAFTA.
They should also consider whether NAFTA might offer both of them an
opportunity to improve on the non-tariff provisions of CUSTA.

Research and Development

Resources for both applied and basic research will continue to be limited.
In this situation, producers and processors should do more to identify
their priorities, recognizing that this may create a bias in favour of applied
research and extension services.

Agriculture Canada and the U.S. Department of Agriculture (USDA)
should work to better coordinate basic research projects and to ensure
that their results are effectively disseminated to extension services, federal,
provincial and state.
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A national check-off system could raise funds to be directed to product
promotion, market research and other priorities identified by the industry.
The industry would make use of these funds to augment, not replace,
services now provided by governments.

Export Promotion

Producers, processors and governments, in their joint programs, should
concentrate on maximizing their access to the U.S. market. With some
notable exceptions, marketing efforts outside North America have tended
to be costly, one-shot efforts. It may be wise to weigh the glamour of
entering exotic and distant markets against the costs, bearing in mind the
proximity of the U.S. market and improved access to it under CUSTA.

Trade Barriers within Canada

Producers, processors and governments should establish an agreed and
documented inventory of provincial regulations and enforcement practices
which interfere with the free movement of fresh and processed fruits and
vegetables within Canada.

The Federal-Provincial Agricultural Trade Policy Committee is in a good
position to identify such interprovincial barriers to trade and find ways to
reduce them. It should take advantage of the current interest in
strengthening the Canadian economic union and intensify its own efforts
in this area.

Pesticides

The Government should, before the 1992 growing season, proceed with
the implementation of the 1990 recommendations of the Pesticide
Registration Review Team, particularly in the areas of speeding up the
pesticide registration process and facilitating the registration of pesticides
for "minor use."

As well, the Government should begin preparing more fundamental
reforms to Canadian pesticide policy. We urge the Government to act
along the following lines:

1. In the short run, approve for use in Canada any pesticide used in
the United States, provided that rigorous testing of domestic
produce treated with it meets the same residue tests which are
applied to imported produce similarly treated.

2. In the medium term, negotiate an agreement with the
United States on mutual recognition of one another's testing and
registration systems. Under this approach, any pesticide approved
for use in the United States would be approved for use in Canada,
and vice versa, provided it had been tested in areas where soil and
growing conditions were similar in the two countries.



3. Under both of the above options, provide for the immediate
duty-free entry from the United States, by both commercial
importers and individual users, of any pesticide product registered
for use in Canada.

4, Only where action is taken on points (1) or (2) above, require
Canadian producers to follow the practice recently adopted in
California where each grower keeps a log of every application of
pesticides, available for inspection by state officials at any time.
Such a regulation would help ensure operator safety, consumer
health and environmental protection by guarding against the
improper application of pesticides. It also would help scientists
monitor pesticide use in order to judge, over time, the effectiveness
of a product.

Increasing the supply of labour

There is an urgent need to increase the supply of horticultural workers,
particularly at peak times.  Government commissions, industry
representatives, and social leaders have suggested repeatedly that
social-welfare systems should be made more flexible so that people can
take temporary agricultural jobs without losing all their benefits. Quebec
has had some success with a program along these lines. Its welfare
regulations allow some recipients to continue to receive their benefits
during the first month of employment. Some provinces have
experimented with programs to encourage native persons to get involved
in the horticultural industry. The federal Government should work with
the provinces on measures which would ease the supply of casual labour.

A Canada-wide check-off system

The idea of a check-off system involving a small levy on the sale of all
domestic and imported fresh fruits and vegetables has been around for
some time. Check-off systems are normally used to fund product
promotion and research. We understand that the Minister of Agriculture
Canada is considering a plan. Its time has come. The United States is
moving in this direction and already has applied national check-offs to
several agricultural commodities. Both Canada and the United States
apply check-offs in the beef industry. While check-offs must be
non-discriminatory and apply equally to domestic production and to
imports, they are particularly attractive to industries such as horticulture
where imports loom large.

A check-off system would give the Canadian fruit and vegetable industry
additional resources to join with governments in shared programs of
product promotion and research. The CHC would have to develop

- principles for the fair distribution of the proceeds regionally and by

product.

Better market information

One of the strongest tools of improved competitiveness is better and more
timely statistics and market information. Our impression is that Canada
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is behind the United States in this area. The industry associations should
make greater efforts to disseminate to their members accurate and timely
information on supply, prices, and market conditions and outlook. This
is an activity which could be supported with national check-off funds.

More resources for Agriculture Canada to expand its information
gathering and analysis in this area also would be a valuable way of
supporting the industry, without subsidizing it. The Department should
expand its current market information services to parallel more closely
those provided by USDA. Moreover, to reduce costs, Agriculture Canada
should explore the feasibility of a combined Canada-U.S. approach to
gathering and disseminating market information.

2. Provincial Governments

Because of shared federal-provincial responsibility for agriculture, a number of the
points made above about the role of the federal government apply equally well to the

provinces.

The issues discussed below apply mainly to the provinces, though the

question of migrant labour involves the federal Government as well.

Marketing Board Legislation and Regulations

We noted throughout the inquiry a common interest on the part of
producers and processors to achieve greater flexibility in their negotiations
so that product pricing takes into account quality and yield improvements,
and differing local conditions. There is also a growing recognition that
more can be done by the marketing boards, processors and local grower
associations to improve extension services, product development and
marketing. Provincial legislation and regulations should be constantly
adapted in consultation with growers, processors and consumer groups so
that they facilitate these developments.

A constant concern of producers is their risk of loss between the time a
processor or other buyer takes possession of a crop and the time it pays
the producer. If the processor or buyer goes into receivership during this
interval, the producer becomes an unsecured creditor and faces the
possible loss of all his originally expected receipts. To protect producers
from such losses, several provinces have regulations requiring would-be
processors to undergo exceedingly rigorous creditworthiness tests before
they can be licensed. Such policies have the unwelcome effect of making
it difficult for small firms and producer cooperatives to get into the
business of processing. A more straightforward approach to protecting
growers would be to adopt the practice in the United States where the
Perishable Agricultural Commodities Act makes growers preferred creditors
in the event that processors or other buyers of their produce go into
receivership. Amendments to the Bank Act and the Bankruptcy Act would
accomplish the same purpose in Canada.

Land Use Restrictions

Land use restrictions can affect the economic viability of the sector they
purport to protect by interfering with the normal market forces governing
entry to, exit from, and rationalization of the industry. From a social
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standpoint, land use restrictions can seriously affect the sale price of a
farm and therefore the retirement income of the farmer.

The Tribunal was impressed with the reasonableness of those landowners
who stated that they should either be allowed to sell their land in an
unrestricted way or, if prevented from doing so, be compensated in some
manner.

The Tribunal thinks the preferable course would be to remove the bulk of
the restrictions and let the free market decide the best uses of these lands
now and in the future. This was the direction being taken by the Niagara
Regional Council in an October, 1991, decision. We are troubled by
reports that the Ontario Ministries of Municipal Affairs and of Agriculture
and Food announced their opposition to this measure.

If the restrictions are maintained in the Niagara and Lower Mainland
regions, then Ontario and British Columbia should consider buying the
land from the farmers at market prices and leasing it back to them at rates
that reflect its current agricultural production value.

Migrant Workers

The migrant worker program carried out between the federal Government
and several provinces seems to be working well However, Quebec
producers told us that the province was comparatively restrictive in the
number of migrant labourers it allowed in each year. In Ontario, we
heard many concerns about the high cost of migrant labour and
suggestions that the high effective premium over the minimum wage
which these workers receive could be reduced if they could be charged
something for their travel to Canada and their lodging. Manitoba growers
also expressed concern about the style of administration of the program
in that province.

It is a matter of pride to Canadians that migrant workers are treated very
well here, but modest concessions to competitiveness could be made
without jeopardizing social justice or the supply of visiting workers. We
also heard suggestions that Canada should permit access to contract
groups of migrant workers, provided they received at least the minimum
wage. We support the various suggestions made by the industry for
improvements in this area. '

Producers

Product Quality and Marketing

Producers can learn from one another's successes in this area. Good
examples are the B.C. Greenhouse Growers, certain Quebec celery, lettuce
and carrot grower groups and a number of other vegetable and
fruit-growing cooperatives, marketing boards and private companies which
have coordinated product development and quality, brand identification
and marketing, and processing and packaging. In some cases, they have
hired experts in marketing, applied research and extension services. Local
grower groups of this sort, when they organize, can develop a product
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quality and marketing focus that may not be possible at the provincial or
regional level.

Partnerships with Processors and Distributors

The Ontario tomato industry is an example of how greater cooperation
between growers and processors can benefit both sides. Growers and
processors have recently developed a number of contract options which
price tomatoes according to various quality and yield criteria, to the
mutual benefit of both parties. Most contracts between processors and
growers have agreements on seeds, fertilizers, pesticides and other
services. These arrangements have resulted for some growers in
significant quality improvements and yields per acre which compare
favourably with those of California.

Producers and shippers of perishable products, if they wish to make
greater inroads into the grocery chains, will have to consider more
pre-commitment of deliveries and participation with retailers in advertising
and marketing programs. They must also find ways to band together in
marketing and sales organizations so that their bargaining power is
increased.

Consumer Education

Grower and other industry associations should give continuing emphasis
to consumer awareness campaigns, such as those conducted by the Fresh
for Flavour Foundation. A recent high-impact campaign in Ontario was
TV ads run by various fruit and vegetable producers' associations in
conjunction with Foodland Ontario. The message promoted the quality
and freshness of the Ontario products compared to imported products.

The industry should continue to develop messages that will help to
explain to consumers the benefits to them in terms of product quality,
safety, price and abundance which are the result of modern production
techniques including the judicious use of commercial fertilizers, licensed
pesticides and mechanical harvesting. This would help correct some of the
misconceptions and fears which have triggered such an interest in
"organically" produced fruits and vegetables.

Better Market Information

This involves not just better government statistics, but up-to-date daily
and even hourly information on prices and supplies, locally, nationally
and internationally. Information of this sort can be picked up at large
markets such as the Ontario Food Terminal, although those who are not
physically present are at a disadvantage. In California, a number of
grower/broker firms make markets in various products and carry out
trading electronically. = They make available to their clients and
shareholders a lot of detailed market information. There may be room
now in Canada for certain grower groups to move in this direction.



Growers' Organizations S

The Tribunal has come to appreciate how natural it is that the industry
should be organized in a very large number of rather specific commodity
groups. We have seen, as well, that their elected leaders and hired
personnel make up a very impressive community of expertise. We also
think that this body of people, somewhat ditferently combined and
coordinated, could probably do an even better job of serving industry
needs. As a simple example, when one employee in a particular
producer's group is an expert in the tax field or the GATT rules or the
pesticide issue, some way should be found to share that person's expertise
on a broader basis.

Most industry leaders need to spend as much time lobbying governments
on regulatory matters as they do on industry development. Most are
short of resources and are unable to hire marketing and extension
specialists; they get by with an over-worked secretary/manager. At the
federal level, the CHC is so thinly stretched that it spends a lot of its time
"fire-fighting," at the expense of planning and organizing. CHC members
should strengthen their institution, particularly if it is to take advantage
of the funds which should become available through a national check-off
system. At the other end, an effort should be made to consolidate
provincial and regional growers' groups for particular products so that
they have adequate resources to devote to product improvement,
marketing and information sharing.

Processors

More Outward Looking

It was clear from processors' testimony that more and more of them
realize it will not be safe for them to rely simply on their regional markets
or the Canadian market as a whole. To protect their base in Canada they
must also become export competitive. Several of the multinationals have
started to rationalize production lines on a North American basis. This
has involved increasing economies of scale.

However, processors feel inhibited about putting all their eggs in the
export basket, given their uncertainty of access to the U.S. market because
of continuing non-tariff barriers. These uncertainties cause them to rely
for protection in our own market on our own web of regulations, for
example, on container sizes. It is clear that each firm, and the industry as
a whole, must have both defensive and offensive strategies. It is also clear
that moves to dismantle obstacles to trade must be reciprocal if they are
to be successful.

In the autumn of 1991, the FIC was working with its members to sort out
their individual and collective goals on market access and market
expansion. We welcome this initiative by the processors and also urge
them to strengthen their dialogue with their U.S. counterparts, aiming at
further reductions of trade barriers affecting their sector.
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More Investment in Plant and Equipment

In products such as frozen french fries, tomato paste, peas, beans and
corn, Canadian processors have attained in recent years, or are reaching
now, cost competitiveness with the United States. This has been the
result of significant investments which have lowered unit labour costs and
improved quality and packaging. More efforts of this sort are needed
throughout the industry, aimed, for example, at having the canning sector
catch up with the progress made on the frozen side.

More Cooperation with Growers and Distributors

The most successful processors have built cooperative relationships with
growers and distributors aimed at providing high quality, assured delivery
and reasonable returns to each partner in the chain. Competitive raw
product costs are important, but are not sufficient by themselves to assure
the success of the industry from farm-gate to supermarket freezer.
Partnerships on product development, quality, packaging, branding,
advertising and delivery will benefit all the players. These partnerships,
to be meaningful, must be formed at the local level.

Industry Organization and Information Sharing

The FIC, like its counterpart, the CHC, is thinly stretched. Additional
resources would enable the FIC to help its member firms form their
individual and collective goals. At the present time, it appears to be more
responsive to the major firms in the industry and cannot devote itself
adequately to the needs of the small players.

Because of inter-firm competition and the need to keep marketing plans
secret, there appears to be considerable duplication of effort among the
larger firms in the collecion and dissemination of basic market
information. Giving the FIC the resources and mandate to improve the
industry's stock of market information would be more cost effective for the
major firms and, at the same time, greatly benefit the smaller players.

Distributors

Partnerships with Growers and Processors

Retailers more and more are giving prominence to their produce sections
in response to health-conscious consumers’ demands for fresh,
high-quality fruits and vegetables. They have a common interest with
growers and processors in appealing to this growing number of
consumers and in encouraging them to give a preference to freshness and
locally prepared and processed fruits and vegetables. In Quebec, the
grocery chains work closely with provincial growers and processors to
cultivate and respond to consumer loyalty to Quebec-made products. The
other important horticultural provinces should try to follow the Quebec
example. Task forces involving retailers, growers, processors and the
provincial governments might be able to work out action plans which
would allow the local industries to serve the consumer better.



CHAPTER III
FRESH FRUIT AND VEGETABLE INDUSTRY OVERVIEW

1. Introduction

The Tribunal's terms of reference directed it, in part, "to develop a representative
profile of the domestic industry on a regional and national basis, including conditions
and trends respecting the structure of the industry, production, consumption, marketing
and trade patterns.”" This chapter of the report addresses this request by providing a
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statistical profile of the fresh fruit and vegetable industry, while Chapter IV covers the
processed fruit and vegetable industry.

This chapter focuses on the fresh fruit and vegetable sector over the 1980s. It
identifies trends in production, imports, exports, consumption and market shares. It also
presents a brief profile on farm operations and places the Canadian industry in
perspective with its U.S. counterpart.

Although there are over 50 fruits and vegetables grown in Canada,
Statistics Canada publishes annual production and farm value data for only 22 vegetable
and 10 fruit crops. These 32 products include all of the major crops grown in Canada.
A listing of the 32 crops profiled in this report, as well as of the farm values for the crops
for 1980 and 1989, is found in Table 3.1.

Table 3.1
THIRTY-TWO VEGETABLE AND FRUIT CROPS
FARM VALUE'
($ million)
Compound Compound
An}:\ual An?l?lal
Growth Growth
Rate Rate
1980 1989 19?79-)89 1980 1989 198;)-89
(] i 0;
Vegetables : Fruits
Potatoes 3565 452.0 2.7 Apples 85.0 107.9 2.7
Mushrooms 663 1590 102 Strawberries 30.7 49.2 54
Tomatoes* 699 1410 8.1 Blueberries 147 36.0 10.5
Corn 28.2 66.1 9.9 Raspberries 10.1 32.2 13.7
Cucumbers* 25.2 52.5 8.5 Grapes 27.9 29.9 0.8
Carrots 329 444 34 Peaches 17.2 26.8 5.1
Cabbage 19.6 33.8 6.2 Cranberries 46 - 155 14.5
Onions 23.2 31.0 33 Cherries 11.6 10.9 0.
Green Peas** 19.3 28.1 43 Pears 11.2 9.2 2.2
Lettuce 11.9 254 8.8 Plums and Prunes 3.7 2.6 3.8
Cauliflower 17.0 20.5 2.1
Beans 11.9 17.5 44 Total 216.7 320.2 44
Rutabagas 16.9 155  (L0)
Celery 6.1 13.2 9.0
Peppers*** 4.3 108 123
Asparagus 4.5 7.5 5.8
Beets 27 4.8 6.6
Radishes*** 1.9 34 87
Brussels Sprouts** 1.4 2.6 7.1
Broccoli** 1.0 2.2 9.2
Spinach 1.4 2.0 4.0
arsnips 14 15 0.8
'Total 724.0 1,134.8 5.1

*  Includes greenhouse.

**  Processing crop only.
*+* 1982 § crop ony

1. Figures on volume of production for 1980 and 1989 are presented in Appendix F.

Source: Statistics Canada CANSIM farm value data.
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2. Vegetablé Crops

This section presents the highlights of the individual {}égé?table érop pfoﬁles.. The
largest crops are discussed on an individual basis, while the other crops are grouped
according to common attributes and then discussed collectively.

Potatoes are by far the most important vegetable crop grown in Canada with a
farm value of $452 million for the year 1989 (40 percent of the total for vegetables), the
highest in the last decade. On average, about 50 percent of the volume of production
occurred in Atlantic Canada (mostly New Brunswick and Prince Edward Island) although
there are significant volumes of production in all regions.

Production and consumption have been on a slightly upward trend during
the 1980s (Table 3.2). Canada is a net exporter of potatoes and its potato trade surplus
grew over the decade. Exports of potatoes rose from 15 percent to 18 percent of
production, while imports increased from 6 percent to 7 percent of output. Exports of
fresh and seed potatoes are of particular importance to New Brunswick and Prince
Edward Island. Exports of processed potatoes, mainly frozen french fries, have also
grown substantially since the mid-1980s. Important volumes of potato chips are also
produced in most regions.

On a national scale, domestic producers have maintained about 90 percent of the
total market and 95 percent, or more, of the processed market since 1980.

Table 3.2
POTATOES
(000 t)
Annual Averages %
1980-84 1985-88 Change
Production 2,643 2,891 9
Imports 164 212 29
Imports as % of Production 6 7
Exports 387 534 38
xports as % of Production 15 18
Domestic Consumption ' 2,420 2,570 6
Production as % of Consumption 109 112
Domestic Producers'
Market Share (%) 93 92
Source: Statistics Canada imgort and export commodity detail and CANSIM
production data, and Agriculture Canada fresh vegetable equivalents.

1. Since the compilation of the figures presented in this section, Tribunal staff has
updated the supply and disposition tab[gs for 12 key fruits and vegetables for the
year 1989. The results show that the market shares for 11 of the commodities for the
period 1985-89 are equal to or within 1 percentage point of the market shares for the

eriod 1985-88. The one excglption was the market share for blueberries which increased

y 3 percentage points. he 12 supply and disposition tables are presented in
Appendix G, along with the original version of the supply and disposition table for
mushrooms which included results for 1989.

31



Mushrooms are the second most important vegetable crop grown in Canada,
having a farm value of $159 million in 1989 (14 percent of the total for vegetables). The
high ranking depends on the higher unit prices received for mushrooms compared to
other vegetable crops, as mushrooms are only eleventh in importance in terms of
tonnage. Production is concentrated in Ontario and British Columbia.

Domestic production increased dramatically over the decade and consumption
increased by a similar amount and at one of the highest rates of any vegetable
(Table 3.3). Imports declined from 100 percent to 71 percent of production while exports
grew from less than 1 percent to 2 percent of production. Imports consisted mainly of
processed (canned) mushrooms, although fresh imports showed some growth in the
latter half of the decade. Exports of fresh mushrooms were mainly from
British Columbia and were destined for the United States and Japan.

Domestic growers increased their share of the domestic market 7 percentage
points to an average of 57 percent in the last half of the decade. The producers' share
of the processed market increased from 24 percent to 28 percent, but their share of the
fresh market declined 3 percentage points to 90 percent.

Table 3.3
MUSHROOMS
(000 1)
Annual Averages %
1980-84 1985-88 Change

Production 35 49 40
Imports 35 35 0

Imports as % of Production 100 71
Exports 1

Exports as % of Production 2
Domestic Consumption 70 83 19
Production as % of Consumption 50 59
Domestic Producers'

Market Share (%) 50 57
... Less than 500 tonnes.
Source: Statistics Canada import and export commodity detail and CANSIM

production data, and Agriculture Canada fresh vegetable equivalents.

Tomatoes are the third most important vegetable crop grown in Canada with a
farm value of $141 million in 1989 (12 percent of the total for vegetables). Domestic
production includes field-grown tomatoes for both the fresh and processed markets, and
greenhouse tomatoes for the fresh market. In recent years, processing production has
accounted for 86 percent of total output, and the fresh field market crop and greenhouse
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production have accounted for 10 percent and 4 percent of output, respectively. Fresh
production occurs in all regions, while processed production is mostly located in
Southwestern Ontario and greenhouse production is concentrated in Ontario and
British Columbia.

Tomato production increased moderately while consumption was stable over the
last decade (Table 3.4). Imports decreased from 76 percent to 63 percent of output, while
exports increased from 1 percent to 2 percent of output. Imports and exports consisted
mainly of processed tomatoes, although the volume of fresh tomato imports was
significant. Fresh exports were primarily from British Columbia and Ontario and were
shipped to neighbouring American states.

Canadian growers expanded their share of the tomato market from 57 percent to
61 percent during the period 1985-88. This was the result of the growers increasing their
share of the processed market by 3 percentage points to 68 percent, as well as their share
of the fresh market by 5 percentage points to 36 percent.

Table 3.4
TOMATOES
(000 1)
_Annual Averages %
1980-84 1985-88 Change
Production 513 573 12
Imports 389 363 7
Imports as % of Production 76 63
Exports 4 1 175
Exports as % of Production 1 2
Domestic Consumption 897 925 3
Production as % of Consumption 57 62
Domestic Producers'
Market Share (%) 57 61
Source: Statistics Canada import and export commodity detail and CANSIM
production data, and Agriculture Canada fresh vegetable equivalents.

Cucumbers, with a farm value of $53 million in 1989, are grown in the field and
in greenhouses. In recent years, almost 70 percent of the volume of production
(41 percent of the farm value of production) has been field grown and a significant
proportion of the field crop has gone to pickle processing. Greenhouse production is sold
entirely on the fresh market. Field production is centered in Ontario and Quebec, while
greenhouse production is concentrated in Ontario.
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Domestic production increased slightly because greenhouse production expanded
more than field production diminished (Table 3.5). Consumption increased moderately.
Imports climbed from 50 percent to 58 percent of production, while exports went from
3 percent to 4 percent of production. Imports and exports consisted mainly of fresh
cucumbers. Fresh exports originated mainly in Ontario and British Columbia.

Domestic producers' overall market share declined from 66 percent to 62 percent.
This drop reflects a decline of 5 percentage points in their share of the processed market
to 88 percent, partially offset by an increase of 2 percentage points in their share of the
fresh market to 47 percent.

Table 3.5
CUCUMBERS
(000 t)
Annua] Averages %
1980-84 1985-88 Change
Production 76 83 9
Imports 38 48 26
Imports as % of Production 50 58
Exports 2 3 50
Exports as % of Production 3 4
Domestic Consumption 112 128 14
Production as % of Consumption 68 65
Domestic Producers'
Market Share (%) 66 62
Source: Statistics Canada import and export commodity detail and CANSIM
production data, and Agriculture Canada fresh vegetable equivalents.

Processing crops normally include corn, green peas and beans that had a
collective farm value of $112 million in 1989. Processed production ranges between
75 percent and 100 percent of the harvest for these crops. Eighty percent or more of
corn and bean production occurs in Ontario and Quebec, while green pea production is
more widely dispersed, with 60 percent occurring in Ontario and Quebec.

Domestic production and consumption both declined for green peas and beans,
but increased slightly for corn (Table 3.6). Imports and exports of green peas and beans
all grew relative to production, while imports of corn remained stable and exports of corn
declined as a percentage of output. Bean and corn imports were heavily weighted
towards fresh produce while green pea imports were entirely in processed form.
Processed products dominated exports, with only beans reporting any fresh exports.



Domestic growers held the dominant market share for all three crops over the
decade. The corn growers' market share remained constant at 89 percent while the green
pea producers' share declined 3 percentage points to 93 percent and the bean growers'
share dropped 5 percentage points to 75 percent.

Table 3.6
PROCESSING CROPS
(000 )
Corn Green Peas
Annual Averages % Annual Averages %
1980-84 1985-88 Change 1980-84 1985-88 Change
Production 2% 311 5 66 57 (14)
Imports 2 31 7 3 4 33
Imports as % of Production 10 10 5 7
Exports 62 55 11 7 7 0
Exports as % of Production 21 18 11 12
Domestic Consumption 263 287 9 61 54 an
Production as % of Consumption 113 108 108 106
Domestic Producers'
Market Share (%) 89 89 9% 93
Beans
Annual Averages %
1980-84 1985-88 Change
Production 48 45 ©)
Imports 11 13 18
Imports as % of Production 23 29
Exports 3 5 67
Exports as % of Production 6 11
Domestic Consumption 56 53 5)
Production as % of Consumption 86 85
Domestic Producers'
Market Share (%) 80 75
Source: Statistics Canada import and export commodity detail and CANSIM production data, and Agriculture
Canada fresh vegetable equivalents.

Root crops consisting of carrots, rutabagas, beets, radishes and parsnips varied in
farm value from a high of $44 million for carrots to a low of $1.5 million for parsnips
in 1989. These crops are grown in all regions of Canada, but production is heavily
concentrated in Ontario and Quebec. Over one-half of the beet crop and about one-fifth
of the carrot harvest go to processing. Processing is not a significant factor for the other
three root crops.

Over the decade, radish production enjoyed strong growth, carrot production
expanded marginally, parsnip production remained stable, and the rutabaga and beet
crops declined in volume (Table 3.7). Consumption followed a somewhat similar pattern.
Imports, as a percentage of production, declined for radishes, remained constant for
rutabagas and parsnips and grew for carrots and beets. Exports of carrots and rutabagas
declined relative to production due to a significant drop in the exports of both crops in
the crop year 1988. Carrot exports dropped as a result of drought conditions in
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Central Canada and an oversupply of carrots in U.S. markets. Rutabaga exports fell
because a virus affected crop storability and demand declined. Exports of beets, radishes
and parsnips all averaged less than 500 tonnes over the decade.

Canadian producers’ market shares declined from 78 percent to 74 percent for
carrots, from 98 percent to 97 percent for rutabagas and from 92 percent to 89 percent
for beets. However, the growers' shares increased from 25 percent to 30 percent for
radishes and from 74 percent to 79 percent for parsnips.

Table 3.7
ROOT CROPS
(000 t)
Carrots Rutabagas
Annual Averages % Annual Averages %
1980-84 1985-88 Change 1980-84 198588 Change
Production 250 258 3 102 82 (20)
Imports 58 74 28 2 2 0
Imports as % of Production 23 29 2
Exhr;(orts 50 49 2) 31 19 (39
ports as % of Production 20 19 31 23
Domestic Consumption 258 283 10 72 65 (10)
Production as % of Consumption 97 91 142 126
Domestic Producers'
Market Share (%) 78 74 98 97
Beets Radishes
Annual Averages % Annual Averages %
1980-84 1985-88 Change 1982-84 1985-88 Change
Production 20 16 (20) 4 5 25
Imports 2 2 0 11 11 0
Imports as % of Production 10 13 5 220
ports as % of Production
Domestic Consumption 21 18 (14) 14 15 7
Production as % of Consumption 95 89 29 33
Domestic Producers’
Market Share (%) 92 89 25 30
Parsnips
Annual Averages %
1980-84 198588 Change
Production 3 3 0
Imports 1 1 0
Imports as % of Production 33 33
ports as % of Production
Domestic Consumption 4 4 0
Production as % of Consumption 75 75
Domestic Producers'
Market Share (%) 74 79
... Less than 500 tonnes.
Source: Statistics Canada import and export commodity detail and CANSIM production data, and Agriculture
Canada fresh vegetable equivalents.




Cole crops include cabbage, cauliflower, Brussels sprouts and broccoli. Cabbage
and cauliflower had farm values of $34 million and $21 million, respectively, in 1989,
while Brussels sprouts and broccoli had farm values of $2.6 million and $2.2 million,
respectively. The figures for cabbage and cauliflower cover both fresh and processing
production, but the figures for broccoli and Brussels sprouts cover only processing
production, as complete data on farm values for the fresh market are not available. Most
of the Brussels sprout crop goes to processing and most of the broccoli crop goes to the
fresh market. Over the last decade, the volume of broccoli sold on the fresh market has
grown to the point that the value of fresh production, in recent years, has been
estimated to be in excess of $12 million. Around 6 percent of the cabbage crop and
12 percent of the cauliflower crop are processed.

Cabbage and cauliflower production are concentrated in Central Canada, with
more cabbage grown in Quebec than Ontario and more cauliflower grown in Ontario
than Quebec. Broccoli production is centered in Ontario, Quebec and British Columbia,
but significant increases in production have occurred in the Maritimes, Manitoba and
Alberta. Regional statistics are not available for Brussels sprouts.

The volume of broccoli production and consumption (both fresh and processed)
grew dramatically over the decade, primarily due to growth in the fresh market
(Table 3.8). Brussels sprout production increased significantly, while consumption rose
moderately. Cabbage production and consumption both declined, and cauliflower
production decreased, while consumption increased markedly. Imports of cabbage,
Brussels sprouts and broccoli declined relatively to production, while imports of
cauliflower increased as a percentage of output. Exports of cabbage increased as a
proportion of production, while exports of cauliflower decreased relatively to output.
Exports of Brussels sprouts and broccoli averaged 1,000 tonnes or less over the decade.

Domestic producers increased their market shares by 1 percentage point to
81 percent for cabbage, by 2 percentage points to 26 percent for broccoli and by
3 percentage points to 41 percent for Brussels sprouts. The growers' share of the
cauliflower market declined 14 percentage points to 49 percent.
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Table 3.8

COLE CROPS
(000 t)
Cabbage Cauliflower
Annual Averages % Annual Averages %
1980-84 1985-88 Change 1980-84 1985-88 Change

Production 140 135 4 46 45 2
Imports 34 30 (12) A 43 79

Imports as % of Production 4 22 52 9%
Exports 6 10 67 5 4 (20)

Exports as % of Production 4 7 11 9
Domestic Consumption 168 156 @ 66 85 29
Production as % of Consumption 83 87 70 53
Domestic Producers’

Market Share (%) 80 81 63 49

Brussels Sprouts Broccoli
Annual] Averages % Annual Averages %
1980-84 1985-88 Change 1980-84 1985-88 Change

Production 3 4 33 13 21 62
Imports 4 4 0 41 58 41

Imports as % of Production 133 100 315 276
Exports 1

Exports as % of Production 25
Domestic Consumption 7 8 14 54 79 46
Production as % of Consumption 43 50 4 Z

Domestic Producers'
Market Share (%) 38 41 24 2

... Less than 500 tonnes.

Source: Statistics Canada import and export commodity detail and CANSIM production data, and Agriculture
Canada fresh vegetable equivalents.

Salad crops include lettuce, celery and peppers. Other crops, such as tomatoes
and cucumbers, are also considered to be salad crops, but are discussed separately. The
farm value of the three crops varied from a high of $25 million for lettuce to a low of
$11 million for peppers. The field production of these crops occurs mostly in
Central Canada, although substantial volumes of lettuce and celery are also grown in
British Columbia. Quebec is the most important growing region for lettuce, while
Ontario is the most important producing area for the other two crops. Imported lettuce
is processed in Canada, but lettuce grown domestically is not. Data on lettuce processing
are not available. About 5 percent of Ontario's celery crop and 29 percent of the
province's pepper crop are processed.

Pepper production and consumption grew dramatically over the decade
(Table 3.9). Lettuce production grew moderately, while the production of celery and the
consumption of lettuce and celery expanded slightly. Imports of lettuce and peppers
decreased relatively to output, while imports of celery grew as a proportion of
production. All three crops are imported only in the fresh state. Exports of lettuce and
celery declined as a percentage of production, while the exports of peppers averaged
1,000 tonnes over the last half of the decade. ‘
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The market shares of Canadian producers increased 2 percentage points to
18 percent for lettuce, decreased 1 percentage point to 27 percent for celery and grew
4 percentage points to 31 percent for peppers.

Table 3.9
SALAD CROPS
(000 t)
Lettuce Celery
Annual Averages % Annual Averages %
1980-84 1985-88 Change 1980-84 1985-88 Change
Production H“ 50 14 35 36 3
Imports 206 209 1 81 87 7
Imports as % of Production 468 418 21 242
Exports 4 4 0 4 3 (25)
Exports as % of Production 9 8 11 8
Domestic Consumption 245 255 4 112 119 6
Production as % of Consumption 18 20 31 30
Domestic Producers'
Market Share (%) 16 18 28 2z
Peppers
Annual Averages %
1982-84 1985-88 Change
Production 15 23 53
Imports 40 50 %5
Imports as % of Production 267 217
Exports 1
Exports as % of Production 4
Domestic Consumption 54 72 33
Production as % of Consumption" 28 32

Domestic Producers'
Market Share (%) 2z 31

... Less than 500 tonnes.

Source: Statistics Canada import and export commodity detail and CANSIM production data.

Other crops include onions, asparagus and spinach. Onion production, which
was valued at $31 million in 1989, is reported in all regions of the country but
Atlantic Canada. Production is concentrated in Ontario, with that province being
responsible for over 60 percent of national production. The volume of the domestic crop
remained stable over the decade, while consumption increased slightly (Table 3.10).
Imports increased from 69 percent to 83 percent of production. (It should be noted that
domestic production consists mainly of yellow onions and that a major ‘proportion of
imports consists of milder Spanish onions. The production of Spanish onions in Canada
is restricted by climatic conditions.) Exports grew from 13 percent to 15 percent of
output. The domestic producers' share of the onion market declined 4 percentage points
to 51 percent.

Asparagus production had a farm value of over $7 million in 1989. Production
occurs primarily in Ontario, Quebec and British Columbia, with over three-quarters of
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it being in Ontario. Asparagus processing occurs mainly in British Columbia, where the
industry relies heavily on fresh imports for its processing. Production and consumption
of asparagus were both up significantly over the decade (Table 3.10). Imports declined
from 350 percent to 300 percent of production while exports, which were almost all in
a processed state, decreased from 100 percent to 67 percent of output. Domestic
producers increased their share of the asparagus market by 8 percentage points to
13 percent.

Spinach had a farm value of $2 million in 1989. It is grown commercially in
Ontario, Quebec and British Columbia, with over one-half the production occurring in
Ontario. Domestic production remained stable over the 1980s, while consumption
displayed a moderate increase (Table 3.10). Imports, which consisted mostly of fresh
spinach, grew from 400 percent to 500 percent of output, while exports were negligible.
Growers lost ground in the domestic market over the decade, with their market share
declining 6 percentage points to 16 percent.

Table 3.10
OTHER CROPS
(000 t)
Onions Asparagus
Annual Averages % Annual Averages %
1980-84 1985-88 Change 1980-84 1985-88 Change
Production 127 127 0 2 3 50
Imports 88 105 19 7 9 29
Imports as % of Production 69 83 350 300
Exports 17 19 12 2 2 0
Exports as % of Production ) 13 15 100 67
Domestic Consumption 198 212 7 8 10 25
Production as % of Consumption 64 60 5 30
Domestic Producers'
Market Share (%) 55 51 5 13
Spinach
_Annual Averages _ %
1980-84 1985-88 Change
Production 3 3 0
Imports 12 15 25
Imports as % of Production 400 500
Exports as % of Production
Domestic Consumption 15 18 20
Production as % of Consumption 20 17

Domestic Producers' )
Market Share (%) 22 16

... Less than 500 tonnes.

Source: Statistics Canada import and export commodity detail and CANSIM production data, and Agriculture
Canada fresh vegetable equivalents.
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In summary, the total farm value of vegetable crops in 1989 was $1.1 billion.
Potatoes are the leading crop, accounting for 40 percent of farm value. They are
followed in importance by mushrooms and tomatoes which represent 14 and 12 percent
of the total, respectively. Vegetable production increased 7.5 percent from the years
1980-84 to reach an average of 4.8 million tonnes in the years 1985-88. Both imports and
exports also grew in volume over the decade. However, the volume of imports remained
at 29 percent of production, while the volume of exports increased from 13 to 15 percent
of production. With exports increasing as a share of production, Canadian producers'
share of the domestic market slipped 1 percentage point to 74 percent.

3. Farms Growing Vegetables

According to the latest Census of Agriculture, there were 14,545 farms growing
vegetables in Canada in 1986 (Figure 3.1). Forty percent of these farms were in Ontario
and a further 26 percent were in Quebec. The other three regions each accounted for
between 9 and 15 percent of the farms. Not all of these farms, however, specialized in
vegetable production. A total of 7,045 farms, or 48 percent, could be considered to be
specialized, with 51 percent or more of the total value of their sales accounted for by
vegetables. Regionally, the percentage of farms specializing in vegetable crops varied
from a high of 62 percent in Atlantic Canada to a low of 43 percent in Ontario.

The average area devoted to vegetable production for all farms was 39 acres
(Figure 3.2). On a regional basis, the average vegetable area ranged from a high of
69 acres in the Prairies to a low of 18 acres in British Columbia. In the Prairies and
Atlantic Canada, the areas are somewhat larger because of the large potato farms located
in those regions. For farms specializing in vegetable production, the average area
committed to vegetable production was much higher at 65 acres. A comparison of the
results of the Censuses of Agriculture for 1981 and 1986 indicates that the average
vegetable area for specialized farms increased 14 percent. This occurred as the number
of small and medium-sized farms declined and the number of large farms increased.

Averages tell us little about the large number of farms which devote only a small
area to vegetable production or about the importance of large vegetable farms for total
industry output. As Table 3.11 shows, just under one-half of all farms use 7 acres or less
for growing vegetables. For specialized farms, one-third of the farms use 7 acres or less
for vegetables and a further 14 percent use between 8 and 17 acres for vegetables.

The horticultural industry, like the rest of Canadian agriculture, is skewed in that
a minority of producers account for the majority of production. Census figures show
that in 1985, 23 percent of vegetable growers accounted for 83 percent of total vegetable
sales. Further, the 13 percent of producers who derived 81 percent or more of their farm
revenue from vegetables and had annual vegetable sales greater than $50,000 accounted
for 55 percent of all vegetable sales. The data also indicate that the specialized farms,
which attained 51 percent or more of their revenue from vegetables, accounted for over
80 percent of the acreage in vegetable production.
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Table 3.11

PERCENTAGE DISTRIBUTION OF FARM AREA
USED FOR VEGETABLE PRODUCTION, 1986

Acres All Farms Specialized Farms
1- 7 48 32
8- 17 14 14
18 - 32 11 13
33 -127 20 28
128+ _7 13
Total 100 100

Source: Statistics Canada - Census of Agriculture, 1986.

FIGURE 3.1
NUMBER OF FARMS GROWING VEGETABLES
1986
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Source: Statistics Canada, Census of Agriculture, 1986.
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FIGURE 3.2

FARMS GROWING VEGETABLES
Average Vegetable Area - 1986
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Source: Statistics Canada, Census of Agriculture, 1986.

Operator income and family income for specialized vegetable farms are
presented in Figure 3.3. In 1985, operator income averaged $21,288. Fifty-three percent
of this income came from off-farm work, while net income from farm operations
contributed 26 percent, and other sources such as interest, dividends, pensions, family
allowances and unemployment insurance accounted for 21 percent. The 52 percent of
operators who reported off-farm income had an average total income of $26,918. Those
operators who reported no off-farm income had an average income of $15,269. Net
income from farm operations was zero or negative for 51 percent of the operators.
Family income for specialized farms in 1985 averaged $36,644, with off-farm work
contributing 60 percent and farm operations 19 percent.
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FIGURE 3.3
AVERAGE INCOME FOR FARMS WITH
VEGETABLE SALES > 51% OF TOTAL SALES
19856

Off-Farm
Income
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$21,288 £36.644

Source: Statistics Canada, Censuses of Agriculture-Population Linkage Database, 1986.

4. Fruit Crops

Apples are the most important fruit crop, having a farm value of $108 million
(34 percent of the total for fruits), which is more than twice the value of strawberries,
the next most important fruit crop. Over two-thirds of the production occurs in Ontario
and British Columbia, while the remainder is divided between Quebec and
Atlantic Canada. MacIntosh and Delicious apples are the most important varieties of
apples grown in Canada, with MacIntosh apples accounting for the largest volume of
production in Ontario and Delicious apples accounting for the largest volume of
production in British Columbia. Apple processors take about 45 percent of the crop.
They buy processing varieties of apples and fresh apples that do not meet grade
standards and process them mostly into juice. On a regional basis, just under one-third
of the B.C. crop goes to processing, while over one-half of the other regions' crops go to
processing.

Domestic production fluctuated widely during the decade, but, on average,
showed little change, while consumption was up moderately over the same period
(Table 3.12). Imports, which consisted largely of processed apple products, climbed from
59 percent to 77 percent of production. Exports, which were primarily in the fresh state,
averaged 18 percent of production over both halves of the decade. British Columbia and
Ontario were responsible for almost 90 percent of the exports, with British Columbia
shipping a larger percentage of its exports to countries other than the United States
when compared to Ontario.



Nationally, Canadian growers' share of the domestic market contracted from
58 percent to 52 percent in the second half of the decade.

Table 3.12
APPLES
(000 t)
——Annual Averages _ %
1980-84 1985-88 Change
Production 474 468 (1)
Imports 281 362 29
Imports as % of Production 59 77
Exports 83 83 0
Exports as % of Production 18 18
Domestic Consumption 672 748 11
Production as % of Consumption 71 63
Domestic Producers'
Market Share (%) 58 52
Source: Statistics Canada import and export commodity detail and CANSIM
production data, and Agriculture Canada fresh fruit equivalents.

Grapes had a farm value of $30 million in 1989, making it the fifth most important
fruit crop. In 1989, several thousand hectares of vineyards were removed from
production as part of the joint federal-provincial Grape and Wine Industry Adjustment
Program. Commercial production occurs primarily in the Niagara Region in Ontario and
in the Okanagan Valley in British Columbia, but there is some production in
Nova Scotia.

Domestic production was on a slight upward trend until 1989, when there was
a significant drop in output due to the removal of vineyards from production (Table 3.13).
Consumption (including table grapes, raisins, juice and wine) increased slightly over the
decade. Imports increased from 551 percent to 601 percent of output, while exports grew
from 5 percent to 24 percent of output. The domestic producers' market share declined
from 15 percent in the years 1980-84 to 11 percent in the years 1985-88.
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Table 3.13

GRAPES
(000 t)
Annual Averages %
1980-84 1985-88 Change
Production 80 84 5
Imports 441 505 15
Imports as % of Production 551 601
Exports 4 20 400
Exports as % of Production 5 24
Domestic Consumption 517 569 10
Production as % of Consumption 15 15
Domestic Producers'
Market Share (%) 15 11

Source: Statistics Canada import and export commodity detaill and CANSIM
production data, and Agriculture Canada fresh fruit equivalents.

Berry crops include strawberries ($49 million), blueberries ($36 million), raspberries
($32 million) and cranberries ($15 million). Blueberry production is concentrated in
Atlantic Canada, Quebec and British Columbia, with some production in Ontario.
Virtually all of the blueberry crop in Atlantic Canada and Quebec consists of lowbush
blueberries that go almost entirely to the processing market for freezing.
British Columbia’s crop is all highbush blueberries that are sold to the fresh market and
processors for freezing. Almost 90 percent of the volume of raspberry production and
over 95 percent of the volume of cranberry production occur in British Columbia. Almost
all of that province's cranberry crop is shipped to the United States for processing. A
significant percentage of the province's raspberry crop is also shipped to the United States
for processing.

The production of strawberries grew slightly, while the production of blueberries,
raspberries and cranberries increased dramatically (Table 3.14). Consumption increased
significantly for all four berry crops. Canada is a net exporter of blueberries, raspberries
and cranberries and the country's trade surplus in these crops increased over the decade.
Exports of blueberries and raspberries grew relatively to production and exports of
cranberries declined as a proportion of output. At the same time, imports of blueberries
and cranberries decreased as a percentage of production, and imports of raspberries went
up relatively to output. Canada has a trade deficit in strawberries. This deficit widened
over the 1980s, as imports of strawberries climbed relatively to production and exports
remained a constant proportion of output.

The domestic producers' market shares declined 6 percentage points to 48 percent
for strawberries and dropped 6 percentage points to 85 percent for raspberries. The
blueberry producers' market share increased 1 percentage point to 42 percent and the
cranberry growers' share grew 2 percentage points to 16 percent.
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Table 3.14

BERRY CROPS
(000 t)
Strawberries Blueberries
Annual Averages % Annual Averages %
1980-84 1985.88 Change 1980-84 1985-88 Change

Production 29 32 10 19 25 32
Imports 25 33 32 5 6 20

Imports as % of Production 86 103 26 A
Exports 1 1 0 15 21 40

Exports as % of Production 3 3 79 84
Domestic Consumption 53 64 21 9 n 2
Production as % of Consumption 55 50 211 227
Domestic Producers'

Market Share (%) 54 48 41 42

. Raspberries Cranberries
Annual Averages % Annual Averages %
1980-84 1985-88 Change 1980-84 1985-88 Change

Production 12 18 50 7 10 43
Imports 1 2 100 3 4 33

Imports as % of Production 8 11 43 40
Exports 4 9 125 7 9 29

Exports as % of Production 33 50 100 90
Domestic Consumption 9 11 22 4 5 p. ]
Production as % of Consumption 133 164 175 200

Domestic Producers'
Market Share (%) 91 85 14 16

... Less than 500 tonnes.

Source: Statistics Canada import and export commodity detail and CANSIM production data, and Agriculture
Canada fresh fruit equivalents.

Tender fruits include peaches, pears, cherries, and plums and prunes, which had
farm values ranging from a high of $27 million for peaches to a low of $2.6 million for
plums and prunes. The tender fruit industry is primarily located in the Niagara Region
in Ontario and the Okanagan Valley in British Columbia because the climate, topography
and soil conditions found in these two areas favour the growing of tender fruits.

The bulk of the peach crop and over one-half of the pear crop, and the plum and
prune crop are grown in Ontario. Cherry production is almost equally divided between
Ontario and British Columbia, with sour cherries grown mainly in Ontario and sweet
cherries produced mostly in British Columbia.

Over the decade, peach production grew significantly, reflecting increases in the
harvest in Ontario, while peach consumption remained flat (Table 3.15). The production
of pears, and plums and prunes decreased, while the consumption of the two fruits
increased moderately. Cherry production and consumption declined. Imports of peaches
declined relatively to output, while imports of cherries, pears, and plums and prunes
increased as a percentage of production. Exports of cherries and pears rose as a
proportion of production, while exports of peaches, and plums and prunes averaged less
than 500 tonnes over the decade.
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Domestic growers increased their share of the peach market from 42 percent to
49 percent, while their shares of the other three markets contracted. For pears, the
producers' share declined 12 percentage points to 33 percent; for plums and prunes, the
growers' share fell 4 percentage points to 14 percent; and for cherries, the producers’
share decreased 1 percentage point to 46 percent.

Table 3.15
TENDER FRUIT CROPS
(000 t)
Peaches Cherries
Annual Averages % Annual Averages %
1980-84 1985-88 Change 1980-84 1985-88 Change
Production 34 41 21 14 13 @)
Imports 48 42 (13) 13 14 8
Imports as % of Production 141 102 93 108
Exports 2 2 0
Exports as % of Production 14 15
Domestic Consumption 82 83 1 26 25 4)
Production as % of Consumption 41 49 54 52
Domestic Producers'
Market Share (%) 42 49 47 46
Pears Plums and Prunes
Annual Averages % Annual Averages %
1980-84 1985-88 Change 1980-84 1985-88 Change
Production 31 26 (16) 7 6 (14)
Imports 37 50 35 32 37 16
Imports as % of Production 119 192 457 617
Exports 1 1 0
Exports as % of Production 3 4
Domestic Consumption 67 75 12 39 42 8
Production as % of Consumption 46 35 18 14

Domestic Producers'
Market Share (%) 45 33 18 14

... Less than 500 tonnes.

Source: Statistics Canada import and export commodity detail and CANSIM production data, and Agriculture
Canada fresh fruit equivalents.

In summary, fruit production had a farm value of $0.3 billion in 1989. Apples are
the largest crop, accounting for one-third of the total crop value. Next in importance are
strawberries at 15 percent, followed by blueberries at 11 percent and raspberries at
10 percent. Over the decade, the volume of fruit production increased 2 percent. The
volume of imports and exports grew relatively to production, with imports going from
125 percent to 145 percent of production and exports increasing from 17 percent to
20 percent of production. As a result of these changes, Canadian producers' share of the
domestic fruit market declined from 40 percent to 35 percent.
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5. Farms Growing Fruits

In 1986, there were 15,191 farms growing fruits in Canada (Figure 3.4). Ontario
accounted for 37 percent of the farms, followed by British Columbia with 29 percent,
Quebec with 19 percent, and the Atlantic and Prairie regions combined with 15 percent.
A total of 8,335 farms or 55 percent had fruit sales at least equal to 51 percent of total
farm sales. On a regional basis, the percentage of farms specializing in growing fruits
ranged from a high of 73 percent in British Columbia to a low of 40 percent in the
Atlantic and Prairies regions combined (combined to maintain confidentiality of data).

The average area cultivated for fruit production for all fruit growing farms was
14 acres (Figure 3.5). Regionally, the area varied from a low of 10 acres in
British Columbia to a high of 21 acres in the combined regions of Atlantic Canada and
the Prairies. The area in the combined regions is relatively large because of the relative
importance of blueberry farms in Atlantic Canada. Farms specializing in fruit production,
on average, used 21 acres for fruit production. Regionally, British Columbia again had
the smallest area with 12 acres and the combined regions had the largest area with
38 acres.

As was the case for vegetables, a minority of producers account for a majority of
tree fruit, and berry and grape production. The Census data show that in 1985,
10 percent of the producers growing tree fruits accounted for 58 percent of the sales of
tree fruits, and 6 percent of the producers growing berries and grapes accounted for
52 percent of the sales of berry and grape output. The data further indicate that the
specialized fruit farms, which derived 51 percent or more of their annual sales from all
types of fruit sales, accounted for over 80 percent of the acreage used for fruit
production.
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FIGURE 3.4
NUMBER OF FARMS GROWING FRUITS
1986
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Source: Statistics Canada, Census of Agriculture, 1986.

FIGURE 3.5

FARMS GROWING FRUITS
Average Fruit Area - 1986
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Figure 3.6 presents operator and family incomes for farms specializing in fruit
growing. The average operator income for fruit farms in 1985 was $25,308.
Fifty-nine percent of the income was derived from off-farm work, 13 percent came from
farm operations and the remaining 28 percent was received from other sources. The
average total income for the 58 percent of operators who reported off-farm income was
$31,488, while the average income of those who did not report off-farm income was
$16,624. Fifty-three percent of the operators reported zero or negative net farm income.
Family income for specialized fruit farms averaged $41,228, with the distribution between
sources as follows: off-farm, 62 percent; farm operations, 11 percent; and other sources,
27 percent.

FIGURE 3.6
AVERAGE INCOME FOR FARMS WITH
FRUIT SALES > 51% OF TOTAL SALES
1985

OPERATOR INCOME FAMILY INCOME
$25,308

Source: Statistics Canada, Censuses of Agriculture-Population Linkage Database, 1986.
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6. Regional Perspective

From a regional perspective, Ontario is the most important region in Canada for
the production of both fruits and vegetables (Tables 3.16 and 3.17). In 1989, Ontario’s
vegetable crop had a farm value of $426 million, which accounted for 38 percent of the
national farm value. The five most important vegetable crops grown in Ontario are
tomatoes, mushrooms, potatoes, corn and cucumbers which, together, accounted for
75 percent of the value of vegetable production in the province in 1989. The province's
fruit crop had a value of $132 million, which was 41 percent of the national fruit crop.
The fruit crops with the highest values are apples, grapes, peaches and strawberries, with
apples accounting for 32 percent of the provincial total and the other three crops making
up another 53 percent.

Atlantic Canada ranks second in vegetable production, accounting for 22 percent
of the national farm value for vegetables because of the overwhelming importance of its
potato crop, which accounted for $230 million (93 percent) of the $248 million farm value
of production of all vegetables grown in the region. Blueberries, with a farm value of
$15 million, are the most valuable fruit crop; followed by apples, with a value of
$10 million; and strawberries, with a value of $9 million.

Quebec is third in importance in terms of the value of both fruit and vegetable
production. The province's vegetable crops had a farm value of $188 million and
represent 17 percent of national production. Potatoes, corn, lettuce and carrots are the
most important crops, with potatoes having a value of $63 million in 1989 and the other
three crops each having a value of about $16 million. The province's reported fruit
harvest, which covers apples, strawberries, blueberries and raspberries, had a farm value
of $51 million. Farm values of production ranged from a high of $22 million for apples
to a low of $4.5 million for raspberries.

British Columbia is fifth in value of vegetable production, but second in fruit
production. The province's vegetable crops had a farm value of $106 million in 1989 and
accounted for 9 percent of Canadian production. Mushrooms, potatoes, tomatoes,
cucumbers and lettuce are the five largest crops, with the farm value of these crops
ranging from $5 million for lettuce to $38 million for mushrooms. Fruit production had
a farm value of $102 million, with the most important crops being apples, raspberries,
cranberries and blueberries.

The Prairies ranked fourth in value of vegetable production and while some local
production of berry crops occurs in the Prairies, no fruit production is reported for the
region by Statistics Canada. The vegetable crop had a farm value of $139 million in 1989.
Potatoes are the most important crop, accounting for $96 million, and mushrooms are the
second largest crop, with a farm value of $28 million.
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REGIONAL FARM VALUES FOR 1989

Atlantic  Quebec

Vegetables

Potatoes 229.5 63.4
Mushrooms - -
Tomatoes* 28 12.7
Corn 15 16.6
Cucumbers* 0.4 7.5
Carrots 3.6 15.4
Cabbage 3.4 144
Onions - 6.0
Green Peas - 5.8
Lettuce 1.0 155
Cauliflower 1.2 6.0
Beans - 7.8
Rutabagas 4.1 39
Celery - 54
Peppers - 34
Asparagus - 1.3
Beets 04 1.5
Radishes - 1.2
Brussels sprouts** - -
Broccoli** - -
Spinach - 0.6
Parsnips 0.2 -
Total 248.1 188.4

* Includes greenhouse.
** Processing crops only. No regional detail is available and thus the sum of row totals
is greater than the sum of column totals.

1. Combined regions include Atlantic Canada and Quebec.

Table 3.16

VEGETABLES
($ million)
Ontario Prairies
418 96.3
85.4 27.6
116.6 0.8
41.1 2.7
32.8 0.7
17.0 38
11.0 1.9
19.6 25
11.6 -
37 -
97 04
6.1 -
57 0.9
55 0.5
7.1 -
57 0.1
23 0.2
1.7 -
1.2 -
0.6 04
426.2 138.8

British Combined
Columbia Regions

8.3
5.6

6.7°

1.8

2. Combined greenhouse production for Atlantic Canada and the Prairies.
3. Combined regions include Atlantic Canada and the Prairies.

Totals may not add due to rounding.

Source: Statistics Canada CANSIM farm value data.
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Table 3.17
REGIONAL FARM VALUES FOR 1989!

FRUITS
($ million)
Atlantic Quebec Ontario British Columbia Canada

Fruits

Apples 10.2 22.0 42.6 33.1 107.9
Strawberries 87 15.8 19.8 4.8 49.2
Blueberries 14.9 9.0 1.7 10.4 36.0
Raspberries 0.4 45 44 23.0 32.2
Grapes 0.1 - 262 36 299
Peaches - - 23.1 37 26.8
Cranberries 04 - - 15.1 15.5
Pears 0.5 - 59 27 9.2
Cherries - - 6.0 49 10.9
Plums and Prunes 0.1 - 1.8 0.6 2.6
Total 35.3 51.3 1315 101.9 320.2

1. No fruit production is reported for the Prairies by Statistics Canada.
Totals may not add due to rounding.

Source: Statistics Canada CANSIM farm value data.

7. Summary of Market Performance

The data in Table 3.18 set out indicators of consumer demand and producer
performance for 22 vegetables and 10 fruits during the 1980s. For vegetables, consumer
demand increased on a per capita basis for 15 commodities. Particularly strong increases
were observed for broccoli, asparagus, peppers and cauliflower. Among these same
15 commodities, growers increased or maintained their domestic market share for
8 commodities (broccoli, peppers, asparagus, mushrooms, Brussels sprouts, corn, radishes
and lettuce). For markets not experiencing a gain in per capita consumption, growers'
domestic market share increased for 3 vegetable crops (tomatoes, cabbages and parsnips).
The commodities which achieved the "ideal" combination of an increase in production,
domestic market share and exports relative to production were peppers, mushrooms,
Brussels sprouts and tomatoes.

For fruits, consumer demand increased on a per capita basis for 8 of the
10 commodities. Particularly strong increases took place for blueberries and raspberries.
Among the 8 commodities, growers increased or maintained their domestic market share
for blueberries and cranberries. Only for blueberries, however, was the ideal
combination of an increase in production, domestic market share and export share
achieved.



Table 3.18
THIRTY-TWO VEGETABLES AND FRUITS
SUMMARY OF MARKET PERFORMANCE, 1980-84 TO 1985-88
Percentage Point Change
Per Capita  Volume of Vlo:lume of bolum’e of b
Consumption Production rts Exports omestic
% as };2 of as % of Market
Change Change Production Production Share'

Vegetables :
Broccoli 40.8 62 239 0 2
Peppers* 288 53 50 4 4
Cauliflower 234 ()] 44 )] (14)
Asparagus 226 50 (50) (33) 8
Spinac 16.1 o 100 6 (6)

ushrooms 133 40 (29) 2 7
Cucumbers 10.1 9 8 1 4
Brussels Sprouts 7.1 33 (33) 25 3
Carrots 5.6 3 6 gl 4)
Corn 5.1 5 0 3 0
Onions 3.6 0 14 2 4)
Radishes* 34 25 (55) 0 5
Potatoes 2.2 9 1 3 1
Celery 2.0 3 11 §3 1
Lettuce 02 14 (50 1 2
Tomatoes 0.8 12 (13 1 4
Beans 8.8 6) 6 5 (5
Cabbage 211.0 {“ )] 3 1
Rutabagas 13.6 (20 0 8 1
Green Peas 15.2 (14) 2 1 3
Parsnips 17.6 0 0 0 5
Beets 19.8) (20) 3 0 (3)
Fruits
Blueberries 229 32 )] 5 1
Raspberries 20.0 50 3 17 (6)
Cranberries 18.8 43 3) (10) 2
Strawberries 16.2 10 17 0 6
Pears 7.7 (16 73 1 (12
épples 7.1 (l; 18 0 $6

rapes 62 5 50 19 4
Plums & Prunes 5.7 (14) 160 0 “
Peaches - (3.0) 21 (39) 0 7
Cherries 6.7) ) 15 1 1)
* Covers 1982-84 to 1985-88.
1. See Table 3.1 for the farm value of crops.
Source: The Tribunal's Fresh Fruit and Vegetable Profiles and Chapter Il product tables.

8. Industry in Perspective

Table 3.19 presents key market data for the Canadian and U.S. fresh fruit and
vegetable industries for the period 1980-88. The data cover the 32 fresh fruits and
vegetables which were profiled earlier in this chapter. Over the years 1980-88, cash
receipts earned on fresh production in Canada grew at a faster compound annual rate
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than was the case in the United States. Similarly, the growth of Canadian consumption
and exports of fresh fruits and vegetables, in current dollars, outpaced the growth of U.S.
consumption and exports. The value of Canadian imports increased at a slower rate than
the value of U.S. imports.

The cash receipt data in Table 3.19 show that the Canadian horticulture industry
is about 9 percent the size of the U.S. industry. The data also indicate that Canadian
growers supplied 52 percent of the value of the fresh fruits and vegetables consumed in
Canada, while U.S. producers supplied 93 percent of the value of the produce consumed
in the United States.

Table 3.19
FRESH FRUIT AND VEGETABLE INDUSTRY
CANADA - U.S. COMPARISONS
THIRTY-TWO CROPS GROWN IN CANADA'
Compound
Annual
Growth
Rate
1980 1983 1986 1988 1980-88
(%)
Cash Receipts (CAN$ million)
Canada 799 992 1,175 1,317 6.4
United States 10,139 11,557 14,314 14,789 4.8
Canada/United States (%) 8 9 8 9 1.5
Imports (CAN$ million)
anada 542 825 957 1,034 84
United States 479 758 1270 1,099 10.9
Canada/United States (%) 113 109 75 94 (2.3
Exports (CAN$ million)
anada 106 149 170 213 9.1
United States 618 713 754 992 6.1
Canada/United States (%) 17 21 23 21 29
Apparent Consumption (CAN$ million)
Canada 1,235 1,668 1962 2,138 7.1
United States 10,000 11,602 14,829 14,89 5.1
Canada/United States (%) 12 14 13 14 19
Ratio of Imports to Consumption (%)
Canada 44 49 49 48 1.2
United States 5 7 9 7 5.5
1. Data cover the 32 fruits and vegetables profiled earlier in this chapter.
Source: Statistics Canada, No. 21-603e and import and export commodity detail
U.S. Department of Commerce, USDA, (published and unpublished data).

Table 3.20 extends the coverage of the Canadian and U.S. key market information
to include all fruits and vegetables grown in, exported from or imported into Canada or
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the United States. Again in this case, Canadian production, consumption and exports
grew at a faster pace than in the United States. Also, the value of Canadian imports
increased at a slower rate than the value of U.S. imports.

On the basis of the broader commodity coverage provided in Table 3.20, the size
of the Canadian industry is about 6 percent of the U.S. industry. Also, the market share
of domestic producers is lower. Canadian growers supplied 39 percent of the value of
the fresh fruit and vegetable consumption in Canada and U.S. producers supplied
89 percent of the value of consumption in the United States.

Table 3.20

FRESH FRUIT AND VEGETABLE INDUSTRY
CANADA - U.S. COMPARISONS'

Compound
Annual
Growth
Rate
1980 1983 1986 1988 1980-88
(%)
Cash Receipts (CAN$ million)
Canada 799 992 1,175 1,317 6.4
United States 15,592 17,156 21,690 22,683 4.8
Canada/United States (%) 5 6 5 6 1.6
Imports (CAN$ million)
Canada 889 1,191 1,561 1,702 85
United States 1,097 1,665 2,670 2,521 11.0
Canada/United States (%) 81 72 58 68 (2.3)
Exports (CAN$ million)
Canada 118 172 200 221 8.2
United States 1,126 1,291 1,399 1,558 4.1
Canada/United States (%) 10 13 14 14 39
Apparent Consumption
(CAN$ million) _
Canada 1,570 2,011 2536 2,798 7.5
United States 15,563 17,530 22,961 23,646 54
Canada/United States (%) 10 11 11 12 2.0
Ratio of Imports to Consumption (%)
Canada 57 59 62 61 0.9
United States 7 9 12 11 5.3

1. Data covers all crops including those not grown in Canada.

Source: Statistics Canada Cat. Nos. 21-603e, 65-202 and 65-203. U.S. Department of
Commerce, USDA, (published and unpublished data) and The Almanac of

the Canning, Freezing and Preserving Industry.
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Table 3.21 and Figure 3.7 present Canada's trade balance for the 32 fresh fruits
and vegetables which were profiled earlier.

Table 3.21

FRESH FRUIT AND VEGETABLE INDUSTRY
THIRTY-TWO CROPS GROWN IN CANADA'

TRADE STATISTICS

(CANS$ million)

Compound
Annual
Growth
Rate
1980 1981 1982 1983 1984 1985 1986 1987 1388 1989 198089
(%)
Fruits
Exports 40 48 61 55 45 47 66 69 84 52 3.0
Imports 24 25 315 331 351 376 416 430 451 437 72
Trade Balance (194) (227) (254) (276) (306) (329) (350) (361) (367) (385) 79
Vegetables
Exports 66 84 92 94 108 96 104 112 129 134 8.2
Imports 308 406 401 494 488 489 541 5% 583 662 89
Trade Balance (242) (322) (309) (400) (380) (393) (437) (484) (454) (528) .1
Total Industry
Exports 106 132 153 149 153 143 170 181 213 186 6.4
Imports 542 681 716 825 839 865 957 1026 1,034 1099 82
Trade Balance (436) (549) (563) (676) (686) 722) (787)  (845) (821) (913) 6

1. Data covers the 32 fruits and vegetables profiled earlier in this chapter.

Source: Statistics Canada import and export commodity detail.

Over the decade, the trade balance was negative for both fresh fruits and
vegetables, with the combined deficit increasing at a compound annual growth rate of
8.6 percent. The trade deficit for fruits was smaller and grew at a slightly slower rate
than the deficit for vegetables. Fruit exports expanded at a rate of 3 percent over the
1980s, while fruit imports grew at a rate of 7.2 percent. Grapes and apples averaged over
60 percent of the annual value of imports, while apples and raspberries accounted for
over 80 percent of the annual value of exports.

The trade deficit for vegetables was over $0.5 billion in 1989, having increased at
a rate of 9.1 percent over the decade. Vegetable imports increased at a slightly faster rate
than exports. During the 1980s, tomatoes, lettuce, potatoes (including seed potatoes),
peppers and celery accounted for almost two-thirds of the annual value of imports, while
fresh and seed potatoes averaged just over two-thirds of the annual value of exports.
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FIGURE 3.7

CANADIAN TRADE STATISTICS
Fresh Fruits and Vegetables
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Source: Statistics Canada, Export and Import Commodity Detail.

Table 3.22 presents Canada's trade balance for all fresh fruits and vegetables
imported into and exported from the country. The trade deficit for all commodities is
about 70 percent larger than it is for just the 32 commodities grown in Canada, with
imports of citrus fruits and bananas being mainly responsible for the difference.
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Table 3.22

FRESH FRUIT AND VEGETABLE INDUSTRY
ALL CROPS TRADE STATISTICS'

(CANS$ million)

Compound
Annual
Growth
Rate
1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 198089
%)
Fruits
Exports 43 55 68 63 52 58 75 81 86 55 28
Imports 540 62 709 706 7% 852 954 976 L1047 1030 74
Trade Balance 497) (567) (641) (643) (744) (794) (879) (895} (9%61) (975) 7.8
Vegetables
Exports 75 92 103 109 129 115 125 136 135 141 73
Imports 340 456 453 485  B46 549 607 665 655 729 85
Trade Balance (274) (364) (350) (376) (417) (434) (4B2) (529) (520)  (588) 89
Total Industry
Exports 118 147 171 172 181 173 200 217 221 196 58
Imports 889 1078 1162 1,191 1,342 1401 1561 1641 1702 1759 79
Trade Balance @71 (931) (991) (1019 (1,161) (1.228) (1,361) (1424) (1481) (1,563) 82

1. Data covers all crops including those not grown in Canada.

Source:; Statistics Canada, Cat. Nos. 65-202 and 65-203.




CHAPTER 1V

PROCESSED FRUIT AND VEGETABLE INDUSTRY OVERVIEW

1. Introduction

This chapter profiles the domestic processed fruit and vegetable industry over the
1980s and complements the fresh fruit and vegetable industry profile contained in
Chapter III of this report. The processing industry is an important and dynamic segment

_of Canada's horticultural industry. In 1989, the industry made domestic shipments valued
at $3.3 billion (more than double the farm-gate value of fresh production) and had
exports of an additional $315 million. Industry employment, one-half of which is located
in Ontario, stood at nearly 18,000 in 1988.

This overview looks at the major industry performance indicators over the decade
and, where possible, provides data at the regional level. For the most part, the data were
derived from Statistics Canada published documents. In view of the high degree of
ownership concentration in the processing industry, much of the detailed information has
had to be summarized, particularly at the regional level, in order to protect
confidentiality.

The first section of this overview looks at the structure of the domestic processing
industry with respect to its size and location of establishments.

The second section reviews the domestic market dynamics with respect to
industry shipments, both for domestic consumption and for exports, and the role played
by imports in the Canadian marketplace. The concluding sections review key processing
industry performance indicators and rationalization as well as comparing market
performance indicators between Canada and the United States.
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2. Industry Structure

The domestic processing industry is comprised of both canners (including
preservers) and freezers. Statistics Canada classifies the former group under the Standard
Industrial Classification (SIC) 1031, and the latter group under SIC 1032, for those
companies whose major activity is the processing of fruits and vegetables. This
important sector of the food industry produces a wide array of processed goods,
including such major commodity lines as canned tomatoes, corn and peas; bottled pickles
and relishes; apple and tomato juices; and frozen goods such as french fries, peas, beans
and corn. The industry also uses fruits and vegetables in the secondary processing of
products such as soups, sauces and syrups.

For the most part, the processing industry is located close to Canada's major
horticulture growing areas. Ontario, which accounts for more than half of industry
shipments, has processing facilities located primarily in the southwestern part of the
province (London and Windsor regions) as well as the Niagara fruit belt and the Toronto
area. In Quebec, the bulk of the industry is near Montréal and, similarly, in Manitoba,
near Winnipeg. In British Columbia, the industry is centered around the growing areas
of the Fraser Valley and the Okanagan Valley as well as Vancouver. In the Atlantic
region, potato processing occurs in Prince Edward Island, and along the St. John River
in New Brunswick, while fruit is processed in the Annapolis Valley, Nova Scotia.

In 1988, a total of 227 establishments (plants) were actively engaged in the
processing of fruits and vegetables in Canada, of which 190 (84 percent) were canning
operations and the remaining 37 (16 percent) were devoted to freezing. Table 4.1
presents a breakdown of processing establishments by region and reveals that the total
number of establishments in Canada has been relatively stable since the beginning of the
decade. Exits from the industry have occurred almost exclusively in Ontario, which
accounted for 41 percent of the operating establishments in 1987. The decline in
processing facilities in Ontario has been marginally offset by the introduction of
additional facilities in Quebec over the period. For the remaining regions, the total
number of establishments has been relatively stable. Section 6 of this chapter outlines
recent industry restructuring in the form of mergers, capital investment and plant
closures.

Table 4.1

PROCESSING ESTABLISHMENTS BY REGION

British
Year Atlantic (%) Quebec (%) Ontario (%) Prairies (%) Columbia (%) Canada
1980 19 (8) 59 (25) 108 47 13 6 33 (14) 232
1981 19 %) 53 (25) 103 (48) 14 @ 25 (12) 214
1982 18 8 54 (25) 103 (48) 14 @ 25 (12) 214
1983 18 8) 61 (28) 9% (44) 13 (6) 29 (13) 217
1984 18 ®) 62 (28) 9 (44) 13 ) 32 (14) 224
1985 19 © 61 ) 95 (43) 15 ) 32 (14) 222
1986 19 6] 64 (29) 92 41 13 ®) 3 (15) 222
1987 18 ® 62 29 87 41) 12 ®) 35 (16) 214
1988 - - - - - N.A. -- - -- -- 27

N.A. = Not applicable.

Source: Statistics Canada, Cat. No. 31-203.
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Table 4.2 reports the number of processing establishments by employment size
groupings. Smaller establishments, with less than 50 employees, represent two-thirds of
the total number of establishments and it is within this group that the greatest
year-to-year movement occurs, perhaps reflecting the vulnerability of the smaller
establishments in their ability to respond to wide swings in crop production and yields.

Table 4.2

DISTRIBUTION OF PROCESSING ESTABLISHMENTS
BY EMPLOYMENT SIZE GROUPING

- Canning and Freezing -

Year 1-19 20-49 50-99 100-199 200+ Total

C* F** c* F** C* F** C* P c* P C* F**
1980 9 11 42 4 A 9 23 2 14 7 19 33
1981 77 8 45 8 21 9 21 4 14 7 178 36
1982 76 9 50 6 18 9 21 4 12 8 177 36
1983 &7 12 41 4 21 10 18 5 12 7179 38
1984 92 11 41 7 2 7 17 5 13 6 188 36
1985 91 10 42 5 21 8 20 5 13 7 187 35
1986 88 12 45 6 21 8 20 3 11 8 18 37
1987 83 11 42 6 20 7 18 6 15 6 178 36
1988 --- - - - - NA e - 190 37
* C = Canning,

** F = Freezing.

N.A. = Not applicable.

Squrce: Statistics Canada, Cat. No. 31-203.

Of the 178 canning operations reporting in 1987, 53 establishments had 50 or more
employees, with only 9 of these establishments located in regions other than Ontario and
Quebec. Only 2 canning establishments, both of which were located in Ontario, had
more than 500 employees. The number of frozen fruit and vegetable processors in the
medium to large size employment range (over 50) is proportionately larger than for
canning operations. In 1987, 19 of the 36 freezing establishments fell into this category;
however, these operations tended to be more regionally dispersed as only 8 of the larger
operations were in Ontario and Quebec.

Most establishments are small, Canadian-owned companies, many of which
operate on a seasonal basis. However, the majority of shipments are accounted for by
a small number of companies, several of which have manufacturing facilities in more
than one region of the country. Canning operations, with the bulk of shipments made
by multinationals, are dominated by companies such as Heinz, Pillsbury, Campbell Soup
and Nabisco who market their products under nationally advertised brand names. The
frozen food sector, which is even more highly concentrated, tends to have greater
Canadian ownership and is dominated by companies such as McCain Foods, Cavendish
Farms, Les Aliments Carriére and Omstead Foods (acquired by Heinz in 1991).
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3. Domestic Market
(@) Shipments

Domestic shipments of processed fruits and vegetables are reported in Table 4.3,
by value. The data, which include shipments for domestic consumption as well as for
export, indicate that the value of shipments more than doubled over the period, with the
largest gains occurring in the first half of the decade.

Table 4.3

PROCESSED FRUITS AND VEGETABLES

Total Shipments IPPT*
($000) (1981=100)
% Change from Canned Fruits Frozen Fruits
Year Value Previous Period and Vegetables and Vegetables
1980 1,485,106 - 86.6 85.8
1981 1,887,754 27 100.0 100.0
1982 2,210,925 17 112.6 109.8
1983 2,094,921 ) 117.0 112.1
1984 2,363,247 13 121.7 1184
1985 2,787,749 18 125.8 121.1
1986 2,997,960 8 129.2 121.9
1987 3,277,968 9 135.7 127.2
1988 3,444,136 5 142.5 134.3
1989 3,601,696 5 146.5 141.1

*IPPI = Industrial Product Price Index.

Source: Statistics Canada, Cat. Nos. 31-211 and 62-011 and Tribunal estimates.

Figure 4.1 graphically displays domestic shipments by product categories.
Preserved vegetables and soups, processed potatoes and juices accounted for about
70 percent of the total value of processed shipments in 1989, a distribution which
changed little over the decade.



FIGURE 4.1 !

SHIPMENTS BY PRODUCT CATEGORY
PROCESSED FRUITS AND VEGETABLES
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Frozen Canned
Fruits Vegetables
Frozen 2% 12% c?nned
Vegetables 9 ay Fruits

______________________ Frozen

Processed
Potatoes

25% iPotatoes, Other

2%

Processed

Vegetables, Otheé 5% Processed

5% Fruits, Other
Processed Potatoes

All Processed Fruits and Vegetables

Source: Tribunal questionnaires.

Table 4.4 reports the regional distribution of domestic shipments over the
four years, 1986-89. The distribution by region remained virtually unchanged throughout

the period, with Ontario accounting for over one-half of all shipments. As reported in

Statistics Canada data, shipments originating in Ontario, Quebec and British Columbia
were diverse in product output, whereas shipments originating in the Atlantic and Prairie

regions were mainly processed potato products.

Table 4.4
SHIPMENTS BY REGION

Source: Statistics Canada, Cat. No. 31-211 and Tribunal estimates.

- 1986-89 -

Region 1986 1987 1988 1989

% % % %

($000) Share (3000} Share ($000) Share {$000) Share

Atlantic 221,823 7 252,033 8 254,04 7 279,3%0 8
Quebec 510,638 17 561,495 17 581,764 17 593,705 16
Ontario 1,588,497 53 1,754,932 54 1,868,472 54 1,934,241 54
Prairies 396,561 13 416,599 13 431,033 13 489,014 14
British Columbia 280,441 9 292,909 9 308,843 9 305,346 8
Total Shipments 2997960 100 3,277,968 100 3444136 100 36016% 100
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()  Imports

~ Prior to CUSTA, imports of most canned and frozen vegetable products were
subject to an ad valorem duty in the range of 15 percent to 20 percent, while most
processed fruit products were subject to an ad valorem rate ranging from 10 percent to
15 percent. Most imports into Canada of processed fruits and vegetables from
non-U.S. sources continue to be subject to these MFN rates. However, in accordance
with CUSTA, tariffs on imports from the United States will decline by 10 percent per year
until they are reduced to zero on January 1, 1998.

Table 4.5 shows total imports of processed fruits and vegetables over the 1980s.
The value of total imports increased sharply in 1981, 1984 and 1988, and by 62 percent
over the entire decade.

Table 4.5
PROCESSED FRUITS AND VEGETABLES
TOTAL IMPORTS
{$000)

Year Value % Change from Previous Period
1980 484,281 -

1981 576,064 19

1982 575,618 0)

1983 : 545,105 (5)

1984 656,176 20

1985 645,123 @)

1986 631,145 @)

1987 686,053 9

1988 774,840 13

1989 786,182 1
Source: Statistics Canada Imports Commodity Detail and Cat. No. 65-203.




Table 4.6 shows the percentage distribution of imports for selected years, by
product category. Frozen fruits and vegetables and processed potato products accounted
for the least amount of import activity over the period, whereas juices, mainly in the
form of concentrates, accounted for the largest import category. Imports of canned
products, as a percentage of total value, showed a steady downward trend over the
decade.

Table 4.6
DISTRIBUTION OF TOTAL IMPORTS
- Selected Years (%) -

1980 1983 1986 1989
Canned Fruits and Vegetables 32 27 25 23
Frozen Fruits and Vegetables 5 4 4 6
Juices' 36 39 38 38
Processed Vegetables, Other® 7 11 12 13
Processed Fruits, Other’ 17 18 17 18
Processed Potatoes’ 2 2 2 2
Total Imports 100 100 100 100

1. Includes fruit and vegetable juices.

2. Includes dried vegetables, soups, pickles, relishes and vegetable sauces.

3. Includes canned pie fillings, jams, jellies, marmalades, dned fruits and other
. fruit preservations.

4. Includes frozen potatoes, potato chips and other processed potatoes.

Total imports may not add to 100 percent due to rounding.

Source: Statistics Canada Imports Commodity Detail and Cat. No. 65-203.

67



Imports by principal country of export, in value, are shown in Figure 4.2. The
United States is by far the largest source of processed imports at 45 percent of the total
value, down 8 points of share since 1980. Brazilian products have made the largest gain,
up 5 points of share over the decade. While five countries account for 71 percent of the
imports of 1989, the remaining 29 percent is dispersed among more than 75 countries,
none of which individually represent more than 2 percent of the total value.

FIGURE 4.2

CANADIAN IMPORTS BY PRINCIPAL COUNTRY
PROCESSED FRUITS AND VEGETABLES

Selected Countries by Value

- 1980 - - 1988 -
United
States 45%

United
States 53%

China 4%
Spain 4%

' Australia 7% \ \ Australia s

Others 28%
Others 29% Brazil 13%

Total Imports = $484 million Total Imports = $786 million

Source: Statistics Canada, Cat. 65-2083.
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(c) Exports

Exports of processed fruits and vegetables, in value, for the period 1980 through
1989, are shown in Table 4.7. Total exports grew at fairly steady annual rates and more
than doubled in value over the 10-year period. Frozen vegetables and frozen potato
products recorded the largest percentage increases over the period. Exports of canned
fruits and vegetables and juices have decreased in percentage terms, whereas frozen
fruits and vegetables and processed potato products have increased. Throughout the
decade, exports represented a relatively constant percentage of the total value of domestic
shipments (about 9 percent). .

Table 4.7

PROCESSED FRUITS AND VEGETABLES
TOTAL EXPORTS

($000)

Year Value % Share of Industry Shipments
1980 143,274 10
1981 161,467 9
1982 172,409 8
1983 168,981 8
1984 183,717 8
1985 195,111 7
1986 : 229,432 8
1987 269,515 8
1988 : 301,334 9
1989 314,667 9.

Source: Statistics Canada Export Commodity Detail and Cat. No. 65-202.

Figure 4.3 shows the destination of Canadian processed fruit and vegetable
exports. Exports to the United States, which accounted for one-half of the total exports
of 1989, increased considerably over the 10-year period, from a 20 percent share in 1980
to a 44 percent share in 1985. Significant export gains were also recorded for Japan and
Belgium/Luxembourg, while exports to the United Kingdom and West Germany were
down sharply from 1980 values.
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FIGURE 4.3

CANADIAN EXPORTS BY PRINCIPAL COUNTRY *
PROCESSED FRUITS AND VEGETABLES

Selected Countries by Value

- 1980- - 1989 -

United
States 50%

Others 30%

United
States 20% uba 5%
INetherlands 6%

o

Others 24% Japan 9%

Total Exports = $143 million Total Exports » $315 million

Source: Statistics Canada, Cat. 65-202.

4.

Apparent Market

In the main, the market figures have been developed from Statistics Canada
published information. However, shipment data subsequent to 1986 have not been
published and, accordingly, the Tribunal has collected the necessary data directly from

a sampling of the industry via questionnaires.

In addition, import statistics are reported by Statistics Canada on a free-on-board
basis (f.0.b.) and are therefore valued at the point of direct shipment to Canada.
Domestic shipment data, however, are reported on the basis of net selling value. In
order to have import values that are comparable to shipment values, the fo.b. import
values have been inflated by 25 percent to reflect such costs as freight, insurance and

duties. This factor was calculated from Statistics Canada input-output data.
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Table 4.8 provides details on the total Canadian market. With the exception of
1983, the market for processed fruits and vegetables has shown steady year-over-year
growth throughout the decade. Over the 10-year period, domestic producers
strengthened their position in the marketplace, gaining 8 points of market share from
import competition.

Table 4.8

APPARENT CANADIAN MARKET
PROCESSED FRUITS AND VEGETABLES - TOTAL

($000)
Domestic % % Market
Shipments Share Im;gorts1 Share Market Index
(net of exports) {1981=100)

1980 - 1,341,832 69 605,352 31 1,947,184 80
1981 1,726,287 71 720,080 29 2,446,367 100
1982 2,038,516 74 719,523 26 2,758,039 113
1983 1,925,940 74 681,381 26 2,607,321 107
1984 2,179,530 73 820,220 27 2,999,750 123
1985 2,592,638 76 806,404 24 3,399,042 139
1986 2,768,528 78 788,931 22 3,557,459 145
1987 3,008,452 78 857,566 22 3,866,018 158
1988 3,142,801 76 968,550 24 4,111,351 168
1989 3,287,029 77 982,728 23 4,269,757 175

1. CIF (cost insurance freight) values have been calculated by advancing Statistics Canada
fob. values by 25 percent. The advance has been derived from Statistics Canada
input/output data.

Source: Statistics Canada Commodity Detail Cat. Nos. 31-211, 65-202 and 65-203 and Tribunal
estimates.
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The apparent Canadian market, aggregated into six product category groupings,
hwngrphlallymFgur e 44. Althughth value of all market c tgneshas
increased over the decade, canned products have exhibited the least compound a nnual
grwth but5p nt On the other ha nd, froz nfrmts and vegetables and processed

potato products have shown the largest gains, with compound annual growth r t of
14 percen t.

FIGURE 4.4

APPARENT CANADIAN MARKET
In Value, by Product Category
Compound Annual Growth Rates 1980-89

16

72



5. Industry Performance
(@) Financial
Sales and profits recorded by the processing industry made steady gains

throughout the period 1980-87, as presented in Table 4.9. Sales increased by 68 percent
over the eight years while gross and net profits more than doubled.

Table 4.9

PROCESSED FRUIT AND VEGETABLE INDUSTRY*
SALES AND PROFITS

1980 1981 1982 1983 1984 1985 1986 1987

Sales
$ million 18164 20713 22904 22983 24798 28412 29595 3,055.7
% change 14 11 0 8 15 4 3
Gross Profits
(% of sales)
$ million 381.6 457.7 548.8 5624 619.3 718.0 8194 862.3
% change 20 20 2 10 16 14 5
Net Profits
(% of sales)
$ million 54.4 69.2 94.4 100.3 123.5 101.7 136.7 147.0
% change 27 36 6 23 (18) 34 8

* The industry is defined by the 1960 industrial classification, SIC 112.

Source: Statistics Canada, Cat. No. 61-207.
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The processed fruit and vegetable industry compares favourably, in terms of profit
performance, with both the total food and beverage industry and total manufacturing
(both of which include processed fruits and vegetables). As reported in Table 4.10, the
processing industry, in most years after 1981, generally outperformed the other two
industries on all three profitability indicators.

Table 4.10
PROFITABILITY RATIOS

- Selected Industries -

Net Profit to Sales Net Profit to Assets Net Profit to Equity
F&V* F&B** Mfg*** F&V*  F&B** Mfg*** F&V* F&B*  Mfgh

1980 3.0 2.6 49 5.0 57 6.6 11.2 14.2 14.9
1981 33 23 4.2 57 52 5.4 13.0 137 13.2
1982 4.1 2.6 14 6.6 53 17 14.6 14.7 4.2
1983 44 3.0 2.5 74 6.3 33 15.8 16.7 79
1984 5.0 27 4.1 8.3 5.4 55 18.4 14.4 12.7
1985 3.6 2.5 3.2 5.9 47 4.2 129 11.3 9.6
1986 4.6 3.1 44 8.0 5.6 5.6 18.2 13.2 123
1987 48 37 4.6 8.6 6.5 5.6 20.0 16.1 124

*F&V = The Fruit and Vegetable Industry as defined by the 1960 industrial classification,
SIC 112.

**F&B = The Food and Beverage Industry.

***Mfg = Total Manufacturing.

Source: Statistics Canada, Cat. No. 61-207.
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(b) Employment and Earnings

Processed fruit and vegetable industry employment, both hourly and salaried, is
presented in Table 4.11. Total national employment in the industry has been very steady
over the period 1980 through 1988, averaging 17,400 employees annually. However, on
a regional basis, employment levels have varied, increasing in Quebec and the Prairies,
but decreasing in British Columbia. In 1987, employment levels in the Atlantic region
and in Ontario were virtually unchanged from the levels reported in 1980.

Table 4.11

PROCESSED FRUIT AND VEGETABLE INDUSTRY
EMPLOYMENT BY REGION

- Hourly and Salaried -

British -

Year Atlantic* % Quebec % Ontario % Prairies** %  Columbia % Canada %

1980 3,003 17 2,538 4 9241 53 816 5 1972 11 17,570 100
1981 2929 17 2,261 13 9,005 52 1,152 7 1895 11 17,242 100
1982 295 17 2,352 14 8893 52 1,037 6 1806 11 17,044 100
1983 2758 16 2,481 15 8806 52 1,058 6 1693 10 16,79 100
1984 3,201 18 2,719 15 9270 52 878 5 1,660 9 17,728 100
1985 3172 18 2,724 16 8,772 51 958 [ 1652 10 17,278 100
1986 3,053 18 2,706 16 8739 51 1,066 6 1,506 9 17,070 100
1987 2,941 17 2,964 17 9,141 52 1,122 6 1534 9 17,702 100
1988 ) N.A. 17,824 100

* Atlantic includes Saskatchewan and Alberta SIC 1032 {frozen) for 1980, 1981, 1982 and 1984, in order to protect
confidentiality.

N.A. = Not applicable.

Source: Statistics Canada, Cat. No. 31-203.
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Average hourly earnings in the processed fruit and vegetable industry increased
by 69 percent over the decade. However, in absolute terms, hourly earnings for the
processing industry have lagged behind both the food and beverage industry and total
manufacturing, and the earning gap is increasing, as reflected in Figure 4.5. In 1980,
earnings in the processed fruit and vegetable industry were $0.90 per hour less than in
the food and beverage industry and $1.40 per hour less than in total manufacturing. By
1989, the gap had increased to $1.70 per hour and $2.70 per hour, respectively. While the
gap has been widening in absolute terms, average annual increases in hourly earnings
in the processed fruit and vegetable industry have been identical to the food and
beverage industry at 6.7 percent over the 10 years, and slightly less than the average
annual increase of 7 percent recorded by total manufacturing.

FIGURE 4.5
AVERAGE HOURLY EARNINGS
Certaines industries
16.00
14.00
12.00
Manufacturing _—" = __.---"
- T
10:00 Beverages .-pi,cessed Frults &
e Vegotablos
8001~ .- e
6.00 | T . . | : | 1
1980 1981 1982 1983 1984 1985 1986 1987 1988 1989
Source: Statistics Canada, CANSIM,
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(0) Productivity and Investment

Productivity for the years 1980 to 1988, defined as gross domestic product in 1981
constant dollars per production employee, is shown in Table 4.12 for selected industries.
After 1981, productivity for the processed fruit and vegetable industry rose steadily over
the period. In constant dollars, 1980 employee productivity was $40,400 and by 1988,
reached $56,900, a compound annual growth rate of 4.4 percent. The increase in
productivity surpassed that of both the food industry and total manufacturing in the
years 1986 and 1988 (1987 data are not available).

Table 4.12
INDUSTRY EMPLOYMENT, REAL GDP* AND PRODUCTIVITY**

- Selected Industries -

Processed Fruit & Vegetable Food Manufacturing
Production Produc- Production Produc- Production Produc-
Employment GDP tivity Employment GDP tivity Employment  GDP tivity
Year - 1981 $000 - - 1981 $000 - - 1981 $000 -
1980 13,145 531,000 404 141,810 6,247,500 44.1 1,346,187 59,460,700  44.2
1981 12,878 501,300 38.9 141,953 6,296,900 444 1,337,433 61,648,000 46.1
1982 12662 514400 406 136,303 6,292,100 462 1,205,859 53,702,400 445
1983 12504 577,000 461 129,301 6,179,600 47.8 1,193,912 57,168,700 479
1984 12956 625,500 483 130,114 6460800 497 1,240,817 64,541,600 520
1985 13,115 615900 470 135,226 6,886,700 509 1,305,159 68,180,500 52.2
1986 12,737 690,600 54.2 137,261 6,864,700  50.0 1,351,563 68,968,300 51.0
1987%#* N.A. 709,600 N.A. N.A. 7,083,000 N.A. N.A. 72,951,800 NA.
1988 13254 754,800 569 143,502 7,206,200 502 1474,738 77,379,800 525
Compound
Annual
Growth Rate
1980-88 (%) 0.1 45 44 0.1 1.8 1.6 1.1 33 22

* Gross domestic product at factor cost, by industries.
**Productivity is defined as gross domestic product per production employee (1981 constant dollars).
***Employment figures are available only for total industry activity.

N.A. = Not applicable.

Source: Statistics Canada, Cat. No. 31-203 and CANSIM.

Annual new capital investment' by the processed fruit and vegetable industry
almost doubled from 1980 to 1989, from $68 million in 1980 to $123 million by 1989. New
capital investment as a share of total capital expenditures® ranged between 60 percent
and 70 percent over the 10-year period. As well, new investment in construction
remained fairly constant over the decade, while new investment in machinery more than
doubled during this period.

1. New capital investment is defined by Statistics Canada as total outlays for
construction and for the acquisition of producers' machinery and equipment.
2. Total expenditures include new capital investment and repair expenditures.



The compound annual growth rate of new capital investment and total capital
expenditures for the processed fruit and vegetable industry was less than the rate for
total manufacturing, but above the rate for the food and beverage industry, as shown
in Figure 4.6, for the period 1980 to 1985.

FIGURE 4.6

EXPENDITURES FOR SELECTED INDUSTRIES
Compound Annual Growth Rates 1980-89

Pf°°esse\‘/’e';g2§, js N

Food & Beverages
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Bl New Capital XY Total Expenditures
Investment

Source: Statistics Canada, Cat. 61-205 and 61-214.
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6. Processing Industry Rationalization

On January 1, 1989, CUSTA took effect. The major purpose of the agreement is
to remove barriers to trade, whether tariff or non-tariff, between the two countries. The
agreement was signed near the end of a worldwide period of corporate mergers,
acquisitions and leveraged buyouts that was altering the structure of many corporations
and industries. The agreement provided an added stimulus to corporate restructuring
in North America. Many firms indicated that in order to compete in the larger market,
they needed to make structural changes early in the 10-year period despite the gradual
phase-out of existing tariffs rather than at the end of the period, when tariffs would be
eliminated.

In order to compete in the larger North American market, firms need to achieve
greater efficiencies in both production and marketing. The resulting restructuring in the
fruit and vegetable processing industry has been widespread, including all firm sizes as
well as both Canadian-owned and multinational firms. While industrial restructuring,
or rationalization, has taken many forms, the changes may be grouped into three areas:
mergers and acquisitions, new capital investment and plant closures.’

(a) Mergers and Acquisitions

For the most part, the significant mergers and acquisitions in the food and
beverage industry occurred in the three or four-year period preceding CUSTA.
Corporations viewed acquisitions and mergers " ... as a good means of introducing new
products to corporate lines while avoiding the risks associated with launching their own
new brands. In addition, they (could) increase a company's resources while riddin§ it
of poorly performing lines, thus placing themselves in a better position to compete.

During this pre-CUSTA period, a number of highly publicized mergers and
acquisitions took place. With respect to fruit and vegetable processing, the following
were a few of the more noteworthy actions:

1985 - Nabisco Brands Canada acquired Canadian Canners from R.J.R. Nabisco;
1987

Pillsbury Canada Limited acquired Fraser Valley Foods;

1988 - Hostess Food Products, Canada's largest snack food producer, merged
with Frito Lay;
- Borden U.S. acquired Humpty Dumpty Canada; and
- Grand Metropolitan of UK. acquired Pillsbury U.S.

(b) New Investments
Spending on new capital investment projects for the domestic food and beverage

industry increased in 1990 and 1991, in spite of recessionary pressures. A few of the
more highly publicized investments by fruit and vegetable processors, which consisted

3. Information on mergers and acquisitions, new capital investment and plant closures
is drawn from Agriculture Canada, Food Development Division, quarterly and annual
newsletters on the Canadian processed food industry.

4. Agriculture Canada, The Canadian Processed Food Industry, newsletter, 1990.
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of expenditures on new plant construction or expansion and on new equipment and
machinery, included:

1989 -

1990 -

1991 -

Pillsbury Canada Limited's investment of $12 million in its six plants;
H.J. Heinz Co. Ltd.'s investment of $20 million in its Leamington plant;
Campbell Soup Co.'s capital projects expenditures of $14.5 million;

Cavendish Farms' upgrade of its New Annan, P.E.L, plant at a cost of
$30 million;

Nabisco Brands' investment of $2.7 million to increase production in its
Dresden, Ontario, plant;

Cadbury Beverages' expansion of its concentrate facilities in Don Mills,
Ontario.

McCain Foods' new $36 million plant in Carlton, P.E.I. began production;
Campbell Soup Co.'s investment of $9 million to upgrade and expand
production facilities;

Pillsbury Canada Limited's capital improvements of $14.5 million;
Strathroy Foods' $2.65 million expansion to its frozen vegetable processing
plant.

(<) Plant Closures

Plant closures in the fruit and vegetable processing industry increased sharply in
1990, but appear to have slowed in 1991. Significant closures which occurred over the
past three years included:

1989 -
1990 -

1991

80

Gerber Canada's plans to cease baby food production in Niagara Falls;

Cobi Foods' closure of its multi-line Whitby and Bloomfield, Ontario,
plants;

Campbell Soup Co.'s closure of its Portage La Prairie soup plant;
Hunt-Wesson's closure of its Tilbury tomato canning plant;

H.J. Heinz Co. Ltd.'s plans to close its Leamington pickle production line
in 1991; and

Nabisco Brands Canada's closure of its tomato processing plant in
Leamington, Ontario.

Nabisco Brands Canada's closure of its 109 year old Simcoe, Ontario, plant;
Olinda Foods' closure of its tomato processing operation in Ruthven,
Ontario.



7. Industry in Perspective

Table 4.13 compares the Canadian processed fruit and vegetable industry with its
U.S. counterpart. In 1988, Canadian shipments were equal to 9 percent of U.S. shipments
while the apparent market consumption was 11 percent of U.S. consumption. However,
while shipments by U.S. producers increased only marginally between 1985 and 1988, and
market growth was non-existent, Canadian shipments and market expansion occurred
at a steady rate.

Table 4.13

PROCESSED FRUIT AND VEGETABLE INDUSTRY
CANADA - U.S. COMPARISONS
Compound
Annual
Growth Rate
1975-88
1975 1980 1985 1988 (%)

Shipments (CANS$ million)

Canada* 982 1,554 2,358 3,067 9.2
United States 12381 20,675 31952 33,385 79
Canada/United States (%) 8 8 7 9 1.1
Imports (CAN$ million)

Canada* 312 607 807 936 8.8
United States 467 1,064 2,893 2,750 14.6
Canada/United States (%) 67 57 28 34 5.1)
Exports (CAN$ million)

Canada* 73 204 178 263 10.4
United States 663 1,824 1,627 2,288 10.0
Canada/United States (%) 11 11 11 11 03
Apparent Consumption (CANS$ million)

Canada* 1,221 1,957 2,987 3,740 2.0
United States 12,185 19915 33,218 33,847 8.2
Canada/United States (%) 10 10 9 11 0.8
Ratio of Imports to Consumption (%)

Canada* 26 31 27 25 0.2)
United States 4 5 9 8 5.9

* Data may not agree with figures contained elsewhere in this report. Data contained in |
this table are comparable to U.S. product categories, some of which are outside the scope of
this reference.

Source: Canada: Statistics Canada, Cat. Nos. 31-203, 32-218, 32-250 and 65-001.
United States: USDC, Bureau of the Census, Annual Census of Manufactures.

Unlike the United States, Canada had an annual trade deficit on processed fruits
and vegetables throughout the 1975-88 period. Table 4.14 provides further details of the
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trade data on a commodity grouping basis. Figure 4.7 displays the deficit over the 1980s.
The overall trade deficit is a result of a trade deficit on canned and preserved fruits and
vegetables and on juices, partially offset by a trade surplus for frozen products and
processed potato products. While the total value of Canada's trade deficit changed only
marginally over the decade, imports, as a share of domestic consumption, decreased. In
the United States, however, imports of processed fruits and vegetables have been gaining
an increasing share of consumption.

Over the decade, a shift has occurred in the source of the trade deficit. In 1980,
the United States accounted for 65 percent of Canada's negative balance, with the
remaining one-third spread among a small number of countries. By 1989, the value of
Canadian exports to the United States had grown significantly and, consequently, the
U.S. share of the trade deficit had fallen to 42 percent.’

Table 4.14

PROCESSED FRUIT AND VEGETABLE INDUSTRY
TRADE STATISTICS

(CANS million)

Compound
At‘\’:\’ual
Growth

Commodity Rate
Groupings 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989  1980-89
Canned (%)
Preserved

Exports 75 82 82 84 78 86 94 110 124 14 6.6

Imports 277 326 316 301 352 336 357 405 423 48

Trade Balance (202) (245) (234) (217) (273) 249 (250) (281) (289) 10
Frozen

Exports 41 53 55 48 51 51 56 83 88 94 9.8

Imports 24 28 30 23 25 26 35 41 45 44 6.9

Trade Balance 16 7% i) 26 g 25 21 2 i@ I 132
Juices

Exports 13 13 13 17 23 23 31 25 26 21 54

Imports 175 215 222 213 270 272 239 269 305 297 6.0

Trade Balance (162) (202) (209) (196) (247) (249) (209) (A44) (279) (Z6) 6.1
Potato Products®

Exports 2t 13 23 20 31 35 48 51 63 66 18.5

Imports 7 7 7 9 10 12 B ® 2 2 B3

Trade Balance 7 6 15 11 1 23 35 32 42 44 25
Total

Exports 143 161 172 169 184 195 229 270 301 315 9.1

Imports 484 576 576 545 656 645 631 686 775 786 55

Trade Balance (341) (415) (403) (376) 472) 450) (402) (417) (474) (472 37

1. Includes dried vegetables, soups, pickles, relishes, vegetable sauces, as well as canned fruit pie fillings, jams, jellies,
marmalades and dried fruits.

2. Includes potatoes that are frozen, canned or dried, as well as potato chips.

Totals may not add to 100 percent due to rounding.

Source: Statistics Canada, Cat. Nos. 65-202 and 65-203.

5. Canadian International Trade Tribunal Staff Report, Processed Fruit and Vegetable
Industry Profile, May 1991, Tables 10 and 12, Figures 3 and 4.
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CHAPTER V
. MARKETING, CONSUMER TRENDS AND DISTRIBUTION

1. Introduction

As part of its inquiry, the Tribunal examined the structure and systems of
marketing of fresh fruits and vegetables in each region of the country. It also
commissioned a study of the procurement policies of distributors.

The purpose of these studies was to gain an understanding of the present system
of marketing fresh produce in Canada including the role of marketing boards; to analyze
the strengths and weaknesses of the marketing structures in each region; to identify
features of successful marketing; to examine the procurement policies of distributors to
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determine whether or not they give a preference to imported fresh produce over
domestic fresh produce, and, if so, why; and to address concerns processors may have
in obtaining or expanding shelf space for their products in retail stores due to the listing
practices of retailers.

Part 2 of this chapter describes the marketing of fresh and processing fruits and
vegetables in Canada and the regulatory framework. Part 3 gives an overview of
consumer trends. Finally, part 4 looks at the procurement policies of distributors in light
of these consumer trends.

2. Marketing: Fresh Fruits and Vegetables

Fresh fruits and vegetables are marketed in Canada through a complex and varied
array of regulated and unregulated distribution channels. Appendix I provides a
schematic of the current distribution structure. Appendix J summarizes the type of
marketing regulations that apply to specific crops in each province. Enabling legislation
is in place at the national level and in each province providing for the regulated
marketing of the majority of horticultural products. The extent to which these provisions
are put into practice varies from one province to another and by commodity group. The
effectiveness of marketing boards generally depends on grower co-operation, the nature
of their responsibilities and their ability to respond to market forces.

(a) Federal

Section 95 of the Constitution Act gives the federal government and the provinces
concurrent legislative powers over agriculture. At the federal level, the more pertinent
statutes relating to horticulture include the Agricultural Products Marketing Act (APMA)
and the Canada Agricultural Products Act (CAPA).

APMA provides for the marketing of agricultural products in interprovincial and
export trade. It confers federal authority respecting interprovincial and export trade to
provincial marketing boards or commissions. Authorityis granted as a result of a request
by a province and is delegated by Order in Council.

The individual boards or commissions are given authority to exercise the same
powers in interprovincial or export trade, which provincial legislation permits for trade
within the province. This applies to areas such as pricing, transportation including the
appointment of shippers, packing, storage, marketing including the appointment of sales
agents, licensing and levies on production and/or sales.

As of spring 1991, delegation of authority applied to some 20 fruit/vegetable
products. Although a delegation of authority order may be in place, the provincial board
or commission may not, for one reason or another, be exercising all or any of its
authority under the provincial legislation. This is the case for tree fruits in
British Columbia, and, to a lesser extent, asparagus and greenhouse vegetables in
Ontario. Moreover, a provincial agency may exist strictly for monitoring purposes.

CAPA provides for the establishment of national standards and grades for
agricultural products and for the regulation of the marketing of agricultural products in
import, export and interprovincial trade. CAPA also provides for the licensing of dealers,
inspection and grading, registration of establishments, and for standards governing
establishments. It is administered by the Food Production and Inspection Branch of
Agriculture Canada. Some provinces have similar legislation which, for the most part,
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incorporates federal standards, but may be more stringent than the provisions in the
federal statute, and, in some cases, may act as interprovincial trade barriers.

The importation and movement of fresh produce in Canada are specifically
addressed by two regulations contained in CAPA: The Fresh Fruit and Vegetable
Regulations and The Licensing and Arbitration Regulations.

The Fresh Fruit and Vegetable Regulations prescribe standards for grades,
labelling, packaging and health requirements for 31 fresh fruits and vegetables produced
in Canada. The regulations apply to interprovincial trade as well as imports and exports.
The produce for which grade standards are in effect cannot be imported in bulk.
Individuals in possession of a valid Federal Produce Licence may obtain an exemption
from the bulk import prohibition for products that are going to be repacked or processed.
To obtain an exemption, the receiver must contact the industry representative(s)
(marketing board, co-op, or association) in the receiving province and neighbouring
provinces. The industry representative(s) respond to the receiver, agreeing or disagreeing
with the request for bulk imports. The receiver then submits a request to Agriculture
Canada which reviews the request and the industry representative(s) response and makes
the final decision in writing.

The Licensing and Arbitration Regulations are designed to promote fair and
ethical trade practices in the international and interprovincial trade of fresh produce and
to assure that the producer will be paid for his produce. Accordingly, everyone engaged
in the trade of produce interprovincially or internationally is required to obtain a licence
with Agriculture Canada. Produce is defined as any fresh fruit, fresh vegetable, nuts or
edible fungi. This licence is subject to suspension or cancellation if the holder of the
licence does not comply with the Regulations. A Board of Arbitration comprised of
Agriculture Canada staff and industry members appointed by the Minister is established
to hear complaints against holders of licences who are suspected of not complying with
a set of prescribed standards dealing with the selling and purchasing of produce. An
Appeal Tribunal, which can review an order or decision of the Board of Arbitration, is
also established under CAPA and Regulations.

The Licensing and Arbitration Regulations have been recently amended to
prohibit consignment selling in Canada. Consignment selling can disrupt the market and
lower the revenue of domestic producers while lowering the quality of produce available
to the consumer. Anti-consignment selling provisions require all imports and
interprovincial shipments to be accompanied by a Confirmation of Sale (C.O.S.) form.
This document identifies the vendor, buyer and destination, and displays the agreed
upon price at which the produce is being sold. Both the vendor and buyer must sign
the form. The document replaces the traditional Canada Customs declaration. The
C.O.S. form also provides the information required for Agriculture Canada to implement
the snap back tariff duty which was enacted as part of CUSTA.

The Farm Products Marketing Agencies Act (FPMA) establishes the National Farm
Products Marketing Council (the Council) to supervise agencies that administer national
and regional marketing plans. The FPMA allows producers of farm products, other than
industrial milk and wheat, to develop national or regional marketing plans. Plans that
include supply management are currently only permitted for agencies that market eggs,
poultry and tobacco. Four national agencies are in place. These agencies market table
eggs, turkey, chicken and broiler hatching eggs. The Council advises the Minister of
Agriculture on all matters relating to the establishment, operation and performance of
national marketing agencies.

87



The Council's recent work in the horticultural sector includes a recommendation
to establish a national agency to market fresh potatoes, which was reversed on appeal
to the Supreme Court. More recently, in March 1991, the Council submitted a report to
the Minister of Agriculture recommending the creation of a national marketing agency,
with supply management authority, for fresh apples. The Council recommended that,
in order for the Agency to effectively manage the market, the marketing plan needs the
participation of at least four producing provinces and growers which account for
90 percent of the production. The agency, if approved, would be the first such body to
have supply management authority, on a national scale, over the production of a
horticultural product. During 1991, the Minister has been reviewing and considering the
proposal.

Jurisdiction respecting the marketing of horticultural products grown within a
province lies with the province. All provinces have legislation which provides, to varying
degrees, for the promotion, control and regulation of any one or more of the production,
transportation, packing, storage and marketing of agricultural products in the province.
Generally, this legislation provides for the establishment of supervisory bodies.

(b) Provincial
(i) British Columbia

In British Columbia The Natural Products Marketing (B.C.) Act (the Act) provides
for the promotion, control of production, transportation, packing, storage and marketing
of natural products in the province and for the creation of marketing boards or
commissions to administer schemes (regulations) for the marketing of regulated products.

The British Columbia Marketing Board was also constituted under the Act. Its
primary role is the supervision of boards and commissions, of which there are five
relating to horticulture:  British Columbia Vegetable Marketing Commission;
British Columbia Mushroom Marketing Board; British Columbia Grape Growers'
Marketing Board; British Columbia Cranberry Marketing Board; and British Columbia
Tree Fruit Marketing Board.

Four of the five boards are actually performing regulatory functions. The
British Columbia Tree Fruit Board does not perform regulatory functions because the tree
fruit industry was deregulated in 1974. Instead, the Board acts as a service organization
for producers. The Vegetable Commission, Mushroom Board and Tree Fruit Board have
extra-provincial jurisdiction delegated to them under APMA.

The B.C. Vegetable Marketing Commission is by far the most important regulatory
body in the province. The Commission was created in 1980 to administer the
B.C. Vegetable Marketing Scheme and to replace two boards that were competing with
each other in the marketing of fresh produce. The scheme authorizes the Commission
to promote, control and regulate the production, transportation, packing, storage and
marketing of some 17 products’ provincially, interprovincially and for export under
APMA.

The Commission is made up of growers and is funded entirely by members. It
maintains a registry of growers and licenses wholesalers and processors. In consultation

1. These regulated products include both fresh and processed goods. (See Appendix J).
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with growers, it sets minimum prices for the fresh market at least once a week and
negotiates prices with processors once a year. The Commission may designate an agency
through which all regulated fresh products grown in a defined district of the province
shall be marketed. Seven such agencies are presently operating in the province. The
Commission does not exercise its authority to control production. However, it
administers a system of grower delivery quotas. Individual growers may produce more
than their delivery quota. If the designated sales agency for the commodity is successful
in selling the additional production, then the Commission will increase the grower's
quota.

All regulated products must be graded and packed in approved containers. The
movement of products requires transport permits. The Commission and/or designated
agencies also provide other services to its members. These include promotion, product
information, statistics, lobbying and representation at the provincial and national level.

The B.C. Mushroom Marketing Board exercises its legislative authority by
licensing growers, setting minimum prices periodically and by controlling marketing
through two licensed sales agencies: the Fraser Valley Mushroom Growers
Co-operative Association and Pacific Fresh Mushrooms Inc. The former sells fresh
products and operates a cannery while the latter agency is strictly a fresh produce sales
desk. Both of these agencies provide grading, distribution, marketing and promotion
services to their members and represent the growers' interests on matters of general
concern to the industry.

The B.C. Grape Growers Marketing Board establishes terms and conditions of
contracts for wine grapes through negotiations with the Wine Council of
British Columbia, which represents the wineries in the province.

The B.C. Cranberry Marketing Board issues quotas to growers and provides other
services to promote the sales of the product. This Board is not authorized to collect
levies from the grower members.

The B.C. Fruit Growers' Association (BCFGA) is a voluntary organization whose
members account for some 80 percent of the tree fruit production in the province.
Through the BCFGA, growers own and operate B.C. Tree Fruits Ltd., a selling agent, and
Sun Rype Ltd., a large processor of fruit products. The packing and shipping of B.C. tree
fruits is done mostly by members of the Okanagan Federated Shippers' Association, some
of which are grower co-operatives. The BCFGA promotes its products, sets quality
standards and represents growers on policy and regulatory matters. It also owns and
operates a "test orchard” which is used for research and demonstration purposes.

In addition to the BCFGA, there are many product oriented and local
co-operatives and organizations that provide a variety of services to their members.
Services provided may include packing, processing, selling and promotion. For example,
the B.C. Raspberry Growers' Association represents most raspberry growers in the
province and manages agreements with processing co-operatives. The B.C. Blueberry
Co-operative Association packages and sells fresh and processed blueberries on behalf of
its members which represent some 60 percent of the industry in the province. The
Fraser Valley Strawberry Growers' Association, which represents most growers in the
province, negotiates prices for processing contracts under the auspices of the
B.C. Vegetable Marketing Commission. There are numerous other associations and
co-operatives involved in packing, processing and selling B.C. horticultural products.
Two examples are the B.C. Coast Vegetable Co-operative, which packs and sells many
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products, and the Western Greenhouse Growers' Co-operative Association, which
specializes in the promotion, packing and selling of greenhouse tomatoes and cucumbers.

(ii) Prairies

The Alberta Marketing and Agricultural Products Act provides for the establishment
of provincial marketing boards. These boards are initiated and managed by producers
on behalf of producers. All boards are supervised by the provincial Agricultural Products
Marketing Council. The Council's purpose is to enable, motivate and assist agricultural
commodity groups to expand, develop and enhance their performance in global
agriculture with a minimum of regulation and a maximum of co-operation, while
recognizing the interests of the public. Council members are appointed by Alberta’s
Minister of Agriculture.

The Alberta vegetable industry has three marketing boards and two associations
which collectively represent growers' interests. The Alberta Potato Marketing Board
regulates the marketing of potatoes in the province, interprovincially as well as for export
by authority of APMA, by licensing growers, setting minimum prices, collecting levies and
performing other services. The Alberta Fresh Vegetable Marketing Board performs the
same type of functions and services at the provincial level. The Alberta Vegetable
Growers' Marketing Board is concerned with the regulation of products that are
processed.

In addition to these three marketing boards, there are two associations concerned
with horticultural products in the province; the Alberta Greenhouse Growers' Association,
whose mandate is to facilitate the development of the greenhouse industry, and the
Alberta Market Gardeners' Association, which was formed to facilitate the development
of the market-gardening industry in the province.

Mushrooms and greenhouse production are not regulated. Sales of these
products are generally made directly to wholesalers and retailers.

In Saskatchewan, The Saskatchewan Agri-Food Act (the Act) provides for the
creation of marketing boards and for the Natural Products Marketing Council, which
supervises all boards established under the Act. Presently, only the Saskatchewan
Vegetable Marketing and Development Board is authorized to regulate horticultural
products in Saskatchewan. Its mandate is limited to vegetables, of which the
predominant crops are potatoes, rutabagas and cabbage. The Board is not empowered
to regulate production or price. It collects a mandatory levy paid by commercial growers.
The Board uses the levy to support the orderly development of the horticultural products
industry in Saskatchewan. '

The Saskatchewan Fruit Growers' Association promotes the general interests of
fruit growers in the province and disseminates information to the industry.

In Manitoba, The Manitoba Natural Products Marketing Act (the Act) provides for
the establishment of marketing boards and commissions. The Natural Products
Marketing Commission supervises all boards established under the Act. Respecting
horticultural products, The Manitoba Vegetable Producers’ Marketing Board is the
compulsory marketing organization for table potatoes, carrots, onions, parsnips and
rutabagas. Producers of regulated products are registered and are assigned production
quotas based on the quantities of product marketed on a historical basis. Unregulated
crops may be sold through the Board facilities on a voluntary basis. The Board's sales
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of regulated and unregulated products are made through a central order desk by
marketing personnel. Prices are set by a committee of the agency and relate directly to
prices of products delivered into Winnipeg from other provinces or the United States.

The Board regulates interprovincial and export trade under the provisions of APMA.

Unregulated products are sold directly by producers. Among these are
mushrooms, which are sold directly to wholesalers and retailers, and fruits that are
grown in limited volumes and largely "pick-your-own" by consumers. Processing and
seed potato contracts are negotiated through a voluntary producer-funded association
known as the Keystone Vegetable Producers' Association Inc., and the chipping group
negotiates with chippers separately.

(iii) Ontario

In Ontario, the enabling legislation is The Farm Products Marketing Act (the Act).
Under this Act, the Ontario Cabinet has the power to establish marketing plans, decide
on the commodities covered by a plan, constitute a local board and establish how board

members are chosen. The powers given to a board by the Cabinet are set out in a
regulation called "Plan.”

The Ontario Farm Products Marketing Commission (the Commission) is
responsible for supervising the marketing boards. This Commission, which was
established pursuant to The Ministry of Agriculture and Food Act, is part of the Ministry
of Agriculture and Food, and is composed of civil servants and outside appointees. The
Commissjon specifies the details of a board's marketing plan and these are then set out
in a regulation called "Marketing." A group of growers wanting to establish a marketing
plan or board must apply to the Commission and demonstrate that they are
representative of all the producers of the commodity to be regulated. The Commission
will then make a recommendation to the Minister of Agriculture who in turn takes the
matter to Cabinet for a decision.

The Farm Products Appeal Tribunal is a quasi-judicial body which decides on
appeals of decisions of marketing boards.

Ontario marketing boards can be grouped according to whether they negotiate
terms and conditions of sale (with recourse to conciliation and arbitration) or establish
prices and regulate marketing practices. None of the Ontario boards control production.

There are five fruit and vegetable boards which can be classified as negotiating
boards because they deal with produce sold to processors. They are the Ontario
Vegetable Growers' Marketing Board (OVGMB), the Ontario Potato Growers' Marketing
Board, the Ontario Asparagus Growers' Marketing Board, the Ontario Grape Growers'
Marketing Board and the Ontario Berry Growers' Marketing Board.

The OVGMB is responsible for negotiating the terms and conditions of sales for
12 processing vegetable crops. These had a gross farm value of almost $115 million in
1990 compared to $86 million in 1981. There were approximately 1400 growers
contracting for these crops in 1990 compared to 2,600 in 1981. Total volume contracted
went from 810,000 tons in 1981 to 931,000 tons in 1990. A decline of some 15 percent in
tonnage contracted is expected for 1991, in part because of plant closures and reduced
contracts. In recent years, significant progress has been made in the negotiating process
as growers and processors have come to recognize the need for greater cooperation in
the face of increasing international competition. Over the past few years, many of the
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rigidities of the system have been removed. The board has evolved into a more flexible
organization and become more responsive to the needs of both growers and processors.

The Potato Board and Asparagus Board negotiate the terms and conditions of sale
for all processing potatoes and asparagus respectively; while the Grape Growers' Board
negotiates processing grape prices and establishes the terms and conditions of sale by
regulation. The Berry Board is not active at present.

There are five fruit and vegetable boards which aim to establish prices and
regulate marketing practices for produce sold in the fresh market. They are the Ontario
Fresh Potato Growers' Marketing Board, the Ontario Greenhouse Vegetable Producers’
Marketing Board,” the Ontario Apple Marketing Commission, the Ontario Tender Fruit
Producers' Marketing Board and the Ontario Fresh Grape Growers' Marketing Board.
The Asparagus, Apple and Tender Fruit Boards have the power to establish prices for
both the fresh and processing markets, while the other three boards only set prices for
the fresh market.

Maintaining selling prices for fresh produce is but one of many difficulties faced
by marketing boards in Ontario. The Potato Board had to rescind its pricing order in
July 1990, when it was unable to maintain market prices because of a surplus of potatoes
on the market. The Board did not regain control during that selling season. The
Asparagus Board’® has indefinitely suspended its central sales agency for fresh asparagus
because of the degree to which the established price was being undermined. Also, the
Greenhouse Board is experiencing considerable problems with selling under the set price.
A number of studies* of structures, systems and marketing conducted during the 1980s
have identified some weaknesses of the Ontario industry. The weaknesses identified,
many of which apply equally in other provinces, include:

° fragmentation of the industry
- the roles and responsibilities of the many players in the industry
are often unclear and overlap;
° high degree of grower involvement in marketing
- many growers take on multiple roles, from packing to sales,
thereby intensifying competition among themselves rather than
with imports;
° lack of marketing board enforcement authority ,
- boards which provide a centralized pricing system often lack
enforcement powers and are by-passed by growers;
L inconsistent use of wholesalers
- “growers tend to by-pass wholesalers and market their products
directly. Wholesalers, who service both the retail and HRI trade,
rely mainly on imports;

2. The Green House Board is currently operating under financial trusteeship.
3. The Asparagus Board continues to negotiate prices for processing asparagus.
4. - Analysis of Factors Affecting Foreign vs. Domestic Sourcing of Fresh and Processed
Fruits and Vegetables in the Food Service and Retail Sector, 1985, by the Canadian
Horticultural Council, for Agriculture Canada.
- Study of Current Market Structures - Systems in Ontario, 1987, by the Coopers and
Lybrand Consulting Group, for the Ontario Fruit and Vegetable Growers' Association.
- Ontario Fresh Fruit and Vegetable Industry Marketing Study, 1988, A project of the
OFVGA, Agriculture Canada and the Ontario Ministry of Agriculture and Food.
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L local and area competition
- growers often compete against one another rather than collectively
against imports;
° variable product quality and inspection standards
- weather, growing conditions and post-harvest treatment of
produce varies considerably; grading and inspection are
inconsistent, which depresses prices and lowers quality image;
° variable packaging
- wide variation in packaging affects product quality and product
identification;
. price instability
- for regulated crops, marketing boards lack authority to enforce
prices; for unregulated crops, grower competition and lack of
market information result in instability.

On the basis of analyses of marketing systems in Ontario and other jurisdictions
in Canada and elsewhere, the studies found that several features of successful marketing
emerge. These include:

° market driven - produce is grown for specific market requirements in
terms of type, variety, timing and quality, and is packaged to meet market
requirements;

° market intelligence - timely information is collected and disseminated to
respond to consumer demand;

° market orientation - pricing is market responsive and market delivery is
co-ordinated to adjust supply to demand and help stabilize prices;

° centralized selling - this mechanism separates growers from the selling
function and allows for better quality control, packaging and storage and
delivery, and more stable pricing;

® grower cooperation and education - this fosters competitiveness and
increases market position of local industry.

The Tribunal has observed during its inquiry that centralized selling is a
cornerstone of successful boards, co-operatives and other organizations from coast to
coast. Examples include: the Western Greenhouse Growers' Co-operative in B.C.; the
Manitoba Vegetable Producers’ Marketing Board; Bayshore Vegetable Shippers and the
Tender Fruit Producers' Marketing Board in Ontario; Projama in Quebec; Kings Produce
Ltd. and Linkletter Farms in the Maritimes. These organizations invariably follow other
desirable practices such as high quality produce and packaging standards, and
professional marketing.

These examples amply demonstrate the need for efficient partnerships among
growers in all parts of the country in order to recapture or maintain their share of the
respective markets. There are tremendous opportunities for growth in domestic sales
(import replacement) in most parts of the country, particularly in Ontario and Quebec,
and in exports to the United States.

Delegation of authority orders to regulate interprovincial and export trade under
APMA presently apply to nine horticultural products grown in Ontario.
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The Ontario Fruit and Vegetable Growers' Association (OFVGA) is the umbrella
organization for growers in Ontario. The OFVGA is recognized by government and
industry as the official representative of the industry to national and international bodies.
Its activities include lobbying and liaising with governments, promoting Ontario products
through the Fresh for Flavour Foundation and Foodland Ontario, and publishing an
industry newspaper called The Grower. The Association has a membership of over
11,000 growers and 45 organizations, including local growers' associations, and
9 marketing boards. Funds for the Association come from a levy on containers and from
an assessment of the processing marketing boards.

The Ontario Horticultural Marketing Services (OHMS) was founded in 1988 by
the OFVGA as the vehicle to provide marketing services for growers and to champion
industry renewal. It evolved from the Ontario Fresh Fruit and Vegetable Industry
Marketing study. For a variety of reasons, including lack of funding, this venture has
had limited success.

There are also a number of local associations and co-operatives, most of which
belong to the OFVGA. These associations, which are funded by voluntary levies,
generally provide growers of specific products with technical and marketing information
and represent their interests. Three of the larger associations are the Bradford and
District Growers' Association, the Essex County Associated Growers and the Niagara
Peninsula Fruit and Vegetable Growers' Association. The three main co-operatives are
the Norfolk Fruit Growers' Co-op, Prince Edward County Fruit Growers' Co-operative
and the Eastern Ontario Vegetable Growers' Co-op. One large organization which is not
a member of the OFVGA is the Bayshore Vegetable Shippers which provides a shipping
and receiving station in Burlington for 130 growers.

The Ontario Food Terminal (the Terminal), which operates under the auspices of
The Ontario Food Terminal Act, was created to provide a central marketplace for Ontario
growers and wholesalers to sell their produce. About 20 percent of the fresh produce
grown in Ontario is sold at the terminal. In addition, it provides a central market for the
resale of imported produce. The Terminal, which covers a 40-acre site in Etobicoke,
leases land, warehouse space, offices and other facilities to producers, wholesalers and
others. The operation of the terminal is financed by the revehue from leases and other
service charges.

(iv) Quebec

In Quebec, the orderly marketing of agricultural, food and fish products is
provided by the Loi sur la mise en marché des produits agricoles alimentaires et de la péche.
The law provides for the creation of the Régie des marchés agricoles et alimentaires du

Québec (Régie).

Producers may submit a plan to the Régie to regulate the production and
marketing of specific agricultural products that are produced in a designated area or are
defined by a specific end use. The Régie verifies the degree of acceptability the plan has
with all growers of the named products. The proposed plan includes the creation of an
administrative body referred to in the legislation as an "office." The office may consist
of a number of growers, or the growers may designate a syndicate or co-operative to
administer the plan. Upon approval of the plan, the office sets the conditions (with the
Régie's approval) for the production and marketing of the products covered by the plan.
In addition, the office acts as the producers' agent in negotiations with customer
representatives in the fresh and process markets. In the event that an agreement cannot
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be reached, a settlement i§ soiight through a conciliator named by the Régie. Generally,
joint plans do not apply to direct sales by producers to consumers. However, the Régie
is empowered to require direct sales to conform to the conditions set out in an existing
joint plan covering the particular products.

Producers of horticultural products have approved five joint plans. These cover
seven processing vegetables (yellow and green beans, green peas, sweet corn, cucumbers,
asparagus and tomatoes), as well as apples, potatoes, blueberries and onions. At present,
marketing regulations are in effect for the seven processing vegetables and juice apples.

Growers are represented at the local level by a syndicate that promotes the
general interest of all growers within a geographic area. Growers of the same product
within a region may be represented by a specialized syndicate. These syndicates are
brought together in regional and provincial federations. L'Union des producteurs
agricoles du Québec (UPA) is the confederation of the regional and provincial federations
of specialized syndicates. All growers in Quebec are represented at the provincial level
by the UPA and are compulsory members. The UPA is accredited by the Régie to
promote the interests of all growers.

In the horticultural area, there are four specialized federations of interest: La
Fédération des producteurs de pommes (apples), La Fédération des producteurs de
pommes de terre (potatoes), La Fédération des producteurs de fruits et légumes du
Québec (fruits and vegetables), and La Fédération des producteurs maraichers (market
vegetables). In general, the objectives of these federations are to assemble producers’
syndicates, administer joint plans or assist in their management by their affiliated
syndicates, study production and marketing problems, cooperate in disseminating
agronomic science and technology, inform producers on the production and sale of
agricultural products, monitor and assist in the development of relevant legislation and
promote the public image of producers.

La Fédération des producteui's de pommes du Québec represents apple growers.
However, a mechanism for regulating prices that is acceptable to the majority of growers
has not been established for fresh market apples.

La Fédération des producteurs de pommes de terre du Québec represents potato
growers. In 1983, growers rejected a proposal for a compulsory centralized selling agency
for fresh potatoes. All potatoes are sold freely in the province. The price of processing
potatoes is negotiated between growers and processors on an individual contract basis.

La Fédération des producteurs de fruits et légumes du Québec administers a joint
plan and negotiates. prices, terms and conditions of sale with representatives of the
processing industry for seven processing vegetables. '

La Fédération des producteurs maraichers du Québec groups producers of fresh
fruits and vegetables, except for apples and potatoes. Two of its member syndicates,
namely, the Syndicat des producteurs d'oignons du Québec and the Syndicat des
producteurs de bleuets du Québec, administer joint plans covering yellow onions and
blueberries, respectively. However, no price-setting mechanisms for these joint plans
have been approved to date. Nevertheless, blueberry growers have grouped themselves
on a voluntary basis and sell through a single order desk.

As in other major producing regions of the country, there are many voluntary
associations, cooperatives and companies active in the promotion of specific interests. For
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example, the Coopérative de Pomiculteurs du Québec and the Coopérative du
Mont Saint-Hilaire store apples and sell them to packers. The Société coopérative agricole
du Sud de Montréal markets the products of members in the domestic and export
markets as well as that of several companies owned by local growers.

A delegation of authority order to regulate interprovincial and export trade under
APMA applies only to apples in Quebec.

v) Atlantic

In New Brunswick, The Farm Products Marketing Act (the Act) provides for the
establishment of the Farm Products Marketing Commission. Among its powers, the
Commission may recommend marketing plans to the Minister of Agriculture. There are
three horticultural product boards in the province: the New Brunswick Potato Agency,
the New Brunswick Apple Marketing Board and the New Brunswick Greenhouse
Growers Marketing Board.

The Potato Agency (the Agency) is authorized to promote, control and regulate
the marketing of potatoes in New Brunswick, as well as to conduct research and educate
its members respecting developments in production and marketing. The Agency is
empowered to issue quotas, set prices, promote potatoes, lobby on behalf of producers
and make regulations concerning disease control. Currently, the Agency negotiates prices
for processing potatoes, but does not regulate or negotiate fresh market prices.

The Apple Marketing Board (the Board) licenses all growers, but is not authorized
to establish prices or to control the movement of apples. The wholesale price of fresh
apples is set by a duly established negotiating committee which operates apart from the
Board.

The Greenhouse Growers' Marketing Board (the Greenhouse Board) establishes
minimum wholesale and retail prices for bedding plants. These minimum prices are
enforceable. The Greenhouse Board is empowered to set prices for horticultural products,
but does not exercise the authority at this time. Prices for greenhouse vegetables are
established by the wholesalers after consultation with the major growers.

Provincial or product associations, such as the New Brunswick Fruit Growers'
Association, promote the general interests of horticultural product growers in the
province.

Potatoes are the only product for which a delegation of authority under APMA
applies in the province.

In Nova Scotia, the Natural Products Act (the Act) provides for the establishment
of the Nova Scotia Natural Products Marketing Council (the Council). Among its
powers, the Council may establish commodity boards for the purpose of carrying out any
plan under the Act, establish price-negotiating agencies in connection with any plan and
require registered persons engaged in the production or marketing of a natural product
to pay licence fees, levies or charges provided for in the plan.

Three Boards were established dealing with horticultural products: the
Nova Scotia Potato Marketing Board, the Nova Scotia Processing Pea and Bean Growers'
Marketing Board and the Nova Scotia Greenhouse Vegetable Marketing Board.
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The Nova Scotia Potato Marketing Board is empowered to regulate all aspects of
the production and marketing of locally grown potatoes. At present, it does not exercise
its regulatory authority over production. This Board sets minimum selling prices for
fresh or table stock potatoes with the consensus of a pricing committee composed of
growers and retailers. The minimum price is maintained on a voluntary basis and is
frequently undercut by individual growers in order to compete with lower-priced
potatoes from other provinces and the United States. Process market prices are
unregulated. The Nova Scotia Marketing Board participates only in the pricing of chip
stock, by way of acting as the growers' agent in negotiations with processors.

The Processing Pea and Bean Marketing Board negotiates the price of processing
peas and beans with Cobi Foods Inc.

The Greenhouse Vegetable Marketing Board licenses all producers and collects
dues. It promotes greenhouse products generally and assists growers to develop markets.
It supports growers through group purchasing of materials such as containers. Presently,
this Board suggests minimum selling prices to growers.

The production and marketing of fruit is not regulated in Nova Scotia. However,
there are product associations that actively promote the interests of growers. The
Nova Scotia Fruit Growers' Association participates in product promotion through
voluntary funding by growers. The Blueberry Producers' Association of Nova Scotia
exercises similar functions. Four large packers, one of which is Scotian Gold Cooperative,
market approximately three quarters of the fresh apples produced in Nova Scotia.

In Prince Edward Island, the Natural Products Marketing Act (the Act) provides for
the creation of horticultural product marketing boards and for the PEI Marketing
Council, which supervises the boards created under the Act. The Potato Board is the
only marketing board established under the Act. It represents all potato growers in the
province. It does not regulate production or prices. The Potato Processing Council is a
committee of the Potato Board that represents growers in contract negotiations with
processors. One of the major activities of the Potato Board is to operate the Elite Seed
Farm for the purpose of seed propagation. The Elite Seed Farm is owned by the
growers. The Potato Board collects a levy from the sale of potatoes to fund this farm
and for generic promotion.

In addition to the Potato Board, there are a number of associations and
co-operatives that are engaged in the marketing of horticultural products. In some cases,
these bodies also represent the general interests of growers. For example, the
PEI Vegetable Growers Co-op (the Co-op) provides storage facilities and acts as a sales
desk for some vegetables shipped to the mainland. It also provides information services
and represents the views of vegetable producers. The Co-op also acts as an order desk
for some fruit sales.

The Newfoundland Vegetable Marketing Board (the Board) is a producer-operated
board operating under the authority of the Newfoundland Natural Products Marketing Act.
The Board is empowered to regulate local production and prices for vegetable field crops.
The predominant crops are rutabagas, cabbage, potatoes, beets and carrots. A major
proportion of the Newfoundland vegetable crop is marketed by individual producers,
either directly from the field or from on-farm storage facilities. This practice has
contributed to the Board's limited success in regulating price and production.
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3. Consumer Trends

The federal and provincial systems of marketing described above are in place to
facilitate an orderly and efficient transfer of fruit and vegetable products from producers
to consumers. To profitably grow and effectively market a great variety of produce
across the country, growers, processors, and federal and provincial marketing agencies
must be aware of consumer trends and consumption patterns. Canadian society has
undergone significant transformation in the last few decades, and further major changes
will occur during the 1990s; the success of the horticultural industry will depend largely
on its ability to respond to these changes.

(a) Demographic and Lifestyle Trends

The post-War years in North America were characterized by high fertility rates
in traditional family units (working father, children at home with the mother living in
an extended household, which often included grandparents or other relatives. Such
families did much of their food preparation and consumption at home and lived in
basically homogeneous societies, characterized by growing economic prosperity and
increased consumption. This pattern was dominant until the 1970s.

By then, fertility rates has begun to decrease, and immigration patterns began to
change. Europe gradually ceased to be the prime source of immigration to Canada and
the United States. The ethnic composition of the North American society changed
accordingly. The massive entry of women into the labour force led to dramatic changes
in lifestyle and the baby boom generation reached maturity.

Canadian society at the beginning of the 1990s, is getting older and more ethnic.
It is characterized by a low birthrate, an aging population, fewer traditional family units
and a growing incidence of smaller households consisting of single people or single
parent families. Canadian women's participation in the labour force rose from 44 percent
in 1975 to 60 percent in 1989, and the median family income in 1988 was the highest ever
at $41,238.

The lifestyle changes brought about by these demographic changes include an
awareness of the importance of nutrition to health as well as the related issue of
environmental damage. Studies by Agriculture Canada and the National Institute of
Nutrition show that more than two-thirds of Canadians are concerned about the use of
chemicals and residues. A study by a private polling firm has revealed that nearly half
of the Canadian population perceives waste from food packaging to be a serious
environmental problem.

These trends are likely to continue. The Canadian population will grow slowly
and is projected to peak in 2010 at about 28 million. Fertility rates will probably remain
low and life expectancy is not likely to grow dramatically. Consequently, the domestic
food market is unlikely to grow very rapidly.

(b) Consumption Trends
The horticultural industry is the beneficiary of a remarkable shift in consumer
dietary habits and lifestyles. In the last quarter century, there has been a marked

decrease in the total consumption of red meat, butter and eggs, and a pronounced
increase of approximately 20 percent in per capita consumption of fresh and processed
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fruit and vegetables. The increase would be even greater if one included tropical and |
citrus fruits. ‘

Fresh vegetables have led the trend with an impressive increase of over 50 percent
in per capita consumption, from 34 kg in 1967 to 47 kg in 1976, to 57 kg in 1988, followed
by a 15 percent increase in the consumption of processed vegetables. Consumption of
fresh and processed fruit has also increased, but much of the increase has been in
tropical and citrus fruits.

The increases in the consumption of fruits and vegetables have been credited
mostly to the increased availability of high quality products, better distribution systems
and increased dietary consciousness. In Canada, many previously seasonal fruits and
vegetables have become available all year round.

Since the dietary and lifestyle changes that underlie the increased demand for
horticultural products appear to be real and durable, the industry is well positioned to
benefit from these trends. The consumer of tomorrow is likely to maintain a relatively
high level of consumption of fruits and vegetables in all forms. In terms of
socio-economic characteristics, the consumer is likely to have less time for food
preparation at home, own a microwave (current microwave ownership in North America
covers 70 percent of households and is likely to exceed 90 percent by the year 2000), eat
out often, be accustomed to and seek out prepared gourmet and convenience foods, and
be conscious of the nutritional value of fruits and vegetables.

The consumer will increasingly demand quality (which for fruits and vegetables
is defined as freshness), variety, convenience, nutrition and environmental friendliness.
These consumer expectations will shape the market of the future.

() Challenges and Opportunities: Know your Consumers and their Expectations.
{) Quality/Freshness

The consumer's insistence on buying higher quality products will have a
particular impact on packaging. The objective will be to extend the shelf life of fresh
produce and facilitate the warming up of processed products. We are likely to see an
increased use of plastic pouches and containers, which are carried out and reheated in

conventional or microwave ovens, more laminates and other packaging which extend
shelf life.

One innovative technique is Modified Atmosphere Packaging (MAP) which alters
the composition of the natural atmosphere inside a package by surrounding the food
product with a specific combination of three gases (oxygen, carbon dioxide and
nitrogen), thus extending the shelf life of the fresh product while avoiding the use of
preservatives or having to freeze or dry the product. The United Kingdom is the current
leader in this technology which is becoming very popular in Europe. In Canada, it is
used on a limited basis in the food distribution system, but U.S. demand for MAP items
is forecast to reach $11 billion by 1993. A recent study of consumer preferences,
conducted by Agriculture Canada, concluded that a significant segment of the Canadian
population would pay premium prices for MAP products.



(ii)  Variety

In 1961, Canada imported fresh produce from 28 countries; in 1991, it imports
produce from 60 countries. Much of the new produce consists of tropical and oriental
fruits and vegetables aimed at the multicultural population of Canada. Agriculture
Canada projects the growth of the ethnic food category at approximately 8 percent
per year. :

The growing variety of products reflects the growing variety of markets.
Although population growth is slowing, the number of households is not and market
fragmentation is the result. In fact, according to some analysts, "market segmentation”
is the buzzword of the 21st century. It seems that there will be no single food market,
but a variety of markets providing a great variety of products. Giant food conglomerates
will likely compete with small niche marketers offering health foods and gourmet foods,
exotic and specialty foods, snack foods, carry-out foods, and so on.

(iii) Convenience

Because two-income families are coping with extraordinary time demands, and
many people live alone, time spent on preparing meals will decline. Fundamental changes
in the food industry are likely to result. Analysts agree that "convenience is probably the
single most significant trend that will drive the food industry,” especially as it extends to
include service such as take-out orders and home deliveries.

The quest for convenience is likely to increase the demand for microwavable
products, prepackaged fruit and vegetable snacks in vending machines which are handy,
as the practice of "grazing" (eating small servings and snacks continuously throughout
the day) gains popularity to the detriment of traditional family meals.

(iv) Nutrition and Safety

The interest in nutrition, which is likely to continue, will sustain and support the
food technology of the future and will provide foods engineered from proteins, vitamins,
minerals and other components, simulated food, food products resulting from genetic
engineering to produce higher yielding, more nutritious and less expensive varieties, new
nutritious liquids (combinations of fruits and vegetables) and new sweeteners.

By the turn of the century, the aging population will consume more fruit, fibres,
unprocessed grains, and low-cholesterol, low-sodium, nutritious food, grown and
processed with a minimum of chemicals. It will be looking for tasty, specialty-flavoured
mixtures of convenience meals.

v) Environmental Friendliness

Popular awareness of the fact that waste from food packaging constitutes a
serious environmental problem will increase the preference for returnable or biogradable
containers such as, for example, aseptic packaging in paperboard containers (single
serving juices) which are rapidly replacing the metal can. This trend may create conflicts
with other consumer preferences for quality (MAP) and convenience packaging.
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4, Procurement Policies of Distributors

The first point of contact between growers and processors and the consumer is
the distributor, whether they be one of the major grocery chains or the local green
grocer. Competition for the consumer's dollar is intense within the trade and,
accordingly, the distributor must be responsive to changing consumer demands and
trends.

This section summarizes the results of a study carried out by Peat Marwick for
the Tribunal. The study examined the factors that contribute to the purchasing decisions
of distributors in Canada and the United States and an analysis of the changes in these
factors in recent years. The study was based largely on extensive interviews with senior
procurement personnel of some 30 large and medium-sized distributors representing more
than two-thirds of the market for fresh and processed fruits and vegetables in Montréal,
Toronto, Vancouver, Seattle, Buffalo and Boston, as well as on a review of previous
studies which examined the competitiveness of the Canadian fruit and vegetable industry.
A more detailed analysis of the procurement policies of distributors is found in the
project report identified in Appendix B.

(a) Characteristics of Distributors

Canadian grocery distribution is dominated by nine major players who, together,
account for over 80 percent of the $45 billion industry. These distributors have increased
significantly in size and share of market during the past decade (Figure 5.1). Despite
their size, after-tax profits have remained at around 1 percent of sales. Moreover,
because of the very low and often negative margins applied to major brand products due
to competition, distributors have increasingly placed emphasis on home brands or
controlled labels, deli, meat and produce sectors to build customer loyalty and to
differentiate their stores. Fresh fruits and vegetables is one of the areas that yields the
highest gross margins. Quality, variety, convenience and value for money have become
increasingly important to distributors in sourcing produce.
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FIGURE 6.1

CANADA’S MAJOR GROCERY DISTRIBUTORS
(% Share of Food Store Dollar Sales)
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Source: Peat Marwick Stevenson & Kellogg.

At the provincial level, distributor concentration is even greater, with the top four
distributors frequently controlling 75 percent or more of the market as shown in
Figure 5.2 (the top four distributors vary from province to province and, therefore,
percentage shares do not equal those of the top four distributors shown in Figure 5.1).
This concentration gives major distributors significant leverage in negotiating prices,
terms and conditions of sale with suppliers, particularly the smaller ones and those who
do their own marketing. This is a contentious issue with many growers and processors.
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FIGURE 6.2

DISTRIBUTOR CONCENTRATION BY PROVINCE
(% Share Held by Top Four Distributors)
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Source: Peat Marwick Stevenson & Kellogg. .

The $26 billion food service industry, on the other hand, is highly segmented and
characterized by thousands of small, independent operators. The structure of this
industry has shown little change during the past decade and, if anything, it has become
more fragmented. This industry also tends to deal more with middlemen in sourcing
fresh and processed fruits and vegetables, whereas grocery distributors purchase more
of their requirements directly from processors and growers/grower groups.

(b) Factors that Affect the Purchasing Decisions of Fresh Produce Distributors

The factors that affect the purchasing decisions of fresh fruit and vegetable
~ distributors appear not to have changed significantly during the past decade. As
distributors continue to place increasing emphasis upon fresh produce as a source of high
margins and as a means of positioning their stores, so the importance of product quality
has increased, as has the definition of quality. Growers therefore need to constantly
improve their product quality in order to remain competitive. Quality has become a
moving target. Distributors also demand reliable sources of supply. Growers must
therefore be able to make binding commitments to deliver quality products on time and
at agreed prices. Larger growers and those who co-ordinate their marketing efforts can
generally make such commitments, but still face price competition from imports as well
as from domestic growers who do their own selling at whatever price is necessary to
dispose of their products.

_ Advertising allowances paid to distributors by growers and volume rebates have
increased in recent years for fresh products. However, the value of such payments,
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which is still generally less than five percent on average, does not appear to play a
significant role in distributors' purchasing decisions, but can be quite significant to
growers.

Distributors are generally critical of the quality of much of the domestically grown
fruits and vegetables and growers' marketing activities. While some progress has been
made in some areas, distributors see a need for improving and extending the use of
centralized pre-cooling, grading and packaging in order to improve shelf life, grading and
packaging consistency, and marketing coordination. Quebec produce received the
highest level of praise by distributors, largely because of significant improvements
brought about in quality, and marketing coordination and cooperation. In
British Columbia, distributors are generally satisfied with growers, but are critical of the
marketing boards. In Ontario, distributors feel that little progress has been made in
recent years. Quality, reliability, grading, packaging and marketing are said not to have
improved significantly. This may be due to the fact that, in Ontario, there is a larger
number of smaller growers who do their own selling and are not providing products of
consistent quality and packaging. Individually, they cannot meet the reliability of supply
requirements of distributors. Moreover, while distributors seek joint promotional
programs, growers and grower organizations prefer generic industry-wide activities,
which are generally less expensive. ‘

The diversity that is evident in the ranking of growers by province is also
apparent among different crops. For example, B.C. hothouse products, Niagara tender
fruits, Leamington tomatoes and cucumbers, and Quebec lettuce received wide acclaim
from distributors. Furthermore, many of these producers were highly praised by
U.S. distributors.

Promotional activities are a central part of distributors’' marketing strategies. Price
commitments by retailers for purposes of advertising need to be made two to three weeks
before they take effect in the store. For domestic growers, this lead time can present
considerable difficulties because they may not know what supplies or prices will be in
several weeks. If they do not commit to a firm price and quantity, however, they may
lose the sale to foreign competitors, particularly the United States, who are able and
willing to make such commitments because of more favourable growing conditions,
greater marketing coordination and more reliable supply forecasts. While this issue may
never be resolved, there is considerable scope for growers, and grower-organizations and
distributors to work together more closely, and for growers to enhance the coordination
and marketing of their crops.

Distributors generally agree that today's consumers are as concerned about value
for money as they were in the past, but they place greater emphasis on the quality side
of the equation and less on the price side. For produce of poor quality, whatever the
price, there appears to be little demand and even less of a future.

Local growers enjoy some advantages when their crops come to market provided
their product quality and prices meet import competition. This preference, however,
appears to be highly localized and distributors are unanimous in the view that consumers
will not pay a premium for locally grown fruits and vegetables. There is relatively little
consumer loyalty to local growers, except perhaps in Quebec, although this loyalty does
not extend to paying higher prices for local produce. In fact, from the market statistics
and the testimony of Mrs. G. Smith of Keswick, Ontario, it would appear that distributors
in Ontario are willing to pay higher prices for some imported products such as lettuce,
even during the local harvesting season. It appears likely that prices for local product
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are kept low by a combination of unequal market power and excessive internal
competition among growers. The higher degree of loyalty in Quebec is attributed to
significant progress in the quality and marketing coordination of local produce.

Distributors generally have little difficulty in diverting their sourcing to local
growers. This is simply a part of a regularly changing pattern of procurement. In the
normal course of events, they move from area to area across the United States and in
Canada, as the growing seasons reach their peak at different times of the year.
Moreover, in the winter months, they shift some of their sourcing to countries such as
Chile and New Zealand.

The advent of CUSTA appears to have had very little impact upon the fresh fruit
and vegetable procurement policies of distributors, and few expect the situation to change
in the near future. However, prices for domestically grown products are expected to
decline in line with tariff reductions.

Awareness of Canadian growers in the United States is low according to
distributors contacted in that country. It would appear that Canadian growers or their
marketing organizations are generally not active in seeking business south of the border,
perhaps because their crops are similar to those of northern states, and come to market
at about the same time. Moreover, given the trend to increasing imports from the south
rather than the north, few U.S. distributors see an advantage in sourcing from Canada
products that are available locally at the same time, price and quality. Despite these
obstacles, a few Canadian growers have made inroads into the U.S. market.

Canadian distributors are well aware that consumption of fresh fruits and
vegetables has been increasing steadily over the past decade, and they consider that
much of that growth has been fuelled by imports, primarily of products or varieties not
grown in Canada or not available year-round. That growth, in turn, emanates from
consumers’ increasing demand for a growing variety of fruits and vegetables.

Some distributors in both Canada and the United States have increased their
volume of business directly from shippers-growers and reduced their reliance on brokers
and wholesalers. In Canada, it should be noted, most of the major distributors are both
wholesalers and retailers. Other distributors, including some of the most important ones,
have done the opposite by streamlining their procurement functions, reducing overheads
and increasing their use of brokers, importers and wholesalers.

A potential growth opportunity may exist for Canadian growers in cleaned,
peeled, sliced and ready-to-cook or ready-to-eat vegetables. These convenience products
have already had a significant impact in parts of the United States and are credited with
having increased overall consumption of fresh produce. Such products have yet to make
a significant impression in Canada and may represent a worthwhile source of volume
and profit for Canadian growers.

() Factors that Affect Distributors' Purchases of Processed Produce

The factors that affect distributors' purchasing decisions for processed fruit and
vegetable products are virtually identical in Canada and the United States.

As for fresh fruits and vegetables, distributors' quality standards and expectations

are constantly rising in the processed market. "Generic" labels are in a long-term decline
while "controlled" labels, which provide higher margins, are growing. Successful
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processors are those who can provide consistency of product quality and supply at
competitive prices, according to distributors. Those processors may be supplying
established brands and/or, increasingly, premium labels.

Volume rebates, advertising and promotional allowances, and slotting/listing fees
have a dramatic impact upon the purchasing decisions of distributors of processed fruits
and vegetables. The value of these payments may represent as high as 30 percent of a
processors' sales revenues. Such fees and payments are generally much higher in the
canned sector than in the frozen sector, reflecting the fact that the canned sector is
mature and in a long-term decline, while the frozen sector continues to exhibit strong
growth.

Imports of processed fruits and vegetables are much less important than in fresh
produce, partly because freight charges usually militate against sourcing outside the local
market. Imports of canned and frozen vegetables remain comparatively unimportant,
while the majority of canned fruits is imported, primarily from California. Exports of
processed fruits and vegetables, except for frozen blueberries and potatoes, and canned
sweet corn, are relatively small because of higher material, packaging and processing
costs in Canada. :

Country of origin for processed products is not important to distributors.
Overwhelmingly, they purchase wherever they judge the combination of quality and
price to be most attractive. Moreover, distributors do not believe that their customers are
materially concerned about the country of origin of processed fruits and vegetables.

Branded products in both countries are under pressure as distributors are
rationalizing the number of processed products that they sell while, at the same time,
placing more emphasis on controlled labels. For an increasing number of processors,
entering the controlled-label market or expanding their presence in that market
represents an important source of future sales. This may also be the most viable option
for exports. Controlled labels are also constantly moving up-market.

Growers and processors who focus their attention and efforts on meeting the
needs of distributor customers, and not just those of final consumers, enjoy an
increasingly important advantage over the more traditional suppliers, according to
distributors. As distributors seek, increasingly, to differentiate themselves from one
another, the importance of customer focus and service has grown. Suppliers who are
sensitive and flexible to the unique product and service needs of their major customers
will enjoy a significant competitive advantage.

Many U.S. distributors believe that flexibility and responsiveness are characteristics
that the smaller Canadian processors should be able to exploit to their advantage when
competing with their U.S. counterparts. Conversely, many Canadian distributors are
critical of domestic processors for their lack of customer focus and service.

Other factors that distributors say influence their processed fruit and vegetable
procurement decisions include pack size, design, functionality and aesthetic appeal.
Convenient products, microwavable or easy to open packs are also more likely to appeal
to consumers and, therefore, to distributors than traditional packaging configurations.
Also, more and more distributors are prepared to reward suppliers of environmentally
friendly products with an increasing share of their business.
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CHAPTER VI
GOVERNMENT ASSISTANCE AND SUPPORT

1. Introduction

Government intervention occurs in every economic system. For a particular
industry, the extent of the intervention can range from sporadic assistance to on-going
and substantial government involvement. It can be a powerful lever in sustaining or
distorting economic activity.

The Tribunal selected for examination three types of intervention which seemed
likely to have a direct impact on competitiveness. They focus on financial assistance
provided by different levels of government, the manner in which the government taxes
the industry, and the range and application of the government's regulatory powers. This
chapter attempts to assess the impact of the three types of government intervention on
the workings of the horticultural industries in Canada and the United States.

1

2. Financial Assistance

. This section presents an analysis of the financial assistance provided by the
federal, provincial and state governments to the fresh fruit and vegetable sectors in
Canada and in the United States, as well as the processing sectors, for the period 1986-87
to 1989-90. The analysis is based on information from a study commissioned in the
spring of 1991 by the Tribunal to the consulting firm of Deloitte & Touche, entitled
Financial Assistance Provided to the Fruit and Vegetable Industries in Canada and the
United States. A summary table showing the states and the fruits and vegetables selected
for the study can be found in Appendix K.
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Financial support by municipal government is not included in the Tribunal
analysis. A good examination of the municipal governments' assistance to the
agricultural sector can be found in a study for Agriculture Canada by Hill and Knowlton,

Business Assistance Provided by Government in the United States to the Agricultural
Sector and Food Processing (1991).

The measurement of government financial assistance to the agricultural sector is
a relatively new statistical exercise. Given the difficulty of comparing one form of
subsidy with another, a measurement technique involving the calculation of "Producer
Subsidy Equivalents” (PSEs) has been developed and widely used in the context of the
Multilateral Trade Negotiations. The Tribunal's study of the financial assistance provided
by federal and sub-federal levels of government uses these PSE measures.

PSEs were originally developed by the Organization for Economic Cooperation
and Development (OECD) as a uniform measure of government policy intervention.
PSEs measure the revenue required to compensate producers in an industry if all forms
of government assistance were eliminated. Thus, in this report, an 18.8 percent PSE for
potatoes in Canada (in Table 6.2) means that 18.8 percent of producers' revenues come
from government programs such as tariffs, price supports and input subsidies. PSEs have
typically been calculated for major commodities such as wheat, grains, sugar and dairy.
PSE statistics have not normally been used, however, for minor commodities such as
fruits and vegetables. In addition, very few, if any, processor equivalent PSE measures
have been computed to date.

PSE measures are estimates, consequently they should be used as an indicator
of the assistance provided through financial programs. "These measures take account of
the usual budget outlays that finance such intervention, but also include policies that do
not result in specific budget outlays such as tariffs, import quotas and permits, and
variable levies. The results constitute an index of government intervention and provide
a common basis for cross-country and cross-commodity comparisons” (USDA,

Government Intervention in Agriculture, 1987).

Several submissions to the Tribunal noted the importance of assessing the
significance of existing programs and the effectiveness of targeted versus non-targeted
programs for the horticultural sector. It must be kept in mind, however, that PSEs
measure government expenditures and financial assistance provided without expenditures
(such as import tariffs), and not the benefits derived through the use of government
programs. For example, benefits derived from research projects often outweigh the
expenditures incurred. Export enhancement programs can provide long-term benefits
that exceed yearly government financial contributions. Assessment of program
effectiveness would require a detailed cost-benefit or a cost-effectiveness analysis. These
types of analysis were outside the scope of this inquiry. Similarly, this inquiry did not
have the mandate to evaluate trade-distorting measures and programs which may exist
in either Canada or the United States.

The general rule for the inclusion of a government program in this study is that
it should provide an operating benefit to the grower or the processor. In order to
exclude very minor programs, the Tribunal decided to exclude any assistance which was
less than 0.2 percent of the cash receipts for the specific commodity under analysis.

In this analysis of government intervention, government programs were classified

as revenue-enhancing interventions, cost-reducing interventions or other interventions.
Table 6.1 provides the classification system used for both Canadian and U.S. programs.
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Table 6.1
PROGRAM CLASSIFICATION FOR PSE CALCULATIONS

Type of Intervention Methods Program Areas
REVENUE-ENHANCING  Border Measures Tariffs; Non-Tariff Measures
~ Price Supports Market Orders &
Regulations; Price
Stabilization

Direct Income Supports Crop insurance; Disaster
Compensation; Diversion
Payment

Demand Enhancement  Export Incentives; Market
Development; Trade

Assistance/ Export
Promotion
COST-REDUCING Reduced Input Costs Raw Materials; Labour;
_ Interest Subsidies; Irrigation

Reduced Storage / Transportation Subsidies;
Logistic costs Storage Programs;

Logisti’Handling Subsidies
Provision of Capital / Grants; Non-operating Loan
Durable Inputs Guarantees; Equity

Infusions; Capital Goods
Improved Technology Technology Transfer

OTHER Research & Development
Grading & Inspection
Specific Taxation Property Tax Rebates; Fuel
Measures Tax Rebates; Sales Tax
' Rebates

Each of these program areas may be delivered by the federal government
(e.g., tariffs), by a provincial or state government (e.g., interest subsidies and tax rebates),
or through shared responsibility (e.g., crop insurance).

The process of allocating government financial outlays to specific commodities for
the purpose of PSE calculations is somewhat subjective. For example, an allocation of
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a generally available program' may suggest that program expenditures are made on
some commodities that, in reality, receive no benefit whatsoever. A different allocation
may produce different results. In general, in this report, revenue-enhancing measures
were assigned to the individual commodity that actually received the benefit;
cost-reducing expenditures were allocated on the basis of cash receipts; other
interventions and the value of taxation measures were allocated across commodities,
based on their share of the total value of production. In addition, because the regional
coverage of assistance measures analyzed is not complete, especially in the United States,
the extrapolation of state programs to the national level assumes that the states within
this study are representative of all states.

3. Summary Results

Using the PSE methodology and the program classification and allocation outlined
above, the results obtained indicate that, with respect to fresh commodities, the support
levels for the Canadian and U.S. vegetable sectors are comparable. The Canadian fruit
sector, however, receives a substantially higher degree of assistance than the U.S. fruit
sector. When PSEs are calculated without tariffs (which will have been phased out
by 1998), the support levels for both fruits and vegetables are greater in Canada than
in the United States.

Both countries provide support through revenue-enhancing interventions, but the
United States provides proportionately more support than Canada through cost-reducing
programs. When intervention is examined by level of government, it appears that in
Canada, the federal government provides less assistance to the vegetable industry, but
more assistance to the fruit industry than its U.S. counterpart. Provincial assistance to
both fruit and vegetable industries exceeds state assistance. Taxation measures do not
play a major role in government assistance in either country, but Canada seems more
generous than the United States with assistance through safety net measures.

With respect to processed commodities, the Canadian sector receives more
assistance than its U.S. competitor - mostly by means of tariffs. Once tariffs are removed
from the calculation, it appears that U.S. processors receive more government support.
Tariffs constitute the major revenue-enhancing intervention which is provided at the
federal level. Provincial or state assistance is minimal by comparison. Taxation measures
seem to play a larger supportive role in the United States than in Canada.

4. Financial Assistance to the Fresh Fruit and Vegetable Sector
(a) Overall Level of Financial Assistance

The Canadian fresh fruit and vegetable sector at the farm level is a $1.4 billion®
industry (1988 data). Of this total, the vegetable sector accounts for just over $1.0 billion,

1. A generally available program is not targeted towards particular groups of agriculture
producers and processors. Expenditures for a generally available program are reported
in an aggregate format, for example, on an agricultural basis or on a fruit and vegetable
basis. For example, the Federal Fuel Tax Rebate Program is reported on an agricultural
basis; the federal research program is reported by crop category, i.e., potatoes, other
vegetables, all vegetables, tree fruits, berries and all fruit. By contrast, Crop Insurance
Program expenditures are reported on a commodity-specific basis.

2. All figures are in Canadian dollars.
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while the fruit sector provides for about $350 million. The total value of United States
fruit and vegetable production at the farm level, including citrus fruit, amounted to
$25.8 billion in 1988. This is 18 times the size of the Canadian industry. In absolute
terms, financial assistance to Canadian producers of the fruits and vegetables under study
in Canada was estimated at $313 million on average for the period 1986-89, compared to
$1,830 million for the United States.

Table 6.2 shows Canadian and U.S. PSE values for fresh fruits and vegetables by
commodity. It is evident that using the full PSE figure (i.e., PSE value which includes
tariffs), the level of Canadian financial assistance to fruits and vegetables is greater than
the US. level. The support levels for the Canadian and U.S. vegetable sectors are
roughly comparable - 19.8 percent versus 20.5 percent. The U.S. PSE values for some
crops, such as peas and beans, are considerably greater than Canadian ones. The
Canadian fruit sector, however, receives a substantially larger degree of assistance than
the U.S. fruit sector - 30.2 percent compared to 10.6 percent. Unlike vegetables, Canadian
PSEs for fruits are all greater than U.S. PSEs, although there are pronounced differentials
in several commodities.

Table 6.2

CANADIAN AND U.S. PSE VALUES
FOR FRESH FRUITS AND VEGETABLES (%)

Full PSE PSE Excluding Tariffs

United * United

Canada States Canada States
Vegetables-Total 19.8 20.5 12.8 6.2
Potatoes 18.8 15.7 134 7.7
Tomatoes 23.0 26.6 14.6 54
Mushrooms 20.5 247 10.9 6.2
Sweet Corn 239 26.8 12.0 7.0
Carrots 26.5 104 20.1 5.3
Lettuce 22.7 13.2 104 4.7
Onions 25.2 23.3 12.6 6.4
Peas 22.8 35.1 14.7 6.4
Beans 18.8 294 10.7 47
Fruits-Total 30.2 10.6 28.6 9.1
Apples 28.5 9.0 285 9.0
Blueberries 10.3 - 94 10.3 9.4
Peaches 34.8 15.9 251 11.3
Pears : 324 10.3 245 57
Combined Total 22.6 18.4 17.1 6.8

Percent PSE = Absolute PSE / Sum of Cash Receipts and Direct Income Transfers
to producers.

Source: Deloitte & Touche and the Tribunal.
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When comparing PSE values without border protection measures (i.e., tariffs), the
support level for fruits and vegetables in Canada is significantly greater than in the
United States. The differentials between PSE values in fruits are almost identical. The
opposite is true for vegetables. In most cases, the actual value of tariffs lies somewhere
between the full protection calculation and the zero protection measures.’

(i) Alternative Methodology

In the light of comments made to the Tribunal by industry representatives and
provincial governments that PSE values are unduly i.nf}l,uenced y the seasonality of
prices, PSE measures were also calculated by a method which does not take into account
cash receipts and the underlying prices for crops. The alternative method measures the
total value of assistance per unit produced. The results show that the level of Canadian
assistance is generally greater than the US. level, thus confirming the conclusions
originally reached (Table 6.3).

Table 6.3

CANADIAN AND U.S PSE VALUES FOR
FRESH FRUITS AND VEGETABLES

PSE per unit produced
(CAN$/metric tonne)

Full PSE PSE Excluding Tariffs
United United
Canada States Canada States
Vegetables - Total 39.61 39.48 25.34 11.86
Potatoes 26.00 17.57 18.50 8.53
Tomatoes 52.92 48.26 32.44 9.69
Mushrooms 464.81 473.92 248.23 119.90
Sweet Corn 39.92 35.64 19.98 9.30
Carrots 42.73 2645 32.44 13.33
Lettuce 106.44 4247 49.11 15.16
Onions 65.11 40.96 32.63 11.26
Peas 66.89 97.30 4322 17.37
Beans 65.51 89.28 36.86 14.42
Fruits - Total 94.97 30.66 89.13 20.64
Apples 78.12 23.84 78.12 23.84
Blueberries 144.52 83.30 144.52 83.30
Peaches 228.99 55.68 168.33 39.85
Pears 154.67 29.88 117.03 16.45

3. If a country is a large net importer of a particular commodity, it may generally be
assumed that the protection derived from the tariff applied to this commodity is close to
100 percent of the amount of the tariff. On the other hand, if a country is on a
full export basis and imports are insignificant, it is possible that the tariff has no effect.
In any other case, the border protection lies somewhere between the full tariff protection
and the no impact estimate. Detailed commodity and industry analysis would be
required on a regional basis to indicate whether the border protection is 0, 25, 50, 75 or
100 percent of nominal tariff value.
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(b) Types and Sources of Financial Assistance
(i) Types of Interventions

A Canada-United States comparison of PSE values by classification (Figure 6.1
and Table 6.4) shows that, for vegetables, in general, the assistance through
revenue-enhancing programs is smaller in Canada than in the United States. This
difference can be traced back to tariffs; the United States provides more tariff assistance
to its vegetable industry than Canada. For fruits, revenue-enhancing assistance is greater
in Canada for all commodities, except blueberries.

As regards cost-reducing programs, the Canadian assistance, for most of the
individual fruits and vegetables, exceeds the U.S. assistance, but by no more than
two percentage points on average. It should be noted that many cost-reducing programs
were allocated to specific products on the basis of cash receipts, and therefore are subject
to a higher degree of estimation uncertainty.

As regards other interventions, such as tax provisions and Research and
Development, Canada provides significantly more financial assistance through these
measures than the United States, with the single exception of potatoes.

FIGURE 6.1
PSE VALUES BY CLASSIFICATION
FRUITS VEGETABLES
a5 PSE Values (%) . PSE Values (%)

30.3

30 30

25

N\

i
o \
CANADA UNITED STATES CANADA UNITED STATES
Bl Total PSE Revenue Enhancing Hl Total PSE Revenue Enhancing
Cost Reducing Other Intervention Cost Reducing Other Intervention

Source: Deloitte & Touche, the Tribunal.
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(ii) Contribution of Selected Interventions to PSE Measures

As illustrated in Table 6.4, the contribution of the various types of interventions
to the total PSEs vary considerably between the two countries and among commodities.

In Canada, revenue-enhancing intervention makes up between 50 percent and
60 percent of all financial assistance, except for blueberries and carrots where they
account for less than 30 percent. A large proportion of assistance for fruit in general is
provided through stabilization payments and direct income supports. These two types
of intervention account for more than 40 percent of the total PSE value for fruits (the
tariffs for fruits being insignificant). For most vegetables, tariffs make up a large part of
the assistance provided. Assistance through stabilization programs is also prominent.
Assistance through demand enhancement programs is small compared to other
revenue-enhancing intervention.

Cost-reducing measures are proportionately the least used method of financial
support. They make up less than 15 percent of all assistance, except for blueberries,
potatoes and carrots. The majority of such assistance is geared to reducing operating
input costs through provincial programs such as interest rate rebates, fertilizer assistance
and some provincial/federal agreements which lower operating costs. Assistance provided
through improved technology is minimal.

The contribution of other intervention measures to total PSEs ranges from
25 percent to 40 percent, potatoes being the low exception. Assistance is provided
primarily through research and development (3.8 percent PSE value for fruits and
2.0 percent PSE value for vegetables) and specific taxation measures.

In the United States, revenue-enhancing measures account for more than
50 percent of all assistance for fruits and vegetables, except for apples and blueberries.
Revenue enhancements make up 73 percent of all assistance to vegetables and only
34 percent to fruits. Tariffs play a major role in the support provided to vegetables.
Assistance is also provided through crop insurance indemnities and disaster assistance
payments. The United States also provides a generally higher level of support than
Canada through demand enhancement measures for domestic and foreign markets.

The contribution of cost-reducing measures varies among commodities. In
general, it is lower for vegetables and used mostly to reduce the operating input costs
in the form of interest rate subsidies on loans and through the Farm Credit
Administration.

Tax measures account for nearly two-thirds of all assistance provided through
other_interventions, while research and development constitutes a minor share of the
total PSE.
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Table 6.4

COMPARISON OF PSE VALUES BY CLASSIFICATION (%)

Canada United States
Revenue Cost Other Revenue Cost Other
Enhancing Reducing Interventions Enhancing Reducing Interventions

LEV SHR LEV SHR LEV SHR LEV SHR LEV SHR LEV SHR

Vegetables - 97 43 58 29 26
Total

Potatoes 9.0 59 39 25 4.2
Tomatoes 115 20 9.5 32 15
Mushrooms 10.7 1.3 84 26 36
Sweet Com 147 16 7.7 27 33
Carrots 8.1 7.6 10.8 3.1 1.8
Lettuce 13.2 37 5.8 30 15
Onions 14.9 21 8.2 3.9 17
Peas 14.2 19 67 26 21
Beans 11.2 14 6.2 26 21
Fruits - 14.9 7.3 8.1 28 42
Total

Apples 16.8
Blueberries 18
Peaches 184
Pears 18.8

37
44
22
26

79
42
4.1
11.0

26
25
3.0
3.2

47
29
4.8
15

Percent PSE = Absolute PSE / Sum of cash receipts and direct income transfers to producers.

LEV = Percent PSE level (%).

SHR = This shaded column shows the percentage share of the various areas of intervention to the total PSEs.
Figures may not add up due to rounding.

Source: Deloitte & Touche and the Tribunal.

One of the more controversial cost-reducing measures is government assistance
through water subsidies. The controversy results mainly from the difficulty of estimating
the value of the subsidies. Reliable estimates on water subsidies depend, to a large
extent, on the choice of interest rate to value the government's interest-free loans to fund
the projects, the value applied to extension of the repayment period, allowances for
periods of repayment and other subjective factors.

Examples of existing estimates of water subsidies in the United States range from
US$48 million in 1989 for fruits and vegetables (Deloitte & Touche, 1991) to US$85 million
in 1986 for the following crops: barley, corn, cotton, oats, rice, sorghum and wheat
{Moore, McGurkin, 1988) to U5$97.5 million for the fiscal year 1982-83 for all crops (Arcus
Consulting, 1985).

On the other hand, water resource assistance in Canada is much more limited.
It has been estimated that Canada spent only about $17 million on all crops in 1985 to
help its farmers adopt production-enhancing practices such as irrigation, improved
drainage and land clearing. This figure, however, does not include expenditures made
on multi-purpose projects with such uses as flood prevention, electricity generation, and
water for cooling, recreation and irrigation. Some irrigation projects in Canada also
receive public funds which are of relatively minor significance.
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Several concerns were raised throughout this inquiry with reference to water
subsidies and water availability, especially in California. Such subsidies are believed to
exist because of the below-market pricing of irrigation water provided through federal
and state projects. Many sources of water are available to the horticultural sector in
California. Sources are either on-farm (on-farm wells and on-farm surface water) or
off-farm through the U.S. Federal Bureau of Reclamation and State water projects, or
through other off-farm sources such as private irrigation companies and other
landowners. The following table (Table 6.5) shows that off-farm water provided half of
California's agricultural water supply in 1988. The U.S. Bureau of Land Reclamation
supplied the largest share (about 30 percent) of all the water used in agriculture while
the California State Water Project supplied about 5 percent. The remainder came from
other sources.

Table 6.5

DISTRIBUTION OF IRRIGATED FARMS BY
PRINCIPAL SOURCE OF WATER IN CALIFORNIA (1988)

ON-FARM SUPPLY OFF-FARM SUPPLY

Total Wells Surface | Total Bureau of State Water Other Off-Farm

Reclamation Project Surface
492% 42.8%  64% |50.7% 30.3% 4.6% 15.8%

Source: John Hanchar, USDA, Irrigated Agriculture in the United States:
State-Level Data, Jan. 1989. Table 14.

Regardless of the availability of water sources in California, several water
conservation measures and reductions in water transfers have been put in place to
alleviate some of the effects of the drought. Although a continuing drought may be
devastating for agricultural production in the long run, the current short supply of water
may have the surprising effect of increasing fruit and vegetable production. The scarcity
of water may act as an incentive to divert production from water-intensive and relatively
lower value crops such as cotton and rice to higher value commodities such as fruit and
vegetables. In addition, the adoption of new and more efficient irrigation techniques
such as drip irrigation may enhance fruit and vegetable production.

In terms of financial assistance through irrigation subsidies, the available
information shows that the U.S. Federal Bureau of Reclamation® water subsidy for all
fruits and vegetables grown on Reclamation lands in the 17 western states was almost

4. The U.S. Federal Bureau of Reclamation administers water projects in 17 western
states. Federal irrigation water is priced by evaluating the future income potential of the
irrigated land under each specific project. In addition, loans for water project
construction costs are free of interest and their repayment terms are generally 40 years.
Two components of the price-setting procedure result in subsidy: 1) setting contractual
water price on the irrigators' ability to pay rather than on the actual cost of water supply,
?Srcli 2) funding water project construction costs without charging interest on the loaned
ds.
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$54 million in 1989 (US$48 million). This amounts to a federal PSE value of 0.25 percent.
On the state level, financial assistance through irrigation subsidies has a negligible PSE
value.

In the PSE calculations, federal water subsidy rates are defined as the difference
between contract prices (ability to pay) and the full-cost price (the actual construction
and financing cost of a project) for the projects. This subsidy rate is then multiplied by
the planted acreage of specific fruits and vegetables on Bureau of Reclamation lands. The
PSE calculation does not account for interest forgiven on construction loans (the loans
being interest free). The value of the interest-free loan can be substantial because of the
long repayment period. This PSE, therefore, represents only a lower boundary of the
actual federal expenditure on irrigation water.

An alternative method of assessing the implicit subsidy provided to users of
agricultural water would take into account the difference between residential and
agricultural water costs. A detailed analysis of cost structures for a large number of
water districts would be required to effectively determine the level of subsidy. However,
based on a very small sample of agricultural and urban costs for water in California, the
differences in cost are considerable; residential water being 1.5 to 28 times more expensive
than agricultural water. Nevertheless, when the differences are translated into PSE
values, these range from 1.6 percent to 3 percent for various commodities. These figures
are 8 to 10 times higher than the values obtained using the original PSE calculations
method. When compared to the total PSE, however, even these higher PSE values for
federal irrigation water are rather modest.

(iii) Sources of Intervention by Level of Government

A Canada-United States comparison (Table 6.6) shows that, overall, the Canadian
federal government provides less assistance for vegetables than its U.S. counterpart, but
more assistance for fruits, while provincial assistance exceeds state assistance for both
fruits and vegetables.

In Canada, in general, the federal PSEs are larger than provincial PSEs in the area
of revenue-enhancing interventions, mostly on account of tariffs and other interventions
which comprise grading and inspection programs. The provincial PSEs are higher for
cost-reducing interventions which include assistance through provision of capital and
durable inputs. Taxation measures have a significant impact on provincial PSEs. Price
support deficiency measures also have a large impact at the federal and provincial levels.

In the United States, the federal government provides generally a greater level
of support than state governments through revenue-enhancing, mostly on account of
tariffs, and cost-reducing interventions. Tax measures such as tax exemptions, property
tax and fue] tax rebates account for a significant level of state assistance. A noticeable
portion of state expenditures are state cooperative extension services (cost reductiony/
improved technology). In the area of cost-reducing interventions, federal PSE values are
consistently higher than state values because of greater support through provision of
capital.
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Table 6.6
COMPARISON OF PSE VALUES BY SOURCE (%)

Federal- Federal- Provinces- States-
Canada United States Canada United States

TYPE OF INTERVENTION

Revenue-Enhancing

Vegetables 8.9 14.8 0.8 0.1
Fruits 9.4 35 5.5 0.2
Cost-Reducing

Vegetables 1.6 24 2.7 0.5
Fruits 0.2 24 7.1 0.4
Other

Vegetables 3.1 1.3 27 13
Fruits 4.6 1.1 3.5 32
Total

Vegetables 13.6 18.6 6.2 1.9
Fruits 14.2 6.9 16.0 3.8

Source: Deloitte & Touche and the Tribunal.

(c) Tariffs as Government Intervention

Since CUSTA will eliminate all tariffs by 1998, PSEs without border measures
depict a scenario similar to what could be expected in 1998 (Table 6.2).

With respect to vegetables, the removal of tariffs will cause a situation whereby
the financial assistance provided by Canada is greater than in the United States. With
respect to fruits, the differentials between Canadian and American PSEs remain more or
less constant with or without tariffs - 19.6 percent versus 19.5 percent. In other words,
current U.S. tariffs on vegetables are generally higher than Canadian tariffs.

In Canada, the PSE value for tariffs is four times higher for vegetables than for
fruits (7.0 percent vs. 1.6 percent) and varies considerably between individual
commodities. For some vegetables (lettuce, onions, sweet corn), tariffs are by far the
most significant measure of financial assistance. In total, they account for a third of the
vegetable PSE. They account for less than one tenth of the total PSE for fruits.

In the United States, PSE value for tariffs for vegetables is 10 times higher than
for fruits. As such, tariffs account for nearly two-thirds of the PSE for vegetables.
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(d) Taxation Measures as Government Intervention

Even though tax rebate programs are generally included in PSE calculations, it is
sometimes argued that they should not be included because they are not really a
financial transfer providing a benefit, but merely an efficient way to administer tax policy.
Examples of such rebates include the rebate (or exemption) of the on-road fuel tax, the
rebate (or exemption) of state/provincial retail sales tax, and the rebate or lower
assessment associated with property taxes. Table 6.7 shows PSE values for taxation
measures.

In Canada, taxation measures account for about one tenth of all financial
assistance. However, they make up 40 percent of all financial assistance provided
through other interventions. Provinces are the main users of taxation measures through
programs such as property tax rebates and fuel tax rebates.

In the United States, taxation measures are used more extensively for fruits than
for vegetables. They make up about two-thirds of the total other intervention measures.
State tax measures frequently include such items as sales tax exemptions, property tax
rebates and fuel tax rebates.

Table 6.7

TAXATION MEASURES AS FINANCIAL ASSISTANCE (%)

Canada United States
% Share of % Share of
PSE Total PSE v PSE Total PSE
Vegetables 22 11 1.7 8
Fruits 32 11 3.6 4

Source: Deloitte & Touche and the Tribunal

Taxation measures do not play a major role in government financial assistance.
When taxation measures are removed from the calculation of PSEs, the following overall
PSE values result (Table 6.8):
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Table 6.8

FINANCIAL ASSISTANCE WITH AND WITHOUT TAX MEASURES

Canada United States
PSE without PSE without
PSE Tax Measures PSE Tax Measures
% % % %
Vegetables 19.8 17.6 205 18.8
Fruits 30.2 26.9 10.6 7.0
Combined Total 22.6 18.9 184 16.2

Source: Deloitte & Touche and the Tribunal.

(e) Safety Net Measures

"Safety net" programs are designed to protect against economic losses resulting
from natural hazards and/or poor market conditions. They include, among other
programs, crop insurance, disaster compensation and price stabilization. Canada provides
a larger proportion of its financial assistance through safety net measures than the
United States (Table 6.9).

In Canada, safety net measures for fruits have a higher PSE value than for
vegetables and account for more than 40 percent of total PSE. The contribution of
financial assistance through safety net measures to total PSE varies among fruits. They
account for a significant portion of the revenue-enhancing intervention for fruits
(85 percent) and to a lesser extent for vegetables (21 percent).

In the United States, safety net measures for fruits and vegetables have a low PSE
value. Like Canada, the proportion of financial assistance through these measures varies
among the specific fruits. The proportion of financial support through safety net
measures to total financial assistance is less than 4 percent for all vegetables under study.

Table 6.9

SAFETY NET MEASURES AS FINANCIAL ASSISTANCE (%)

Canada United States
% Share of % Share of
PSE Total PSE PSE Total PSE
Vegetables 2.1 10.6 0.5 24
Fruits 12.7 42.0 1.4 12.9
Combined Total 5.0 22.2 0.7 3.7

Source: Deloitte & Touche and the Tribunal.
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5. Financial Assistance to the Processed Fruit and Vegetable Sector
(a) Overall Level of Financial Assistance

The Canadian fruit and vegetable processing sector is a $3.6 billion sector i in terms
of value of shipments (1989 data). It also provides $1.6 billion in value added’ The
largest component is vegetable processing. The U.S. fruit and vegetable processing
industry had a total shipment value of $29 billion in 1987, with value added estimated
at $13.4 billion. The largest sector of this industry is canned vegetables. Financial
assistance to processors in Canada was estimated at $367 million on average for the
period under study, compared to $1,649 million for the United States.

Table 6.10 shows Canadian and U.S. processor equivalent PSE values with and
without tariffs. Using the full PSE value, it is evident that financial assistance is greater
in Canada than in the United States. Both processing sectors receive the majority of
support through tariffs. When tariffs are removed, the Canadian processor equivalent
PSE levels are low (0.4 percent) and U.S. processors receive somewhat more support than
Canadian processors. The processing sector will lose a large portion of its support once
tariffs are removed through CUSTA. The U.S. PSE values are greater than the
corresponding Canadian PSE values for individual commodities. The differentials
between the level of assistance for all processed products (2.3 percentage points) are not
as large as the differentials found for fresh fruits and vegetables.

Table 6.10

PROCESSOR-EQUIVALENT PSE VALUES FOR
CANADA AND THE UNITED STATES (%)

Full PSE PSE without Tariffs

Canada  United States Canada United States
Vegetables 24.6 15.6 0.5 2.9
Fruits 24.7 10.6 0.1 2.6
Combined Total 24.6 13.7 0.4 2.7

Percent PSE = Absolute PSE / Value added. -

Source: Deloitte & Touche.

5. The processor equivalent PSE measures assistance relative to value added. Value
added refers to the contribution of the processing activity. It is defined as the difference
between the value of shipments and the costs of materials (i.e., raw product, other
supplies and utilities). Essentlally, the contribution of labour and capital is the value
added.
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d) Types and Sources of Financial Assistance
(i) Types of Intervention

Figure 6.2 illustrates the comparable levels of support provided in Canada and in
the United States.

In Canada, by far, most financial assistance is provided through
revenue-enhancing intervention (Table 6.11). Cost-reducing intervention has a
significantly lower PSE value. Other intervention measures are essentially negligible (i.e.,
below the cutoff threshold). Revenue-enhancing programs other than tariffs
(e.g., demand enhancement/trade assistance) are insignificant. Examples of cost-reducing
interventions include capital assistance and grants to improve technology or expand
operations. Overall assistance in this area is less than one-half a percent of the value
added in the sector. Table 6.11 shows also the contribution of the various types of
intervention to the total PSE.

In the United States, the situation is similar: revenue-enhancing intervention
provides the most financial assistance. Cost-reducing interventions have a lower PSE.
However, assistance through other interventions is larger than for cost-reducing. Tariffs
and demand enhancement programs (Food and Nutrition Service programs) make up the
bulk of revenue-enhancing interventions. Assistance to reduce operating input costs,
such as job training programs, accounts for the largest portion of cost-reducing
interventions, while specific tax measures, such as tax exemption on foreign sales
corporations, contribute largely to other interventions.

FIGURE 6.2
PROCESSOR EQUIVALENT PSE BY CLASSIFICATION
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Source: Deloitte & Touche, the Tribunal.
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Table 6.11

COMPARISON OF PROCESSOR-EQUIVALENT PSE VALUES
BY CLASSIFICATION (%)

Canada United States
Revenue Cost Other Revenue Cost Other
Enhancing Reducing Interventions Enhancing Reducing Interventions

LEV SHR LEV SHR LEV  SHR LEV SHR LEV SHR LEV SHR

03
0.2
03

14
12
13

0.5
0.1
04

Vegetables 24.1
Fruits 245
Combined  24.2
Total

(=N =X

Percent PSE = Absolute PSE / Value added.

LEV = Percent PSE level (%).

SHR = This shaded column shows the percentage share of the various areas of intervention to the total PSEs.
Figures may not add up due to rounding.

Source: Deloitte & Touche and the Tribunal.

(ii) Sources of Intervention by Levels of Government

In Canada, because of the importance of tariffs, financial assistance provided to
the fruit and vegetable processing industry by the provinces is negligible. Even with
tariffs removed, provincial assistance accounts for less than half a percent of total
assistance. Provinces provide support exclusively through cost-reducing intervention to
canned, but not frozen fruit and vegetables.

In the United States, the federal government also contributes the largest portion
of financial assistance. State assistance is minimal, but greater than the assistance
provided by the provinces, accounting for 1 percent of total assistance on average, and
is provided mainly through tax measures.

(c) Tariffs as Government Intervention

As demonstrated in Table 6.10, Canadian and U.S. processors receive a high level
of assistance through tariffs. Canadian processors receive significantly more support than
their American counterparts. Once tariffs are removed, U.S. processors will benefit from
a higher level of support due mainly to demand-enhancing programs and some
international business tax exemptions.
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Almost all Canadian assistance to processors is in the form of tariff protection
measures® (Table 6.11). Tariffs make up 98.5 percent of all financial assistance and are
applied exclusively by the federal government.

In the United States, most of the assistance provided to processors is also in the
form of tariffs. They account for 80 percent of all financial assistance and a 10 percent
PSE.

(d) Taxation Measures as Government Intervention

In Canada, other intervention measures, such as research and development and
tax rebates, have not been identified as a significant means of financial assistance for
processors, either at the federal or provincial level.

In the United States, however, assistance through taxation measures has a
PSE value of 1.2 percent and accounts for 93 percent of all assistance provided by other
interventions. Tax measures are predominantly used by the various states and account
for 90 percent of all state financial assistance, the remainder consisting of assistance
through grading and inspection and through cost-reducing measures.

6. As we noted earlier, the existence of an import tariff does not necessarily imply that
border protection is provided to growers or processors. For some products, where a
country is a large net importer, it can safely be assumed that the tariff protection is close
to 100 percent. In other cases, the border protection is somewhere between the no tariff
impact and the full impact estimate. For example, the 23.4 percent PSE estimate for
frozen fruits and vegetables is derived using full tariff protection potential. But, given
that Canada is a net exporter of frozen product and a net importer of other processed
commodities, the effective border protection provided to the frozen sector is probably
about 7 percent. This estimate is based on a qualitative/quantitative assessment of
protection and export shipments, and assumes a 25 percent border protection. At the
7 percent level, the Canadian PSE estimate would be lower than the American estimate,
similar to a situation where no tariff protection was in place.
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CHAPTER VII

TAXES, TARIFFS AND REGULATIONS
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1. Introduction

Taxation is a key variable in assessing the competitiveness of an industry vis-a-vis
its foreign trading partners. Representatives of the horticultural industries communicated
to the Tribunal their concerns about selected tax provisions in Canada as they affect the
competitive position of their industry vis-a-vis the United States. These concerns
included: write-off of investments in new technology, investment tax credits and the
goods and services tax.

2. Taxation: A Comparison of Relevant Provisions in Canada and the
United States'

Comparing taxation systems in any two countries is an onerous task because of
the multitude and complexity of provisions, as well as frequent changes in these.
Nevertheless, the insights gained by such comparisons make them well worth the effort.

The main features of the Canadian and U.S. tax systems were compared for both
fruit and vegetable growers and processors. A range of simulations, specified by the
Tribunal, was run by the Department of Finance to compare the tax burden of different

es of Canadian growers to the burden they would assume if they were operating in
the United States.

A review of these comparisons suggests, contrary to popular perceptions, that the
tax burden is quite similar in both countries. The major tax reforms, which took place
in Canada and in the United States during the mid-80s, have served to bring the
two systems closer in line with one another. This conclusion is similar to the one
expressed by the Task Force on Competitiveness in the Agri-Food Industry in its Final
Report to Ministers of Agriculture in 1990.

(a) Personal Income Tax Provisions

Since approximately 90 percent of horticultural farmers in Canada are not
incorporated, and they are responsible for about 60 percent of gross horticultural farm
income, the relative structures of the Canadian and U.S. personal income tax systems are
important to the understanding of the competitive position of the industry in the
two countries.

In addition to the general personal income tax provisions available to all
individuals, horticultural producers in Canada and the United States benefit from special
tax measures available only to farmers. This comparison will focus on the main federal
tax provisions affecting farmers.

1. In preparing this section, the Tribunal sought the assistance of the Tax Policy and
Legislation Branch of the Department of Finance. However, the judgments are those of
the Tribunal.
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Table 7.1 summarizes the similarities and differences of the various personal
income tax provisions specifically designed for farmers in Canada and the United States,
as discussed above. Discussion of each provision follows.

Table 7.1

SUMMARY OF SPECIFIC FARM MEASURES
IN CANADA AND THE UNITED STATES

Measure Canada , United States
Cash-Accounting Method available available
Flexible Inventory Valuation available not available
Restricted Farm Losses claim limited to net farm no comparable measure
‘ loss of $15,000
Pre-Production Expenses some capital expenses some capital expenses
are deductible are deductible
Depreciation optional mandatory
declining balance double-declining balance
with switch to straight
line option
Capital Gains 75 percent taxable and fully taxable and no
first $500,000 of gain exemption
exempted
Mortgage Interests . generally not deductible  fully deductible

(i) Methods of Computing Income

In both Canada and the United States, farmers may use either the cash or accrual
method to calculate their farming income. Under the cash method, farmers report
income in the year it is received and deduct expenses in the year they are paid. Under
the accrual method, farmers report income in the fiscal period it is earned, regardless of
when the payment is received, and deduct expenses in the fiscal year they are incurred,
whether or not they have been paid in that period.

The cash-accounting method is preferable to the accrual-accounting method for
many growers because it gives them the flexibility to shift expenses to high-income years
and/or shift receipts to high expense years. For example, cash accounting could
significantly reduce the tax base in a period when farms are growing and expenditures
are greater than receipts.

(if) Flexible Inventory Valuation
Introduced as part of the tax reform of 1987, this measure allows Canadian
farmers to include in their income an amount up to the fair market value of all inventory

on hand at year end. However, the amount included in the income of any given year
must be deducted from the income of the following year.
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When used in conjunction with the cash-accounting method, this provision allows
farmers to make full use of non-refundable credits, maximize their contributions to the
Canada or Quebec Pension Plans and to Registered Retirement Saving Plans (RRSPs) and
reduce the fluctuations of income from year to year. This method is likely to benefit
farmers who produce storable crops such as potatoes.

No comparable measure is available in the United States.
(ili)  Restricted Farm Losses

When the expenses of a farm business exceed the income for the year, the result
is a net operating loss. In both Canada and the United States, the tax systems limit the
amount of net operating loss that farmers can claim.

In both countries, the deductibility of farming losses is denied to hobby farmers.
In Canada, losses from a farming operation are not deductible if the taxpayer's operation
cannot be considered a business, and this is determined by means of a test of reasonable
expectation of profits. In the United States, if profits occur in any three of five
consecutive years ending with the tax year in question, the farm activity is presumed not
to be a hobby, and individuals may then deduct the full amount of their farm losses
against other income.

In addition to the above, farm losses may be restricted in Canada if the farming
activity is not the chief source of income. This situation may arise when a taxpayer is
engaged on a full-time basis in another occupation. The maximum amount that a farmer
can then claim against other sources of income in a year is $8,750 (equivalent to a net
farm loss of $15,000). Any farm loss in excess of this limit is the taxpayer's "restricted
farm loss" for the year. This loss, however, can be deducted against net farm income of
the three preceding or the 10 subsequent years.

Restrictions on farm losses are necessary to ensure that the tax advantages of cash
basis accounting and other measures available to farmers are of benefit mainly to
"full-time" farmers.

(iv)  Pre-Production Expenses

In Canada, farmers may deduct certain capital expenses immediately rather than
capitalize them. Deductible capital expenses include costs for clearing and levelling land
as well as the cost of installing a land drainage system. The benefits are twofold: first,
there is an immediate, full deduction of the expense, and second, there is no recovery of
the depreciation when the property is sold. Although the cost of planting trees, shrubs
and other similar plants is not deductible or capitalized in Canada, the cost of replacing
them is generally deductible.

In the United States, land clearing expenditures must be capitalized. Other capital
expenditures incurred by the farmers may be deductible, but with some restrictions. For
instance, land drainage costs are deductible only if the system is part of a water
conservation plan and the deduction is partly recoverable if the property is sold within
nine years. Also, tree-planting expenses are deductible only if the trees will generate
revenue within two years. Otherwise, tree-planting expenses are capitalized.
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v) Depreciation

In both Canada and the United States, farmers may recover, through annual
deductions, the cost of depreciable properties. In Canada, depreciable properties are
grouped together in classes by types of assets, while in the United States, they are
grouped by economic life, which is determined by the intended use.

Generally, in Canada, the depreciation is calculated on a declining balance while
in the United States, it is first calculated on an accelerated declining balance, switching
to straight-line depreciation as soon as it becomes favourable to the taxpayer.

Table 7.2 shows the declining—balance depreciation rates for assets of particular
interest to farmers engaged in horticulture.

Another difference between the Canadian and U.S. depreciation provisions is that,
in Canada, the taxpayer may elect not to claim any or only part of the capital cost
allowance in a given year, whereas depreciation is mandatory in the United States. This
measure favours Canadian farmers because they may choose to forego the capital cost
allowance if they do not have taxable income. Conversely, U.S. farmers must claim
depreciation whether or not they have a taxable income, which could result in lost
deductions if the farmer is unable to use his losses carried forward within the prescribed
time. In the United States, non-capital losses may be carried back three years and
forward 15 years, which may be seen as compensating for mandatory depreciation.

(vi) Capital Gains

When a capital property is sold, and the sale price is higher than the original cost
of the property plus any other costs such as renovations or improvements, the result is
a capital gain.

In the United States, the capital gain exclusion was eliminated by the tax reform
of 1986. In Canada, only 75 percent of the capital gain is included in taxable income.
Moreover, while all Canadian taxpayers are exempted from paying taxes on their first
$100,000 of capital gains, Canadian farmers benefit from an additional $400,000 exemption
on qualified farm property. There is no comparable measure in the United States.

Furthermore, whereas in Canada, the capital gain resulting from the sale of a
principal residence is not subject to taxation, in the United States, it is.
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Table 7.2

DEPRECIATION RATES

Assets Canada ' United States
Farm Machinery 30.9 percent’
- tillage equipment 20 percent (7-year recovery period)
- tractors and combines 30 percent
Cars and Trucks 30 percent 42.7 percent

(5-year recovery period)

Farm Buildings 4 percent 8.6 percent
‘ (20-year recovery period)

Greenhouses 10 percent 21.8 percent
(10-year recovery period)

Climate-controlled Fresh
Fruit and Vegetable 20 percent 21.8 percent
Warehouse (10-year recovery period)

(vii) Mortgage Interests

In Canada, interest paid on farm property, other than a principal residence, is
deductible. However, if the farm house is used for business purposes, farmers may
deduct a portion of the mortgage interest expenses. In the United States, mortgage
interest charges incurred with respect to both farm property and a principal residence are
fully deductible.

(viii) Impact of Personal Income Tax on Horticultural Farmers

Tax simulations were conducted with the assistance of the Tax Policy and
Legislation Branch of the Department of Finance to compare the tax burden of a
Canadian taxpayer operating a horticultural farm in Canada to the tax burden that this
taxpayer would assume in the United States.

The gross farm income and expenses of these typical farmers are based on
unpublished Statistics Canada data. Three types of horticultural farmers were compared:
an apple producer, a potato grower and a vegetable grower. Apple producers were
further broken down into three gross farm income groups, $50,000, $100,000 and $200,000,
while the potato and vegetable growers were broken down into gross farm income
groups of $100,000, $200,000 and $500,000. In addition, typical cases were examined using
the mortgage interest on the entire farm property reported in the Statistics Canada data
and also under the assumption of no mortgage. In total, eighteen cases were compared.
It was assumed that each farmer had $20,000 of non-farm income, which is consistent
with Income Taxation Statistics.

2. Equivalent declining balance rate, whose present value is similar to the present value
of the 7-year recovery period rates.
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The tax calculations were based on the personal tax rates in British Columbia and
the State of Washington for the apple producer, in Prince Edward Island and Maine for
the potato grower, and in Ontario and the State of New York for the vegetable grower.
They included estimates of social security taxes (excluding government-sponsored health
plans). The taxpayer was assumed to be married, with a non-working spouse and
two dependent children. The tax simulation took into account the mortgage interest and
property tax deductibility in the United States and differences in the depreciation rates
in the two countries. :

Table 7.3 shows that the personal income and social security tax burden on small
and medium size horticultural farmers is generally lower in Canada than in the
United States, while it is higher for larger producers. This difference reflects the higher
progressivity of the Canadian tax system vis-a-vis the U.S. system, rather than differences
in the specific tax provisions provided to horticultural farmers.

Table 7.3

COMPARISON OF CANADA/UNITED STATES PERSONAL
INCOME TAX, INCLUDING SOCIAL SECURITY

Taxes Paid, By Farm Type and Income
($000)

Canada United States

Income - 50 100 200 500 50 100 200 500

With Farm

Property Mortgage :

Apple Producer 2.1 33 79 35 54 100

Potato Grower 6.2 64 267 6.7 77 235
Vegetable Grower 3.0 44 273 41 63 253
Without Farm

Property Mortgage

Apple Producer 37 72 171 5.1 84 153

Potato Grower 86 111 382 83 108 326
Vegetable Grower 62 108 39.0 7.2 11.5 354

(b) Income Tax Provisions Affecting Processors

In Canada, income generated from the processing of fruits and vegetables benefits
from the preferential tax treatment generally provided for manufacturing and processing
activities. Such treatment is made up of a depreciation rate which represents an
acceleration over economic depreciation, a lower tax rate on profits and, in certain
regions, investment tax credits.

The U.S. tax system contains fewer specific preferences for manufacturing. The
general system, however, provides accelerated depreciation and an export incentive.
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Where U.S. corporations extensively avail themselves of tax preferences, their value will
be reduced by the Alternative Minimum Tax.

(i) Determination of Taxable Income

Processing activities are not eligible for the cash method of accounting in Canada
or in the United States even if undertaken by an integrated horticultural corporation.

(ii) Depreciation
The specific provisions for the tax depreciation of fruit and vegetable processing

assets are different in Canada and the United States. Table 7.4 describes the main
features of depreciation in both countries.

Table 7.4

COMPARISON OF DEPRECIATION FEATURES

Canada United States
Depreciation Method Declining balance Double-declining balance
with switch to straight
line
Applicable rate 25 percent 30.9 percent’
(7-year recovery period)
Mandatory deduction No Yes
Recapture of accelerated None Possible in same year if
deduction Alternative Minimum
Tax is applicable
Recapture of excess Yes (if no assets left in Yes
depreciation on disposition  class)
Applicable conventions Half-year and available Half-year and put in
for use service
Options No Yes (straight line)

: In Canada, the write-off rate is 25 percent declining balance. The write-off rate
is slightly faster in the United States, as it roughly corresponds to a 31 percent declining
balance rate.

Additional incentives are provided by provinces such as Quebec and Ontario with
respect to the write-off of manufacturing and processing equipment. In Quebec, such
equipment acquired after May 21, 1988, is eligible for a 100 percent write-off in the year
of the acquisition. In addition to the regular capital cost allowance, Ontario allows a
special deduction (30 percent in 1991) for such equipment in the year of acquisition. This

3. Equivalent declining balance rate, whose present value is similar to the present value
of the 7-year recovery period rates.
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special deduction is, however, expected to be discontinued in 1992, except for pollution
control equipment.

(iii) Loss Provisions

In Canada and the United States, general loss provisions apply with no particular
restriction to the processors of fruits and vegetables. For non-capital losses in Canada,
the carry-back period is 3 years and the carry-forward period is 7 years. In the
United States, the only difference is a carry-forward period of 15 years.

(iv)  Tax Rates

The Canadian federal tax rate of 28 percent applies to all corporations, with the
exception of Canadian-controlled private corporations which benefit from the small
business rate of 12 percent on their first $200,000 of active business income. Canada also
has a 3 percent surtax which effectively increases the general rate to 28.84 percent.

The U.S. federal corporate income tax rate is 34 percent; graduated rates ranging
from 15 percent to 34 percent apply to the first $100,000 of taxable income. The benefit
of the lower rates is recaptured through an additional 5 percent tax rate which applies
on taxable income between $100,000 and $335,000 and which eliminates the benefits of
the graduated rates for corporations with taxable income in excess of $335,000.

The Canadian small business rate provides an advantage to all corporations since,
unlike in the United States, no attempt is made to recapture its benefits for large
corporations. The Canadian rate is among the lowest in the world.

In Canada, income derived from the processing of fruits and vegetables benefits
from the lower rate applying to Canadian manufacturing and processing income which
is 23 percent, compared to the general rate of 28 percent. The rate reduction applies to
domestic and export sales, but does not apply to income eligible for the small business
deduction.

The US. tax law does not provide a preferential tax rate on income from
manufacturing and processing activities. However, it offers a rate reduction on the
export-related earnings of certain corporations referred to as foreign sales corporations.
To qualify as a foreign sales corporation, a company must meet strict requirements, i.e.,
it must be incorporated outside the United States, have no more than 25 shareholders
and must perform directly, or on a contract basis, all activities connected with the sale
of export goods. A portion of the foreign sales or commission income of a foreign sales
corporation is exempt from U.S. tax provided it is derived from the foreign presence and
economic activity of the foreign sales corporation. Distributions from foreign sales
corporations to their shareholders are not subject to further tax in the hands of
shareholders.

The applicable provincial/state statutory corporate income tax rate must be added
to the federal rate in order to complete the tax rate picture. For Canadian provinces,
these rates range from 0 percent (three-year tax holiday for new businesses in Quebec)
to 17 percent (Newfoundland rate on income not eligible for the small business
deduction). U.S. rates range from 0 percent (no corporate income tax in the State of
Washington) to 12 percent (Iowa's top rate).
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As shown in Table 7.5, the result of comparing the combined federal/ provincial
and federal/state income tax rates varies greatly according to the location and size of the
fruit and vegetable processing corporation. While small corporations benefit from lower
tax rates in Canada, large corporations in New Brunswick and Ontario have lower rates
than in nearby states.

Table 7.5

CORPORATE TAX RATES' FOR FRUIT AND
VEGETABLE PROCESSING CORPORATIONS

Areas of Comparison Canada United States
Small® Large’ Small! Large
(%) (%) (%) (%)
New-Brunswick / Maine 21.8 39.8 27.7 39.9
Ontario / New York 22.8 38.3 30.3 40.8
British Columbia / Washington 21.8 37.8 223 34.0

1. Rates provided are combined federal/provincial or federal/state corporate income
tax rates. Combined U.S. rates take into account that state taxes are deductible
for federal corporate income tax purposes. Rates are effective as of July 1, 1991.

2. Small business rates apply to first $200,000 of Canadian-controlled private

corporations’ business income.

Top rates for processing activities.

Small business rate is average weighted rate applying to first $100,000 of business

income. United States and Maine have graduated rates.

W

v) Investment Tax Credits

Investment tax credits were generally phased out in Canada as part of the tax
reform of 1987. They are, however, available for investments in designated regions and
for research and development expenditures.

Investment tax credits on qualifying machinery and equipment are available at the
rate of 15 percent if the assets are primarily used in the Atlantic and Gaspé regions. This
could be valuable to the fruit and vegetable processing firms since the whole of the
provinces, such as Prince Edward Island, New Brunswick and Nova Scotia, are included
in the Atlantic region. A credit of 30 percent is also available for other designated
disadvantaged northern regions in Canada.

These investment tax credits, where applicable, are a distinct advantage for

Canadian corporations over their U.S. counterparts. In the United States, investment tax
credits were repealed as part of the tax reform of 1986.
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(vi)  Large Corporations Tax and Alternative Minimum Tax

Canada has a Large Corporations Tax on the corporation's equity and debt. This
tax is credited against the corporation's surtax. All taxable Canadian corporations are
liable for the Large Corporations Tax at an annual rate of 0.2 percent of their taxable
capital employed in Canada in excess of $10 million. A deduction is allowed for eligible
investments in other corporations to avoid the double taxation of the same capital. The
Large Corporations Tax affects mostly large and capital intensive corporations paying
little or no income tax.

All U.S. corporations are potentially liable for the Alternative Minimum Tax which
can add to a corporation's regular income tax liability. The Alternative Minimum Tax rate
is 20 percent and a $40,000 maximum exemption is available. Taxable income for
Alternative Minimum Tax purposes is computed by adding to taxable income specified
adjustments and "tax preference” items such as accelerated depreciation and the difference
between book income and income for Alternative Minimum Tax purposes. The excess
of Alternative Minimum Tax over the regular income tax liability of the corporation is
afterward creditable against the regular tax liability of the corporation. The Alternative
Minimum Tax affects primarily public corporations making extensive use of tax
preferences.

(<) Other Federal Taxes
(i) Goods and Services Tax (GST)

On January 1, 1991, the Manufacturer's Sales Tax was replaced by a GST and an
input tax credit mechanism. This form of value-added tax is levied on and collected from
all businesses as goods move from primary producers and processors to wholesalers,
retailers and finally consumers. Under the GST, businesses pay tax on their sales and
claim a credit for any tax paid on their purchases. However, virtually all sales of farm
products are zero-rated under the GST, including sales of fruits and vegetables. This
means that farmers do not charge any tax on their sales and, like other businesses, they
claim input tax credits for all GST paid on their input purchases.

One of the major concerns expressed by the horticulture industry relates to the
cashflow requirements under the GST. In order to alleviate the potential cashflow
problems in the farming industry, the federal government has provided a prescribed list
of tax-free items commonly purchased by farmers.

Items of particular interest to farmers engaged in horticulture which are included
in this prescribed list are mechanical fruit or vegetable pickers or harvesters, large
tractors, tillage equipment, seeders and planters, field sprayers or dusters. The
GST legislation also zero-rates agricultural pesticides when purchased in quantities
costing $500 or more, seeds when purchased in a quantity larger than that ordinarily sold
to consumers, and fertilizer when purchased in bulk quantities of at least 500 kg.

It is estimated that, on average, farmers will not pay GST on approximately
75 percent of their business inputs. However, for horticultural farmers operating small
businesses, the exempt equipment and exempt quantities are often larger than those
which they would normally purchase. Any GST which farmers do pay on inputs into
their farming operations (e.g., items such as pick-up trucks, fuel, plants and seedlings,
crop dusting services, hydro, accounting fees, etc.) can be recovered by claiming input
tax credits.
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Overall, it is estimated that the replacement of the Manufacturer's Sales Tax with
the GST will result in approximately $250 million of economic benefits annually to the
total farm sector in Canada.

No sales tax is imposed at the federal level in the United States.
(ii) Federal Excise Taxes on Gasoline and Diesel Fuel

In Canada, the federal excise tax is 8.5¢/L on gasoline and 4¢/L. on diesel fuel.
Since January 1, 1990, there have been no excise tax rebates on gasoline and diesel fuel
purchased by farmers for off-highway purposes.

In the United States, the federal excise tax is 4.3¢/L on gasoline and 6.2¢/LL on
diesel fuel. However, the excise tax paid on the purchase of motive fuels used for
off-highway purposes by farmers is fully rebated.

3. Tariff Structures

Horticultural products crossing the border may be subject to tariffs. A comparison
of the Canadian and U.S. customs tariff rates points to differences in treatment of imports
from each other's home market as well as those originating in other countries qualifying
for the MFN tariff treatment. However, the differences in product definitions used and
methods employed by the two countries in establishing duty rates make direct
comparisons difficult. Appendix L contains an illustrative list of fresh and processed
fruits and vegetables and their various customs tariff treatment by each country.

(a) Canadian Tariffs

Canada's current tariff regime respecting imports of horticultural products is
largely the consequence of the implementation of the former Tariff Board's
recommendations in 1979 and CUSTA in 1989. Fresh fruits and vegetables imported into
Canada are subject, depending upon the product, time of year and purpose of
importation, to various types of tariffs - seasonal, year-round and processing. Processed
fruits and vegetables are subject to similar tariff levels and rates of duty; they are not,
however, subject to seasonal tariffs. The rates of duty may be free, ad valorem, specific
or a combination of ad valorem and specific.

(b) Seasonal Tariffs

Canada applies seasonal tariffs on imports of most fresh products grown in
Canada, in order to provide a degree of protection to domestic producers during their
harvest season while allowing Canadian consumers duty-free access to imported products
when domestic production is not available. This seasonal protection was originally
introduced to assist domestic growers who must bring a perishable product to market
during a brief harvest season that begins after the commencement of the U.S. harvest
season. The application of tariffs at the beginning of a season is of particular importance
to growers because the first produce available from a harvest typically commands a
premium price.

Seasonal tariffs are applied, depending on the product, for a maximum duration
of between six to forty-six weeks a year. They may come into effect at different times
in each three Canadian customs zones. The division into three customs zones, Western,
Central (Ontario east of Thunder Bay and Quebec) and Eastern is in recognition of the
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differences in climate and market between the three zones. Most seasonal tariffs are
applied only once a year, although tariffs for some goods that are harvested at different
times (greenhouse and field crops) can be applied twice annually.

Seasonal tariffs are normally a combination of a specific duty and a minimum
ad valorem duty. The inclusion of the minimum ad valorem rate is to counteract the
erosive effects over time that inflation places on specific duties. Many products subject
to seasonal tariffs are also subject to a small packaging surcharge if the product is
imported in packages weighing less than 2.27 kg. This surcharge provides a measure of
protection to both packagers and growers in Canada.

When not subject to seasonal rates of duty, imports of fresh fruits and vegetables
are generally duty free.

(o) Year-Round Tariffs

Processed products are subject to year-round tariffs only and most are dutiable
at ad valorem rates. These rates vary from a current low of 2.1 percent for orange juice
to 15.7 percent for frozen asparagus, but generally range between 7 percent and
10.5 percent under CUSTA. Certain fresh fruits and vegetables that are grown or stored
throughout the year, such as mushrooms, potatoes and onions, are generally subject to
year-round tariff rates as well.

(d) Processing Tariffs

Several fresh fruits and vegetables imported for processing are subject to a duty
rate which is normally lower than the rate applied to in-season imports, but, for some
products, the rate is the same or higher. Tomatoes, broccoli and peaches, for example,
have a lower duty assessed when imported for processing purposes than when imported
in season for fresh consumption; while the same rate of duty is applied on mushrooms
and strawberries imported for processing or imported in season for consumption.
Unsweetened orange concentrates imported to make citrus fruit juices are duty free, but
orange juice, if imported in a ready-to-consume state, is dutiable. Processors are eligible
for a remission of duty paid on imports of fresh fruits and vegetables for processing in
circumstances when they have contracted with domestic growers for their annual
requirements, but are unable to obtain the quantities required from domestic growers.

(e) United States Tariffs

While the U.S. tariff structure is similar to that of Canada, there are some notable
differences. Although the two countries both use the Harmonized System (HS)
classification, they employ different product definitions to give effect to ditferent tariff
protection requirements. For example, the United States does not impose a separate
tariff rate on produce imported for processing, nor does it impose an additional rate of
duty on produce imported in small packages. Fresh fruits and vegetables are generally
subject to specific rates (i.e., ¢/kg) while ad valorem rates are usually applied to imports
of processed products. The United States has substantially fewer duty-free rates than
Canada. In addition, the United States employs seasonal tariff rates with some, but
fewer, off-season rates being duty free than those in Canada.
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() CUSTA

Under CUSTA, all dutiable rates covering imports of fresh and processed fruits
and vegetables from the United States into Canada will decline by 10 percent per year
until reduced to zero on January 1, 1998. For example, prior to the implementation of
CUSTA, tomatoes imported for processing were dutiable at 2.21¢/kg with a 15 percent
minimum. While this rate is still applied to imports from MEN eligible countries, imports
from the United States in 1991 are dutiable at 1.5¢/kg, but not less that 10.5 percent.

Similarly, under CUSTA, dutiable rates covering imports from Canada into the
United States will decline by 10 percent per year until reduced to zero in 1998. There are
a few exceptions where rates of duty are coming down more quickly; however, they
occur for products which Canada does not grow or does not export in any significant
quantity.

(8) Snapback Tariff Provisions

Fresh fruit and vegetable growers were accorded special treatment under
Article 702 of CUSTA to mitigate the potentially disruptive effects of the elimination of
tariff protection. For a period of twenty years, Canada and the United States can
temporarily reintroduce tariff rates on fresh fruits and vegetables in certain circumstances
and after consultations with the other government. The temporary duty can be applied
when: 1) for five working days, the import price of the particular fruit or vegetable is
below 90 percent of the average monthly price of the preceding five years, excluding the
years with the highest and the lowest average monthly import price; and 2) the planted
acreage in the importing country is no higher than the average acreage of the particular
fruit or vegetable over the preceding five years, excluding the years with the highest and
lowest acreage.

Snapback duty can be applied on a national or regional basis, but only once per
product per year, or for 180 days, and must be removed when the price of the imports,
during a five-day period, increases to above 90 percent of the five-year average. The
snapback duty cannot be higher than the current MFN rate of duty and must be
removed when the representative F.O.B. shipping point price of the exporting party
exceeds 90 percent of the five-year monthly average price for five consecutive working
days or after 180 days.

Since the inception of the snapback mechanism, tariffs have been reimposed on
three occasions: on imports of fresh asparagus in 1990, and on fresh peaches and fresh
tomatoes in 1991. As an example, in 1990, the 90 percent average import price for
asparagus was 79.6¢/lb. Import prices for the month of May 1990 ranged from 30¢/1b. to
55.9¢/lb. As a result of the snapback tariff provisions, the tariff was increased from the
12 percent CUSTA rate to the 15 percent MFN rate for a net increase in price of 1.7¢/lb.
Given the range of the import prices, the snapback provided very little increase in the
level of import protection for asparagus.

In the September hearing, the CHC indicated that the snapback approach was not
an effective mechanism. In particular, the snapback cannot usually be implemented
quickly enough to provide protection at the crucial time for the marketing of the
domestic crop. As well, the administrative cost of collecting the data is significant.
Moreover, in situations where there is a sharp decline in import prices due to an
above-average crop in the United States, or due to "distress pricing" by U.S. sellers, the
snapback may provide virtually no additional protection for domestic growers. To
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provide protection for the domestic industry in cases of a sharp decline in import prices,
the CHC recommended that the special surtax mechanism under Article XIX of GATT be
used. While the CHC was aware of the historical difficulties surrounding the use of this
mechanism for horticultural trade between Canada and the United States, it suggested
that the surtax be seriously considered for inclusion in NAFTA as a mechanism to protect
growers in all countries whenever import prices drop sharply below recent annual levels.

4. Regulations

The regulatory framework governing the production and sale of fresh and
processed fruits and vegetables is immense and complex The production, transportation,
sale and consumption of fruits and vegetables is governed, to a greater or lesser degree,
by regulations from the time they are planted to the time the finished product is
consumed in fresh or processed form. Regulations govern the entire life cycle of
consumable commodities, from seed to sale to consumption. U.S. fruits and vegetables
are subject to a very similar network of regulatory requirements, although many of them
differ from their Canadian counterparts, as will be demonstrated below.

The existence of a large number of regulations and regulatory procedures can in
itself be a major barrier to trade, especially if pronounced regulatory differences exist
between trading partners and if countries choose to enforce their regulations in an
arbitrary or malicious manner. Such actions can create impediments affecting trading
efficiency and competitiveness.

The regulations applicable to fruits and vegetables in Canada which are most
likely to affect competitiveness can be grouped in three broad categories:

Health and safety-related regulations which aim to ensure that the fresh and
processed products we consume are not injurious to our health because they are
diseased or contain unhealthy additives;

Quality and grade standard regulations for fresh produce, which aim to ensure
that only produce of acceptable quality is offered to the consumer and which
allow the consumer to evaluate the produce based on recognized criteria; and

Packaging and labelling regulations which aim to ensure that information
concerning a product is correct with respect to quality, quantity, composition,
content and safety; standard containers permit easy value comparisons between
brands and grades.

The government departments most involved in the administration of the
horticulture regulatory framework are Agriculture Canada, Health and Welfare Canada,
the Department of Consumer and Corporate Affairs, the Department of Fisheries and
Oceans and Environment Canada. Some regulatory functions are shared among several
departments.

Government departments and agencies of trading partners, especially the
United States, also administer regulations which affect Canada's fruit and vegetable
industry. Most important are the USDA and the USFDA. They affect greatly the
two-way trade in fresh and processed fruits and vegetables.
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(a) Health and Safety Regulations
(M) The Issue

In the area of health and safety regulations, the most frequently voiced concern
before the Tribunal was the issue of pesticides. In the course of public hearings and
presentations before the Tribunal, it became evident that the Canadian horticultural
industry believes that the availability and cost of pesticides in Canada is a significant
factor in the international competitiveness of its industry. Its concern is that the
recommendations of the Pesticides Registration Review Team are not likely to respond
quickly and effectively to the immediate problems. There is also resentment over the
perceived leniency of border controls vis-a-vis imported U.S. produce as well as over U.S.
authorities holding Canadian shipments at the border for an undue time when they
verify residue levels. Finally, the industry and some provinces, such as Manitoba, are
concerned that the harmonization of standards with the United States, mandated by
CUSTA, is not progressing well.

Specifically, the industry identified five problem areas which are having a negative
impact on the competitive position of the Canadian industry:

1. The limited availability of pesticide products in Canada compared with the
large number of pesticide products available in the United States at more
competitive prices;

2. The presence and consumption in Canada of U.S. food products that were
produced with pesticides not available in Canada, which enter the country
provided they meet certain residue level tests (which, it was alleged in
testimony before the Tribunal, are haphazardly applied at the border by
Canadian inspectors);

3. The higher cost of many pesticide products in Canada over that in the
United States;

4. The complexity and rigidity of the Canadian system of pesticide
registration which does not take into account grower competitiveness
factors, in addition to such other necessary considerations as consumer,
operator and environmental protection; and

5. The general reluctance of multinational pesticide-producing companies to
register their products in Canada, given the necessity of complying with
uniquely Canadian registration requirements, as well as the small
Canadian market which is unlikely to bring returns sufficient to justify the
time and cost of separate registration in Canada.

(ii) Canada - U.S. Legislative and Regulatory Contrasts and Comparisons.

A staff research paper on pesticides, discussed at the June 1991 hearings,
documented the various legislative, regulatory procedural and administrative differences
in the process of registration and use of pesticides in Canada and the United States.
Certification of pesticides for use through a process of registration is compulsory in both
countries, and the legislative and regulatory instruments are very similar on both sides
of the border. So are data requirements and procedures for the registration of pesticide
products. However, some attitudinal differences (regarding the role of the state in
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protecting the public), which are reflected in operational procedures, do affect the
competitive position of the Canadian industry. :

~ For example, in the United States, the potential economic benefit of a new
pesticide product is duly considered in the process of registration, while in Canada the
major emphasis is on the health and safety aspect and the protection of the public.
Canadian regulations indeed do appear to be more demanding, and the registration
process more expensive and time consuming than in the United States. The Canadian
pesticide manufacturing industry is small, and its research and development capability
quite limited by comparison with such U.S. giants as Monsanto, Bayer or Shell. It may
not be able to keep up with the demands of an exacting regulatory system.

The process of pesticide registration in the United States is centralized in the
hands of the Environmental Protection Agency (EPA) which regulates the timing and
scheduling of the registration review process, oversees the work of all other departments
responsible for data review and serves as a focal point for all registration-related scientific
and public information activities.

In Canada, the Pesticides Directorate of Agriculture Canada has an overall
responsibility for the coordination of the process of registration. The Directorate works
with other branches of the Department (the Research Branch, the Agricultural Inspection
Directorate and the Laboratory Services Division) as well as with several line
departments, namely:

* Health and Welfare Canada (the Food Directorate and Environmental
Health Directorate), which evaluates toxicology and occupational exposure
data and is responsible for setting maximum residue limits in or on foods
under The Food and Drugs Act;

* Environment Canada (Conservation and Protection Branch and the
Canadian Wildlife Service), which evaluates environmental fate and
toxicology data, and assesses the impact of the product on wildlife;

* Department of Fisheries and Oceans (Fish Habitat Management Branch),
which evaluates environmental risk data as it affects fishery resources; and

* Forestry Canada, which advises on the impact of products under
investigation on forestry environment.

The process of registration is a consultative one. The Pesticides Directorate has
no authority to oversee the time frame or the manner in which the other departments
carry out the evaluation of those aspect of the review which fall under their jurisdiction.
To overcome this difficulty, interdepartmental protocols have been signed and standing
committees created to better coordinate the process of registration. Nevertheless, the
scattering of authority among several departments has been blamed for the complexity
of the Canadian data review process.

Data requirements for registration are also quite similar in Canada and the
United States, but additional testing is required in Canada as to the efficacy of products,
which is not required at all in the United States, as well as for exposure studies, which
are very detailed in Canada and only required in the United States for products believed
to cause tumours. Moreover, Canada requires that many environmental studies be done
under Canadian conditions, which makes some of the U.S. data unacceptable to Canadian
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authorities even when it relates to conditions in the northern states. U.S. data which are
more than 10 years old are likely to be considered outdated.

These Canadian requirements, although well intentioned and scientifically valid,
create an additional burden of proof on the pesticide producers and make the Canadian
registration process more complicated than the US. one. On the other hand, the
U.S. testing and certification process, while seemingly simpler, is sometimes viewed by
the Canadian regulators as inadequate because of the cursory attention it gives to some
factors considered important in Canada, and sometimes even fraudulent, as evidenced
by at least two scandals involving falsification of data by private U.S. laboratories.

(iii) The Question of Price and Availability

There is a great disparity in the number of active ingredients available in Canada
and the United States (500 versus 800) as well as in the number of end products
containing active ingredients (6,600 formulations vs. 25,000). Many U.S. formulations
have been developed specifically for tropical climates and are not needed in Canada, but
many which are needed are not easily available.

Before 1977, Canadian farmers could import U.S. products if these products were
also registered for the same application in Canada. The change of policy revoking this
privilege was designed to stimulate the domestic pesticide manufacturing industry. With
the import of U.S. products not allowed, Canadian farmers have been dependent on a
limited supply of products registered and sold in Canada, many of which are
considerably more expensive than their U.S. counterparts.

It is practically impossible to establish to what extent Canadian products are more
or less expensive than U.S. products because the unit price does not tell the whole story.
The cost of pesticides must be considered in a context of a farming establishment and
take into account the variety of factors and circumstances under which pesticides are
purchased and used. No such comparative study was attempted, though testimony in
public hearings suggested that price differences of at least 15 percent were common and
that pesticides could amount to up to 5 percent of the total product cost. The anecdotal
evidence suggests that when urgent need arises, Canadian farmers are dependent on the
limited number of pesticides registered in Canada, some of which are high-priced. They
have practically no quick and easy access to foreign products sold at more competitive
prices.

The problem of availability is even more serious than that of price. The most
dramatic evidence of this came from testimony in public hearings from Niagara and
Okanagan fruit producers who stated that the pear Psylla insect was leading quickly to
the elimination of the Canadian pear industry, because the Amitraz pesticide used to
control the problem in the United States was not available here. Furthermore, the
Tribunal received some evidence in public hearings that more and more producers may
resort to illegal imports of pesticides from the United States.

The problem of availability is compounded by the declining rate of introduction
of new pesticides in Canada and the United States. This decline is due mostly to the
high cost of research and development, and the necessity to meet stringent regulatory
guidelines. In July 1991, it was announced that Monsanto Co. of St. Louis received EPA
permission to market a weedkiller containing the company's first new agricultural
chemical in nearly 20 years. Increasingly, most of the Canadian and much of the
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U.S. effort is directed towards the development of new formulations of existing active
ingredients.

(iv) The Questioii of Tolerance Levels and Border .éghtrols

In addition to the discrepancy in the number of pesticides registered in the
two countries, there is a difference in tolerance levels. Tolerance is the maximum residue
limit which is allowed for pesticides that are not registered. In Canada, a general
regulation permits residues of up to 0.1 parts per million. In the United States, the
official tolerance level is 0. In practice, the real tolerance is the limit of detection of the
analytical method employed. Some pesticides (especially the newest products) may leave
residues that are not easily detected by routine testing methods.

Canadian horticulture producers point out that produce containing pesticides
registered in the United States, but not in Canada, is being offered to Canadian
consumers without meeting Canadian tolerance levels. Because of the great volume of
shipments crossing the border, some illegal shipments are not caught; some are tested,
but not rigorously enough to detect illegal product; and some are tested by load
sampling, allowing individual items in the shipment to come in with higher levels. The
industry is concerned that this situation undermines the Canadian regulatory system and
provides unfair competition to Canadian producers who must comply with Canadian
regulations. More generally, the industry questions why Canadian producers cannot use
the same pesticides as their U.S. counterparts who export to Canada, provided they meet
the same residue tests.

w) The Pesticide Registration Review Team

Because of the great variety of pesticide-related concerns in Canada, in the spring
of 1989, the Minister of Agriculture appointed the Pesticide Registration Review Team
with a mandate to provide recommendations to improve the federal pesticide regulatory
system. The 12-member team, chaired by Ghislain Leblond, reported in December 1990.
Its recommendations, if implemented, would:

- centralize the registration process under one independent agency reporting
to the Minister of Health and Welfare;

- improve public input and participation in the registration process by
guaranteeing extensive public access to information and by creating an
advisory council representing the various stakeholders;

- streamline the registration process by making transparent registration
criteria and fixing deadlines for decision making; and

- improve harmonization with the United States by providing vehicles for
speedier registration in Canada of products already registered in the
United States and by allowing imports to Canada of U.S. pesticides if the
retail price of similar products in Canada were considerably higher.

The Government is now considering the Review Team's recommendations, many
of which would require new legislation. The horticulture industry, which was
represented on the Leblond inquiry, is sympathetic to the Review Team's long-term
objectives, but also concerned that, nearly a year later, the Government has not indicated
whether or how it proposes to implement the recommendations. Moreover, these
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recommendation do not address the immediate problem of the backlog of products
waiting to be registered, the high price in Canada of selected products and the lack of
access to the cheaper U.S. products.

(b) Marketing Regulatory Issues: Quality and Grade Standard Regulations for
Fresh Fruits and Vegetables

The marketing of fresh fruits and vegetables is a precarious business because the
produce is delicate, highly perishable and often transported over long distances. The
horticultural industry has complained in testimony to the Tribunal about the treatment
by U.S. authorities of Canadian shipments bound for the U.S. market. It quoted examples
of unnecessary delays of shipments at the border, and allegedly superfluous and rigid
inspections, which can cause produce deterjoration and result in the loss of credibility of
Canadian suppliers who may lose valuable contracts south of the border.

On US. exports to Canada, the Canadian industry has communicated to the
Tribunal its concern with the inconsistent and lax enforcement of the Canadian
regulations on U.S. imports, which apparently allows the entry into Canada of U.S.
products which are not in compliance with the Canadian regulations. This leniency is
seen as undermining the integrity of the Canadian regulatory framework as well as
giving U.S. importers an unfair competitive advantage. More effective monitoring of
imports for compliance with Canadian standards is also supported by several provinces.

Under the provisions of the Canada Agricultural Products Act (1988), 31 fresh fruits
and vegetables produced in, or imported to, Canada are subject to the Fresh Fruits and
Vegetables Regulations and the Licensing and Arbitration Regulations which prescribe
standards for grades, labelling, packaging and health requirements which, among other
things, contain prohibitions against the interprovincial and international dealing in all
produce on consignment-selling basis. All fresh produce in consumer packages is also
subject to the provisions of the Consumer Packaging and Labelling Act and Regulations.
These regulations are administered by Agriculture Canada and Consumer and Corporate
Affairs Canada.

In the United States, similar regulations under the authority of the Agricultural
Marketing Act (which regulates grades) and the Perishable Agricultural Commodities Act
(which regulates, among other things, the licensing of produce dealers and brokers as
well as dispute settlement) are administered by the USDA. Labelling and health quality
regulations are administered by the USFDA, while packaging regulations are governed
by state law.

U.S. exports to Canada of the 31 regulated fruits and vegetables must meet the
Canadian packaging, labelling and grade requirements. USDA inspectors are empowered
by Agriculture Canada to inspect Canada-bound loads for some 26 items specified in the
Fresh Fruit and Vegetable Regulations. Conversely, Agriculture Canada inspectors are
empowered by the USDA to inspect U.S. bound loads of produce regulated under the
U.S. Marketing Orders (potatoes, onions and field tomatoes) for their import
requirements.

Overall, Canadian and U.S. philosophies, goals and objectives of the inspection
programs are quite similar. However, the actual requirements and inspection procedures

vary:
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* Grade Standards: In Canada, standards are mandatory for the regulated
commodities and produce can be monitored at any time to ensure
compliance; U.S. standards are voluntary (except for the restrictions under
The Export Apple and Pear Act, special import requirements for potatoes,
onions and field tomatoes, and relevant provisions of Marketing Orders).
The Canadian approach specifies a certain level of uniformity in grading
and puts imports on the same footing as the domestic produce. In so
doing, it eliminates low quality produce, guarantees the growers a certain
return and offers consumers a reliable and consistent product. The
U.S. approach leaves the judgement to the consumer.

* Anti-consignment selling: Produce moving interprovincially or
internationally must be sold for a confirmed price within 24 hours of its
being shipped from the point of production; for international loads, the
C.O.S. form (which includes price) must be presented to Canadian
Customs;

* Ministerial Exemptions: If Canadian supply of a specific product cannot
be secured, the Minister is empowered to exempt imports from the
Canadian packaging and grade requirements;

* Packaging: Canada requires the use of standard containers to promote
uniformity for the domestic and foreign produce and to assist consumers;
the United States has some packaging requirements, but most of them do
not apply to products exported by Canada; most packaging decisions are
left to the producers and the consumers;

* Labelling: Canadian regulations require metric markings and bilingual
labels on all consumer packages, and specify that the grade and country
of origin are to be listed in close proximity on the label.

It can be stated with a reasonable degree of certainly that, by and large, the
bilateral system of inspection and certification of fruits and vegetables crossing the border
has worked fairly well. However, specific regulatory imbalances and inequities
sometimes arise and can negatively affect Canadian producers struggling to become or
remain competitive in the North American market. At times, Canadian producers
particularly resent the entry into Canada of cheap U.S. produce under Ministerial bulk
authorization which, however necessary, enables U.S. producers under specific
exemptions to bypass Canadian regulatory requirements for packaging and labelling.

With respect to Canadian exports to the United States, a particular complication
can arise because of the existence of U.S. marketing orders, which are legal mechanisms
under which regulations issued by authority of the Secretary of Agriculture (under the
Agricultural Marketing Agreement Act of 1937) are binding on all handlers of specified food
products in a defined geographical area. The main purpose of marketing orders is to
establish orderly marketing conditions and achieve parity prices for farmers. These
- objectives can be accomplished by setting quality standards, introducing quantity
controls, establishing standards for containers, etc. For commodities covered by a
marketing order containing grade, size, quality or maturity control provision, the imports
of these commodities must meet the same or comparable standards. This import
requirement applies to a foreign country like Canada, but does not apply to U.S. produce
brought in from other U.S. states. Presently, import requirements are in effect for several
commodities exported to the United States, including potatoes, onions and tomatoes.
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Marketing orders can and do restrict Canadian imports into specified areas of the
United States where they are in effect. The minimum import requirements they contain
are perceived as import restrictions because they do not apply to the interstate movement
of produce within the United States. Several submissions to the Tribunal made
references to the marketing orders and also raised the question of the compatibility of
the marketing orders system with the relevant provisions of GATT.

Problems have also arisen in isolated areas due to a particular set of regional
circumstances. At the New Brunswick-Maine border, for example, Canadian potato
shipments have been subject to inspections by the USDA, acting under the authority of
the Farm Bill, to verify that the quality of Canadian potatoes meets U.S. import
requirements. In 1990-91, approximately one quarter of Canadian loads were found by
U.S. authorities to be in non-compliance.

The Prince Edward Island Potato Board, which has kept records on the number
of Canadian potato shipments passing and failing the U.S. inspection, has obtained
similar results. The passing rate ranged from a low of 59 percent in 1988-89 to a high
of 82 percent in 1986-87, for an average of approximately 73 percent out of a total of
2,040 loads over a period of four years included in the calculation. Shippers failing the
inspection had a choice of returning to Canada or continuing to their U.S. destination
for a full inspection, which was subsequently passed by 38 percent of those who chose
the second option. Since all 2,040 loads would have been approved for shipment to the
United States by Canadian inspectors, either some Canadian produce had not been
properly graded in Canada or the U.S. inspections were too severe.

In addition to the USDA inspections, the USFDA is also empowered to test
shipments for chemical residues under the authority of the Food and Drugs Act. Because
no USFDA inspectors are available at such crucial border points as
New Brunswick-Maine and Manitoba-Minnesota, all Canadian import information must
be couriered to the respective regional offices (Boston or Minneapolis) in order for the
load of Canadian produce to be released. This has caused delays of up to 10 days for
some shipments into the U.S. market. To resolve the problem, the USFDA has recently
entered into an agreement with U.S. Customs to release the Canadian shipments under
the U.S. Customs Release Line Procedure, which should considerably reduce the delays.

(c) Marketing Regulatory Issues: Packaging and Labelling Regulations for
Processed Products

On the processing side, the most frequently repeated industry complaint
concerned the allegedly lax and inconsistent application of Canadian regulations to
U.S. imports, which slip through the inspection procedures and find their way to the
retail market in violation of Canadian regulations. Their presence is seen as testifying
to the inadequacy of Canadian border controls.

To illustrate their point, representatives of the processing sector presented to the
Tribunal samples of U.S.-made products found in Canadian retail establishments, which
were in non-standard containers, lacked proper grade designations, bore unilingual labels
and misrepresented the net quantity of the product or contained ingredients or additives
not permitted in Canada. They were offered as proof of the Government's inability or
unwillingness to thoroughly enforce regulations on imports.

The industry argued that if regulations were on the books, there should be
sufficient resources to have them effectively enforced, especially if the United States was
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vigorously enforcing its border inspection regulations. However, neither the Canadian
industry nor the federal or provincial governments have kept systematic records of
U.S. infractions and it is not possible to estimate what share of the large two-way trade
in fruits and vegetables is really subject to inadequate inspection or inadequate
enforcement of various regulations.

Processed products manufactured in, or imported to, Canada must meet the
requirements of the Processed Products Regulations established under the authority of
the Canada Agricultural Products Act (administered by Agriculture Canada), the Consumer
Packaging and Labelling Regulations of the Consumer Packaging and Labelling Act
(administered by Consumer and Corporate Affairs), and the Food and Drug Regulations
of the Food and Drugs Act (administered by Health and Welfare). These determine the
dimensions and net quantities of containers, the composition and grade of products and
the labelling requirements.

In the United States, the equivalent function is fulfilled by the Agricultural
Marketing Act and the Food, Drug and Cosmetic Act.

Canadian regulations are generally more demanding than those in the
United States and reflect the different philosophy and approach to regulations in the two
countries: '

* Packaging: In Canada, standardized packaging has been a fact of life for
most of the present century. The majority of common processed fruit and
vegetable products must be packed in a limited number of specified
containers or packages; in the case of some products (canned fruits and
vegetables, jams and pickles) the net quantity must be described by
volume (Canada is the only country in the world with this requirement).
In the United States, container and package sizes are Dbasically
unregulated, and there has been no attempt to rationalize packaging
through legislation;

* Labelling: Canada has special requirements with respect to metric
measures and bilingual labels. The United States has recently introduced
new nutrition labelling requirements, which are considerably different
from those currently in use in Canada and the European Community.
This abrupt change will make harmonization of standards more difficult;

Grade Standards: In Canada, the declaration of grades is mandatory for
interprovincial trade; in the United States, grades are voluntary except
where federal, state or local authorities require USDA grades as a basis for
contract purchases;

Additives and contaminants: The two countries use somewhat different
definitions of food dyes and have different requirements regarding
sulphates (bleaches) and preservatives. In Canada, fortification with
vitamins and minerals is based on replacing those nutrients lost in
processing, while in the United States, they are viewed as ingredients with
almost unlimited use.

Neither country requires processed fruit and vegetable products to be inspected
or certified before leaving their country of production. The United States, however,
requires entries of canned low-acid foods to originate from plants which have registered
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their processes with the USFDA. Canada has no similar requirement. Shipments of
processed products entering Canada must be accompanied by an import declaration
‘which is to be passed by the Customs Officer to the nearest Agriculture Canada food
inspection office. Although U.S. entry requirements appear similar, U.S. Customs inspects
and enforces country of origin legislation on foods, while Canada Customs merely serves
as a document distributor for entry forms.

(d) Harmonization of Standards

It is not clear how and when the current Canadian regulatory framework will be
altered by the changing rules of international trade. In the North American setting, the
crucial document is the CUSTA, and particularly Article 708 (Technical Regulations and
Standards for Agricultural, Food, Beverage, and Certain Related Goods) which urges the
parties to "seek an open border policy" and "to harmonize their respective technical
regulatory requirements and inspection procedures ... or, where harmonization is not
feasible, to make equivalent their respective technical regulatory requirements ...."

The provisions recognize that there is more to a free trade area than the removal
of tariffs and that differing or restrictive regulatory requirements can be a barrier to trade
and should be removed. Toward that end, Article 708 calls for the creation of several
bilateral working groups (on Plant Health, Seeds and Fertilizers; on Dairy, Fruit,
Vegetable and Egg Inspection; on Food, Beverage and Colour Additives and Unavoidable
Contaminants; on Pesticides; on Packaging and Labelling of ... Goods for Human
Consumption; etc) to meet no less than once a year to discuss and effect the
implementation of the Article.

Although several bilateral working groups have been established to deal with
specific issues, the progress has been slow. The process of harmonization has been
hampered by the lack of binding timetables, such as exist for the removal of tariffs, in the
CUSTA document, and by the resulting uneven commitment to harmonization among
various interested parties on both sides of the border. There is a perception in Canada
that, for the United States, harmonization means that Canada will adopt U.S. standards.
Occasionally, harmonization initiatives have been stalled by extraneous events. For
example, the bilateral discussions concerning registration procedures and tolerance levels
for pesticides were suspended for over a year while the Canadian registration system was
being examined by the Pesticide Registration Review Team.

Beyond the North American continent, the larger international community has
also struggled to harmonize regulatory standards under Codex Alimentarius (Latin for
Food Code), produced by the Codex Alimentarius Commission, created in 1962 under the
aegis of the Food and Agriculture Organization and the World Health Organization. At
the present time, the Codex contains 17 volumes of food standards (regarding labelling,
pesticide residues and contaminants, as well as individual foods such as milk products,
frozen fruits and vegetables, fruit juices, etc) and 10 volumes of codes of good
manufacturing and hygienic practice.

The purpose of the Codex system is to facilitate world trade in foods by
promoting internationally accepted standards while protecting consumers' health. The
Codex standards were developed through negotiations, and changes and amendments
are submitted to the 138 participating governments with the recommendation that they
be embodied in national law and regulations. They usually specify minimum levels for
ingredients and practices, and maximum levels for additives or impurities. The Codex
system has no enforcement mechanism.
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Canada and the United States have participated actively in the work of the Codex,
although the two countries differ in their approach and support. The U.S. Congress is
reluctant to give up its rule-making powers, while some other groups express concern
about sacrificing part of US. sovereignty to international decrees. Many current
Canadian standards are closer to those of the Codex than to those of the United States.
The dilemma for the Canadian industry is whether to harmonize with the United States
or with the Codex. Harmonization to any standard is bound to be costly and
cumbersome, and the industry does not want to do it twice.
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CHAPTER VIII
PRODUCER AND PROCESSOR COSTS

1. Ihtroduction

In order for an enterprise to compete domestically or internationally, it seeks to
combine basic factors such as land, labour and capital in an efficient manner to produce
a product to match or better its current and potential competition. Ar important factor
in the competitiveness of the enterprise is its ability to produce goods with a unit cost
less than, or equal to, the cost for the competing producers.- In this report, production
costs are analyzed in two stages -- prices of individual inputs and average costs per unit
of output. The purpose of this chapter is to compare the input prices for producers and
processors in Canada with those of our major competitor, the United States. In the next
chapter, average cost per unit of output and other factors affecting competitiveness will
be assessed.

During the hearings, growers gave testimony indicating that the costs of several
of their crucial inputs are higher in Canada than in the United States. Specifically,
growers indicated that labour, pesticides, fuel and interest costs are higher in Canada
than in the United States. As a result, growers contend they are at a competitive
disadvantage to their competitors in the United States.
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In the submissions of processors, the need to keep production costs in Canada in
line with costs in the United States was generally recognized. Submissions generally
indicated that wage, packaging and overhead costs were higher in Canada than in the
United States. Views differed by region and product, however, on whether raw product
costs were higher in Canada than in the United States. Processors in British Columbia
contended that their raw product costs were higher than those of their U.S. competitors.
In Ontario, the submissions, on balance, did not indicate raw product costs to be a
particular problem for processors. In Quebec, submissions generally indicated that raw
product costs were similar to those paid by processors in the United States. Potato chip
manufacturers, representing processors from across the country, indicated that their raw
product costs were higher in Canada.

2. Producer Costs
(a) Labour

Fruit and vegetable production is generally very labour intensive. Production is
seasonal and does not usually provide employment throughout the year; the demand for
seasonal workers is especially strong at harvest time. For some time, there has been a
shortage of qualified domestic agricultural workers in Canada and in several states with
significant horticultural production. To help supply farm workers, the Governments of
both Canada and the United States provide offshore labour programs that allow for the
temporary employment of foreign workers from the Caribbean and Mexico.

The cost of a hired farm worker to the employer consists of two components: a
basic wage rate and benefits. The basic wage rate in Canada may not be less than the
minimum wage rate set in the province of employment. The legally required benefits
consist of contributions to the Canada Pension Plan, unemployment insurance, medicare,
and workers' compensation. Employers' contributions on behalf of their employees are
usually stipulated by law for basic benefits equal to, or at a specified rate of, the
contributions deducted from the employees' remunerations. The Canada Pension Plan
and the United States Social Security are federal programs which are compulsory in both
countries. Unemployment insurance, medicare and workers' compensation are also
required and are covered either under federal and/or provincial/state jurisdiction.
Accordingly, these premium rates vary from one region to another. However, there are
exemptions in both countries for agricultural employers involving each specific benefit
program; these exemptions are related to the number of employees, their earnings and/or
the total payroll of the employer in the specific or previous calendar year. Some
employers provide benefits in addition to those required by law.

There is no published data on wage rates specifically for workers in fruit and
vegetable production in Canada and in the United States. As proxies for horticulture
wage rates, however, the Tribunal research staff identified three alternative measures:
the average wage rate for hired farm labour on a national basis, the minimum wage for
horticulture workers in each province and state, and the wage rate set in the offshore
labour programs. The most recent data for these three measures for Canada and the
United States are set out in Table 8.1.

In order to compare wage and benefit costs in Canada and the United States, the
analysis focused on the employer's costs to hire a person at the minimum wage, to hire
a person at the average hourly wage in agriculture and to hire a worker through the
offshore labour program. The comparison was based on legislation affecting Ontario and
New York. Ontario was chosen to represent horticulture in central Canada because
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Ontario has the largest share of the horticultural industry and because Ontario's
minimum wage rate is the highest in Canada. New York was chosen because of its
geographical proximity to central Canada and because growers in that state make use of
the offshore labour program to hire horticultural workers.

(i) Minimum Wage Rate

Minimum wage legislation is normally under provincial jurisdiction across
Canada; however, various agricultural jobs are excluded from this legislation.' For
example, persons employed on an Ontario farm in the growing of fruits and vegetables
are exempt from minimum wage legislation. Persons employed in the harvesting of fruits
and vegetables, however, are entitled to a minimum hourly wage rate; an experienced
adult harvest worker must receive a minimum rate of $5.40/h as of January 1, 1991, while
a harvest worker under 18 years of age must receive a minimum rate of $4.55/h.
Provincial rates vary between $4.80/h and $5.40/h across Canada for 1991. In the
United States, under the Fair Labor Standard Act, the U.S. Department of Labor is given
the power to enforce a federal minimum wage rate of US$4.25/h, for 1991 (equivalent to
CAN$4.90/h). However, each state may enforce its own minimum wage rate legislation.’
For the six selected states, the 1991 minimum wage rates vary from CAN$3.87/h to
CAN$4.90/h. This minimum wage rate comparison reveals a slightly higher rate in
Ontario than in the six states. For example, the minimum wage rate for a person
harvesting fruits, vegetables or tobacco for 1991 in Ontario is 50¢/h or 10.2 percent higher
than in New York.

1. Canada Employment and Immigration Commission, Provincial Employment Standards
Respecting Agricultural Workers, Ottawa - Hull, January 1990, pp. 2-3.
2. US. Department of Labor, The Fajr Labor Standards Act of 1938, as Amended,
April 1990. Unpublished document prepared by Wage and Hour Division, Employment
Standards Administration, U.S. Department of Labor, February 8, 1991.
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Table 8.1

BASIC HOURLY WAGE RATES PER HIRED FARM WORKER:
CANADA - UNITED STATES COMPARISON

CANADA B.C. Prairies’ Ont. Que. Atlantic Canada®
Basic Wage Rate (CANS$/h):

Standards Branch.

1. Minimum Wage
1991° 500 48 540 530 500  4.00
2. Average wage rates for
domestic workers’
1986 6.27 605 534 497 4.99 5.53
1987 - - - - - 5.78
1988 - - - - - 6.08
1989 - - - - - 6.46
1990 - - - - - 6.72
3. Offshore workers' wage rates’
1987 M - 460 - * *
1988 * - 495 49 * *
1989 * - 515 5.15 - *
1990 * - 560 535 - *
1991 * 558 575 550 5.65 *
UNITED STATES CA FL M1 NY OH WA USA
Basic Wage Rate (CAN$/h).’
1. Minimum Wage
1991 49 * 387 490 490 49 4%
2. Average wage rates for
domestic workers
1986 - - - - - - -
1987 - - - - - - -
1988 741 698 551 618 6.27 6.55 6.18
1989 7.57 681 555 622 611 6.74 6.35
1990 740  7.00 6.01 643 6.52 6.94 6.44
3. Offshore workers' wage rates’
1987 685 618 518 553 581 5.99 *
1988 6.66 6.04 519 532 566 6.50 *
1989 660 625 502 560 5.67 6.03 *
1990 677  6.02 519 569 569 6.32 *
1991 647 617 566 601 583 6.57 *
CA = California; FL = Florida; MI = Michigan; NY = New York; OH = Ohio; and WA = Washington.
-. Data not available, or not readily available.
*  Not applicable.
1. Prairies are calculated as a straight average of Saskatchewan, Alberta and Manitoba.
2. From 1987 on, Farm Input Price Index (1981 = 100) is used to calculate the wage rate.
3. In Quebec, $5.55 as of October 1; in Ontario, $6.00 as of November 1.
4. Federal minimum wage.
5. All hired farm labour, does not include board.
6. All hired farm labour includes field, livestock, supervisory and other farm labour.
7. US$ are converted into CANS$ at the prevailing average annual exchange rate.
Source: Canada: Statistics Canada, Farm Wages in Canada, cat. no. 21-002 and CANSIM. Employment and
Immigration Canada, Labour Market %ervu:es Branch, and Ontario Ministry of Labour, Employment

United States: U.S. Department of Labor, Employment and Training Administration, Wage and Hour

‘ Division. USDA, Agricultural Statistics Board, Farm Labor.

154




The wage rate required to attract domestic farm workers will usually vary with
the relative strength of general economic conditions, especially the demand for employees
by industrial firms in the immediate area. In some large urban areas where the average
industrial wage is significantly higher than the minimum wage, there may be virtually
no employee response to job offers at the minimum wage.

(ii) Offshore Labour Program

Foreign workers are allowed to work on a temporary basis in both Canada and
the United States through specific programs. In Canada, there are two offshore labour
programs, namely, the Commonwealth Caribbean Seasonal Agricultural Workers Program
and the Mexican Seasonal Agricultural Workers Program. These allow temporary
employment of foreign workers when qualified domestic agricultural workers are not
available. Currently, 90 percent of foreign workers are employed in Ontario; the
remainder is employed in Quebec, Manitoba, Alberta and Nova Scotia.

Foreign agricultural workers are permitted to work in the United States through
the H-2A Temporary Foreign Worker Program and the Special Agricultural Worker
Program under the Immigration Reform and Control Act of 1986. The H-2A program is
open to all farmers regardless of the type of production, although the majority of foreign
workers are employed in sugarcane, apple and tobacco production. Out of the six
selected states shown in Table 8.1, only New York used the H-2A program for the
purpose of horticultural products in the past 10 years. o

The terms and conditions of employment for foreign agricultural workers are
generally similar in both Canada and the United States. Wage rates for foreign workers
in Canada are announced by Employment and Immigration Canada. In the
United States, Adverse Effect Wage Rates (AEWR) are the minimum wage rates which
the U.S. Department of Labor has determined must be offered and paid to United States
and H-2A agricultural workers by their employers. The foreign workers' hourly wage
rate for apple harvesting in Ontario, in 1991, was $5.75 compared to CAN$6.01 in
New York. This amounted to an advantage of 26¢/h for Ontario growers. Both
Canadian and U.S. employers must also provide return transportation (provided the
contract is completed) and approved housing’ at no cost to workers. In Canada,
employers are required to contribute to Canada Pension Plan, Unemployment Insurance,
Workers' Compensation and Employer Health Tax for each employee. Employers of
foreign workers under the U.S. H-2A program are exempted from social security,
medicare and unemployment insurance contributions.

(iii) Comparison

Ontario and New York were chosen to compare employers' total hourly labour
costs between Canada and the United States since foreign workers are used extensively
for horticultural crop production in both places (Table 8.2). Assuming minimum wage
rates are applied, total hourly wage rates for domestic workers in 1991 were $5.99 in
Ontario and CAN$5.87 in New York. This amounted to a 2 percent difference in favour
of New York. When the average annual wage rates in agriculture are used for
comparison, the estimated employers' total compensation package costs were $7.47/h in
Ontario and $7.70/h in New York. This represented a 3 percent cost advantage for

3. Transportation and housing are considered to be part of the employers' costs to hire
foreign labour; however, actual figures are not available to be compared.
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Ontario growers. Looking at the components of the total hourly costs, it is evident that
the basic wage rates were higher, and the premium rates for benefits were lower in
Ontario than in New York in both domestic worker comparisons. Finally, a comparison
of employers’ cost for offshore labour programs in Ontario and New York in 1991 shows
$6.39/h and CAN$6.45/h, respectively. Again, there is a small advantage for
Ontario growers. The wage rate differential between Ontario and New York is small in
magnitude (i.e., 6¢/h or 0.9 percent in 1991). As a result, hired labour cost alone would
cause only a small difference in the total cost differential for most of the vegetable crops
they produce.

The analysis indicates, that for all three measures of wage rates in combination
with legislated benefit costs, the hourly cost of labour compensation for horticulture in
Ontario is within 3 percent of compensation in New York state. Based on the regional
and state data in Table 8.1, this conclusion generally holds for most regions in Canada
relative to New York. A submission by the Foreign Agricultural Resources Management
Services in Ontario also indicated that total wage costs for growers in Ontario and in the
northern states are very similar.

One approach to increase the supply of workers for growers would be to provide
workers with a choice between the higher of the minimum wage and an incentive-based
wage package (specific number of dollars per unit of harvest). The submission by
FARMS from Ontario provided an example for apple growers in New York and Ontario.
Workers under an incentive scheme in New York averaged more bins of apples per day
and earned more money per hour than was the case in Ontario under the traditional
approach. Grower cost per bin was lower in New York. The choice between the higher
of the minimum wage or an incentive-based wage is also used by lettuce growers in
California. During a visit to observe a picking operation for lettuce near Salinas, the
Tribunal was told by a large commercial grower than workers always earned the
incentive wage rather than the minimum wage. For the lettuce grower, this approach
provides not only lower labour costs per case of lettuce but also a much more accurate
forecast of the labour cost per case.
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Table 8.2

EMPLOYERS' HOURLY COSTS PER HIRED FARM WORKER:
CANADA - UNITED STATES COMPARISON, 1991

1. Based on statutory minimum wage (CAN$/h):

Ontario New York
(premium) (premium)
Minimum Wage 5.40 4.90
CPP/SS' 0.12 (2.3% 0.30
UIC 0.17 (225% x 1.4 0.25
EHT’Medicare 0.05 0.98% 0.07
Workers' Compensation 0.25 0.35
Total hourly cost $5.99 (11.12%) s 5.87
2. Based on average hourly wage in agriculture (CAN$/h):
Basic wage* 6.72 6.43
CPP/SS 0.15 (23% 040
UIC 0.21 (225% x 1.4 0.32
EHT/Medicare 0.07 0.98% 0.09
Workers' Compensation 0.32 4.69% 046
Total hourly cost 7.47 (11.12%) 7.70
(US%6.67)
3. Based on offshore labour programs (CAN$/h):
Ontario New York
{Mexican program) (H-2A)
(premium) (premium)
Basic wage 5.75 , 601
CPP/SS 0.13 exempted
UIC 0.18 exempted
EHT/Medicare 0.06 exempted
Workers' Compensation 0.27 044 12.2%;)
Total hourly cost .39 $6.45 (7.2%)
(US$5.59)

1. Social security contribution in the United States.

2. Note that the UIC in the United States is not uniform across the country. It varies by
state and by individual employer. Therefore, it is estimated to be 5.0 percent on average in
New York, based on the following assumption:

First-time employers/Experienced employers contribute

2.9% gstate tax rate)
6.2% (federal UIC)
-4.1% (federal credit)
50% (UIC averiﬁe in New York)
3. EHT = Employer Health Tax.
4. Basic wages were for 1990; the Canadian rate was used in place of Ontario's.

Source: The Canadian International Trade Tribunal, Comparison of Farm Labour Costs in
Canada and the United States: A Case Study of %orﬁculture, Research Branch,
mimeo, July 1991. ’
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(b) Machinery and Equipment

The fully allocated cost of machinery and equipment to produce a crop includes
depreciation costs, operating costs and interest costs, if any, on the original purchase
price. In submissions received at the hearings, interested parties indicated that the cost
of fuel to operate their machinery and interest rates for credit purchases of machinery
were significantly higher in Canada than in the United States and were adversely
affecting their competitive position.

Most machinery and equipment for horticulture are manufactured in the
United States, Japan and Europe. Throughout the 1980s, horticultural machinery and
equipment entered Canada free of duty and federal sales tax. Dealers normally quote
prices in U.S. dollars, in large part because the machinery and equipment are marketed
on a worldwide basis. Industry observers indicated that machinery prices in Canada are
about the same as in the United States, after allowing for the exchange rate. Repair costs
are also similar in the two countries.

In calculating the contribution of the cost of machinery and equipment to the full
economic cost of production, two estimates are required. The first is a depreciation
component sufficient to replace the equipment at the end of its useful economic life. The
second is the cost of capital tied up in the equipment, whether owned or mortgaged.
This is sometimes described as the "opportunity cost" of capital tied up in this investment.
The estimate of this component might be approximated by the long-run rate of interest
times the original purchase cost. The sum of these two components is the contribution
of the capital cost of machinery and equipment to the average long-run cost that must
be covered annually from farm revenue to maintain the viability of the growing
operation.

An evaluation of the economic cost of machinery and equipment in Canada and
the United States was not carried out by Tribunal staff due to a lack of comparable
product data by region and state. Estimates of these economic costs are, however,
periodically prepared by the Ontario Ministry of Agriculture and Food (OMAF) for many
of the fresh fruits and vegetables grown in Ontario. For example, the depreciation cost
for tractors and machinery used to grow and machine harvest tomatoes for processing
was $449 per acre in 1989. In the OMAF methodology, the cost of capital is based on an
assumption that the investment has an equity portion (70 percent) and a debt portion
(30 percent). The total estimate for the cost of capital in this case was $219 per acre
in 1989, based on an assumed interest rate for the equity portion of 7.7 percent and for

“the debt portion of 14.0 percent.

The depreciation and cost of capital estimates together accounted for 75 percent
of OMAF's estimate of the total cost of machinery and equipment for tomatoes. The
remaining costs were for repairs, fuel, and insurance and storage.

On depreciation, there is no reason to think that similar equipment lasts longer
in the United States than in Canada and, with similar prices, total depreciation costs
should also be roughly similar. Depreciation allowances for tax purposes are normally
greater than for economic cost purposes. A comparison of depreciation allowances for
tax purposes in Canada and the United States is included in Chapter VIL

Another way of looking at costs of production is on a cash or a "marginal" cost
basis. In the case of machinery and equipment, this definition would not include either
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depreciation or the opportunity cost of the capital invested by the grower. It would only
include the out-of-pocket costs such as repairs, maintenance, fuel, insurance and storage.

Gasoline and diesel fuel prices are generally higher in Canada than in the
United States. The prices paid by growers are net of a series of federal and
provincial/state rebates. Several price comparisons for competing provinces and states
are shown in Table 8.3. For the four comparisons, the farm price for gasoline after tax
rebates is higher in Canada by a margin ranging from 62 percent to 100 percent. For
diesel fuel, the price is higher after tax rebates in Canada by a margin of 20 percent to
25 percent. Information on government tax rebates for fuel is included in Chapter VIL
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Table 8.3

FARM FUEL PRICES IN CANADA AND THE UNITED STATES, 1990-91'

(CAN¢/L)
January January January January
1990 199 1990 1991
Canada United States
Gasoline
Retail Price 53.8 65.1 33.7 398
Tax Rebates for Farmer 16.3 4.6 77 9.9
Estimated Farm Price 37.5 40.5 26.0 299
Bulk Diesel
Retail Price 51.1 62.2 39.8 43.0
Excluding Tax 4.1 420 20.7 333
British Columbia Washington
Gasoline
Retail Price 66.0 39.2
Tax Rebates for Farmer 15.2 79
Estimated Farm Price 50.8 313
Bulk Diesel
Retail Price 63.1 437
Excluding Tax 40.6 323
Ontario Ohio
Gasoline
Retail Price 56.7 36.0
Tax Rebates for Farmer 15.2 123
Estimated Farm Price 415 2.6
Bulk Diesel
Retail Price 56.6 423
Excluding Tax 38.0 316
Quebec New York
Gasoline
Retail Price 716 40,6
Tax Rebates for Farmer 194 108
Estimated Farm Price 522 29.8
Bulk Diesel
Retail Price 66.3 444
Excluding Tax 47 36.7
New Brunswick Maine
Gasoline
Retail Price 68.7 371
Tax Rebates for Farmer 15.8 111
Estimated Farm Price 529 26.0
Bulk Diesel
Retail Price 60.6 444
Excluding Tax 41.1 337
1. Gasoline is regular unleaded. Both gasoline and diesel prices are for self-serve pumps.

Source:  Canadian Oil Markets and Emergency Planning Division, Ener
Survey, Incorporated, and Petroleum Marketing Monthly, U.S.

Mines and Resources; Lundberg

partment of Energy.
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(©) Chemicals

Chemical fertilizers are an important element in the cost of growing vegetables
and, to a lesser extent, fruits. Fertilizer prices vary from region to region, in part due to
transportation costs from the factory to the point of sale.

In the submissions made to the Tribunal, no evidence was presented to the effect
that fertilizer prices are higher in Canada than in the United States. Indeed, a
submission prepared by Erna van Duren for the Ontario Vegetable Growers' Marketing
Board et al. indicated that fertilizer prices "are generally cheaper in Ontario than in the
U.S. Midwest." On the other hand, the staff study of onions found that fertilizer prices
were somewhat higher in Ontario and Quebec than in New York state.

Many submissions to the Tribunal indicated concern over the price and availability
of pesticides in Canada. Specifically, it was claimed that the price of most pesticides for
horticulture was generally higher in Canada than in the United States and that many
effective pesticides being used in the United States were not available for comparable use
in Canada.

A detailed comparison of pesticide prices in the two countries is not possible due
to the large number of formulations where a particular chemical is available and to the
variability of quantity discounts available to growers. The Working Group Report to the
Task Force on Competitiveness in the Agri-Food Industry (Agri-Food Task Force)
presented price comparisons for over 10 pesticides in 1988 and 1989 and concluded that
"prices of all types of pesticides tend to be higher in Canada than in the United States.
Herbicide prices in Ontario, for example, range from 7 percent to 44 percent higher than
in the United States. Insecticide prices range from roughly comparable versus some areas
of the United States to significantly more expensive compared to o