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RESUME

LE RaLE DES CéRﬁALES DANS LE DéVELOPPEMENT ECONOMIQUE

DE L'OUEST CANADIEN D'ICI 1990

L'objet du présent document consiste 3 analyser la place des
céréales dans l'économie des Prairies et les forces qui influeront
vraisemblablement sur la situation de 1'industrie céréalidre d'ici la fin
de la décennie. La production de céréales dans les provinces des Prairies
s'élédve 3 plus de 7,0 milliards de dollars annuellement, ce qui correspond
3 deux fois la valeur de la production de bétail dans les Prairies et a
plus de 85 7 de la production céréaliére totale du Canada. Dans le passé,
les exportations de céréales ont &té pour le Canada 1l'un des principaux
moyens d'acquérir des devises étrangéres.

L'auteur reléve deux courants d'idée contradictoires au sujet des
perspectives de 1'industrie cér@aliére candienne : certains prétendent que
la croissance de la population mondiale et 1'amélioration des revenus assureront
la prospérité aux producteurs de céréales dans les années a venir, alors que

d'autres craignent que les colits excessifs ménent inexorablement & la faillite

les exploitants agricoles et l'agriculture canadienne en général. Ni 1'une
ni 1'autre de ces propositions ne représente cependant un modéle plausible de
la production céréaliére des provinces des Prairies ou de son rdle dans le
développement de ces provinces durant la prochaine décennie.

Des changements remarquables se sont produits dans la production
céréaliére des Prairies durant la décennie 1970. La production primaire a
évolué considérablement ces derni8res années et, en général, elle est
progressive sur le plan technologique; les agriculteurs sont plus instruits,
la production s'est accrue, et bien que les colits et la dette aient augmenté

rapidement dans bien des cas, les coefficients d'endettement n'ont pas &té




sensiblement modifiés dans 1'ensemble. De plus, le systéme de manutention
et de transport est beaucoup mieux &quipé@ aujourd'hui qu'il ne 1'était dans
les années 70. Les agriculteurs demeurent cependant 3 la merci des caprices
de la température et des fluctuations des marchés mondiaux : les prix de
leurs produits sont entiérement déterminés a l'extérieur du pays et certains
éléments de la production dépendent de la température.

X 1'échelle internationale, le taux de croissance du commerce des
céréales observé au cours de la derniére décennie ne pourra probaﬁlement
pas étre maintenu, tandis que les prix réels des céréales vont sans doute
continuer 3 diminuer graduellement. Contrairement aux sombres prédictions
d'une population croissante exercant des pressions sur les approvisionnements
de vivres, les marchés de céréales subissent, et continueront vraisemblablement
ad subir les pressions d'une surabondance de l'offre. Comme résultat, il faut
s'attendre 3 une continuelle diminution des prix réels. Pour que cette
situation soit modifiée, il faudrait que d'importants changements soient
apportés au commerce mondial des céréales, ou encore que l'un ou plusieurs
des principaux pays producteurs de céréales connaissent des difficultés de
production sérieuses et tenaces.

Comme conséquence, la premiére conclusion qui ressort de cette &tude
est que les céréales des Prairies continueront dans 1'avenir & suivre ﬁn
cours semblable A celui des derniéres années : des prix réels a la baisse
et un degré considérable de variabilité, tandis que le secteur agricole
demeure exposé i de constantes pressions des coluts et des prix. Le plus
important changement a survenir sera un ralentissement de la croissance du
commerce des céréales.

Dans ces circonstances, les auteurs en viennent 3 la conclusion que
la performance de 1'économie du secteur céréalier des provinces des Prairies

au cours de la prochaine décennie tiendra d'abord & la démarche qu'adoptera
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1'industrie 3 1l'échelle locale pour améliorer la productivité et 1l'efficacité.
L'industrie céréaliére des Prairies est trés fortement réglementée. Les
auteurs indiquent certains secteurs oi des changements ou des adoucissements
3 la réglementation contribueraient 3 accroitre la concurrence au sein de
1'industrie, et 3 améliorer la productivité et l'efficacité. La recherche
offre également des possibilités d'améliorer la performance. Le dossier de
la recherche agricole sur les céréales est extrémement favorable, et les taux

de rendement de la recherche sont élevés. Par contre, les dépenses publiques
réelles consacrées 3 la recherche diminuent, tandis que d'importantes lacunes
subsistent. Quant au financement de la recherche provenant de sources privées,
il a traditionnellement été faible, sauf dans des domaines trés restreints.
Ainsi, les fonds consacrés 3 la mise au point de nouvelles variétés de céréales
sont plus contraignants aujourd'hui qu'il y a une décennie, bien que des

fonds plus considérables seraient requis. De méme, les auteurs notent une

grave insuffisance de la recherche sur les sols et sur tous les aspects de la
commercialisation de la production céréaliére canadienne. Les auteurs concluent
enfin qu'il faut davantage mettre l'accent sur l'ensemble des aspects
commerciaux des céréales des Prairies. Il n'est pas certain que notre
dépendance d 1'égard des blés de haute qualité constitue la meilleure stratégie
pour la prochaine décennie, alors que notre dépendance 3 1'égard des pays du
bloc communiste comporte des risques évidents. La coopération entre exportateurs
est essentielle au rétablissement d'échanges et de prix plus normaux sur les

marchés céréaliers mondiaux.



SUMMARY

GRAINS IN WESTERN CANADIAN ECONOMIC

DEVELOPMENT TO 1990

This study analyses the role of grains in the Prairie economy and
the forces which are likely to influence the status of the grains industry
over the remainder of this decade. Grains production on the Prairies
represents over 7.0 billion dollars of farm production which is twice the
value of livestock production on the Prairies and over 85 percent of total
Canadian grains production. Over the years, exports of grain have been a
major foreign exchange earner for Canada.

The study addresses basically two contradictory views that have come
to characterize the prospects for Canadian grains: that world population
growth and rising incomes will produce prosperous times for grain producers
in the years ahead; and that excessive cost pressures are driving farmers
and Canadian agriculture out of business. Neither of these propositions is
considered to provide a plausible model for Prairie grains or their role in
development during the next decade.

The decade of the T0's produced remarkable changes in Prairie grains
production. Primary production has undergone major changeé in recent.yéars
and, generally, is technologically progressive; farmers are better
educated, production has increased, and although many costs and debt have
increased rapidly, overall debt-equity ratios have not changed
significantly. In addition, the handling and transportation system is far
better equipped today to handle the volumes of production than it was in

the 1970's. Farmers, however, remain victims of the vagueries of weather
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and international markets; prices for their products are totally outside
Canadian control, as are the elements of production dependent on weather.

On the international side, the growth rate of grain trade
experienced over the past decade is not likely to continue while the
gradual slide in real prices for grain likely will. Contrary to the dismal
forecasts arising from increasing population pressure on food supplies,
commercial grain markets have been, and are expected to continue to be,
under pressure from supplies. The result will be continued declining real
prices. A major change in the organization of the world grain trade, or
prolonged production problems in one or two of the major grain producing
countries would be required to change this situation.

As a consequence, the basic conclusion of this study is that Prairie
grains will continue on a course similar to that which has been experienced
--declining real prices, considerable variability, and the farm sector
subject to continuous cost-price pressures. The most important difference
will be the slow down of growth in trade in grains.

Under these conditions, it is concluded that the performance of the
Prairie grains economy over the next decade will depend critically on the
domestic approach to the industry in improving productivity and efficiency.
Prairie grains are a very heavily regulated industry. The study indicates
areas where changes in, or relaxation of, regulation would contribute
toward increased competition within the industry, and towards improved
productivity and efficiency. Research also has potential for improving
upon performance. The record of agricultural research in grains has been
extremely favorable, and rates of return to research are high. However,

the real public expenditures on research are leclining, and important gaps

remain; private funding of research has traditionally been small except in

very selective areas. For example; funds devoted to development of new
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grain varieties are more constraining today than a decade ago at a time
when the market signals indicate the need for more funds. Similarly, it is
a conclusion of this study that research on the land resource and on all
aspects of marketing Canadian grains 1is seriously lacking. Finally, the
study concludes that greater emphasis is needed on the overall trade
aspects of Prairie grains. It is unclear that our dependence on high
quality wheats is the correct strategy for the next decade while our
dependence on Communist-bloc countries appears to have inherent dangers.
Exporter cooperation is essential to re-establish more normal trade flows

and prices in international grain markets.




GRAINS IN WESTERN CANADIAN ECONOMIC DEVELOPMENT
TO 1990

R.M.A. Loyns, Colin A. Carter

I. Introduction

The purpose of this study is to analyze the likely role of grains in
the path of economic development of western Canada during the remainder of
the 1980's. Grains are distinguished among other agricultural products
because of their dependence upon the land rescurce and because of their
nistorical role in dominating the prairie economy. Among the resource
industries, agriculture and grain production are somewhat unique: the land
base provides a continuous flow of production over time, and provided
reasonable care is taken, this basic resource is fully and continuously
renewable.

The image of the potential for agriculture and grains in western
Canada is a series of contradictions. On the one side, Malthusian-type
arguments point to the exponential growth in world population and limited
global food supply potential, indicating the spectre of an increasingly
hungry world. In addition, it is often argued that Third world development
will result in ever increasing demand for grains as livestock feed to
provide for the meat consumption that accompanieé develobmént.
Domestically, the grain transportation system i1s being revamped to handle
increasing volumes of grain shipments. These and other signals are held by
many to indicate a very bright future for western Canadian grains and for
western Canadians.

On the other hand, Canada has lost some of its traditional share of

world grain trade and today is increasingly dependent on Communist Bloc

countries for grain sales; importing countries, in particular the EEC and
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Japan, have successfully kept downward pressure on exporter prices and
volumes to the benefit of their own treasuries and producers.
Domestically, costs continue to rise while real grain prices have fallen,
and changes in grain transportation rates are reducing prices received by
farmers for western Canadian grains. Finally, there are concerns that
prairie soils are undergoing important forms of degradation. These factors
and others suggest that the future of grains in western Canada will produce
its share of economic and political issues. Some, if not all, of these
contradictions will be played out as we move through the remainder of the
1980's. Throughout this study, we have attempted to produce evidence and
economic analysis which provides a clearer picture of the probable path of
development of grains to 1990.

At the outset, it is essential to identify what is meant by "grains"
and to provide a sketch of the organization of the western Canadian grain
industry. Grain is used throughout this study to mean cereals, oilseeds
and specialty crops grown in western Canada for human and animal feed
purposes and for industrial uses (Table 1). This classification system is
tailored to western Canada in that it reflects the structure of production
and marketing that is found there; in other regions, the classification of
some crops would be different. For example, corn and soybeans could hardly
be considered specialty crops in Ontario or the U.S. Mid-West, but tbey are
relatively new and unimportant among the set provided, and are considered
specialty crops in western Canada. Similarly, rapeseed and flax would be
specialty crops in other areas, but in the Prairies they are relatively
important from a production standpoint and occupy particular positions in
the marketing institutional framework of the Prairies. The essential
feature of all of these commodities is that they are all field crops grown

on farmland in western Canada.




Table 1

Western Grains and Their Utilization

Group/Crop

Ma jor Uses

1. Cereals
wheat, spring
wheat, durum
wheat, winter
barley

oats

rye

2. 0Oilseeds

rapeseed (canola)

flaxseed
3. Special Crops

corn

soybeans

mustard

peas

lentils
sunflower seed
canary seed

forage and grass seed

bread flour, livestock feed
pastas, pastry flour

bread flour, livestock feed
livestock feed, malt, some gasohol

livestock feed, breakfast products

distilling, rye flour, livestock
feed

vegetable and high quality indus-
trial oils, meal for livestock

linseed 0il, flax meal

livestock feed, distilling,
cooking ¢0il and corn products,
gasohol

vegetable oils, meal for live-
stock, food extenders

condiment
protein starch and fibre,

soups, some livestock feed
soups, food extenders
vegetable oil, meal, confections
birdseed

forage crops, pastures and lawns,
crop rotations
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Another way of viewing the farm commodities in Table 1 is to
consider their positions in the marketing environment. 1In general,
wheat, oats and barley for export and for domestic human consumption are
(price and delivery) controlled by the Canadian Wheat Board (CWB). As a
result, they are usually referred to as "Board" grains. Rapeseed,
flaxseed and rye, as well as wheat, oats and barley for domestic feed are
also partly controlled (delivery quotas) by the CWB and are usually
referred to as "0ff-Board" or "Open Market" grains. An indication of the
relative importance of these crops is presented in Table 2, where the value
of crop and livestock production is reported by province.

The history of development of the Canadian grains industry is an
important component of understanding what exists today, and provides some
indication of the path of probable future development. While it was not
part of the scope of this study to review the important historical develop-
ments, the authors do urge readers to view this report in the context of
the grain industry's evolution. Several publications are available which
provide this perspective. Two recent publications which might be consulted
are Carter! and the Canadian International Grains Institute.2 The former

is a very brief review of the subject while the latter book is a long and

detailed review.




Table 2

Value of Production of Principal Crops and
Livestock in the western Provinces,
1981 and 10 year average

Manitoba Saskatchewan Alberta BleiCre
10 yr! 10 yr'! 10 yr' 10 yr!
1981 av. 1981 av. 1981 av. 1981 av.

-oonouoonoao000.0.coco000ueo$000,000..-oontooo-nocn.ocooooooooooto

All Wheat 588.% ~ 323.6 2,688.0 T1,;878.3 1,M49.8 595.7 i %, i i

Oats 47.1 56. 4 87.5 90.0 128.8 118.3 5.3 4.9
Barley 298.5 162.5 439.1 309.0 864.0 518.9 21.0 14.8
Rye 25.6 9.4 47.8 20.7 45.7 21.3 190, 86
Flax 83.7 68.7 46.8 51.6 et 19.3 PN
Rapeseed 85.7 78.4 212.5 215.7 209.7 211.9 6.3 10.5
Corn us.7 12.6 - - 5.0 3.72 o= s
Sunflowers 42.0 2il .1 1.5 0.7 == = = 2=
Other? 368 6.1 22.5 1.7 10s@ 7.4 s e
TOTAL

CROPS 1,283.5 748.8 3,545.7 2,373.9 2,430.3 1,495.9 49.4 Uu2.1

Livestook  621.7 " 647.6 o IO == e s

1Ten-year average, 1971/81.

°Three year average, 1979/83.

3Includes: Buckwheat, Dry Peas, Mustard Seed.
Sources: Canada Grains Council, Statistical Handbook '82.

Statistics Canada, Quarterly Bulletin of Agricultural Statistics,
Catalogue No. 21-003, 1971/81.




Approach and Qutline of the Report

Certainly there are a number of alternative approaches which could
be taken in analyzing the future role of the grain industry. One general
approach would be a highly quantitative effort in econometric modelling,
forecasting domestic economic activity (including grains), and linking the
domestic results with quantitative models of the world market for grains.
Another quantitative approach would be to simulate various scenarios of
domestic and international outcomes within an input-output framework to
trace provinecial and national impacts. These or other quantitative analy-
ses would, however, require resources considerably beyond those available
to our study.

Our methodology was a more modest effort reflecting the limited
availability of resources and particular expertise of the analysts. As a
consequence, for the quantitative estimates the approach has been to review
recent literature on the domestic and international side of the Canadian
grains industry, and to synthesize from the literature a probable path of
development. In conducting our analysis we have attempted to identify
the major issues affecting the Prairie grains economy, and to identify the
effects of the various facilitators and constraints that . will condition

change in grains in the remainder of this decade. The specific objectives

of the study were:

1. to identify the role of grains in the economies of Canada and
the western Provinces;

2. to identify the significant features of the resource base for
grains production in relation to the next decade;

3. to review the domestic and international market environment for
Canadian grains in the remainder of the 1980's;

4. to analyze the institutional, political and regulatory framework
and its relationship to the role of grains in development; and
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5. to identify the probable path of development of grains to 1990,
and the forces influencing that development.

Readers of this report will note that we make little reference to
the important global issues of hunger, malnutrition and adequate food
supplies for a hungry world. There are a number of reasons for this
omission. The major reason is the time frame for our study--the remainder
of the 1980's. Within that time frame, the press of population on food
supplies under normal climatic conditions is not likely to change. This
implies that production and consumption will be in reasonable balance at
more or less steady or declining real prices. In fact, we argue throughout
this study that real prices are likely to continue to decline. Therefore,
it is likely that the world food problem for the medium term will bemain,
as it has been for decades, a distributional problem and not an adequacy
problem in the global sense. The second reason for omitting this issue is,
perhaps, symptomatic of the distributional problem--Canada deals in commer-
cial grain markets and will likely continue to do so; the fact that food
shortages exist for some of the world's population does not really
influence Canadian grain trade. Food aid shipments from Canada in the form
of cereal grains were about one million tonnes (grain equivalents) in 1976,
and have declined in each of the succeeding five years, so that shipments
in 1981 amounted to only 600,000 tonnes. Food aid activities of this
magnitude have a negligible impact on our commercial transactions and are
unlikely to have any influence on production or marketing variables within
Canada. Consequently, the discussion i1s focussed on those grain markets

which determine conditions for Canada and the grain industry in the
Prairies, commercial grain markets.
The outline of this report is as follows: the next section provides

a descriptive analysis of the role and magnitude of the western grain
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industry in the Prairie and national economy. The third section discusses
the resource base and inputs used in grains production. The fourth section
discusses in detail the institutional and regulatory framework of the
Prairie grain industry, and provides an indication of some of the major
political forces that influence it. The subsequent section reviews recent
studies of world supply and demand projections, and some of the domestic
implications of these. Finally, the summary and conclusions section
attempts to bring all the preceding discussion together in indicating the
probable path of development of western grains in the context of the domes-

tic and international environment for grains.
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FOOTNOTES
1Colin A. Carter, The System of Marketing Grain in Canada. (Winnipeg:

Extension Bulletin 82-2, Department of Agricultural Economics, University
of Manitoba), 1983.

2Canadian International Grains Institute. Grains and Qilseeds:
Handling, Marketing, Processing, (Winnipeg: Canadian International Grains
Institute), 1982.
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II. THE ROLE OF GRAINS IN THE WESTERN PROVINCES

As the era of the fur trade gave way to agricultural production
during the mid 1800's in western Canada, grains, primarily wheat, became
the vehicle of economic development. Railway construction, land settlement
policy, immigration, trade and tariffs were all geared to opening up the
untapped potential for grain production on the Prairies, and creating a
domestic market for manufactured goods from eastern Canada. For decades
wheat was King on the Prairies and it occupied a position of prominence in
politics, trade policy and the Canadian image.!

Since the Great Depression, wheat has lost some of its stature
within agriculture, and other grains have grown in importance. In addi-
tion, other sectors in the west have outgrown grains so that wheat and
grains no longe; possess their historical stature in economic and political
terms. They are, however, still important.

The objective of this section is to identify the sizeand natureof
recent developments in the western grains, oilseeds and special crops
sector. The characteristics of the grains sector will be compared to those
of western Canadian agriculture, to livestock, to Canadian agriculture
generally, and to the Canadian economy as a whole.

Although the focus of this study is western Canada, the discussion
Wwill usually exclude British Columbia. While B.C. livestock are a
significant source of demand for Prairie feed, and the two major ports on
the Pacific Coast (Vanzouver and Prince Rupert) handle a large and
increasing share of Canadian grain exports,2 British Columbia produces a

very small amount of grain, mostly feed grains, and is not likely to
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significantly increase its production. As a consequence, in the discussioﬁ
which follows, B.C. data will not generally be presented, and the essential
data and discussion of the grain industry will relate to the three Prairie

provinces.

Prairie Grain Production

Table 2 in the previous section and Table 3 provide value and volume
measures of grain production in 1981 and their averages for the preceding
decade.

Wheat is the largest single crop by volume and value in Saskatchewan
and Manitoba, but barley volume usually exceeds wheat volume in Alberta.
Barley is the second largest crop in Manitoba and Saskatchewan with rape-
seed (canola) a distant third in each province. Manitoba is the most
diversified in its production of crops, with corn and soybeans beginning to
appear in southern Manitoba. The value of livestock production in Manitoba
is about the same as in Saskatchewan, but proportionately more important in
Manitoba. Alberta is the most diversified in terms of crops and livestock,
with livestock value approaching the combined value of wheat and barley
production. Saskatchewan is by far the most specialized province with the
specialization being, as it has been over thé decades, in the production of
Canada's traditional high quality wheat. Livestock (primarily cattle)
production is large in Saskatchewan, but is overshadowed by grains
production.3

The overriding factors which determine these important differences
between the three Prairie provinces have been climatic conditions and soil

types. In general, Saskatchewan has a huge dryland base upon which to

produce high quality wheat with less risk and more returns than alternative

crops. Climate and topography in Alberta favor livestock and barley
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Table 3

Volume of Production of Principal Crops
on the Prairies,
1981, 10 year average

Manitoba Saskatchewan Alberta
1981 10 yr.! 1981 10 yr.! 1981 10 yr.
av. av. av.
teeescrrcsevesensss 000 LONNESeterreveracersccansns
All Wheat 3,326 8,336 14,288 11,450 6,221 4,103
Oats 463 o 817 1,086 1,249 1,282
Barley 2,330 1,644 3,331 3,085 6,967 5,182
Rye 175 82 330 183 320 187
Flax 262 245 150 186 56 67
Rapeseed 306 298 748 818 760 803
Corn 432 110 = = 30 6°
Sunflowers 1M 91 4 4 - 0
Forage Seed 9 i 5 4 1 13
Other’ 142 78 68 59 29 30
TOTAL 7,616 5,568 19,741 16,875 15,643 11,774
1Ten-year average, 1971-1981.
2Three-year average, 1979-1981.
3Includes: Buckwheat, Dry Peas, Mustard Seed.
Source: Canada Grains Council, Statistical Handbook '82.
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production, and hence, the greater significance of barley. Manitoba, with
its diversity of soil types and climate, can support more diversified crops
as indicated by the increase in acreage of sunflowers in the 1970's and
corn in the early 1980's.

Another significant factor in determining crops and cropping
patterns in the prairies has been the regulatory framework. As discussed
later, Canada has established and maintained a reputation for high quality
wheat. Varieties development, quotas, and government priorities have
concentrated over the years on high quality wheat. Consequently, wheat and
the province of Saskatchewan have been in a favoured position. Manitoba
farmers, because they could diversify, and because they have somewhat more
direct access to U.S. and European outlets for special crops, responded by
producing sunflowers, mustard, canary seed, and now corn and some soybeans.

These data indicate that crop production on the Prairies has been
increasing, but the provincial differences in growth are considerable.
Alberta has had the greatest growth during the 1971/81 period and it has
been sustained; the index of production for crops in Alberta indicate a
doubling of real production value between 1971 and 1981, with a large
component of the increase coming in (winter) wheat. Manitoba production
has increased 50 percent since 1971 but has been moré variablé éhan
Alberta's. During this period, Manitoba reduced its summerfallow acreage
to half the pre-1970 level (under 600 thousand hectares in 1982), which
represents about 14 percent of Manitoba's cropped land. Alberta reduced
its summerfallow by about 25 percent in the decade up to 1981, but

summerfallow still represents about 26 percent of Alberta cropped land.
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Saskatchewan's crop production in absolute terms grew about the same
amount as Manitoba's, but due to the much larger land and productién base,
the growth rate was small (total growth in the value of real production of
only 22 percent between 1971 and 1981). Saskatchewan production has
continued to vary between years in response to climatic and market
conditions, and while Manitoba and Alberta have reduced summerfallow
substantially, Saskatchewan has maintained a reascnably constant and high
proportion of its crop land in summerfallow (over 35 percent). To place
the significance of Saskatchewan summerfallow in perspective, consider that
it exceeds total cropped acreage in Manitoba by 2.0 M hectares, and is
within 2.0 M hectares of Alberta's cropland; alternatively, it represented
over 20 percent of the total cropped land in Canada inA1982. These
comparisons illustrate that the three Prairie provinces are very different
in their basic resources and production characteristics. The Prairie
region i3 anything but a homogeneous production unit.

Tables 4 and 5 place prairie grain production in the context of
crops and livestock production across Canada. Clearly, grains production
in Canada is Prairie dominated except for corn and soybeans production in
Ontario. However, the relatively rapid increase in feed grain production
in eastern Canada in the past few years has slightly reduéed the doﬁinénce
of the west. Table 5 indicates that the west has slipped relative to
eastern Canada in both grains and livestock production. It also indicates
that the dominance of grains and livestock are approximately reversed in
the east and west; overall in Canada, the total value of grains and live-

stock production at the farm level are about equal, but the grains tend to

be located in the west and livestock in the east. This generalized loca-

tional difference has some important economic implications.
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Volume of Production of Principal Crops
Prairies and Canada
1981, 10 year average
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Prairies Canada Prairies
as % of Canada
1981 10 yr.! 1981 10 ye 1981 10 yr.
av. av. av.
coecssncoss’000 toNNES.cttececnnnns
All Wheat 23,835 17,889 24,802 18,680 96.1 95.7
Oats 2,529 3,146 3,188 4,014 79.3 78.4
Barley 12,628 9,91 13,724 10,594 92.0 93.6
Rye 825 452 927 oil2 89.0 88.3
Flax 468 499 468 AR08 100.0 100.0
Rapeseed 1,780 1,899 1,837 1,958 96.9 97.0
Corn 462 116 6,743 4,086 6.9 2.8
Sunflowers 175 9% 175 95 100.0 100.0
Forage Seed 25 23 31 31 80.6 T4.2
Other® 239 167 246 178 97.2  93.8
TOTAL 43,000 34,213 52,141 40,647 82.5 84.2

1Ten-year average, 1972/81.

2Inclucles:

Buckwheat, Dry Peas, and Mustard Seed.

Source: Canada Grains Council, Statistical Handbook f82.
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Table 5
Value of Production of Principal Crops and Livestock
on the Prairies and Canada,
1981, 10 year average
Prairies Canada Prairies
as % of Canada
1981 10 yed 1981 10 ged 1981 10 yr.]
av. av. av.
Sromte e e BT b8 w0 wds

All Wheat ¥ 6.3 2,593.0 4,593.1 2,780.5 96.7 96.0
Oats 263.4 264.7 355.6 395261 741 75.0
Barley 1,601.6 990. 4 1,746.0 1,062.6 91.7 93.2
Rye 119.1 51k 133.3 58.0 89.3 88.6
Flax 147.6 139.6 147.6 139.6 100.0 100.0
Rapeseed 507.9 506.5 514.2 516.5 98.8 98.1
Corn® 50.7 15.7  885.4  4T4.6 5.7 3.3
Sunflowers 43.5 1.8 43.5 278 180.0 100.0
Other > 69.1 36. 4 T1.4 38.1  96.8 95.5
TOTAL 7,239.5 4,618.6 8,490.1 5,364.4 85.3 86.1
Livestock 2,969.0 2,073.4 8,964.0 5,853.6  33.1 35.4

1Ten-year average, 1972/81.

2Ten-year' average for Manitoba crop production.

average, 1979-1981 for Alberta corn production.
3Includes Buckwheat, Dry Peas, Mustard Seed.

Sources:

Canada Grains Council, Statistical Handbook'82.

Three year

Statistics Canada, Quarterly Bulletin of Agricultural Statis-

tics, Cat. No. 21-203, 1971/81.
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Since grains tend to be exported (from the production region or from
Canada) in a raw form, the associated economic activity or multipliers tend
to be concentrated at the input end of grains production, but contributions
of grains to Canada's balance of payments is significant (Table 6). On the
other hand, livestock product exports are much less important than grains,
but the distributing and processing of livestock create considerable value-
added in post farm-gate industries in Canada. Since the producers of many
farm inputs, and the inputs for grain production are located outside the
Prairies, and there is a larger share of the livestock industry in Ontario
and Quebec, the Prairie region likely experiences a less than proportionate

share of economic activity derived from its grains production.

Farm Cash Income

Tables T7a to Te summarize the last 20 years of cash income
(receipts) to western Canadian and Canadian farms. These data provide
considerable detail on the source of income, particularly in grains, but
the expenditure components are not given since disaggregated data by
commodity or farm type are not available. Farm cash income for "Wheat,
Qats, and Barley" are combinations of the initial payments made by the CWB
within the year of sale, and revenue from sales other than to the CWB.
"CWB Payments" are final payments made by the CWB in a suSsequent ieaé to
raise producer prices from the initial price to the final price received
for the grain.

Using the data in Table 7e (Canada) for discussion purposes, it is
apparent that the income flow to farmers associated with grain is a complex
of CWB payments, stabilization payments (offset by levies), crop insurance,
deferred and advance payments. There are several policies and programs

associated with grain sales at the farm level in western Canada.
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Table 6

Exports of Principal Grains and Oilseeds,
Unprocessed and Processed, 1982

Unprocessed
Unprocessed Processed Total Total

'oooooooo'o.$000’000-000000000000 o-oooo%oooo

Wheat 4,286.7 T5n3 4,362.0 98.3
Qats 18.9 n/a 18.9 n/a
Barley 886.3 131.8 T, O 871
Flax 136.9 2.0 138.9 98.6
Rapeseed 419.3 30.3 449.6 93.3
Other Cereal 215.6 245.4 461.0 46.8
TOTAL 5,963.7 484.4 6,448.5 92.5

Source: Statistics Canada, Exports, Catalogue No. 65-202,
1982.
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The initial-final payments scheme administered by the CWB is part of
the pooling of sales revenue which is intended to provide equal return for
identical grain sold within the crop year. This has the effect of
stabilizing returns to farmers within the year and reduces the need for
farmers to make price decisions. Since prices (initial and final) for a
given year are constant, the within year price variation is reduced.
Looking at the change in final payments over the years indicates several
significant features. First, final payments are usually relatively large--
the initial payments are most often set well below prices which are
realized; federal contributions in support of initial prices have been
infrequent and small. Second, it éppe;rs that final payments have
declined relative to initial payments indicating that initial payments have
become somewhat better indicators of market conditions. However, in wheat,
the 1971-81 average ratio of initial payments to total payments was about
.82. The lag in transmitting signals and grain revenue is significant.
Finally, there is contradictory evidence on the impact of final payments on
stabilizing between-year revenue variation. In the case of wheat, there
has been a tendency for final payments to increase as initial payments
increased, while in barley, the reverse is true. It is unclear whether the
between-year stabilization effect is from positive or negative correlations
between initial prices and final payments but the series moving in opposite
directions indicates that both cannot be stabilizing.
The Western Grain Stabilization program is a Federal government-
producer shared contributory program. It was initiated in 1976, and estab-
lishes a stabilization fund by collecting one percent of the value of

eligible sa’esH# (up to a limit) from producers, with the Federal government

contributing two percent. Payouts are made if average cash flow from grain

sales, adjusted for cost changes over time, is below the previous five-year
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average. Two payments have been made--1978 and 1979--in years of rising
gross income. The payments were triggered because of the high five-year
base associated with the high grain prices in the mid 1970's and the rapid
rise in production costs which followed. This program will serve to even
out grain cash flow over time, but the overall effect is likely to be small
and more important as a macro variable than in influencing individual
farmer behavior.

Crop insurance payments are receipts from provincial programs
covering crop losses due to drought, frost, pest damage, hail, drown-outs,
etc. These programs have been in existence since the mid-1960's and play a
significant role in reducing natural risks in grain production. For
example, during the 1980 drought in southern Manitoba and eastern
Saskatchewan, crop insurance payouts approaching 190 million dollars were
made. Since the payments were concentrated in the drought area, their
micro impacts are likely quite different from similar amounts spread among
producers over the entire province or provinces.

CWB Net Cash Advance Payments refer to payments administered for the
Federal government by the CWB which provide interest-free funds to farmers
for farm stored wheat, oats and barley. Payments are recorded as net,
because at every point in time funds are being disbursed to some farﬁers
and are collected from other farmers as deliveries are made. The effect of
this program is to improve cash flow for farmers when deliveries through
the CWB are slow. Payments represent only a speeding up of revenue
generation on the portion of sales made by farmers through the CWB, and are
net revenue generating only to the extent that improved cash flow may

reduce interest costs elsewhere within farms or the industry.
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Aggregatively, the numbers are small and likely have negligible influence
on the grain industry.
Deferred Grain Payments refer to the opportunity, under Canadian
Grain Commission regulations and the Income Tax Act, to accept a storage
ticket on grain delivered into the handling system rather than cash. The
rationale i3 to postpone revenue in CWB grains, and postpone revenue or
speculate on price changes on non-Board grains. This instrument appears to
be without precedent in other agricultural markets. If payment 1is
deferred, the opposite of cash advances will occur; payment will be
realized at a later date. The data indicate that the value of deferred
payments is large, and that they are picked up in the subsequent year's
revenue. For the producer, the role of deferred payments is financial
management. For the industry, the movement of unsold grain into the system
can have two effects: it permits markets to be served despite producers'
desires to delay sales and for commodities traded on the futures market, it
may result in increased hedging pressure which may change bases.
Another aspect of the farm income picture which might be discussed
here is the size and distribution of transfer payments in the grains
industry; however, this issue will be dealt with in the fourth section of

this report.

Grain and Input Prices

Canadian grain prices are, for the most part, internationally
determined. The method of regulating CWB grains and some of the methods
used in Domestic Feed Grains pricing insulate Prairie grains from inter-

national forces but, over time, Canadian prices must follow those estab-

lished in international trade. Table 8 provides point indicators of nomi=-

nal and real prices over the past 20 years for Canadian wheat, barley, corn
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and rapeseed. Because of their longer term correlation with ihternational
prices, they can also be used as indicators of the general path of world
trade prices.

Nominal prices were relatively steady throughout the 1960's, dropped
significantly in the early 1970's, then rose dramatically in 1973 through
to 1976. 1In nominal terms, recent grain prices are at all time highs. The
smallest increases (and decreases) in nominal terms have occurred in feed
grains; over the 20 years examined, wheat prices nearly tripled. 0ilseed
prices have almost quadrupled between 1961-81 reflecting the increased
demand for protein feed sources around the world. Part of the increase in
grain prices in Canada since 1976 has been due to the decline in the value
of the Canadian dollar in relation to other currencies. For most of the
latter half of the 1970's, the U.S. and Canadian dollars were weak in
relation to most currencies, providing upward pressure on North American
export prices. With the strengthening of the U.S. dollar in the past two
years, this process has reversed somewhat; however, the Canadian dollar is
lower today in relation to the U.S. dollar than it was throughout the
1970's. Consequently, Canadian grain prices have been supported by the
decline in value of the Canadian dollar.

The data on so-called "real"™ grain prices gives a different pictﬁre.
Two measures of real prices are gliven in Table 8. The Real Price (Inputs)
deflates nominal prices by an index of input prices to provide a rough, but
biased®, estimate of prices after increase in production costs have been

removed. The Real Price (CPI) deflates nominal prices by the All Items

Consumer Price Index to estimate (probably unsatisfactorily) grain prices

after the effect of inflation has been removed. In real terms, all prices

except rapeseed declined between 1961 and 1981. Prices were extremely low
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in 1971 in the midst of a world glut of grain, and they rose significantly
through the high price period between 1973 and 1976. The price of wheat is
higher in real terms today than in 1976 but lower than in the 1960's. The
data do suggest, however, that depending on how much bias one might attach
to the deflators, the decline in real prices, while genuine, may be
relatively small. This is consistent with Martin and Brokken, who found
that for the past 125 years real maize prices have shown no trend but real
wheat prices have displayed a downward trend. Reference to the World Bank
real price series in Figures 1, 2 and 3 clearly show that real prices have
fallen in the past 30 years. Rapeseed has been the exception to this
pattern, with only moderate declines in 1971, a large increase in the early
1970's, and maintaining its 1960's levels recently. These data dd support
the argument that very tight and unusual world trade conditions are
required to reverse the downward slide of real grain prices.

Table 9 provides additional comparisons of input prices and product
prices. The most rapid rise in input prices occurred between 1973 and 1974
but was cushioned by rising product prices. Despite the rapid rise in
costs and some production problems in 1974 and 1975, the 1973-76 period was
extremely buoyant for Prairie farmers and farm related industries. Net
farm incomes set records, machinery sales boomed, 1land prices - soared,
pesticide and fertilizer sales took off, and the beginnings of a new era in
Prairie agriculture were established on the basis of the new=-found funds
that existed in those years.

Costs and prices have continued to rise in the 1980's, but for the
first time in over a decade, input prices dropped in 1982 (fertilizer and
interest rates primarily). If the data can be believed, input prices rose
in western Canada slightly more than in Canada as a whole, probably

reflecting the importance of petroleum-based inputs in the mix of western
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Figure 3
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inputs. The data also indicate that product prices have risen more in the
west than in Canada as a whole. If any significance can be attached ta.
this observation, in 1981 input and product prices in the west had in-
creased approximately the same amount.

All of these observations point to the general conclusion that the
1970's produced a significant boom in the western Canadian grain economy,
but still favorable conditions have carried on into the 1980's. Of course,
these generalizations have exceptions, such as drought in a wide spread
area in 1980, frost in Saskatchewan in 1982, large grain inventories in
1978, and so on. However, western grain production has entered the 1980's
in a reasonably healthy state; it has undergone a major technological

change, and up to 1982 and 1983, has continued to improve its financial

position.

Farm Asset and Debt

Farm debt has grown rapidly in the past decade. This situation,
along with the widely publicized farm bankruptecies in 1981-83, has been
used by farm organizations and politicians to provide a public picture of
an agricultural industry in serious financial trouble. A popular
argument against changes in the statutory freight rates on grain was that
increased freight rates would drive already financially troubled grain

producers out of business, implying part of Canada's grain production would

disappear.
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Table 10 shows that the magnitude of farm debt has certainly in-
creased, and that it has increased very rapidly. At the national level
(the only available data), total farm debt increased slowly in the early
1970's, averaging about 5.0 billion dollars from 1971-73. By 1981, debt
had increased three and one-half times to over $17.0 billion. However,
during this same period farm capital and equity increased proportionally
more. Farm capital has increased from about $24.0 billion, and farm equity
from over $19.0 billion in 1971, to $130.0 and $113.0 billion in 1981,
respectively. As a consequence of these relative changes, the debt-equity
ratio in Canadian agriculture has declined from over 20 percent in the
early 1970's to 15 percent in 1981. This aggregate debt=-equity ratio
continued to decline as the publicity which focussed on financial problems
within the industry increased. Although these data represent all Canadian
farms, an alternative analysis of crop production (Canada) with different
data showed the same trend. Consequently, in Canada the relative size of
farm debt has declined, and there is no reason to expect the situation in
Prairie grain production would be any different.

A major reason that capital, equity and debt have risen rapidly in
Canadian agriculture has been the rapid rise in farmland prices (Table 11).
Estimates of the levels of Prairie farmland prices vary, Sut they iﬁdiéate
that land prices are very responsive to the relative health of the grain
market, and that the 1970's produced a boom in farmland prices. Compared
to farmland in U.S. grain producing states, Canadian prices generally
started lower in the 1960's and have increased more as a consequence of the
favorable grain markets in the 1970's (Table 12).6 Increases in land
prices in Alberta and Manitoba appear to have been similar since 1971

although Alberta prices are considerably higher than Manitoba's.



Table 10

Canadian Farm Debt-Equity Ratios,

1971/81
Year Gross Farm Capital Farm Debt Equity Debt/Equity
................... O[T E, & paoido c oo B0 0 0

1971 23,882,011 4,564,296 19,317,715 .24
1972 26,224,685 4,830,767 21,393,918 .22
1973 31,658,050 5,557,025 26,101,025 2
1974 39,819,361 6,529,713 33,289,648 .20
Ui 48,283,092 7,828,690 40,454,402 .19
1976 57,038,382 9,057,948 47,980,434 .19
1977 64,529,042 10,306,717 54,222,325 .19
1978 76,864,888 12;013,367 64,851,521 .18
1979 95,350,399 14,156,476 81,193,923 17
1980 117,037,690 15,875,876 101,162,000 « 16
1981 130,387,708 17,352,454 113,035,000 <18
Source: Statistics Canada, Cansim Data Base.




Table 11

Farmland Prices on the Prairies and
Selected U.S. States
1963-1981 and 1970-1979

Manitoba Saskatchewan Alberta North Dakota Iowa

Stat. UM° Stat, stat, M2 U.S.D.A. U.S.D.A.

Can.. ' Can. Can.

SLELRTE B¥sNeNeVsL ol 00\, 5179\ s Lra LA dw Bie dvais seCs 9% b D A CTIG i o wiws s hiiw: eleru et wlel vile (Sfe 1o lekePele To XeTe o) ok
1961 54 - 37 51 e - —
1962 55 - 40 54 5 S i
1963 59 - 47 59 - - -
1964 66 - 55 66 = = =
1965 75 - 66 76 == == -
1966 82 - 76 84 ol A = -
1967 91 - 84 94 = = =
1968 97 - 86 102 - g s
1969 90 -- 76 100 - == s
1970 84 - 70 g2 - 94 392
1971 83 56 69 93 68 98 L1y
1972 83 60 69 94 83 108 466
1973 95 75 80 106 92 144 597
1974 121 105 100 136 119 195 719
1975 138 131 130 166 145 228 303
1976 161 199 158 183 177 258 1,219
1977 172 220 166 190 213 273 1,268
1978 198 241 192 205 269 306 1,458
1979 218 283 223 284 324 352 1,706
1980 == 326 279 - 386 pes 2a
1981 - 372 3453 - Hyuy . -

1

Based on a survey of farmers. Discontinued in 1980.
2

Farmland prices 1971-1981, average price of all bona file sales

exceeding 40 acres.

3
Farmland prices 1980-81, survey of transactions collected by

Saskatchewan Land Bank Commission.

Sources: Statistics Canada, Agricultural Division, Farmland Price

Series.
Dr. D.F. Kraft, Department of Agricultural Economics,
University of Manitoba.
Unsourced U.S.D.A. table.
Saskatchewan Department of Agriculture, Farm Business.
Alberta Agriculture, Management Section.
Agricultural Real Estate Values in Alberta, 1971-81.
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Table 12
Indexes of Farmland Prices on the Prairies and

Selected U.S. States
1961-1981 and 1970-1979

(1971 = 100)
Manitoba Saskatchewan Alberta North Dakota Iowa
Stat. UM Stat. Stat. UM U.S.D.A. ° U.S.D.A.
Can. Can. Can.

1961 65 - 54 55 - 60 60
1962 66 - 58 58 - 61 62
1963 AL - 68 63 - 65 63
1964 80 - 80 {7 - 69 66
1965 90 -- 96 82 - 72 69
1966 99 - 110 90 - 78 el
1967 110 - 122 101 - 83 86
1668 1T - 125 110 - 88 : 91
1969 108 - 110 108 - 96 96
1970 101 == 101 99 - 98 99
1971 100 100 100 100 100 100 100
1972 100 107 100 101 118 105 105
1973 114 133 116 114 135 N~ 122
1974 146 187 145 146 175 160 163
1975 166 233 188 178 213 219 202
1976 194 355 229 197 260 256 253
1977 207 392 241 204 313 288 342
1978 239 430 278 220 396 305 356
1979 263 505 323 305 476 3 409
1980 - 582 404 - 568 389 478
1981 - 660 500 - 653 425 516

Indexes are simple arithmetic transformations from Table 11 with
1971=100.
2
Indexes are derived from USDA figures.
on a survey of farmers, discontinued in 1980.

Sources: Statistics Canada, Agricultural Division, Farmland Price
Series.

Dr. D.F. Kraft, Department of Agricultural Economics,
University of Manitoba.

United States Department of Agriculture, Agricultural
Statistics, 1961/82.

Saskatchewan Department of Agriculture, Farm Business
Management Section.

Alberta Agriculture, Agricultural Real Estate Values in
Alberta, 1971-81.
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Saskatchewan prices appear to be slightly lower than in Manitoba and have
increased somewhat less than the other two provinces. In view of the high
proportion of summerfallow in Saskatchewan and its stability over time, it
may be somewhat surprising that Saskatchewan farmland prices have behaved
as they have.

Overall, these farmland price increases have been large. Although
they may not be realized by farmers, they do reflect increases in wealth,
and, obviously, borrowing power. While the conclusion reached above on the
declining burden of farm debt might require some qualification because of
the difference between realized and book wealth,7 we do not view this as
the most important implication of these data. It is the distributional
aspect of debt discussed below which is most important to the health and
development of agriculture. This is the same argument which is gaining
some acceptability among economists and policy makers dealing with the farm
income question--that adequacy of farm income and rates of return within

agriculture tend to be superficial in aggregates, and depend upon who is

earning them.8

The bankruptcies issue has received wide public attention since
1981. Table 13 summarizes all farm bankruptcies by the major provinces
from 1979-83, with a disaggregation for field crop farms. Bankruptcies
have certainly increased in recent years, and the increases are coincident
with the period of high interest rates; however, costs are only one factor
causing the increase in financial problems. Many of the failures appear to
have also been attributable to market conditions in the livestock sector,
cropping problems in individual situations, and over expansion in other
cases. The Prairies had 78 out of the 410 bankruptcies in 1982 and 121 of
390 to October of 1983. Prairie crop farmers generally avoided the

increase in financial foreclosures until 1983 when over one-third of the
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bankrupﬁcies have been in crops. It is recognized that official
bankruptcies do not totally reflect financial problems in the industry.

Other than the individual hardship (for the farmers and unsecured
creditors) which are associated with financial collapse; the most
significant aspect of these bankruptcy records is the smallness of the
numbers. Even though they tripled for Canada between 1979 and 1982, farm
bankruptcies in 1982 were still only 0.13 percent of the total number of
farms. The increase from one (1979) to 47 (1982) in Manitoba represented
only 0.16 percent of Manitoba farmers in 1982. Consequently these data and
the other debt data presented above do not present a picture of an industry
on the brink of financial collapse. Many préducers have had problems, some
have failed and others may still fail as a consequence of problems
experienced over the past five years. Unlike most other industries,
financial failure within agriculture represents primarily a change in
ownership and control of the same resources, not a net loss in production.
At the rates of failure that have been experienced, neither do they give
rise to a perceptible change in the structure of production. As a result,
while the increased financial squeeze on some farmers in the early 1980's
has been severe, the aggregate situation is considerably different.

The Key issue, then; is the distributional aspecf of debt énd-how
that may influence land transfer, ownership of agricultural facilities, and
future production within agriculture. The distribution of debt within
agriculture is extremely skewed. For example, in 1981 in Saskatchewan,
about one-third of the farmers had no debt, another one-third of farmers

had debts of $25,000 or less while the remaining farms held most of the
debt. Presumably the farmers with most of the debt are young or beginning

farmers.
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Because land 1is so important to grains production, debt is
particularly important in grains. Over the long term, this situation may
have an impact on regeneration of the grain industry, both in terms of the
rate of change, and who is part of the change. Those already in the
industry, or their offspring have an advantage in beginning or expanding
farming operations. Tax, credit, farmland ownership and other policies by
governments reinforce these advantages. Regeneration is increasingly
becoming internalized to the existing structure of farmers. That this
situation will improve or reduce Canada's ability to produce is unclear,
although 1t might be asserted that the need or desire to optimize
(production, input use, marketing opportunities), and the willingness to
take risks are partly conditioned by pressures of making paymedts and
servicing debt.

Although there are no research results to support the hypothesis,
production practices and production have changed more in Alberta and
Manitoba in the 1970's than in Saskatchewan partly due to the fact that the
turnover in farms was much greater than in Saskatchewan. This is, however,
a policy issue of more social consequence than it is of consequence to

growth in the grains industry on the Prairies.

Grains and Economic Activity

Tables 14 and 15 provide separate measures of the importance of
grains and agriculture in the provincial, Prairie and Canadian economieé.
Table ju compares grain and agricultural sales with Gross Provincial Pro-
duct and Gross National Product. These data do not provide shares of GPP
or GNP since the recording of only sales data results in double counting in

a national accounting framework. They are, however, the only direct way to
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separate grains from agriculture. Table 15 uses the national accounting
definition of agriculture and provides comparisons between provinces and
with other sectors.

In Manitoba and Alberta, grains represent half of agricultural
output, and represent 7.9 percent and 4.5 percent of GPP, respectively.
Four-fifths of agricultural production in Saskatchewan consists of grains,
and the importance of grain in Saskatchewan in terms of GPP is five times
greater than in Alberta and three times greater than in the province of
Manitoba. Because of these large provincial differences, the Prairie
averages (63 percent relative importance of grains in agriculture and 8.2
percent against average GPP) do not provide a representative picture of the
importance of grain in the Prairies. For Canada, grain accounts for about
36 percent of all agricultural production, while agriculture sales and
grain exports represent only 5.6 percent and 2 percent of GNP,
respectively. Viewed in this context, grains might be considered to be of
major importance only in Saskatchewan, and relatively unimportant at the
national level. This is, however, an incomplete view.

Another aspect of the importance of agriculture is illustrated in
Table 15 where three of the resource sectors are compared with manufac-
turing in the provincial and national accounts for 1981. Manufacturing
represents a greater proportion of GPP in Manitoba and Alberta than does
agriculture, but manufacturing 1s of much less importance than agriculture
in the Saskatchewan economy; on the Prairies as a whole, agriculture and
manufacturing are about equivalent in their contribution to GRP (Gross
Regional Product). Mining, including oil and gas production, dominates in

Alberta, but mining contributes only half as much 21s agriculture to GPP in

Manitoba and Saskatchewan; on the Prairies, the influence of Alberta

dominates, with the share of GRP attributable to the mining sector being
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twice that of agriculture. Forestry is relatively unimportant in all of
the Prairie Provinces. For Canada as a whole, manufacturing accounts for a
fifth of GNP, while mining and agriculture represent only 5.7 and 3.3
percent of GNP, respectively. Consequently, with the exceptions of
forestry and mining in Manitoba, the natural resource-~based sectors are of
much greater relative importance to the Prairie provinces than to Canada
generally. Agriculture and grain are the dominant factors in the Manitoba
and Saskatchewan economies, respectively, while oil and natural gas
dominate in Alberta. Manitoba is the only Prairie province with a large
manufacturing base, and much of that is agriculturally related.

One other important feature of the grains industry is its contribu-
tion to exports and foreign exchange earnings. Table 24 in section IV
shows that the (positive) contribution of grains to the merchandise trade
account has been large and important. Of the cumulative net trade balance
of $12.2 billion in the years between 1971 and 1980, agricultural trade

contributed $10.9 billion dollars, of which grains represented about 75
percent.b As a result, grains have been a major contributor to foreign
exchange earnings even though the majority of grain exports are in the raw

product form and represent limited value added past the farm gate.

Farms and Farm Size

Table 16 provides census year estimates of the number of farms and
size of farms on the Prairies between 1961 and 1981. The data indicate
that there has been a steady decrease in the number of farms and a steady
growth in average farm size. Alberta has retained its farmer numbers to a
greater degree than have the other two provinces and as a result, the
province has experienced the smallest increase in farm size. During this

same period, farm population on the Prairies has declined from about
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766,500 to 480,800, Manitoba has experienced the greatest proportionate
loss in farm population and farm numbers of the three provinces.

By themselves, these data have little significance to the purpose of
this study. Obviously, even though farm populations and farm numbers are
declining, the basic structure of farming on the Prairies in terms of
number and size distribution of producing units has not fundamentally
changed. More importantly, the cropped area has not changed significantly
over the past 20 years; Manitoba has increased its cropped acreage, while
the cropped acreages in Saskatchewan and Alberta have fallen slightly
resulting in a very small net decline for the Prairies as a whole. As a
result, the production base for Prairie grains remains much as it has been.

The quality of the land base and the potential for expansion are discussed

in the Section III.

Inputs for Prairie Crop Production

As a final measure of the role of the Prairie grain economies, we
present some of the trends in inputs used by farmers. The value of pur-
chased inputs (pesticides, fertilizers, fuels and seed) has undergone the
most change, while the structure of the capital base, particularly in terms
of machinery and equipment, has also undergone major change in the 197Q's.

The values of inputs used in crop production provide a measure of
the size of the input supply, production and distribution sectors as they
relate to the Prairies. Fertilizer, pesticides and seed have shown the
greatest growth while machinery and equipment, and land inputs have also
increased dramatically. Part of these value increases are due to price

increases, especially in the case of land; however, they are also

oceurring as a result of fundamental changes in farming practices over wide

areas of the Prairies. Such changes include movement toward larger and
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more convenient machinery, improved grain handling and storage facilities,
improved farm buildings and shelter for equipment, and greater use of
variable inputs. As a result of these ongoing changes, the grain industry
has changed dramatically. At the same time, these changes have been
accompanied by a dramatic increase in interest payments as a proportion of
total production costs. This relative increase in interest payments from
less than nine percent of total production costs in 1961 to over 15 percent
in 1981, and the subsequent decline of about 14 percent in 1982 was, of
course, exacerbated by the record high interest rates of the late 1970's
and early 1980's; most of the increase occurred during the 1970's.

Table 17 and Figures 4 and 5 indicate that in addition to interest
payments, the value of both fertilizer and pesticide inputs increased 40
times between 1961 and 1982. Fertilizers relative share of total
production costs went from just over three percent in 1961 to just under
seven percent in 1982, while pesticides accounted for just under one
percent of total production costs in 1961 and over three percent in 1982.
As was the case with interest payments, it was during the 1970's that the
greatest increases in these costs occurred. The value of seed as an input
into Prairie crop production increased 25 fold between 1961 and 1981, while

its share of total production costs increased only sightly during that

period.

The data also indicate that while the actual values of the remaining
input costs increased significantly between 1961 and 1981, their share of
total production costs declined (Figure 4). However, it must be pointed
out that the data for these input categories were not disaggregated and

thus represent inputs into all agricultural production.
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Figure 4

Declining Relative Farm Production Costs,
1950-1982, Canada
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Flgure 5

Rising Relative Parm Production Costs,
1950-~1982, Canada
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FOOTNOTES

LLL. Granatstein, A Man of Influence, (Ottawa: Deneau Publishers,
1981), ppo 71-710

2Although no hard data on the number of people directly employed in
the grain industry at the two ports were obtained, it is estimated that

there are at least 800 employed by the Canadian Grain Commission and the
elevator companies.

3Saskatchewan has a large livestock base, but it has tended to
export calves and cows; the cattle finishing and processing sectors in
Saskatchewan are relatively small.

uThe seven eligible grains are wheat, oats, barley, rye, flaxseed,
rapeseed, and mustard.

SIndexes of Input Prices should overstate increases in production
costs because they do not reflect substitution among inputs as their
relative prices change, and they neglect productivity improvements if these
occur. The same logic suggests that the CPI may overstate inflation,
although the argument is more tenuous.

6Prices on the Prairies continued upward in 1981 and 1982 despite
high interest rates, whereas there appeared to have been a tendency for
wheatland prices in the U.S. to stabilize while corn and soybean land
prices actually dropped. Prairie prices are reported to have fallen in
1983 and into 1984.

7George L. Brinkman, "Agricultural Policy Formulation and Farm
Income Data Needs," in Loyns, Freshwater and Beelen (editors), Proceedings
of the Seminar on Revisions to Farm Income and Financial Statistics for
Canada, pp. 30-33. Occasional Series No. 14, Department of Agricultural
Economics and Farm Management, University of Manitoba, June 1983.

8Ibid., p. 29.
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III. RESOURCES FOR GRAINS PRODUCTION ON THE PRAIRIES

The Soil Resource

The vast stretches of productive Prairie land were the driving force
behind western Canadién development well into this century. The land base
remains an essential element in the continued health of Prairie agriculture
and is one of the more important constraints to rapid expansion of grain
production. Grain production in western Canada always has been a form of
extensive (as opposed to intensive) agriculture and that is unlikely to
change in the foreseeable future. As a result of the importance of the
land base to grains production, there are two popular views of the land
base which are particularly relevant to this study and which have been
explored in some depth.

The first view, emanating from the community of soil scientists in
the west (in particular Dr. D.A. Rennie, University of Saskatchewan) and
from some environmentalists and geographers, is that significant degra-
dation of parts of the land base has occurred, and if allowed to continue
will seriousiy inhibit our ability to increase (or sustain) grain produc=-
tion. The other view, less scientifically based and ofteﬁ heard frdm éome
politicians, is that there are vast tracts of land in Northern Alberta,
north-eastern Saskatchewan, and in parts of northern Manitoba which will
allow acreage, and therefore production, to expand substantially. These
two views are not necessarily conflicting--if true, they could be off-
setting. However, they very clearly have a bearing on the opportunity for

development, or the likelihood of contraction, of western Canadian grains.
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Canada is a land-rich country, but agricultural land is very limited
in comparison to our total land area. The primary limitation is imposed by
weather, but other factors such as soil depth, physical and chemical
properties of soil and water, drainage and topography also limit the suit-
ability of land to agricultural purposes. In addition, the willingness of
farmers to accept more or less risk in land use depends on market condi-
tions for their commodities.

About five percent of Canada's total land area {(44.5 M ha) is
considered suitable for sustained agricultural crop production (Classes 1
to 3); approximately 72.5 percent of this land (32.2 M ha) is located in
the Prairie provinces.! Prairie grain acreage has averaged 22.3 M ha, and
summerfallow has averaged 10.7 M ha, over the 1972-81 period.2 Both land
uses have been relatively stable. Acreage devoted to crops has fallen
slightly in Alberta and Saskatchewan over the period under examination,
while cropped acreage has risen in Manitoba; summerfallow acreage has
fallen in both Manitoba and Alberta during the period but these declines
have been dwarfed by the large and relatively constant summerfallow acreage
in Saskatchewan. The Canada Grains Council’ indicated in their 1982

publication, Prospects for the Prairie Grain Industry, 1990, that there

remains 1.7 M ha of potential cropland in the Prairies, and that 1.2 M ha
of thls area will be cropped by 1990. Estimates by Kraft4 of losses of
cropland due to urbanization in the Prairies (36 to 146 thousand ha in
1990) indicate that these losses will be relatively unimportant in the next
decade. The potential for increasing crop production, therefore, appears
to depend primarily on better use of existing cropland.

Productivity of Prairie cropland has been increasing over the years.

Hedlin and Rigauxfsreported yield increases of 1.0 to 4.0 percent per year

for wheat, and 2.2 to 4.4 percent for barley (depending on area and
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cultural practices) over the period 1958-1976. However, these yield
increases have been the result of managerial and techmological innovations
represented by the application of inputs other than land--fertilizer,
herbicides, insecticides, improved varieties, and so forth, and generally
favorable weather conditions over a considerable period of time. These
inputs, and their role in grains development are discussed below.

Concurrent with the realization that productivity increases have
come from the non-land inputs is a concern that the basic soil resource is
undergoing depletion or degradation. Salinity, erosion and organic matter
loss are the major sources of soil degradation. Each of these sources of
degradation is partly or primarily managément related--excess tillage
and/or summerfal lowing. The solutions to these problems are commonly
accepted as increased use of continuous or extended cropping, reduction in
summerfal low, reduced or zero (minimum) til lage, and increased use of
forage crops. The Prairie Farm Rehabilitation Administration (PFRA) has
projected that 4.6 M ha less summerfallow is feasible and culturally
desirable.6 Some of the reduced summerfallow would be used for forage
crops, and the remaining cropped land which had previously been fal low
would produce a less than aproportionate increase in grain production.
However, reducing fal low would improve overall land -pr*oductivi'ty'and.
increase grain production; this change appears to be more important to
production increases from the basic land resource than bringing new land
under cultivation. Combined, reducing summerfal low and bringing new land
into production would increase the productive land base in the Prairies by
a maximum of 5.8 M ha by 1990, or about 25 percent. The increased
production potential from such an increase in cropped acreage would likely

be less than the average production attributable to existing acreage,
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becaused productivity of the new and continuously cropped land would be
less than that of the initial land base.

The Canada Grains Council (CGC) provides an alternative set of
acreage and production estimates. They project a reduction in summerfal low
of only 2.2 M ha, of which 1.6 M ha would be in Saskatchewan. This would
mean that 5.0 - 5.5 M ha (about 30 percent) of cropped land in Saskatchewan
would remain in summerfal low. The estimates made by the CGC of the land to
be in crop production in 1990 was 24.2 M ha or 21.3 percent greater than
the 1977-81 average acreage in crops. Combining this new acreage and yield
increases with existing acreage, the Grains Council projected a 37 percent
increase in total grain production reiative to the 1977-1981 average and a
32 percent increase above the 1981 figure. |

These magnitudes of increase in the productive land base and in
output would be achieved only at considerable risk. They would also re-
quire new technology in moisture conservation and preservation, equipment,
weed control, etc., and the incentives for producers to apply existing
technology on a wider scale and to adopt new technology as it becomes
available. They would likely also require additional attention from all
levels of government, and public funds in researcn, demonstration, and
extension. Finally, they would require more profit incentive than we-are
prepared to expect during the remainder of the 1980's. Therefore, the
likelihood of major increases in the productive land base between now and
1990 is small. Increases of the magnitude indicated by both of the above
studies are technically feasible but, in our view, are not 1likely to be
achieved. Whatever increases are achieved will come primarily from summer-

fal low reductions, but even that potential will not likely be acheved.

Western Canada's land base is a renewable resource and it is being

renewed. While degradation of land is occurring in some areas and is a
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significant development, it does not appear to be a general problem in
western Canada. Importantly, it is a problem which is being documented and
researched, and efforts are being made to reverse it. These efforts will
have to be continued, but the knowledge exists to control the problem if
farmers have the incentives. New land development is limited by non-1land
risks (primarily weather) and will likely be relatively unimportant.
Therefore, the largest potential for improved productivity and production
in the Prairies lies with existing cropland, i.e., in reducing summer-
fal lowing and undertaking more continuous cropping, in encouraging the use
of improved non-land inputs, and in providing the warket environment which
wil 1l reduce risk and provide incentives for; capturing these opportunities.
Land by itself (that is increased crop acreage) is not likely to be a major
contributor to grains expansion to 1990, nor is it 1likely to reduce our

production; development based upon significant new acreage does not appear

feasible.

The Human Resource

The most important resource in Prairie agriculture which provides
the management and most of the labour for grains production--people--seems
to be the least documented. It is well known that farm numbers have been
declining and that the age distribution of farmers has been shifting up-
wards for many years. It has been believed or accepted that farmers
general ly earn less income than the remainder of Canadians, and that they
have generally lower education levels. The demise of the family farm has
been forecast for decades. The conventional wisdom concerning farmers in
Canada, even on the Prairies, has provided a rather dismal picture of the

people and their status.
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Conventional wisdom is often inaccurate or, at least, imprecise and
this appears to be the case with regard to these issues. Also, some of the
characteristics of the prairie farm population have begun to reverse
earlier trends. Although we have been unable to document some of our
propositions, the vantage point from which the authors have had the
opportunity to view farmers from many parts of the Prairies provides some
credibility to the arguments.

The data on characteristics of farmers are very limited (Table 18)
but provides some information on the number of farmers and the change in
age structure. Manitoba had the greatest decline in the number of farm
operators (47 percent between 1961 and 1981), while the number of farm
operators in Saskatcnewan and Alberta declined about 40 and 26 percent,
respectively. The change in age structure appears to be similar in
Manitoba and Saskatchewan; the operators in the younger age groups either
increased in number, or decreased less than in other areas, while the
0ldest group exiibited the largest decrease, indicating a shift to younger
farmers. However, the data also indicate that the number of farm operators
in the middle age groups (35 - 54) also declined significantly, suggesting
a bimodal restructuring of age categoriesc In Alberta; the changes were
much more uniform although they tended to favour some reduction in a.ver.'age
age.

The farm income issue is one where a combination of statistical
problems, aggregation error, and conventional wisdom have provided a very
distorted picture of the actual income situation in farming7. It is the

case that farm incomes, especial ly in grain, are more variable than many

other income sources. It is also the case that official data show farm

incomes to be low historical ly relative to average Canadian incomes. And
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many Canadian and Prairie farmers have low and inadequate income levels.
But it is not the case that all farmers are poor; when incomes of farmers
(not farms) are considered, farmers fare reasonably well comparatively and
Prairie farmers have fared very well since the mid-=1970'a. Part of the
farm income problem has resulted from using farm income to measure farmer
income and farm family welfare. The extrapolation from farm to farmer is
inappropriate. Brinkman and others have shown that farmer income on
commercial farms is considerably higher than traditional arguments
suggest.

The educational structure of farmers is difficult to document, and
it is not likely to produce a complete picture even if such information
were available. In the recent past there has been an improvement in the
level of education of prairie farmers with significant numbers of
university graduates at all levels (technical courses, degree courses and
graduate programs) returning to farms. In addition, there has been a
proliferation of private, public and university extension programs and
short courses which take education to farmers throughout the year. As a
result, the level of education and knowledge dissemination about farm
businesses within the Prairies would exceed any statistical measures which
might be produced by surveys such as the Census. The typical commercial
farmer on the Prairies today has available a wide range of educdtional and
management upgrading opportunities and he/she is taking advantage of them.

Significantly, Bol lman reported that farm growth was positively correlated

with educational level..9

Finally, family farm issues wil l continue to be a major policy issue
in agriculture as long as agriculture receives public attention. Farm
numbers have declined, farm size has increased, farm units have

incorporated, and some very large farms have come (and gone). However, the




65
basic structure of farm units on the Prairies remains family owned and
family operated, and with a strong likelihood that the farm will remain in
the family. Farm corporations are usually family corporations, and many of
the large farms that may have a large number of hired employees are also
family owned and operated units. Family farms have changed and evol ved
over the decades, but they are, and will remain, the predominant structural
unit on the Prairies.

Our conclusion regarding the people resource, like that of several
other resources for Prairie grains, is that people in their role as
managers and operators will not constrain future development. Favorable
changes have occurred in the human resource in the past decade, and the

potential from the evol ving farm population likely is greater than it has

ever been.

Non-Farm Inputs

Earlier discussion argued that the Prairie land base provides some
potential for expansion, but it is limited and primarily dependent on
reduction of summerfal low. Significant growth, if it is to be achieved,
must come from the existing higher quality, and lower risk land.’0 Tnis
further requires increased and improved use of the significant output
inereasing variable inputs, and further technological improvements in the
production sector. The important variable inputs are fertilizers,
pesticides, and seed varieties. Machinery, although not a variable input
in the strict sense, is also important, because it facilitates and improves

the use of variable inputs, and can significantly improve cultural
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practices, moisture conservation and use. The major technological
improvements have occurred in the areas of tillage practices generally, in

the increased use of higher yielding varieties, and in improving the mix of
crops cultivated to take advantage of yield and market opportunities. This

section discusses the other major non-land inputs in the context of grain

production change to 1990.

Variable Inputs and Productivity

Production of Prairie grains has increased substantially over the
past decade in both volume and value terms, but the utilization of many
inputs have also increased, in some cases far faster than output. For
example, Figures 4 and 5 in the previous section showed that fertilizers
and pesticides (and interest costs) increased more quickly than total
production expenses. Figures 6 and 7 illustrate the large increases in the
rates of application of fertilizer and pesticides on the Prairies after the
low grain prices of 1969-71 turned upwards in 1972. Considering these con-
current increases in output and variable inputs, together with the modest
increases in acreage and the larger, but variable, yield increases; a
number of basic questions arise: what has happened to productivity during
the 1960's and 1970's?; what have been the factors which have contributed
to productivity improvement where it has occurred?; and, how can
productivity improvement be assured in the future? In order to answer
these questions it is not enough merely to examine yield increases. Yield
increases per acre are not a very satisfactory measure of productivity=-too
many variables have changed to allow useful conclusions.

A study by Brinkman and Prenticell provides empirical estimates of

changes in to;al productivity of western Canadian agriculture since 1961

(Figure 8). Their data show that the rate of total productivity increase
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declined between the 1960's and 1970's; it averaged 1.76 percent annually
from 1961-72, and 1.05 percent annually from 1968-80. Corresponding
figures for the two periods for eastern Canada were 2.16 and 1.18 percent.

The data cited here do not apply only to Prairie grains; the
figures take into account both crops and livestock, and they refer to the
western region rather than to the Prairies. Attempts to disaggregate the
data to compute a comparable total productivity change for Prairie grains
were unsuccessful. An alternative approach to measuring total productivity
change is, however, reported in Table 19. The Indexes of Crop Production
for each of the Prairie provinces, as given in Table 9, were deflated by
cropped acreage to give the Index of Crop Production per acre. Alithough
the measure is a very crude estimate of productivity change, it does
reflect the change in the mix of crops and changes in yield, net of acreage
changes. The data indicate that Saskatchewan had the slowest rate of
growth between 1971 and 1982, while Alberta had the greatest growth during
the same period. Grain production in Manitoba and Alberta increased by
considerably more than the Canadian average, but exhibited more
variability, due likely to the greater influence of weather on the
Prairies.

Estimates of the contribution of new varieties to yield incfe;ses
are provided in Table 20. The data provided are for the period 1958-76,
and it is likely that conducting the analysis for the periocd since 1976
would alter some of the estimates. For example, since the mid-1970Q's,
there have been significant new varieties adopted in wheat, feed barley,

rapeseed and flax. Flax, in particular, has been improved in its

production potential by as much as 20 percent since 1976. Such increases

would rank flax between barley and rapeseed in terms of yield improvements.



Table 19

Index of Crop Production Per Acre

1971-1982
(1971 a 100)

Manitoba Saskatchewan Alberta Canada
1971 100.0 100.0 100.0 100.0
1972 84,1 85.0 RS 850
1973 90.9 87.5 ~102.8 90.0
1974 65.2 75.0 95.8 85.0
1975 93.2 97.5 1870 110.0
1976 103.0 125.0 142.3 115.0
1977 127.3 120.0 129.6 120.0
1978 127.3 120.0 139.4 120.0
S 102.3 90.0 133:8 100.0
1980 89.4 95.0 164.8 110.0
1981 127.3 11510 169.0 125.0
1982 143.6 122.4 163.4 130.0

Sources: Statistics Canada, Index of Farm Production, Cat.
No. 21-203, 1971-1983.

Statistices Canada, Field Crop Reporting Series,
Cat. No. 22-002, 1971-1983.
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Table 20

Estimated Yield Contribution of New Varieties
for the Period 1958-1976

Crop Manitoba Saskatchewan Alberta
T I I I PR o 1 a1 o 4 /O
Wheat 5 6 4
Oats 2 4 4
Barley 12 10 16
Rapeseed 27 22 20
Flax 1 1 1

1Benchmark varieties: Wheat - Thatcher, Barley - 0AC21,

Oats - Harman, Rapeseed - Polish, Flax - Redwood (Black soils),
Redwing (Brown soils).

Sources:

J.D. Dyck, "The Impact of Adopted Technological
Change on Farmland Prices in Manitoba,"
unpublished M.Sc. Thesis, February, 1979.

J.D. Nagy, and W.H. Furtan, "Economic Costs and
Returns from Crop Development Research: The Case
of Rapeseed Breeding in Canada," Canadian Journal
of Agricultural Economiecs, Vol. 26, No. 1,
February, 1978.

R.A. Hedlin, and L.R. Rigaux, "Crop Yield Changes in
the Prairie Provinces 1958-1976," paper presesnted

at the Manitoba Agronomists Annual Conference,
19760
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Clearly, these data are underestimates of the contribution of new
varieties. When these facts are considered together with what is said later
in this report about potential yield increases from relaxation of some of
the requirements on export standards, it can be seen that new variety
development is an essential component of Canadian grains development.

The Canada Grains Council has taken all of these factors, along with
their projection of changes in the land base, to forecast yields, acreage
and total production in 1990. Table 21 suggests that yield increases would
be greatest in Manitoba, especially in flax, and that of the major crops,
barley and rapeseed would experience the greatest increases. Wheat is
projected to have the smallest yield increases. These increases are
expected to be even smaller than those which could result fromAplant
oreeding improvement if the export standards were relaxed. The projections
made by the CGC acquire a degree of credibility in the sense that most of
the yields predicted have already been achieved or exceeded, several of
them as early as 1976 and 1977. Moreover, since 1976, some new higher
yielding varieties have been introduced in all the grains. On the other
hand, each of the maximum yields already achieved was associlated with
extremely favorable weather conditions in the major areas of production.
As a result, our view is that very favorable weather and marketing
conditions would be required to sustain yields at these levels in 1990, and
thus the Grains Council estimates may be on the high side. On the other
hand, changes in export standards and the licensing of new varieties could
increase wheat and barley yields by more than the projections. The most

likely case is that ylelds will be somewhat less than those given in Table

21'
Table 22 presents the CGC projections for acreage in grains in 1990.

These data project a 21 percent increase in acreage of all crops and in the



Table 21

Average Yields of Major Grains, 1977-1981,
and Projections to 1990 ’

74

Weighted Percent Highest
Average Projected Increase Annual
Province Yield 1 Yield2 In Yield Average 3
and Crop 1977/81 1990 by 1990 (to Date)
S5 akE/NECEARE: sasrs % kg/hectare
Manitoba
Wheat 1,893 2,101 11.0 2,286 (1982)
Qats 1,933 2,399 24.1 2,350 (1982)
Barley 2,376 2,767 16.5 2,933 (1982)
Flaxseed 916 1,194 30.4 1,165 (7982
Rapeseed 1,189 1,490 25.3 1,437 (1977)
Saskatchewan
Wheat Ty T8I0 1,905 7.9 2,094 (1976)
Oats 1,820 2,131 YN 2,152 (1971)
Barley 2,211 2,567 16.1 2,605 (1982)
Flaxseed 980 1,070 9.2 1,158 (1982)
Rapeseed 1,196 1,339 12.2 1,429 (1977)
Alberta
Wheat 2,047 2,209 7.9 2,295 (1981)
Qats 2,221 2,477 11.5 2,404 (1980)
Barley 2,524 2,949 16.8 2,729 (1980)
Flaxseed i1 57 s 336 14.1 1,383 (1981)
Rapeseed 1,164 1,41 21.2 1,295 (1981)
1
Provincial departments of agriculture yearbooks.
2
Canada Grains Council projections.
3Year recorded in brackets.
Sources: Canada Grains Council, Prospects for the Prairie Grain

Industry: 1990, p. 40.

Canada Grains Council, Statistical Handbook '83.




Table 22

Areas Devoted to the Major Grains, Prairie Provinces,
1977 to 1981 and Projected 1990

Crop Manitoba Saskatchewan Alberta Total
i o simsisusrsim e s me WOOOF NECEAreS s o i) 5 Bl leiey ofe v
Wheat 1990 1,655 8,975 2,819 13, 440
1977-81 1,360 7,046 2,242 10,648
Qats 1990 205 , 350 Lys 1,000
1977-81 275 L9y 595 1,364
Barley 1990 955 1,645 2,740 5,340
1977~81 765 Ty 385 2,185 4,285
Flaxseed 1990 330 220 S 625
1977-81 344 215 60 619
Rapeseed-

Canola 1990 500 1,135 1,110 2,745
1977-81 348 882 943 2,173

TOTAL--
S5 Grains 1990 3,645 12,325 7,180 23,150
1977-81 3,092 9,972 6,025 19,089

TOTAL--
All Grains 1990 4,140 12,640 7,400 24,180,
1977-81 3,478 10,210 6,248 19,936

. Source: Canada Grains Council, Prospects for the Prairie Grain
Industry: 1990, p. 112.
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five major crops. The increase in Qheat acreage (over 30 percent) is the
largest absolute and relative increase, implying that wheat would become
even more important among grains. If this development did occur, it would
change the pattern of growth of the 1960's and 1970's in which acreages
devoted to barley and rapeseed acreages experienced the greatest growth.
Again, because these projections tend to be more technically based, and do
not consider the overall market environment, we suggest they may
overestimate future values. We do, however, accept the distribution of
acreage lncreases among the grains.

As a result, we expect that the total production projections in
Table 23 are also overstated. The data indicate an increase in total
production of almost 38 percent relative to the 1977-81 average, which
itself represented a significant increase relative to the production totals
of the 1970's. A sustained annual rate of increase of over two percent
would be required to reach the 1990 production projections of the CGC, with
the underlying requirement of favorable weather conditions, and a favorable
market environment. There is little doubt that this rate could be achieved
or exceeded under ideal conditions, but for reasons offered throughout this
study, we doubt that such conditions will exist. The limitations imposed
by the international market with respect to both size and price variaSIes

and the present domestic regulatory environment are the primary reasons for

our reservations.

Machinery and Equipment

Machinery and equipment expenditures are one component of the
modernization process which has occurred in Prairie grain farming, but such
expenditures do not adequately indicate what has really occurred. There

has been a virtual revolution in the mechanization of Prairie agriculture
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since the early 1970's. In addition to being larger and more powerful, the
equipment is considerably more convenient and precise in operation. Newer
equipment not only facilitates the application of fertilizers and
pesticides and other variable inputs, but also provides some potential for
energy saving and can contribute to significant reductions in labour
requirements. Electronics, including on-Board computers, are used on most
modern field crop machinery from seeding through to harvesting and grain
handling. The potential for electronic support of machinery and equipment
in grain production is limitless. When these facts are considered in
conjunction with the improved grain handling and drying systems which are
being used, the improved machine storage and repair facilities which are
available, and the tighter farm management practices which are being
followed, it can be seen that the Prairie grain sector has very quickly
evolved into a form of industrialized business operation. This evolution
represents a major set of changes in less than a decade. These changes
have affected the speed and timing of field operations, the quality of
grain produced, the efficiency of input utilization, and should have
improved overall technical efficiency.

Whether overall economic productivity will improve from these
changes is unclear, although the potential is there. Thése changeé have
come at high cost, and some observers would argue that they have been
initiated by machinery manufacturers and facilitated by tax laws.
Identifying the impacts of these changes is difficult because many of them
show up in indirect ways (less dockage in grain, slightly better quality
because of less weather damage), and some impacts may be distributed over
time (less fuel consumption per acre, better use of fertilizer through

changing application methods). In addition, these changes will be masked
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by the tendency of Prairie agriculture to overcapitalize in equipment, but
it is also this tendency for overcapitalization which allows many producers
to survive prolonged periods of financial stress when markets are soft or
production problems occur. The balance sheet on these factors does not
appear to have been analyzed, and it may not be capable of concrete
economic evaluation. What is reasonably certain, however, is that the
production base in Prairie grains as it relates to mechanization has
evolved in the past decade. Furthermore, it dces not appear that
mechanization will be a constraint to Prairie grains development.

Research

The previous discussion has indicated some of the contribution of
technological change to grains production. It has also established that
there remains potential on the Prairies for further growth in production.
Technological advancement, of course, originates with some form of research
effort. In Prairie grains, probably more than in the rest of agriculture
and more than in most Canadian industry, a great deal of the research
effort must be tailored to Prairie conditions. Climatic conditions,
growing conditions, soil characteristics, and export standards for grains
require that advances in varieties, fertilizer and pesticide use, tillage
practices, etc., be researched on and for the Prairies, or particular areas
within them. As a consequence, the research needs are not only
substantial, but also specific.

The role and status of grains research on the Prairies has been
summarized recently by Veeman and Veemanl2; we refer readers to their
discussion rather than attempt to reproduce it. Briefly, they state that

agricultural and grains research is dominated by public funding, that it

has had a high rate of return, and that generally it appears to be under-

funded and understaffed. They note as well, a point made by the Economic




80

Council in 1969, that grains research appears to be underemphasized given
the importance of grains in the Canadian economy. The same points are made
in the context of biotechnological research in varieties development by
Loyns et al.13

It is difficult to argue with these points and we will only suggest
three additional items. First, the availabilipy of published economic
research on grain markets and marketing is extremely limited, and funding
sources for such research are inadequate. Secondly, within grains research
(economic or technical) an allocation procedure for researcn funding

based on the demand characteristics of the commodity should be examined.1u

Carter has pointed out that output increasing research for internationally
traded commodities will generate more domestic benefits from commodities
which have higher demand elasticities than those which have lower demand
elasticities. In general, this would imply more emphasis on rapeseed and
special crops than on cereals, and probably more research on barley rather
than on wheat. In the case of wheat, it would imply more reseasrch effort
on high yielding lower quality varieties including feed wheat.15

The third area of concern with grains research involves the possible
introduction of plant breeders rights (PBR). Legislation has been before
the House of Commons for several years which would probide for baﬂent
protection to plant breeders. A major motivation for the legislation is
that it would provide incentive for private sector funding of varieties
research and development. When all the rhetoric about}the hazards and
advantages resulting from the introduction of PBR are stripped away, there
is no evidence to show that private research and development will be signi-
ficantly increased by their introduction,; and there are some reasons to

expect that they will not produce this result in Canada.1® Also of impor-
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tance in this issue is the possibility that the Federal government might
use PBR as a reason to reduce the priority of public funding of plant
research. This result, if it were to occur, would almost certainly reduce
Canadian cereal and grains productivity, and production. Our conclusion is
that public funding of grains research, including marketing research, is
needed and would continue to generate high rates of return. Ways also need
to be found to increase private funding; fertilizer and pesticide
manufacturers, feed manufacturers, the elevator companies, the CWB, and
farmers themselves should be viewed as potential contributors to grains

research.
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IV. THE INSTITUTIONAL, POLITICAL AND REGULATORY FRAMEWORK

Introduction

Compared with other major grain exporting nations, the Canadian
grain marketing system is very heavily regulated by the Federal government.
The regulatory framework has evolved over the past eight decades and has
had several objectives: to assure the quality of Canadian grains in
export, to provide bargaining power and equity to producers, to facilitate
marketing, and to appease special interest groups in the domestic grain
market. Regulations which have the greatest economic impact on the market
include grain freight rates (originally fixed, now changing), producer
delivery quotas, rail car allocation, corn formula prices for domestic feed
grains, buying and selling privileges of the CWB, and grain licensing and
grading. One characteristic of regulations in the grain industry is that
they are very sticky; once in place they tend to remain, even if they were
only meant to be temporary.

This chapter describes the major government regulations which affect
the production and marketing of grain in Canada. The focus will be on
identifying the role regulations will play in the future development of -the
grain industry in Canada. To begin, a brief descriptive overview of the
institutions will be provided, followed by a discussion of the important
effects of regulations.

There 1s considerable interdependence among the Canadian Wheat Board

(CWB), the open market, and the régulators in the grain marketing system.
For example, regulations which apply to the CWB grains will often directly
and indirectly impact heavily on open market grains. Also, these linkages

become more complex when the CWB acts as both the regulator and the
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regulated party. Thus, discussion in this chapter will recognize this
interdependence and the general model depicted in Figures 9 and 10 will
provide a framework for the analysis.

Institutions and Regulations

There is a very intricate mixture of government, co-operative and
private enterprises in the Canadian grain markets and for this reason it is
a very complicated system. A full description of the role of the major
institutions is beyond the scope of this chapter and the interested reader
is referred to the Canadian International Grains Institute! and/or McCalla
and Schmitz,2 for an interesting discussion of the differences between
Canadian and U.S. institutions. Most of thé ma jor Canadian institutions
are government agencies while many of those in the U.S. are privately
owned, or cooperatives.

Grains are marketed in Canada through one of three channels: the
CWB, the dual CWB-open market system, or the open market. For some types
of grain only one channel is available for marketing while for others
producers have a choice. For example, wheat, oats and barley for export
must be delivered to the CWB while both the CWB and privates companies sell

in the domestic feed market. Special crops are strictly open market

commodities.

Canadian Grain Commission (CGC). The government regulatory agency

which is responsible for the quality control of Canadian grain and for the

supervision of its handling is the CGC. The Commission operates under the

authority of the Canada Grain Act (1909, amended 1971), and one of the most

important of its functions is the inspection, grading, and certification of
grain sold commercially in Canada and for export. The official inspection

of grain is done on a visual basis and any new variety licensed for
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production must be visually distinguishable from any other variety in a
similar grade category. The CGC has historically stressed the quality of
grain production which has resulted in some loss in quantity produced. The
economics of this trade-off between quality and quantity of production has
only recently been subjected to analysis and it appears that the existing
regulations may be reducing output and returns to western grain producers.3

Canadian Wheat Board (CWB). The CWB is an agency of the Government

of Canada and is primarily a centralized sales agency as it owns no
physical facilities for the handling of grain. As set out in the Wheat
Board Act of 1937 (amended 1967), its major objectives are:

1. to market wheat, oats and barley delivered to it within the
Wheat Board area in order to maximize producer returns;

2. to provide producers with initial payments which are established
and guaranteed by the federal government;

3. to pool selling prices for the same grain so that all producers
get the same basic return for grain of the same grade delivered
within the crop year; and

4. to equalize deliveries through quotas so that each producer gets
his fair share of available markets within the crop year.4

For the three grains it handles, the CWB has monopoly rights owver

both exports and domestic sales for human consumption. The CWB also has
responsibility for establishing quotas on deliveries of flax, rapeseed and
rye to the traditional grain handling and transportation system. This
authority is Jjustified by the requirement to ensure equity in space

allocation, but it obviously provides the CWB with a significant degree of
control over these commodities.
The CWB also had monopoly selling privileges for all interprovincial

feed grain movement from the late 1940's until 1974. The Canadian
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government changed the feed grain policy in 1974 which freed up some
aspects of the system and created a dual marketing system for feed grains.
This allowed for domestic sales of feed grain either through private (e.g.,
Cargill, Continental, N.M. Patterson, Pioneer) or co-operative (e.g.,
United Grain Growers, Alberta Wheat Pool, Saskatchewan Wheat Pool, Manitoba
Pool) grain companies or through the CWB. A small amount of domestic feed
grain currently moves interprovincially by direct producer shipments. To
facilitate the open market, futures trading in feed barley, feed wheat and
feed oats was started on the Winnipeg Commodity Exchange (WCE) in 1974.
The private and co-operative grain companies trade actively on this market,
with the co-operatives being the major parﬁicipants since they dominate
grain handling in western Canada.

Grain Transportation Authority. The Grain Transportation Authority

(GTA), one of the newer regulatory bodies, was established in 1980 and was
given the sole responsiblity for the allocation of railcars for the
movement of grain, which was formerly handled by the CWB.

The GTA's two major responsibilities are to fairly allocate the
available grain cars between the CWB and the companies handling open market
grains, and to co-ordinate the temporal and spatial allocation of grain
cars.

As an Iintermediary between the grain industry and the railways, the
GTA, in consultation with the railways, determines the total cars available
for country loading on a weekly basis. Once the stock of grain cars has
been established for the week, the GTA analyzes the position statements and
sales commitments for the grain companies and the CWB. Open market
requests for cars for oilseeds and rye are based primarily upon sales

commitments and stocks in export position. Cars for open market feed
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grains are initially made available on the basis of feed grain receipts by
the primary elevators rather than sales to the domestic market. An
informal guideline of 10 percent of the available weekly grain car supply
is allocated to the open market movement of feed grains. Once the initial
allocations to the CWB and open market grains have been made, cars are
assigned to individual grain companies to move open market grain. Once the
CWB receives its initial allocation, the cars are assigned by the CWB to
individual grain companies holding grain owned by the CWB. The CWB
develops loading plans for both Board and open market grain on the basis of
shipping blocks. This last step in the allocation procedure is carried out
by the CWB and the railways. They assemble car orders into train runs and
the orders are placed with elevator managers for shipment. Between the
time that the initial allocation to Board and non Board grains are made and
the final loading plans for Board and non Board grain are drawn up, one
week elapses. Differences between the initial and final allocation occur,
because some preliminary allotments must be revised. During the past few
years, many of the revisions involved allocation of cars for feed grains.

An investigation into alternative car allocation procedures was
conducted by IBI Group/Theo Joseph Inc. in 1981.5 The basic finding of the
study was that the GTA has improved efficiency in the allocation of rail
cars and that further improvement is both necessary and possible. The
relationship and lines of responsibility between the GTA and CWB in the
extremely important marketing function are, at times, unclear, and the
gains that have been achieved by the existence of GTA since 1980 appear to

hang on a relatively delicate political balance.

Winnipeg Commodity Exchange (WCE). The WCE is both a cash and

futures market and is the oldest institution in Canada's grain industry.

It is a marketplace where open market grains are traded and the cash and
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futures prices established serve as a reference point for almost all of the
open market grain which trades in western Canada. The WCE is a self-
regulating institution, but, beginning in 1976, one employee of the CGC is
delegated to monitor the operation of the Exchange under the Grain Futures
Act (1939).

Commercial participation in the open market is made up primarily of

farmer owned co-operatives and privately owned grain companies. These

companies operate primarily as middlemen in the domestic¢c grain market. Due
to the regulated structure of the Canadian market, they have numerous
regulations and constraints to cope with such as quotas, administered
prices and handling charges, car allocations, etc.

The open market sales of feed grains are for domestic consumption
only. Rapeseed, flaxseed and rye are also traded through the open market
and because these crops are not handled by the CWB, they area marketed in
both domestic and international channels by the grain companies. A
producer plebiscite in the early 1970's rejected the marketing of rapeseed
through the CWB. Although feed grains, rapeseed, flaxseed, and rye may be
marketed on the open market, the marketing of all six grains is controlled
to a certain extent by the setting of their delivery quotas by the CWB.

The only true open market grains in western Canada ére the speéiglty
and forage crops. These include soybeans, corn, fababeans, sunflowers,
lentils, canary seed, mustard, peas and forage seed. There is no
centralized marketplace in Canada which determines prices for these crops.
Producers generally market these crops through grain companies without
quotas constraints, and, except for soybeans and corn, these products are

exported.
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Another component of open market sales is the amount of feed grain

marketed outside of the licensed elevator system. These sales account for

about 30 percent of Prairie grain production and represent on-farm usage,

farm-to-farm and farm-to-feedlot sales. Generally, the WCE price is used
as a reference point for pricing in this market.

Some Economic Effects of Grain Regulations

Statutory freight rates. Rail rates for western Canadian grain

transportation were essentially established in 1897 when the Canadian
Pacific Railway (CPR) and the Government of Canada signed the Crow's Nest
Pass Agreement. As a result of these fixed statutory rates, the railways
have claimed that they have earned insufficient revenues for hauling grain
for the past 20 years. The Snavely Reportd® estimated a railway shortfall,
the difference between the cost and revenues from moving grain, of $612
million in 1981. As a result of railway losses, the grain rail system
deteriorated rapidly during the late 1960's and 1970's, and serious
problems in grain movements followed. For example, the CWB estimated that
$1.1 billion in grain sales were either lost or deferred in the 1977-79
period alone, due to inadequate and inefficient transportation services.
During this period, the build-up of on-farm stocks of both wheat and barley
was rapid indicating there were real transportation problems. As a result,
during the 1970's the Canadian government began negotiating with railways,
farmers, elevator companies and farm groups to rationalize the grain
transportation system and to gradually deregulate some components of the
system. In 1983, the legislation to change the Crow rate and upgrade

western grain transportation (The Western Grain Transportation Act) was
finally passed by the House of Commons. As of August 1, 1983 grain freight

rates will begin to move upwards.
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For a thorough discussion of the economic impacts of the Crow's Nest
rates and their removal, see Harvey.?7 The basic premise of Harvey's
analysis (and others) is that the Crow rates represent a direct subsidy to
farmers in western Canada which is paid by railway shareholders and
Canadian taxpayers. Harvey believes that the rates should be changed to
compensatory levels and that western grain producers should be compensated
up to the net present value of the subsidized freight rates. However, his
analysis does not recognize that a large part of this subsidy may be
captured by importing nations, or that the crow freight rates have also
been a burden to grain producers since low revenues have hampered the
ability of the railway system to move Canada's grain into the export
market. Changing the statutory rates to compensatory levels will not
necessarily lower farmers' realized grain prices to the extent estimated by
Harvey. At least one analysis suggested net farm incomes could actually
increase by raising grain freight rates as long as greater volumes of grain
were moved.8

The future rationalization of grain freight rates will likely have a
significant impact on western grain production, processing, transportation
and trade. In many cases, the magnitude of the changes, and in some cases
even the direction of change, is unclear. There is no doth that the.on-

farm price of grain at any point in time will decline with increased

transportation charges. However, what happens to producer net returns
depénds upon the mix of production, volume of sales, and average annual
prices. Our view of the direction of change in producer net returns is
positive, but the magnitude and specifics are uncertain. It is our view
that western grain production and exports could increase with a

rationalization of the system since the "Crow rates™ have resulted in
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serious resource distorticns and periodic accumulétions of on-farm stocks
of unsold grain. 1In this respect, the Crow rates displayed characteristics
of a tax on efficient production in addition to any subsidy benefits that
may have been available.

Delivery quotas. Producer delivery quotas are another important

sets of regulations which apply to the six major grains produced in Canada:
wheat, barley, oats, rye, rapeseed and flaxseed. The CWB regulates
producer deliveries to primary elevators through quotas on both Board and
open market grains. Quotas in one form or another have been in place since
1940. Part of the requirement for quotas has resulted from a lack of
rolling stock to move grain, because the railways were underpaid.

The major significance of the quota system in the context of this
study is that it serves to restrict production in several ways. Grain
producers are each assigned base acreage, whether the land is seeded or
not. Producers allocate this base acreage among the six different grains
as they desire, and quotas are announced by the CWB as a fixed number of
bushels per assigned acre for each grain. No allowance is made for varying

yields across the Prairies.9

There has also been some concern that the delivery quotas give the
CWB undue regulatory power over which open market grains and oilseeds .are
produced and delivered. Recently, quotas were particularly restrictive in
the 1968-71, 1977-79, and 1982-83 periods, and thus farmers were forced to
carry burdensome on-farm inventories.

During the 1974-79 pericd, there were no quotas on open market feed
grain deliveries, but elevator companies were subject to feed grain space
regulations. These regulations stipulated that feed grains could occupy no
more than 10 percent of a company's total capacity and a maximum of 20

percent of the capacity at any individual elevator. Even with these
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restrictions, the regulations did provide for a reasonable free flow of
grains in the market, and enabled the individual producer to make his own
marketing choice. Upon recommendation of the Quota Review Committee (a
subcommittee of the Producer Advisory Committee to the CWB), the CWB placed
quotas on all domestic feed grain sales effective August 1, 1979. Since
then, open market feed grain quotas have been relatively high compared to
CWB quotas. As a result, they have not restricted aggregate flows of grain
into the open market, but their implementation results in less-than-free-
choice market decisions by Prairie grain producers. For the producer,
there is a penalty attached to open market deliveries due to the fact that
open market and CWB quotas are not treated independently.

An argument can also be made for the complete removal of all open
market quotas (feed grains, rye, rapeseed and flaxseed) because the
economic rationale behind these quotas 1s weak. To use feed grains as an
example, quotas clash with the proposed objectives of the feed grain
policy. The objectives of the policy, as outlined by Groenewegen,l10
include: "...for the efficient pricing of Canadian feed grains; and
encourag(ing) the growth of livestock and feed grain production across
Canada according to comparative advantage.” The latter objective stresses
crop production according to the theory of comparative ad§antage ana éhis
implies specialization in production. Quotas on open market grains have
encouraged the opposite, and possibly inefficient, trend. The tremendous
growth in the production of corn and special crops on the Prairies during
the 1970's is evidence of this trend towards farm diversification rather
than specialization. One of the major reasons this phenomena is taking
place is that it allows farmers to avoid open market quotas or at least to

spread the uncertalnty of quota levels among crops. For example, growing
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soybeans and corn in Manitoba does not likely comply with rational
comparative advantage decision making, but it gives the producer a
relatively larger base acreage for his quota grains and allows him to
spread the risk of unknown delivery quotas. Similarly, many producers
still summerfallow to spread a given anticipated production level over the
quota base.

One popular argument put forth by proponents of open market quotas
is that they serve to ration limited transportation and handling
facilities. However, the GTA has been given the responsibility of
allocating transportation resources so one must question why quotas are
required for the same purpose. Furthermore, if quotas on open market
grains are necessary (even though they are redundant), it would seem more
appropriate if they were governed by a "third party" regulatory agency such
as the GTA.

The long term solution to the quota problem is to reduce handling
and transportation bottlenecks to the point where open-market quotas would
be totally unnecessary. The seasonaliti of grain production and the
overall costs of achieving that goal suggest that this is unlikely to occur
but the present system could be modified to reduce the distortions
presently occurring.

Canadian Wheat Board price pooling. Canadian farmers receive a

pooled average price for grains sold to the CWB within each crop year,
August 1 through July 31. The Government of Canada, in consultation with
the CWB, establishes initial prices for all grades of each grain under
Board authority. Producers receive the initial payment at the time of

delivery and, in some years, an interim payment during the crop year. The

final payment is received about six months after the pool is closed,

usually in January of the next year. This means that grain planted in May
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of this year, harvested this fall, and sold up until the following July, is
not fully priced until January of the next year--a total elapsed time of
about 18 months. All producer deliveries within a given crop year are
pooled although the CWB will usually include sales beyond August 1.

Four weaknesses of the Canadian system of price pooling are:

1. price signals are very poor at planting time;

2. once a planting decision is made there is considerable risk that
the final price received will be different from that expected at
planting time;

3. the final price is not known until after a second crop has been
planted and harvested; and

4. because short term price movements do not affect them, many
farmers are ignorant of market prices.

The impact of pooling on the grain market is not as great as some of
the other regulations considered in this chapter; nevertheless, it is
important. In general, the price signals for Board grains are severely
masked by pooling.

The major effects of pooling on the grain market are that it
discourages production of grains according to comparative advantage, and
that it adds unnecessary uncertainty to the market when the policy
framework for setting initial prices is not c¢learly defined, and when
interim payments are made irregularly.

The first of these two effects results from the fact that sales from
the east and west coast markets are pooled together. This tends to distort
spatial prices within Canada and thus affects resource allocation and crop
production. Alberta barley production; in particular, is 1likely

discouraged by price pooling. From 1974 through 1981, the average prices
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of barley at Portland was approximately $.45/bushel higher than at Duluth.
It this is an indication of the "west coast premium" which might exist in
Canada in the absence of pooling, it indicates the extent to which Alberta
barley producers are penalized because of the pooling of export prices in
the east and west. Pooling, therefore, results in a disincentive to
produce barley and an incentive to increase the area seeded to wheat,
canola, and other crops. This distortion, along with the statutory grain
rates when they existed, conflict with the feed grain policy objective of
encouraging the growth of livestock and feed grain production across Canada
according to comparative advantage, and reduce overall productivity in the
grain industry.

Another form of this same distortive effect is found in protein
grading of wheat. Despite the Canadian claim to high quality wheat, prior
to the 1981-82 crop year different protein levels were not rewarded at the
producer level even though they were known to exist.!! Since August 1981,
protein differentiation has occurred at the producer level, but only on the
top grade of wheat, with only a very nominal premium being paid if the
protein content exceeds 13.5 percent. At the sales end, both domestic and
international sales are made on the basis of several protein categories and
on both #1 CW and #2 CW grades. The impact of the pooling application here
is that market signals are masked and areas which can produce higher
protein wheat, or management practices which contribute to higher protein
wheat, are discouraged, whereas areas less suited to high protein wheat
are encouraged to produce. The impact may be relatively small in

individual cases, but overall it could produce another significant
production (quantity and quality) distortion.
Turning to the second effect of pooling, it seems the setting of

initial prices by the CWB and the Canadian government is to a certain
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extent "ad hoc." In 1981, for example, they were not even announced prior
to planting. In order to increase both the quantity and quality of
information to the producer, the setting of initial payments would have to
follow stricter guidelines and interim payments would have to be made more
often. Relating back to the feed grain policy objective... "to provide for
the efficient pricing of feed grains," a more standardized approach to
initial and interim payments would help to meet this objective. Steps have
been taken by the Australian Wheat Board to combine pooling with hedging to
improve the information flow to producers. This is an important move since
an economically efficient market is unattainable without a continuous flow
of information.

A final aspect of pooling relates to the time dimension of products
and storage costs. Since quotas are generally reasonably uniform across
the entire Wheat Board area, higher productivity areas (including low or
zero summerfallow areas) require longer to move their total production and
may experience higher carryover. This results in a lower net (annual)
price for their product since there is no payment for storage, ¢thus
discouraging production of Board grains relative to alternative cash crops.
In this way, selection of crops on the basis of natural comparative
advantage is circumvented, and in some areas summerfallowiﬂg is encoufaéedc

Corn competitive formulae (c.c.f.). From the time of their

inception (1976) until mid 1979, the formulae prices were basically
irrelevant, because they were generally above world feed grain prices.
Little grain was sold at the formulae prices and they did not impinge on
price determination in the open market. The 1976 to 1979 period was, for
the most part, a period of depressed world feed grain prices. However,

during the 1980-81 period, world feed grain (and in particular, barley)
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prices strengthened and the formulae constrained the levels which domestic
open market prices were allowed to reach. For a thorough economic analysis
of the formulae see Kraft.12

The CWB has to stand ready to sell feed grains within Canada at corn
competitive formulae prices. Almost all domestic sales, therefore, take
place at or below this price, because a domestic user would not normally
bid more on the open market if feed grains are available from the CWB at
the formula price. Since 1976, under the corn competitive formula, feed
barley has been priced from $20 under to over $70 above the CWB asking
export price and thus the formula price has shown little relationship to
the export price. When the formula results in feed grains prices below the
export price, the opportunity loss to western grain producérs is
substantial. They not only suffer due to the subsidy they are forced to
provide through the c.c.f., but they also lose export opportunities for the
feed grains as a result of the overconsumption occurring domestically
because of artificially low prices.

To summarize, the corn formulae fix domestic CWB sale prices,
influence the open market price, and from time to time undervalue dcomestic
sales. With this combination of characteristics, it is clear that market
signals are further distorted in the domestic feed grain market, which
results in the production of another level of market uncertainty and the
discouragement of feed grain production in western Canada. The removal of
the formulae would improve market signals and, therefore, resource

allocation.

Rail car allocations. In 1979, the GTA was appointed by the Federal

government in order to improve co-ordination in grain handling and
transportation, and to make more efficient use of terminal capacity. The

GTA appears to operate in a rather confusing milieu involving the elevator
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companies, railways, terminals, CGC and CWB, with its lines of authority
not clearly defined. Prior to appointment of the GTA, transportation
(L.e., car allocation) was administered solely by the CWB, with the
exception that the CGC allocated (and still does allocate) producer cars.13
While the operation of the GTA is not without problems, two aspects of this
recent change in car allocation procedures deserve attention. First, since
GTA entered the regulatory picture, there has been much more public debate
and information on how this fundamentally important task is performed.
There appears to be considerable agreement among industry participants that
progress has been made toward improving transportation and elevator
capacity co-ordination, and the data supporﬁ this proposition. Secondly,
there is an indication of greater confidence in the allocation process
Since it has been partly removed from CWB control. Presumably, the two
aspects are not unrelated; the cloud of secrecy surrounding so much of the
CWB's operation has always generated suspicions. To the extent that each
of these factors contributes toward <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>