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CANADA

ROYAL COMMISSION ON FARM MACHINERY

TO HIS EXCELLENCY

THE GOVERNOR GENERAL IN COUNCIL

I, the Commissioner, appointed by Order in Council P.C. 1966-978
dated 26th May, 1966, to inquire into the costs of machinery and
repair parts: Beg to submit to Your Excellency the following Report.

/ i~y /g{‘/‘\
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Clarence L. Barber
COMMISSIONER

December, 1969



ORDER IN COUNCIL

P.C. 1966-978

Certified to be a true copy of a Minute of a Meeting of the Committee
of the Privy Council, approved by His Excellency the Governor General
on the 26th May, 1966.

The Committee of the Privy Council, on the recommendation of the Right
Honourable Lester Bowles Pearson the Prime Minister, advise that Clarence Lyle
Barber of the City of Winnipeg, Province of Manitoba, be appointed a Commis-
sioner under Part I of the Inquiries Act to inquire into the costs of farm machinery
and repair parts and, in particular, without limiting the generality of the foregoing,
to consider and report upon

€))

©)

3

C)
©)

the factors affecting the price to the user of agricultural machinery and
equipment and parts in Canada including full reference to the impact of
financing, distribution and servicing costs on the total price of the user;

the costs to the user of agricultural machinery in Canada as compared
with the costs of similar equipment to users in other countries, both in
absolute terms and in relation to total costs;

the present and prospective competitive position of the Canadian
agricultural machinery industry in Canadian and in export markets as
compared with agricultural machinery industries in other countries,
including an examination of research and development activity and its
relationship to the establishment of new facilities in Canada;

the historical and present relationship between the price and the
productivity of agricultural machinery;

measures that would contribute to the expansion of efficient production
of agricultural machinery, the attainment of technological advances, the
improvement of distribution, financing and servicing facilities and the
enhancement of the industry’s competitive position so that Canadian
farmers would be ensured most favourable prices for, and availability of,
machinery and parts.

The Committee further advise

(a) that the Commissioner be authorized to exercise all the powers set out in

(b)

section 11 of the Inquiries Act;

that the Commissioner be authorized to engage the services of counsel,
technical advisers, experts and staff as may be required, at rates of
remuneration, including transportation and living expenses as may be
approved by the Treasury Board;

(c) that the Commissioner adopt such procedure and methods as he may

from time to time deem expedient for the proper conduct of the inquiry

and sit at such times and at such places in Canada as he may decide from
time to time;



(dj that the Commissioner be assisted to the fullest extent by government
departments and agencies; and

(e) that the Commissioner report to the Governor in Council and file with
the Dominion Archivist the papers and records of the inquiry as soon as
reasonably may be after conclusion of the inquiry.

R. G. Robertson
Clerk of the Privy Council
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Chapter 1
INTRODUCTION

Canadian farmers have long complained that it was possible to buy tractors
more cheaply in England than in Canada. Such a claim was made before the House
of Commons Committee® investigating farm machinery prices in 1960. As long ago
as 1952 a United Nations report stated “on the basis of retail sales prices, prices in
the United Kingdom appear to be lower than in the United States. For example, the
Ford tractor produced in the United States was priced at . . . $1,329. The cost of a
Ferguson tractor, which is very similar, produced in the United Kingdom was priced
at...$940.”% The contention was repeated by farmers and farm organizations
during the Commission’s public hearings.

In its terms of reference this Commission was asked to inquire into “the costs
to the user of agricultural machinery in Canada as compared with the costs of
similar equipment to users in other countries, both in absolute terms and in relation
to total costs”. Two of the most important agricultural machines purchased by
farmers are tractors and combines. In view of this provision in its terms of reference
and in the light of the farmers’ complaints, the Commission launched an
investigation of the prices of tractors and combines in Canada and a number of
other countries. During its public hearings in Ottawa the Commission discussed the
price differences it had found with a number of the companies. The data and
arguments presented at the hearings were briefly summarized in Farm Tractor
Prices in Canada Compared with Those in England and Other Countries,® a paper
prepared for the Canadian Agriculture Congress held in Ottawa in March 1969.
Meanwhile, during 1968, the Ontario Federation of Agriculture began to import
tractors from England on behalf of some of its members. Although the Federation
has encountered difficulty in getting tractors to import, some tractors are still being
imported.

This Report summarizes the Commission’s findings on recent differences in
prices of tractors and combines between Canada, the United States, Britain, and a
number of other countries. The emphasis is mainly on tractors because this is the
only farm machine that is shipped across the ocean, and indeed throughout the
world, in substantial volume. Some attention is also given to combines because a
significant volume of imports into North America from Western Europe has
recently developed. Comparisons covering nine countries are made for the 1966 or
1967 selling season. However, the price differences existing at that time
subsequently widened as a result of the devaluation of sterling in late 1967. For
that reason, a more recent comparison was made for tractors in Canada and Britain.

lCanada, House of Commons, Standing Committee on Agriculture and Colonization, Minutes
of Proceedings and Evidence Nos. 1-13, 24th Parliament, 3rd Sess., 1960.

2United Nations Economic Commission for Europe, Industry and Material Division, The
European Tractor Industry in the Setting of the World Market (Geneva, 1952).

3C. L. Barber, Farm Tractor Prices in Canada Compared with Those in England and Other
Countries, prepared for the Canadian Agriculture Congress by the Royal Commission on Farm
Machinery (Ottawa, 1969).
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Price data were collected with the help of Canadian Trade Commission offices
in the various countries, from the Canadian subsidiaries of the farm machinery
companies, and from standard industry sources.* Many of the comparisons were
submitted to the companies for verification and were accepted by them as accurate.

To help evaluate the price differences between countries, this Report
attempts to view the problem within a broad framework. Chapter 2 provides an
outline of the structure of world production and trade in tractors and combines.
Some attention is given both to the current pattern and its historical development.

Chapter 3 describes the price structures of the different countries. The prices
that have received the most attention in public discussion are the company “list
prices” or “suggested retail prices”. However, since farmers often pay substantially
less than this, it is necessary to examine discount practices in different countries.
Also singled out for major attention is the wholesale or dealer price. Where the
machinery companies perform the wholesale function, the “dealer price” is the
amount received by the company. Margins between list prices and dealer prices also
vary from country to country.

Chapter 4 outlines the Commission’s findings on international price dif-
ferences in tractors and combines, appraises the reasons advanced by the farm
machinery companies for these differences, and evaluates the quantitative impor-
tance of the differences to the Canadian farmer.

Some perspective is needed as to where and how tractors and combines
imported from Europe fit into the Canadian picture. To provide this, Chapter 5
compares the “list prices” of the different companies for the various sizes of
tractors and combines currently being sold in Canada. For tractors, comparisons are
also made of price per horsepower.

Some data were available to the Commission on tractor production costs in
North America and Western Europe. Chapter 6 analyzes these data and provides
some assessment of the difference in profits earned by individual companies on
their tractors sold in Canada, compared with those sold in Britain. It also measures
the profitability of tractors of different sizes.

To maintain the price differences that exist between countries, farm
machinery companies have had to take administrative steps to prevent tractors
moving from lower- to higher-priced markets. Chapter 7 describes some of the
methods used by the companies to keep their markets separate, and in particular,
outlines some of the difficulties the Ontario Federation of Agriculture has faced in
importing tractors from Britain.

Finally, Chapter 8 advances some reasons for the existence of these price
differences and considers what steps could be taken to reduce them. The Report
concludes with the Commission’s recommendations to the Government for possible
steps that might be taken to reduce or eliminate these price differences.

In a report of this nature, where detailed and painstaking comparisons were
made of tractor and combine prices in many different countries, it is almost
inevitable that some minor errors may occur. Still, the Commission is confident
that any errors that do come to light will not change in any way the general picture
presented in this Report or the conclusion drawn therefrom.

4Implement and Tractor, Farm Equipment Red Book (Kansas City, Missouri: Implement and
Tractor Publications Inc., published annually).

National Farm Tractor and Implement Blue Book Valuation Guide (Chicago, National Market
Reports Inc., published annually).



Chapter 2

WORLD PRODUCTION AND TRADE:
TRACTORS AND COMBINES

An analysis of world production and trade in wheeled tractors and combines
in recent years shows the following characteristics or trends:

1. Production and trade in wheeled tractors is dominated by a small
number of North American international corporations with major
manufacturing plants in Western Europe and North America, and
smaller assembly-type operations around the world.

In addition, in many countries, a number of smaller firms produce and
trade on a more regional basis.

2. Over the past 25 years, there has been a substantial decline in the
share of the world market supplied by North American producers of
wheeled tractors, and a corresponding increase in the share supplied by
producers in Western Europe.

3. Although the pattern varies from country to country, in many
countries the market for wheeled tractors is highly concentrated, with
the major international firms having a dominant share of the market.

4. The pattern of productivn and trade in combines has some of the
same characteristics as tractors, with many of the same companies
having a dominant position. However, trade is more regional in
character, and production volume is much smaller.

A broad outline of the worldwide pattern of wheeled tractor production by
country and major company is given in Table 2.1. These data, which are
approximate only, and limited to non-Communist countries, show that Massey-
Ferguson, International Harvester, and Ford, account for just under half of total
production. The next three firms, Deere, Fiat, and Renault (or David Brown),
account for an additional 17 per cent of the total. The balance is distributed among
a large number of smaller firms. Two of the largest three firms, Ford and
Massey-Ferguson, have integrated their production of components on a worldwide
basis. Ford’s production is completely integrated, so that no major component is
produced in more than one plant. Massey-Ferguson’s output also is largely
integrated, but less so than Ford’s. International Harvester is reported to have
recently integrated its European tractor manufacturing operations so that major
components are produced in one plant only, but its North American tractor
operations are still on a completely independent basis. Deere’s major production is
still in North America. It is estimated that in 1966 North America accounted for
about one-third of wheeled tractor production in the non-Communist world with
most of the balance being produced in Western Europe. Britain is the largest
producer in Western Europe, accounting for 210,000 units in 1966 or about 26 per
cent of the total in Table 2.1. The Federal Republic of Germany produced 101,000
tractors, France 65,000, and Italy 49,000.
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6 Prices of Tractors and Combines

To a large degree, tractor production in North America is concentrated in the
larger horsepower sizes of tractor. Over two-thirds of the wheeled tractors produced
in the United States in 1967 were of 50 HP or more, and about 43 per cent were 70
HP and more. This contrasts strongly with the pattern of production as recently as
1953 when some 62 per cent of all tractors were under 35 HP.

TABLE 2.2-WHEELED TRACTOR PRODUCTION, UNITED STATES,
BY HORSEPOWER SIZE, 1953 AND 1967

1953 1967

PTO HP Number Percentage =~ Number  Percentage
9 -34 243,190 62.3 16,543 6.8
35 —49 58,789 15.1 63,205 26.1
50 - 69 59,048 24.4
70 — 89 88,406 22.6 31,693 13.1
90 - 99 51,582 21.3
100 and over 20,144 8.3
Total 390,385 100.0 242,215 100.0

Source: U.S. Department of Commerce, Bureau of the Census, Current Industrial Reports,
Tractors, Except Garden Tractors 1967, Series M358(67)-13 (Washington D.C., 1 968).

U.S. Department of Commerce, Bureau of the Census, Facts for Industry, Tractors,
Summary for 1953, Series M37B-03 (Washington D.C., 1954).

A similar concentration in the higher horsepower category is evident in U.S.
exports of wheel-type tractors. In 1967 almost half of U.S. exports by value were
tractors of 80 HP and over; and almost three-quarters were 60 HP and over. Canada,
Australia, and New Zealand took almost 80 per cent of U.S. tractor exports.

TABLE 2.3-U.S. EXPORTS, WHEELED AGRICULTURAL TRACTORS,
BY COUNTRY OR REGION, AND SIZE OF TRACTOR, 1967

South and  Australia

Central and New All
Total Canada America Zealand Other
(Thousand dollars)

Under 40 HP 10,931 9,099 430 97 1,305
40to 60 HP 25,140 16,680 4,433 932 3,095
60to 80 HP 35,728 26,498 3,731 2,149 3,350
80 to 100 HP 41,567 28,809 4,630 4,750 3,378

100 HP and over 23,659 14,935 3,658 2,876 2,190

Total 137,025 96,021 16,882 10,804 13,318

Percentage 100.0 70.1 12.3 7.9 9.7

Source: U.S. Department of Commerce, Bureau of the Census, U.S. Exports, Schedule B
Commodity and Country (Washington D.C. 1967), pp. 279—281.

As the demand for larger tractors has increased, there has been a pronounced
shift towards the use of diesel tractors. In contrast with Western Europe where the
high cost of fuel led to a much earlier use of diesel tractors, this trend came
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relatively recently in North America. In 1951, for example, it has been estimated
that only 4 per cent of the wheeled tractors produced in the United States were
powered by diesel engines, compared with 50 per cent at that time in Western
Europe. As a result, it has been only in relatively recent years that diesel tractors
have been produced in any substantial volume in the United States. As recently as
1957, total production of diesel-type wheeled tractors was only. 37,400, and annual
production did not exceed 80,000 until 1962. Given the fact that in trucks and
many other applications there was a much earlier utilization of diesel engines in
Western Europe than in the United States, North American producers must have
found themselves relatively short on experience and knowledge in the man-
ufacturing and application of diesel engines. In addition, the small over-all volume
of diesel tractors produced until relatively recently has meant that each
manufacturer has had comparatively short production runs on diesel engines.

In contrast with the United States, European production is more largely
concentrated in the under 60 HP category, and European manufacturers (including
subsidiaries of North American companies) dominate the European market, where
the demand is mainly for lower-horsepower tractors. Tractors from Europe are also
supplied to markets throughout the world. Imports from Europe have been a much
more significant factor in the Canadian market than in the United States. In 1967,
for example, Canada imported more than 11,000 tractors from Western Europe
compared with the 7,600 imported by the United States. Yet the total U.S. tractor
market is some six or seven times as large as the Canadian market. Some of this
difference reflects the fact that Ford largely supplies the Canadian market with
tractors produced in England, but assembles tractors for the U.S. market in Detroit,
using components largely imported from Europe. However, the difference also
probably reflects the strong preference in the United States for a row-crop-type
tractor, which has not been produced or used extensively in Western Europe.

Development of the farm tractor was pioneered in North America, and prior
to the Second World War, North American producers dominated the world market
for tractors. In 1937, for example, it is estimated that 310,000 tractors were
produced in the non-Communist world and of these, 87 per cent were produced in
the United States, 6 per cent in Britain, and 5 per cent in Germany, leaving about 2
per cent for all other countries. Since 1945, however, apart from a brief spurt at the
end of the war, the U.S. share of world production has been steadily declining
(Table 2.4).

This is particularly true for the total number of tractors. In 1950 the United
States still accounted for 70 per cent of total output but by 1966 its share was less
than 33 per cent. Even for this output, two of the major producers, Ford and
Massey-Ferguson, were importing major components from Western Europe. In
contrast, Britain became a major world supplier of tractors, increasing its share of
production from 6 per cent in 1937 to 15 per cent in 1950 and 31 per cent by
1962. Tractor production in Germany also increased rapidly after 1945, reaching
100,000 by 1954 and a peak of 140,000 in 1955. In addition, Italy and France
were each producing about 50,000 units by the early sixties. Because the U.S.
producers have been moving steadily to higher horsepower tractors—the average size
of tractor sold in the United States increased from about 30 HP in 1950 to around
70 HP in 1967 — their share of world production is larger in terms of horsepower
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TABLE 2.4-WORLD TRACTOR PRODUCTION (EXCLUDING COMMUNIST
COUNTRIES), SELECTED YEARS 1937 TO 1966

1937 1951 1962 1966 1966
(Thousand units) (Percentage)

United States 272 544 207 270 33
Canada - 15 1 - -
Britain 18 120 202 210 26
West Germany 16 58 101 101 12
France 2 14 57 65 8
Italy 2 8 49 49 6
Sweden — 7 16 15 2
Australia - 4 4 11 1
Total 310 773 650 810 100

Source: R.E. Linneman, The United States Tractor Industry in Selected Foreign Markets,
(University of Illinois, 1964), University Microfilms for 1937, 1951, 1962 and Table
2.1 for 1966.

than units. In 1966 the United States still accounted for an estimated 45 per cent
of the total horsepower produced in wheel-type farm tractors outside of the
Communist countries.

This pronounced shift away from tractor production in North America and
towards Western Europe is also evident in production data for Massey-Ferguson,
including data for the Massey-Harris and Ferguson companies before amalgamation
(Table 2.5).

TABLE 2.5-WORLD TRACTOR PRODUCTION, MASSEY-FERGUSON
(INCLUDING PREDECESSOR COMPANIES), 1947,
1951, AND 1966

1947 1951 1966

(000) Percentage  (000) Percentage  (000)  Percentage

North America 63 75 72 47 39 25

Europe 21 25 81 53 118 75

Britain 21 25 81 53 79 50
Total 84 153 157

Source: E.P. Neufeld, A Global Corporation (University of Toronto Press, 1969), pp. 61,
283-5. Data include industrial wheeled tractors.

Thus, as the data in Table 2.5 show, North America accounted for 75 per cent of
Massey-Ferguson’s worldwide output in 1947 but only 25 per cent in 1966. In
contrast, Western Europe’s share had increased from 25 per cent to 75 per cent and
the United Kingdom’s share from 25 to 50 per cent. The contrast is evident, too, in
terms of absolute output. Massey-Ferguson’s output in Western Europe rose from
21,000 units in 1947 to 81,000 in 1951 and to a new peak of 118,000 in 1966. For
North America output peaked at 72,000 units in 1951 and by 1966 had fallen to
around 39,000 units.
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Moreover, these data do not include the effects of the substantial flow of
tractor components from England and France to North America. A large
proportion of the components for all the tractors that Massey-Ferguson assembles
in Detroit, including the diesel engines for all models and the axles and
transmissions for all but the largest tractors, are manufactured in England or
France. All of the tractors that Massey-Ferguson sells in Canada are assembled in
Detroit.

Similar trends are evident in the tractor production operations of a
number of other major firms. One example is the rationalization of manufacturing
operations carried out by the Ford Motor Company within the past few years. Asa
result of this change, Ford now produces engines, front axles and hydraulic units
for all its tractors in a new plant in Basildon, England. As well as this component
production capacity, this plant also has an assembly capacity of 75,000 units.
Another plant in Antwerp, Belgium, with an assembly capacity of about 31,000,
produces 6- and 8-speed transmissions and rear axles, again for all of Ford’s tractor
operations. Still another plant at Highland Park, Michigan, produces 10-speed
Select-0-Speed and 4-speed transmissions and assembles tractors for the U.S.
market. This plant’s assembly capacity is 45,000 units. In addition, Ford tractors
are assembled from knocked-down components® in 27 other places throughout the
world. Nearly all Ford tractors sold in Canada are assembled at the Basildon plant.
No explanation has been given as to why the U.S. market is supplied from their
plant near Detroit, but the Canadian market has a lower-cost source of supply.
However, it may be partially related to the American farmers’ supposed prejudice
against imported machinery. The Detroit factory also produces industrial tractors,
which are subject to duty, as well as some larger and special models not now
produced in Britain.

Another major North American producer, Deere, acquired the Lanz Company
at Mannheim, West Germany, in 1957 and currently imports its 510 and 710
models from that source for sale in the Canadian market. These models are not sold
in the U.S. market. Again, International Harvester, which has been producing
tractors in various countries of Western Europe (Britain, France, and Germany)
since the early post-war years, imports the 434 Model it sells in Canada from its
plant in Doncaster, England. Cockshutt of Canada, a wholly-owned subsidiary of
the White Motor Company, has its Model 1250 tractor manufactured by Fiat in
Italy. On the other hand, both Case and Allis-Chalmers manufacture all the tractors
they sell in Canada in their plants in the United States.

Thus, two of the North American based companies supplying tractors to the
Canadian market, Ford and Massey-Ferguson, have achieved large-volume European
output, 100,000 units or more annually, for all the major components of their
tractors. Two other major North American producers, Deere and International
Harvester, have substantial but much smaller European tractor operations and have
not attempted to integrate these in any way with their North American operations.
Yet, another North American company, the White Motor Company, has taken
advantage of lower-cost, large-volume European tractor production by buying and
selling Fiat tractors under the Cockshutt and Oliver brand names. These tractors

lAn industry term, meaning components which are packed in complete sets, at a manufacturing
location, which can be put together with relatively unskilled labour and low cost facilities at
their destination into complete tractors. “Completely knocked down” (CKD) means that no
assembly of components occurs at the point of manufacturing; “Semi-knocked down” (SKD)
means that sub-assemblies are shipped, ready for final assembly.
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also receive minor changes in trim and appearance and the addition of North
American tires to make them more marketable on this continent.

In addition, a number of European-based manufacturers are currently
marketing tractors under their own brand name on this continent. David Brown and
Nuffield in England both market their tractors in Canada and the United States.
Deutz tractors from Germany and Volvo tractors from Sweden are sold by
Canadian Cooperative Implements Limited (C.C.I.L.) in Western Canada and the
Renault tractor from France is distributed by Coopérative Fédérée de Québec.
Aside from the 80 HP Deutz and the 100 HP Volvo, the largest European-produced
tractor currently sold in Canada is the 65 HP David Brown.

This rough sketch of production and trade in farm tractors can now be
rounded out with some indication of the extent to which sales are concentrated in
the hands of a small number of firms in the different major markets. In Britain, two.
firms, Ford and Massey-Ferguson, are reported to sell more than 70 per cent of all
the tractors sold in that market. In Italy, Fiat is reported to dominate the market,
selling about half of all the tractors bought by Italian farmers. Most other European
markets are much less concentrated than this, although Volvo has a dominant
position in Sweden and Renault an important position in France. In West Germany,
three firms, Deutz, International Harvester, and Fendt, supply about 45 per cent of
all the tractors sold, and three other firms, Massey-Ferguson, Eicher, and
Deere-Lanz, supply an additional 20 per cent. Nine firms, including five domestic
producers, supply about 81 per cent of the market.

In Canada, in 1967, the four largest firms supplied about 68 per cent of all
the tractors sold (by value), and the eight largest firms some 94 per cent. In some
individual provinces, the sales concentration is higher than this. In Saskatchewan,
for example, the tour largest firms supplied 77 per cent of the market, and the eight

TABLE 2.6-SALES CONCENTRATION RATIOS FOR WHEELED TRACTORS,
ALL CANADA, BY SIZE CLASS, 1967

Four Largest Firms Eight Largest Firms
(Percentage of total unit sales)
Under 40 HP 86.7 100.1
Deere, Ford A-C, Case
IHCC, M-F D. Brown, White
40 to 59 HP 58.6 85.9
D. Brown, Deere A-C, Case, IHCC
Ford, M-F White
60 to 69 HP 62.1 94.9
Case, Deere C.C.I.LL., D. Brown
IHCC, M-F Nuffield (BMC) White
70 to 99 HP 84.4 100.0
Case, Deere A-C, M-F, Ford
IHCC, White
100 HP and over 81.8 100.0
Deere, IHCC A-C, Case
Versatile, White M-F

Note: White includes all tractors sold by Cockshutt and Minneapolis-Moline (subsidiaries of

White Motor Company) and Oliver tractors sold by Coopérative Fédérée de Québec.

Source: Individual company reports and DBS Merchandising and Services Division, Farm
Implement and Equipment Sales, 1967 (Ottawa: Queen’s Printer, 1969).
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largest 98 per cent. Concentration ratios also vary for different sizes of tractor. As
Table 2.6 shows, concentration is highest at both ends of the range, for the
under 40 HP tractors and for the over 70 HP tractors. It is lowest in the 40 to 59
HP category. The names of the four largest firms and the fifth to eighth largest
firms are given in Table 2.6 in alphabetical order.

In the United States, in 1963, the four largest firms accounted for 72 per cent
of total shipments of wheeled tractors, and the eight largest firms for 95 per cent.
This suggests a slightly more concentrated market than exists in Canada. Direct
comparison is not possible since the U.S. data include export as well as domestic
shipments. The names of the companies in the U.S. data are not available.

Less complete information is available on praduction and trade in combines.
Pull-type combines began to come into use early in this century, and by 1930 there
were 70,000 in use on North American farms. By 1940 this had increased to
210,000, all but about 20,000 of which were in the United States. In the
mid-thirties Massey-Harris began development work on a self-propelled combine
and, in the latter stages of the war, had on the market the model that formed the
basis of the Harvest Brigade of combines that was used for custom combining over a
vast area of the American West. In the early post-war years, as a result of this head
start, Massey-Harris at one time provided more than half of all the self-propelled
combines sold in North America. Its total North American production of both
pull-type and self-propelled combines reached a peak of almost 30,000 in 1951. As
other firms introduced and improved their own self-propelled models, Massey
gradually lost this dominant position.

In Western Europe a number of native firms developed important positions in
the combine field. A small family firm in West Germany, the Claas company,
produces 18,000 to 20,000 a year, and has become the leading seller in Western
Europe. Its combines are also exported to North America where they are sold by
C.C.IL. in Western Canada and by Ford in the United States and, since 1968, in
Eastern Canada. Another leading German farm machinery company, Fahr, now
amalgamated with the tractor producing Deutz company as Deutz-Fahr, is reported
to be the third largest German producer of combines, second place being occupied
by Massey-Ferguson with a production of 5,600 in 1966.

In Belgium another small family firm, Clayson, established an important
market position for its combine in Western Europe during the post-war period. In
the early sixties it was taken over by the New Holland Division of the Sperry Rand
Corporation and its combine is now marketed in North America under the New
Holland brand name. Its production is estimated to be around 10,000 a year.

In Sweden the leading combine manufacturer is Bolinder-Munktell. It
produces the Volvo combine which is sold in substantial volume in Europe and the
Middle East. A Volvo combine is also manufactured under a licensing arrangement
in Britain. There are also smaller domestic firms in France (Braud), in Italy, and in
Britain.

The other major combine manufacturer in Western Europe is Massey-
Ferguson. In its three plants in Scotland, France, and Germany, it produces around
10,000 combines a year. Deere also produces an estimated 1,500 combines in its
plant in Zweibriicken in West Germany, and now exports a few of these to North
America.
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Although there is a substantial trade in combines among the different
countries of Western Europe and a significant export from Europe to Africa, the
Middle East, Australia, and South Africa, trade between Europe and North America
is still relatively small. In 1967, for example, Canada exported 11,629 combines, of
which all but 504 went to the United States. Similarly, Canada imported 5,365
combines in 1967, of which 318 came from West Germany, one from Sweden and
the rest from the United States. In 1966 the United States exported $138 million
worth of harvesting machinery and imported $114 million worth. Of these exports,
$95 million went to Canada, $13 million to Latin American countries, $10 million
to the Common Market and $5 million to the EFTA group of countries. On the
import side, $107 million or 94 per cent of the total came from Canada, $5 million
from the Common Market countries and $ 1 million from the EFTA group.

An estimate of world combine production by country and company is given
in Table 2.7.

According to these estimates, there were about 125,000 combines produced
outside the Communist countries in 1965. Of this total, some 38,000 were
produced in the United States, 31,000 in West Germany, 15,000 in Canada, 9,000
in Belgium, and 5,000 in Sweden. The leading producers on a worldwide basis were
Claas with 22,000 and Massey-Ferguson with 21,000, followed in order of size by
Deere, International Harvester, Clayson (New Holland), Allis-Chalmers, Volvo
(Bolinder-Munktell), and Case.

In Canada nine different companies now offer combines to Canadian farmers,
although one of these brands, the Versatile, is sold only in Western Canada. Of
these nine different brands, three are manufactured in Canada, namely the
combines sold by Versatile, Cockshutt, and Massey-Ferguson. In addition, Inter-
national Harvester manufactures a small model in Hamilton which is sold in Eastern
Canada. Four others are manufactured mainly in the United States. These are the
combines sold by Deere, International Harvester, Case, and Allis-Chalmers. In 1968
Deere also imported some combines from its plant in West Germany for sale in
Canada. The Claas combine is manufactured entirely in West Germany, and the
New Holland or Clayson combine is basically produced in Belgium, but combines
for the North American market are finished in the United States with U.S.
hydraulic components and tires.

In 1967 the four leading sellers (Deere, International Harvester and
Massey-Ferguson, and the White Motor Company subsidiaries, Cockshutt and
Minneapolis-Moline) provided about 69 per cent of the self-propelled combines sold
in Canada. No exactly equivalent data are available for the United States. However,

in 1963, the four largest firms produced about 69 per cent of all the harvesting
machinery manufactured in the United States.

Finally, it may be noted that while Canada ranks third in the world as a
producer of combines, her production of wheeled tractors is confined to the small
number of large four-wheel-drive tractors produced by Versatile in Winnipeg.



Chapter 3
THE STRUCTURE OF PRICES

In comparing prices of farm machinery in Canada and other countries, it is
important to understand the price structure of the industry. Valid comparisons can
be made only if the prices being considered are at the same transaction level, such
as the levels between dealer and farmer, between the wholesale branch of the farm
machinery company or an independent wholesaler and the dealer, and between the
manufacturer and the wholesaler.

On its way to the farmer, farm machinery may pass through three transaction
levels, each of which has a price associated with it. There is the price actually paid
by the farmer or the realized price. The dealer in turn pays the wholesale branch of
the manufacturer or the independent wholesaler for the machine. This is usually
called the dealer price or the net wholesale price. The wholesaler or wholesale
branch in turn pays the manufacturer a price that is often called the factory price.
Where the machine is being shipped from the factory to the wholesale branch of the
same company, this may simply be an arbitrary transfer price. In addition, there is
the suggested retail price, the price that appears in the price list issued by the
company, and the one that is normally the starting point for bargaining between
the farmer and dealer.

It should be noticed that the suggested retail price does not include the cost
of shipping the machine from the factory to the dealer. Thus the initial price
quoted to the farmer will usually be the suggested retail price plus freight. For
machines originating in North America, the farmer usually pays the freight from the
factory to the dealer. When the tractor or other farm machine is imported from
Europe, the farmer normally pays the freight from the port of entry to the dealer.

TABLE 3.1-PRICE LEVELS IN THE FARM MACHINERY INDUSTRY
IN NORTH AMERICA

Percentage of Suggested
Retail Price

Suggested retail price (SRP) 100

Price paid by farmer, after discount from SRP where no
trade-in involved, or after over-allowance on trade-in

(84-86 per cent of SRP) 85
Net wholesale price (NWP) or net selling price to dealer

(including volume discounts) 73
Typical “transfer price” between manufacturing and

selling divisions of same company 61
Typical North American manufacturing cost level (51-

57 per cent of SPR)! 54

\ |
Based on 11-year average of two major farm machinery manufacturers: Deere and Company
(51 %) and J.1. Case Company (57 %).

Source: See Appendix A.
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Often this is from Montreal or, in some instances in Western Canada, from the
Lakehead. Each of these price levels will be discussed in turn. For North America,
Table 3.1 relates each of the price levels to the suggested retail price.

Dealer to Farmer Level

In North America, and to some degree in other countries, the farmer buying a
new machine will offer a used machine as a trade-in. Thus the price the farmer
actually pays for his machine will depend on the amount he is offered in trade for
his old machine. If, as normally happens, the allowance made for the old machine
exceeds its market value, the effective price paid by the farmer will be below the
suggested retail price. While no accurate data are available on the effective prices
paid by farmers, and they undoubtedly vary from farmer to farmer and from dealer
to dealer, an approximate measure of the extent to which realized prices depart
from suggested list prices can be obtained from surveys of dealer operating costs
and profits. These surveys suggest that Canadian farmers currently pay for new
machines a price equal to about 84 per cent of the “list price” or the suggested
retail price that appears in the company price lists. Details on how this amount is
arrived at are contained in Appendix A.

As Table 3.2 shows, the margins earned by farm machinery dealers in North
America have been fairly stable in recent years. The gross margin earned on sales of
new and used equipment by the dealers reporting to the survey noted on this table
has varied over the range of 8.2 to 9.5 per cent since 1962. Although these results
are dominated by dealers operating in the United States, the survey includes about
46 dealers from Saskatchewan. Data for Canada, described in Appendix A, indicate
that the margins earned by Canadian dealers are just slightly lower than those
earned in the United States. Data on dealer margins can only measure the average

TABLE 3.2—-FARM IMPLEMENT DEALER MARGINS (EXCLUDING VOLUME DISCOUNT),
UNITED STATES AND SASKATCHEWAN," 1961 TO 1967

PROFIT/(LOSS)
Dealer Margin — Percentage of New and Combined Dollar
Used Equipment Sales Margin on New and
Margin on Margin (loss) Used Equipment as
Average  Low-Profit High-Profit New on Used Percentage of New

Dealer Dealers? Dealers” Equipment Equipment Equipment Sales Only

1961 10.2 8.6 12.4 15.4 (5.1) 13.6
1962 9.3 7.4 12.6 14.2 (5.5) 12.3
1963 9.5 8.7 11.9 13.9 (4.5) 12.5
1964 8.9 6.2 12.2 13.2 4.1) 11.8
1965 8.2 5.5 11.8 11.8 3.9 10.8
1966 8.6 6.8 12.1 11.7 (1.8) 11.2
1967 8.4 6.0 11.1 11.1 (1.1) 10.8

1Cost of Doing Business Study, approximately 1,600 dealers, of whom about 46 were from
Saskatchewan (1966).

2 Low-profit dealers are the poorest one-fourth of all dealers reporting as measured by the
percentage of net profit to sales; high-profit dealers are the best one-fourth using the same
measure. Margins do not include the volume bonus received by dealers at the end of the year.

Source: National Farm and Power Equipment Dealer Association, Cost of Doing Business

Study (St. Louis), Studies from 1961 through 1967.
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extent to which the price paid by the farmer is below the suggested retail price. In
fact, in individual transactions, the extent of this discount from list price may vary
significantly. Some idea of the range involved is shown in Table 3.2 which gives the
margins earned by ‘“low-profit” and ‘“high-profit” dealers. Similar differences
undoubtedly apply to different types and makes of machinery. Some companies
offer their dealers larger discounts than others, and more bargaining between farmer
and dealer takes place on a tractor or a combine than on a cultivator.

While only limited information is available as to the extent to which farmers
receive effective discounts from list prices in other countries, a similar Cost of
Doing Business Study' of dealer margins in Britain, made available to the
Commission, indicates that farmers in that country pay on the average about 93 per
cent of suggested retail prices.

Wholesaler to Dealer Level

This is the price paid by the dealer for a machine which will be sold later to
the farmer. Initially, the invoice price to the dealer is arrived at by subtracting a
trade discount from the suggested retail price of the machine. For the major
companies, the trade discount in Canada currently averages 23 per cent. At the end
of the year, the dealer will usually be given a volume bonus based on his total sales
for the year. Although the volume bonus increases with total sales up to a certain
limit, all but the smallest dealers normally qualify for the full volume bonus. For
most companies this averages about 4 per cent of the suggested retail price. Thus, in
recent years, the dealer discount in Canada for most full-line firms has been 27 per
cent of list price. The average net selling price to the Canadian dealer is therefore 73
per cent of the list price.

This apparently simple relationship is complicated by the different ways farm
machinery companies establish suggested retail prices in Canadian dollars. Four
companies manufacturing in Canada, Deere, Cockshutt, International Harvester and
Massey-Ferguson, publish Canadian price lists. Other companies, such as J.I. Case and
Allis-Chalmers, use an identical price list expressed in U.S. dollars for both Canada
and the United States. Using this U.S. price list, the Canadian dealer arrives at a
Canadian list price by applying an exchange adjustment factor. This latter factor,
currently a surcharge of from S to 6 per cent, is applied to the list price only, after
deduction of the dealer’s 23 per cent discount. Thus the Canadian list price is made
up of the net price to the dealer (excluding volume and other bonuses), plus an
exchange factor, plus the original 23 per cent discount. Application of 5 or 6 per
cent to the dealer price is roughly equivalent to applying the full exchange rate to
the net price charged to the wholesale branch house. Since the exchange rate is not
applied to the wholesale and dealer margins, the resulting suggested retail price is
below the U.S. list price converted to Canadian dollars at the official exchange rate.

Correspondingly, the margin available to the dealer and branch house is slightly
smaller in Canada.

Two companies, Deere and Cockshutt, publish Canadian price lists in
Canadian dollars. The lists of International Harvester and Massey-Ferguson require
an exchange conversion for certain products. These are generally imported items,
but some imported items are not subject to exchange conversion. A factor of 5 or 6
per cent applies to the wholesale price only.

1 Agricultural Machinery and Tractor Dealers’ Association Limited, National Survey of Trading
Costs, Margins and Profits in the Retail Agricultural Machinery Trade (Rickmansworth,
England, 1966).



18 Prices of Tractors and Combines
FIGURE 3-I
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When the suggested retail prices of tractors and combines for each of these
major companies in Canada and the United States are compared by convertihg the
U.S. list price to Canadian dollars at the official exchange rate, the results are as
follows. Deere’s prices in Canada and the United States are pretty well identical.
For Massey-Ferguson, the Canadian price, with a few exceptions, is below the U.S.
price. Suggested retail prices for the other four long-line companies are also lower
in Canada than in the United States.

For the full-line companies, relationships between wholesaler and dealer are
complicated by the fact that not only do these companies maintain their own
wholesale branch houses, but they also finance both new and used machines in the
hands of the dealer, and many of them finance sales to the farmer as well. Machines
in the hands of the dealer are financed under a “floor plan” arrangement, which is
interest-free to the dealer for at least one selling season or until the machine is sold.
The financing of both the dealer and the farmer may be arranged either through a
finance subsidiary or through the parent company. A broad indication of the
pattern taken by these relationships is given in Figure 3.1

Manufacturer to Wholesaler Level

Since, for all the major companies, the price charged by the manufacturer to
the wholesaler is a transfer price, showing the price at which the tractor or combine
is transferred from one division of the company to another, little attention is paid
to this level of pricing in the present study. However, where the manufacturer is in
one country and the wholesale branch in another, the transfer price will affect the
division of profits between the two countries. Chapter 6 gives some analysis of the
different profit levels that arise when identical machines are sold at varying prices in
different countries.

The Structure of Prices in Different Countries

Taking the suggested retail price in each instance as 100, Table 3.3 provides a
measure of the extent to which the price to the farmer and the wholesale price
diverge from this level in nine different countries. Data on prices to the farmer are
available for three countries only — Canada, the United States, and Britain — and
even here are fairly approximate. The estimates of wholesale prices or net price to
the dealer are based on a variety of sources, described in Appendix A.

TABLE 3.3—-FARM MACHINERY PRICES AT DIFFERENT TRANSACTION LEVELS,
SELECTED COUNTRIES, 1966-67

Suggested Farmer’s Dealer or Whole-
Retail Price Purchase Price sale Price
Canada 100 84 73
United States 100 86 73
Britain 100 93 82
France 100 84
Italy 100 79
West Germany 100 65
Sweden 100 76
Australia 100 81
South Africa 100 81

Source: See Appendix A.
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As these data show, the discount structure varies widely in the different
countries. In Britain, for example, the discount to the dealer is much smaller than in
North America, and the dealer sells at closer to the suggested retail price. For this
reason, a comparison of suggested retail prices substantially overstates the amount
actually paid by farmers in Canada and the United States, compared with farmers in
Britain. Smaller discounts than in North America are also evident in France, Italy,
Australia, and South Africa. The discount in Sweden is larger and begins to
approach that in Canada. Much the largest discount of any country is that offered
in West Germany in 1966, although this has now been reduced by some companies.
With the exception of West Germany, the purchase price to the Canadian farmer
appears to be lower in relation to the suggested retail price than in other countries.

Although the discount structure is similar in Canada and the United States,
there is some evidence that the net price to the farmer is slightly lower in relation
to the suggested retail price in Canada. Thus, in Table 3.3, the farmer price is shown
as 84 per cent of the list price in Canada and 86 per cent in the United States. In
addition, the way in which the exchange rate is handled affects the level of discount
allowed, to some small extent. In all countries, the discounts offered by smaller
firms sometimes differ from those offered by the major firms. Only the latter are
covered by the data presented here.



Chapter 4

INTERNATIONAL PRICE COMPARISONS:
TRACTORS AND COMBINES

Much of the data collected by the Commission on tractor and combine prices
in different countries relates to the 1966 or 1967 selling season. Since that time,
sterling has been devalued and some of the price relationships between different
countries have changed. However, because the preparation of price comparisons for
identical machines in different countries is so time-consuming, it was not possible
to bring all these comparisons up to date. They represent the price differences that
existed at that point of time. To take account of the effects of devaluation, a more
limited comparison was undertaken showing the prices of tractors during the 1968
selling season in Canada and Britain.

Before examining the current picture, it is worth noting that the removal of
the Canadian tariff on farm machinery in 1944 has largely eliminated the price
differences that formerly existed between Canada and the United States. In the
1930’s when the Canadian tariff on imports of farm machinery (except tractors
valued at less than $1,400, which were free of duty) was 25 per cent, prices of farm
machines were often significantly higher in Canada than they were in the United
States. Some information on these differences was presented to the Special
Committee of the House of Commons on Farm Implement Prices! in the late
thirties, and these data have been summarized in Table 4.1.

TABLE 4.1-PRICES OF FARM MACHINERY IN CANADA AS PERCENTAGE
OF U.S. PRICES, 1935-36, BY TYPE OF MACHINE

Tariff Rate Canadian Price U.S. Price

(Average) (Range)

Tractors Free & 25% 103 100-107 100
Harvesting machinery 25% 120 112-143 100
Haying machinery 25% 116 104-122 100
Tillage machinery 25% 103 95-129 100

Source: These figures were arrived at from analysis by the Commission staff of prices quoted
in Canada, House of Commons, Special Committee on Farm Implement Prices, Min-
utes of Proceedings and Evidence and Report, Nos. 1-20, Sess. 1937.

In 1935-36 tractor prices averaged 3 per cent higher in Canada, harvesting
machinery 20 per cent higher, haying machinery 16 per cent higher, and tillage
machinery 3 per cent higher. Price differences of about this magnitude appear to
have prevailed throughout the thirties. However, the differences were appreciably
smaller than this before tariffs were increased in 1930.

While free trade has eliminated the price differences that formerly existed
between Canada and the United States, substantial differences still exist between
Canada and Western Europe, as the data presented in this chapter will make
abundantly clear. These differences exist despite the complete absence of tariffs on
tractors or other machinery imported from Western Europe. Their existence

lCanada, House of Commons, Special Committee on Farm Implement Prices, Minutes of
Proceedings and Evidence and Report Nos, 1-20, Sess. 1937,
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suggests that other barriers have taken the place of tariff duties. But more on this
later.

The differences in prices charged for essentially identical tractors in nine
different countries — Canada, the United States, Britain, France, Italy, West
Germany, Sweden, Australia, and South Africa — are summarized in Tables 4.2 to
4.6, which show the price differences that existed during the 1966 or 1967 selling
season. Further details on prices for individual tractors in these different countries
are presented in Appendix B. All price comparisons are for tractors with virtually
identical specifications. Price comparisons are made for major horsepower groups,
and are summarized separately for firms whose international headquarters are in
North America and for those whose head offices are in Europe.

These comparisons show that for all sizes of tractors up to 75 HP, suggested
retail prices are very much lower in Britain than in Canada (by 26 to 45 per cent),
and are substantially lower in Italy and South Africa (by 10 to 21 per cent). (See
Tables 4.2 and 4.5.) In Australia and Sweden list prices on this size range of tractors
are moderately lower (by 6 to 11 per cent) than in Canada. Only in West Germany,
France, and the United States are list prices generally higher than in Canada.
Although there are variations in the amount of these differences, this pattern holds
for both the North American and the European firms. In terms of absolute
amounts, these differences (shown in detail in Appendix B, Table B.1) range as high
as $3,031, the amount by which the Canadian list price of one 60 to 75 HP tractor
($6,716) exceeds the list price of the identical tractor in Britain ($3,685).

In contrast, suggested list prices for the larger tractors, 75 HP and up, are
often higher in Europe than they are in North America. This is uniformly true of
the tractors sold by North American based firms. The larger horsepower tractors of
these firms are manufactured in the United States and exported to Europe, and
carry suggested list prices anywhere from 11 to 40 per cent above the Canadian list
prices for equivalent tractors. However, this is not true of the two European
tractors in the over 75 HP class. The Volvo 800 lists from 13 to 17 per cent lower
in Britain, Sweden, and South Africa than it does in Canada. Similarly, the Deutz
D-9005 carries a suggested list price in West Germany and Sweden from 5 to 7 per
cent below its Canadian list price.

Because of the extent to which discounts vary from country to country,
suggested retail list prices may often not provide an accurate indication of either
the amount paid for a tractor by the farmer or of the net return received from the
dealer by the manufacturer. As pointed out earlier, the British farmer usually pays
about 93 per cent of the list price, whereas in North America the farmer pays on
the average something like 84 to 86 per cent of the list price. Dealer discounts also
vary widely from country to country. It is useful, therefore, to consider also the
price differences that exist at the dealer level. Tables 4.3 and 4.6 compare net
wholesale prices for tractors in these same countries.

Even on a net wholesale price basis, Britain is still much the lowest-priced
tractor country for all tractors of 75 HP and under. Net wholesale prices to the
dealer for this size range of tractors are from 17 to 38 per cent lower than they are
in Canada. In dollar amounts, this means that a manufacturer may receive from the
dealer as much as $1,881 more from a tractor sold in Canada than he receives for
the identical tractor when sold to a farmer in Britain through a dealer there. The
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average difference was $418 on tractors of less than 45 HP, $876 for tractors in the
45 to 60 HP size class, and $1,881 on tractors of 60 to 75 HP (see Table 4.3).

On this price basis, Italy and South Africa also show price levels significantly
below those in Canada for tractors in the under 75 HP size range. For the tractors
of North American firms the difference below the Canadian price varies from 8 to
14 per cent for Italy, and from 3 to 13 per cent for South Africa. The difference is
somewhat smaller for the European firms. For the remaining countries, net
wholesale prices are not consistently higher or lower than those in Canada (see
Table 4.6). For example, in West Germany the under 45 HP class of tractors is from
6 to 12 per cent higher than in Canada on a net wholesale price basis, whereas in
the 45 to 60 HP group, prices are from 1 per cent higher to 11 per cent lower.
Similarly, variations in the average price differences for the various size groups are
found in France, Sweden, and Australia.

When comparisons are made for tractors in the over 75 HP group on a net
wholesale price basis, it is found that prices are very significantly higher for
countries outside North America in the case of the tractors sold by the major North
American manufacturers. For Sweden, Australia, France, and Britain, net wholesale
prices of these tractors average generally from 5 to 30 per cent higher than in North
America. In absolute terms, the difference varies from $300 to $2,800. For three
other countries, prices are significantly but less markedly higher. Thus, for South
Africa, the difference is 10 per cent, and for West Germany, 1 to 8 per cent. In
contrast, the only two tractors in the 75 and over HP class supplied by European
manufacturers sell in most countries at from 5 to 17 per cent below their net
wholesale price in Canada. All the net wholesale prices in the above comparisons are
based on average discount ratios and may not precisely portray the discount
allowed by individual manufacturers in each country. Nevertheless, the general
price pattern seems clear.

To sum up these data, it can be concluded that in the size range of tractors
where European tractor manufacturers are the dominant producers, namely,
tractors in the size range of up to 75 HP, prices are generally lower in Western
Europe than they are in Canada and the United States, and in some countries they
are very much lower. Prices of these tractors both in terms of suggested retail prices
and net wholesale prices to the dealer are especially low in Britain, but also to some
degree in Italy and South Africa. On the other hand, for the larger tractors where
the market is dominated by North American production, prices are significantly
lower in Canada and the United States than they are in Western Europe or in
Australia and South Africa. This is true both for suggested retail prices and for net
wholesale or dealer prices.

A comparison of combine prices in Canada and in selected countries
throughout the world shows results broadly similar to those for tractors. In
particular, Britain and West Germany emerge from this comparison as the countries
in which prices are the lowest. As Table 4.7 shows, list prices for substantially
identical combines are 17 to 25 per cent lower in Britain than they are in Canada,
and list prices in West Germany are from 15 to 19 per cent lower. When net
wholesale prices are compared, it becomes clear that West Germany is the
lowest-price country by a significant margin. Prices to the dealer in West Germany
are from 24 to 28 per cent lower than they are in Canada. In Britain, dealer prices
on combines are from 7 to 15 per cent below the equivalent Canadian price level.
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For other countries the picture is somewhat varied, and less complete
information is available. Prices appear to be from 2 to 5 per cent higher in the
United States than in Canada on both a list price and wholesale price basis. In
France, the net wholesale price is from 9 to 10 per cent below the Canadian level.
In both Sweden and Italy prices of the one company for which data were available
are within 1 to 4 per cent of Canadian levels on a net wholesale price basis. For
Massey-Ferguson combines, prices in both South Africa and Australia are very
significantly higher than in Canada, from 28 to 30 per cent on a net wholesale price
basis. In contrast, Deere’s combine prices in South Africa are about 10 per cent
below the Canadian level at the dealer or wholesale level.

In absolute dollar amounts the price differences between Canada on the one
hand and Britain and West Germany on the other are very substantial. If we average
the differences in net wholesale prices over the various models of combines sold by
each company, we obtain the following results:

Price Difference — Amount Below Canadian Dealer Price

Britain West Germany
Claas $ 548 on 4 models $1,794 on 4 models
Deere $ 966 on 3 models $1,942 on 4 models
Massey-Ferguson $1,226 on 3 models $1,945 on 2 models

As these data show, dealer prices in West Germany are in the general range of
from $1,800 to $1,950 lower per combine than they are in Canada. In Britain, the
differences range from $550 to $1,200.

When questioned about the difference in tractor prices during the public
hearings of the Commission, representatives of the farm machinery companies
advanced a number of reasons as to why prices in Canada were higher than they
were in Britain and in a number of other countries. All companies emphasized the
difference in discount structure, about 27 per cent in Canada compared with 18 per
cent in Britain. As a representative of Cockshutt stated: “ . .. the Italian list price
that is published is not necessarily the price which the farmer there pays for it, and
the same thing is true in Canada...at least in our position we have to make
comparisons on the basis of dealers’ prices and not published list prices.”? It was
argued generally that because the Canadian farmer pays substantially less than the
list price, whereas in England and in some other countries he pays closer to the full
list price, a comparison of list prices seriously overstates the difference in the
amount a farmer actually pays in the two countries.

Massey-Ferguson reported the difference in list price for its largest selling
tractor on a world-wide basis, the MF 135, as $1,010 in 1967, and said this price
difference would break down as follows:?

Price or Cost Difference — Canada in Excess of Britain
(Canadian dollars)

Suggested retail price 1,010
Additional dealer margin 481
Net return from dealer 529

2The quotation was taken from the testimony given by Mr. J. Wormley, Vice-President, White
Motor Corporation, Hearings, Royal Commission on Farm Machinery, Vol. XXVIII (1967), p.
2929,

3The cost difference analysis was based on the testimony given by Mr., P. Breyfogle,
Comptroller, Massey-Ferguson Industries Inc., ibid., Vol. XXXVII (1968), pp. 4175-9.
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Price or Cost Difference — Canada in Excess of Britain (Continued)

(Canadian dollars)

Floor plan and bad debt 200

Ocean transportation 120 to 100

Selling, distribution and promotion 64

Warranty and obsolescence 29

Company inventory 35

Promotional and other discounts 14 462 to 442
All other, including profit 67 to 87

The list price in 1967 for the MF 135 was $3,520 in Canada as compared
with $2,453 in Britain. (Company data used at the Commission’s public hearings
did not correspond exactly to data from company price lists in the Commission’s
possession.)

Ocean transportation is a clear, additional and unavoidable cost. Most of the
other additional costs, amounting to from $409 to $429 on a tractor with a list
price of around $3,500, or about 12 per cent, are related to selling and distribution
costs and practices in Canada and in North America generally. This whole question
of distribution costs and practices will be examined in some detail in the
Commission’s Final Report. Meanwhile, it is worth noting that some additional cost
would be expected in serving a widely dispersed market such as Canada’s, compared
with the compact British market. Canada contains about six times as much land
under crop as Britain, and the crop land in Britain is largely contained within a
200-mile circle, whereas Canada’s is spread in a narrow ribbon over some 5,000
miles. Further, the total number of tractors sold annually in the two countries
(1961-67), 27,000 in Canada and 30,000 in Britain, is not too dissimilar.

A major addition to distribution costs in Canada arises out of the practice of
“floor-planning” tractors and other machinery in the hands of the dealer, a practice
whereby the manufacturer absorbs the carrying costs of inventory in the hands of
the dealer until the machine is sold or for at least one selling season.
Massey-Ferguson reported that, on the average, one of their tractors stays in the
hands of a dealer for six months before it is sold.

Massey-Ferguson’s estimate of the cost of the plan at $200 on their MF 135
tractor includes the cost of the floor plan on trade-ins (as well as the new tractor),
insurance on the floor plan, and the additional bad debt expense caused by the
plan. It amounts to just under 6 per cent of suggested retail price. Because a tractor
in Britain moves almost directly from the factory into the farmer’s hands, this
carrying cost is avoided. The length of the distribution channel also adds to
company warehousing and inventory costs for tractors held in branch houses or
central warehouses. In some respects, almost all of the additional costs reported by
Massey-Ferguson relate to the more dispersed character of the Canadian market and
the selling practices that have developed in that market. Apart from floor plan and
ocean transportation costs, these additional costs amount to about 4 per cent of the
1967 Canadian list price.

It should be noted that the cost of the floor plan arrangement is not a net
additional cost to the manufacturer and the farmer. Storing inventories with dealers
allows the manufacturer to save factory or warehouse storage space. A further
saving results from increased scheduling efficiencies in a highly seasonal market. As
Massey-Ferguson noted in their submission:

4Massey-Ferguson Industries Limited, Brief to the Royal Commission on Farm Machinery
(1967), Vol. II, chap. x, p. 3.
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The farmer’s machinery purchases previously had tended in the main
to conform to his seasonal receipt of income. This purchasing pattern
caused congestion and inefficiencies in M-F’s manufacturing and
marketing departments. Therefore, a number of plans were designed
to help level out the peaks and valleys of demand of manufacture and
supply.

To the farmer there is the advantage that he can examine and try out a machine
before purchase and obtain immediate delivery. However, it is not easy to quantify
the importance of these considerations.

It should be noted that for two of their larger tractors the price difference
existing during the 1966 selling season was much larger than for the MF 135 which
was selected by the company for detailed discussion at the Commission hearings.
This is shown by the following figures which give the difference existing at that
time between Britain and Canada for the four smaller tractors sold by Massey-
Ferguson.

Price Difference — Canada in Excess of Britain

Suggested Retail Net Dealer
$ $
MF 130 772 377
MF 135 1,067 559
MF 165 1,806 1,036
MF 175 3,031 1,881

Source: Tables B.3 and B.5.

With variations, other companies advanced similar reasons for the price
differences between Canada and Britain. Ford reported that on their Ford 5000
10-speed model, which in 1966 had a list price in Britain of $3,620 compared with
$5,637 in Canada, and a net wholesale price of $4,115 compared with $2,968,
ocean transportation would amount to $141.50. With the addition to this of
wharfage, custom brokerage, and insurance, the cost of bringing the tractor from
England to Montreal was reported as $171. Ford personnel reported that their floor-
planning costs averaged about 7 per cent of Canadian list prices and the cost of
inventory “in transit” added another 1.5 per cent to this. On this particular model
this would amount to $470.

The Ford representative laid particular stress on the additional cost involved
in selling in Canada. He stated:®

... we have very much higher personnel costs in Canada. We have
very much higher costs related to the extent of geography of our
country and the fact that for a smaller volume than our U.K.
operation is doing we have to maintain four offices and it is, I think,
as recognized, a very expensive market to work because of the vast
geography . ... We have four regional offices and one head office
organization. In total we have 5. ... [In Britain] They have just one
central office which covers the whole of the United Kingdom.

Other factors mentioned by one or more companies included the cost of
issuing price lists and other material in two languages, the penalty freight cost

sThe quotations were taken from the testimony given by Mr. R. Cudmore, General Manager,
Ford Motor Company of Canada Limited, Tractor and Equipment Operations, Hearings, Royal
Commission on Farm Machinery, Vol. XXXI (1967), pp. 3311-4.



International Price Comparisons 35

involved in bringing tractors in through Atlantic ports in the winter months, and a
suggestion that prices in Britain in recent years may have been held down by the
cost-price freeze that is in effect. It was suggested, too, that the British farmer
benefits from especially low prices for tractors because he lives in a country that
has a major tractor manufacturing industry which exports about 80 per cent of its
output. In addition, government incentives for the purchase of tractors keep new
tractor sales at a high level in the British market, a factor that has favoured
moderate pricing policies within the country.

Do the arguments advanced by these various farm machinery companies
explain or justify the higher prices that currently exist in the Canadian market? In
the Commission’s view they do not. It is clear that prices on imported tractors,
combines and other farm machines can be expected to be moderately higher in
Canada than in Britain or other European sources, simply because of the costs of
ocean transportation and the penalty associated with the dispersed character of the
Canadian market. On the extent to which these additional costs are justified, the
Commission at this point reserves judgement. In this Report our primary concern is
whether the prices on tractors and combines to the Canadian subsidiaries of these
international companies are at the same level as those charged to the equivalent
selling organization in Britain or in other countries. Evidence in Chapter 6
demonstrates clearly that the prices to the Canadian organization are often higher
than those charged in Britain and in some other countries. This means that the
companies are pursuing a discriminatory pricing policy. The Canadian farmer is the
one who suffers.

Since devaluation, the large differences between tractor prices in England and
Canada for the 75 HP and under category have widened further. This is shown in
detail in Tables 4.8, 4.9, and 4.10. The changes may be summarized as follows:

Tractor Price Differences — Britain Higher/(Lower) than Canada,
1967 and 1968 Selling Seasons

(Canadian dollars)
Size Class 1967 1968 Net Change
Under 45 HP SRP $ (951) $(1,428) $477)
NWP (465) 837 (372)
45 to 60 HP SRP $(1,641) $(2,145) $(504)
NWP (908) (1,307 (399)
60 to 75 HP SRP $(3,031) $(3,561) $(530)
NWP (1,881) (2,287) (406)

Tractor Price Relatives — British Price Relative to Canada as 100,
1967 and 1968 Selling Seasons

Size Class 1967 1968 Net Change

Under 45 HP SRP 73 62 11
NWP 82 70 12

45 to 60 HP SRP 67 58 9
NWP 15 65 10

60 to 75 HP SRP 55 49 6

NWP 62 55 7
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These comparisons show that both the suggested retail price (SRP) and the
net wholesale price to the dealer (NWP) have increased further in Canada relative to
the level in Britain since devaluation. In the three size classes listed above, the
difference in the suggested retail price between Canada and Britain has increased by
about $500 while the difference in the net wholesale price has increased by some
$400. As a result, suggested retail prices in Britain, which in the 1967 selling season
for tractors were from 55 to 73 per cent of the Canadian level for identical tractors,
by 1968 were only 49 to 62 per cent of the Canadian level. Similarly, at the dealer
price level, whereas British prices in 1967 were 62 to 82 per cent of the Canadian
level, by the 1968 selling season British prices were only 55 to 70 per cent of
Canadian levels. It is clear that for tractors of 75 HP and under, the price
differences that now exist are very wide indeed and offer the British farmer a
significant competitive advantage over the Canadian farmer.

For the two tractors in the 90 HP and over group on which data were
available, Deere’s models 4020 and 5020, the price difference between Canada and
Britain has narrowed significantly. Whereas in 1967 the net wholesale prices to the
dealer on these tractors were $1,100 and $2,400 higher in England than in Canada,
by 1969 these differences had narrowed to $18 lower and $1,600 higher. This
change must reflect a change in company pricing policy, since sterling devaluation
would not change the dollar price of tractors supplied from North America. In fact,
the sterling price would need to rise to provide the same dollar return after
devaluation. A reduction in the dollar price would be needed, however, to maintain
the same competitive price relationship in sterling relative to British and other
European-produced tractors as existed prior to devaluation. This undoubtedly
explains the change in the price of these tractors.

A comparison of pre- and post-devaluation prices in Canada and Britain for
tractors in the under 75 HP category suggests that virtually none of the effect of
devaluation has been passed on in the form of lower prices in Canada. The pound
sterling was devalued about 14.3 per cent in November 1967. If the net factory
price in England to the Canadian wholesale organization had remained unchanged
in pounds sterling, the price to the Canadian subsidiary would have declined by
14.3 per cent. In fact, in so far as net wholesale prices can be taken as indicative,
the sterling prices to Canadian subsidiaries were apparently advanced by the full
amount of the devaluation. The results of a comparison of eight tractors of four
different companies, Ford, Massey-Ferguson, Deere, and International Harvester,
are shown in Tablé 4.11.

While there are variations in detail, the over-all picture is clear. Over the
period from 1967 to 1968, the increase in the prices of these tractors, all of which
are produced in Western Europe, has been almost the same in Canada as it has in
Britain. Yet if the tractor had been supplied to the wholesale organization in the
two countries at the same price in sterling, the Canadian price should have declined
by about 8.9 per cent, compared with the 6.3 per cent increase that occurred. While
conspiracy may be too harsh a word, these data suggest at least a tacit agreement on
the part of manufacturers supplying tractors to Canada from Britain to maintain
the price in Canada, in spite of the advantage afforded by devaluation.

Several effects of this apparent pricing policy should be noted. First, the
maintenance of the same dollar price on export sales would very substantially
increase the profits to the British manufacturer in pounds sterling as compared to
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TABLE 4.11-NET WHOLESALE PRICE CHANGES IN TRACTORS,
PRE-DEVALUATION TO POST-DEVALUATION, MAJOR INTERNATIONAL COMPANIES,
CANADA AND BRITAIN COMPARED, 1967 TO 1968 EXPRESSED AS PERCENTAGE OF
1967 NET WHOLESALE PRICE

Price Increase Price Increase/(Decrease)

in Canada in Britain
Canadian Canadian Pounds
dollars dollars’ sterling1
Under 45 HP 6.1% (10.3%) 4.6%
45 to 60 HP 3.3% (10.6%) 4.3%
60 to 75 HP 4.8% (5.7%) 10.0%
Average 4.7% (8.9%) 6.3%

1Conversion rates: 1967 £ sterling = $3.01; 1968, $2.58.
Source: Calculated from Table 4.8.

his pre-devaluation profits. Prior to devaluation $1 million would yield £332,000.
After devaluation the same $1 million would yield £388,000. Indeed, on reasonable
assumptions it can be shown that the maintenance of dollar prices would increase
the sterling value of the margin available between the factory cost of goods sold and
the normal export price by from two to three times. If we take the suggested retail
price as 100, the normal export price as 61, and the cost of goods sold at 56, then
$10 million of sales in Canada at suggested list price would have yielded $6.1
million to the British exporter or £2.03 million. Of this, £1.86 million would be
required to cover the cost of goods sold, leaving £170,000 for profit and other cost
related to manufacturing. After devaluation the same sales in Canada would yield
£2.36 million or a margin of £500,000, almost three times as much. The yield in
taxes to the British government would also increase.

However, with no reduction in the net wholesale dollar price of British
tractor exports, there would also be no incentive for increased sales of tractors
relative to tractors produced in North America or in other countries. Thus the
pricing policy apparently being pursued by tractor manufacturers in Britain and
their sales associates in Canada largely circumvents the purpose devaluation was
designed to achieve, an increase in the sale of British tractors and in receipt of
foreign exchange.

If the Canadian farmer could purchase tractors in Britain at the retail prices
prevailing there and import them to Canada, he would make a substantial savingon
all sizes of tractors up to at least 60 HP. It is useful to estimate just how large this
saving might have been on the basis of the prices that prevailed in the 1967 and
1968 selling seasons in the two countries. The 1967 season represents the prices
that existed before the pound was devalued. The 1968 selling season represents
prices after devaluation. Since the price difference between Canada and Britain has
widened as a result of devaluation, the potential saving has also increased. It seems
likely that there would be a similar potential saving for the 1969 selling season.

The results of this analysis are shown in Table 4.12. These data indicate that
Canadian farmers would have made a cash saving of $8.6 million in the 1967 selling
season and $14.9 million in the 1968 selling season. The saving for the 1969 or
current selling season would be similar to that for 1968, although perhaps
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somewhat smaller because the volume of sales is likely to be down. However, these
estimates take no account of the fact that farmers might have purchased more
tractors at the lower price. It is clear that the savings are very substantial and that
Canadian farmers have a large stake in obtaining access to the lower price levels
prevailing in Britain.

In making this saving, it must be recognized, the farmer would lose the
advantage of having tractors stocked on dealer lots in Canada for immediate
delivery. The estimated saving was confined to the horsepower range below 60 HP
even though the tractors available in the 60 to 75 HP group are also lower in price
in Britain. The tractors available in this group in Britain are just slightly over 60 HP
in size and for this reason, it could be argued, are not representative of the group as
a whole. Nevertheless, there is some evidence that European manufacturers are
beginning to produce larger tractors, and this trend may well continue. If these
larger tractors were also available at European prices, the savings to Canadian
farmers would be very much larger than the amounts shown in Table 4.12.



Chapter 5

PRICE DIFFERENCES BETWEEN COMPANIES IN CANADA
FOR TRACTORS AND COMBINES

To understand how the prices of tractors and combines produced in Europe
relate to the Canadian market, it is useful to examine the current price structure in
Canada. How do the prices charged by the various farm machinery companies in
Canada differ for equivalent or essentially equivalent tractors and combines? How
do the prices of imported machines compare with those produced in North
America? This chapter compares the machines sold by the different companies on
the basis of their suggested retail prices. For all companies this latter price is higher
than the price the farmer actually pays, for dealers typically give an over-allowance
on trade-ins or a cash discount. Still, for all the major companies, the discount
including volume bonus is fairly similar — about 27 per cent. Thus, for these
companies, a comparison of suggested retail prices can be taken as representative of
other prices, such as the price paid by the farmer or the net price to the dealer.
Only for some of the smaller companies who provide larger discounts to their
dealers will there be some divergence among these three levels of price. A
comparison of prices will be made first for tractors and then for combines.

Tractors

To facilitate comparison of the prices charged by the different companies
selling tractors in Canada, tractors were divided into seven horsepower groups, .
ranging from 30 to 45 HP at the bottom to 115 to 135 at the top. Separate
attention was given to the prices of the large four-wheel-drive tractors. Within each
group, prices were standardized so that the tractors being compared were identical
in respect to options, tire sizes, and special equipment. However, within any group,
the models offered by different companies vary in their horsepower capacity. In
order to eliminate this difference, prices were also calculated on a per horsepower
basis. Table 5.1 presents the prices of the different tractors in terms of their list
prices and the price per PTO horsepower. The prices are those for the 1967 selling
season.

The horsepower rating used in these comparisons is the maximum power
take-off (PTO) horsepower at rated engine revolutions per minute (r.p.m.), as
reported in the Nebraska tractor tests.! This power take-off horsepower provides the
best measure of the power available from the tractor engine. The actual drawbar
horsepower that can be provided for any pulling job will vary from tractor to
tractor, depending on the type and efficiency of the transmission and such factors
as tire size and weight distribution. However, on the average, drawbar horsepower is
equal to from 88 to 90 per cent of power take-off horsepower.”

Although the comparisons provided in Table 5.1 attempt to standardize
tractor specifications, they cannot eliminate all differences. Tractors vary in design,
in quality, in reliability, and in the supporting services provided by the company,
such as warranty, and spare parts service. Thus, some of the price differences
shown in these comparisons will reflect these other considerations. Each company
normally makes minor changes in its line of tractors every year or two, and major

l“Nebl'aska Test Reports,” Implement and Tractor, Farm Equipment Red Book (Kansas City,
Missouri: Implement and Tractor Publications, Inc., published annually).
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model changes at longer intervals. Thus, in any given year, the tractors being sold
by a given company may be a recently introduced line incorporating recent
advances in technology or they may be a line that was introduced a number of
years earlier. The competitive position of the different tractor brands in any one
year will be affected by this timing of model changes.

Tractors compete in different horsepower groups and the extent of
competition varies from one group to another. Consider the pattern of pricing that
exists in each group in turn.

In the 30 to 45 HP group, tractors are offered by most companies in both a
diesel and gasoline engine model. Diesel engines are typically more expensive on a
per horsepower basis, although the difference varies widely from company to
company. For tractors manufactured in North America, the following variation is
found (extra cost of diesel): Case $8, Deere $9, Cockshutt $20, and Allis-Chalmers
$30 per PTO horsepower. Massey-Ferguson shows a lower price for their diesel
model, but they import their diesel engine from Britain and buy their gasoline
engine in North America. On imported tractors the differences are smaller, with
Ford showing differences of $2 and $5, and International Harvester $6.

If the tractors in the 30 to 45 HP grouping are ranked according to the level
of their list price per horsepower, with diesel and gas models ranked separately,
there is clear evidence that the imported tractors have tended to bring down the
price level for diesel models (see Table 5.2). With minor exceptions, the diesel
tractors produced in Europe all have lower prices per horsepower than those
produced in North America. In contrast, for the gasoline models, there is no evident
relation between the source of the tractor and its price per horsepower.

Noteworthy, too, is the broad range over which the price per horsepower
extends. For diesel models, on a per horsepower basis the highest-priced tractor
exceeds the lowest-priced tractor by over 50 per cent. For gasoline models the
difference is about 30 per cent. If the prices of the three major firms for diesels are
compared, their prices are grouped very closely together (within about 5 per cent)
both on an absolute price basis and on a price per horsepower basis. On the other
hand, for gasoline models, the prices for these three companies are widely dispersed
and encompass both the highest and lowest price per horsepower. Since the
horsepower group in Table 5.2 covers a broad range, and given the fact that
production costs per horsepower decline as the size of tractor increases, it should be
recognized that some of the differences in price per horsepower may simply reflect
these differences in size. Compare, for example, the gasoline tractors sold by Ford
and Allis-Chalmers. In both instances the larger horsepower tractor is significantly
lower in price on a per horsepower basis.

Examination of the tractor prices for this horsepower group in Table 5.1 also
suggests that almost all companies have at least one tractor in this range priced very
close to that of their competitors. Seven different companies have a tractor priced
within the narrow range from $3,340 and $3,350. While these tractors vary
somewhat in horsepower, this provides evidence that for this size of tractor,
companies feel it necessary to set a price for a complete tractor very close to that of
their competitors. Some of these tractors are imported from Europe where prices
are substantially lower. Others originate in the United States where manufacturing
costs are significantly higher. Some of these tractors have gasoline engines. Others
are diesels. Yet they are all priced within a range of $10.
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As was true for diesel tractors in the lowest horsepower group, for the next
size group of 45 to 60 HP also, there is evidence that tractors imported from
Europe have been a competitive force tending to bring tractor prices in Canada
down. As Table 5.3 shows, most of the tractors imported from Europe are in the
bottom half of the list ranked in order of price per horsepower. However, as was
shown in Chapter 4, these tractors are still priced at a very much higher level in
Canada than they are in Britain or in other countries in Western Europe.

To alarge degree, tractor prices are established for the whole North American
market. And in that market there is evidence (which will be presented later in the
Commission’s Final Report) that John Deere is the price leader who establishes,
within the limits that competing firms allow, the effective price level. Deere and
International Harvester are the two dominant firms in the U.S. tractor market, and
these two firms together exercise a major influence on tractor prices. Imports from
Europe have exerted a softening influence on tractor prices in the 60 HP and under
category, but have still left them well above the prices for identical tractors in
Western Europe.

Again, the data show a wide dispersion in tractor prices on a per horsepower
basis. The tractor with the highest price per horsepower in the 45 to 60 HP group
exceeds the lowest-priced tractor by about 54 per cent or $49 per horsepower.
Further, the tractors sold by the three major firms in this group differ substantially
in price. On a per horsepower basis, Massey-Ferguson’s MF 165 sells for about 20
per cent less than International Harvester's 504. Deere offers two models in this
group, one of them imported from Europe, that are priced from 7 to 8 per cent
above the M-F tractor.

In the 60 to 75 HP group, the imported tractors, including two Massey-
Ferguson models, are priced in about the middle of the range. The two
lowest-priced models on a per horsepower basis are produced by subsidiaries of the
White Motor Company and are manufactured in North America. Although narrower
than for the two lower-horsepower groups, the difference between the lowest- and
highest-priced tractor on a price per horsepower basis is still substantial — about 25
per cent. Again, the tractors offered by the three major firms vary significantly with
the MF 175, selling for about 13 per cent less than International’s Farmall 656, on
a per horsepower basis.

For tractors of 75 HP and over, there was only one tractor imported from
Europe in 1967 — the 80 HP Deutz tractor sold by C.C.L.L. Its list price was just
over 5 per cent above the average price per horsepower of the four makes of
tractors in the 75 to 90 HP class. As was true of the lower horsepower groupings, in
each of the groups above 75 HP, there was a significant difference between the
tractors with the lowest and highest price per horsepower. For successive groups
above 75 HP, the difference amounted to 15 per cent, 17 per cent, 23 per cent, and
12 per cent. Although International Harvester’s tractors were among the highest-
priced in each of the groupings in which they appeared, beyond this no clear
pattern emerges. The rank of the other companies varies considerably from one
group to another.



Prices of Tractors and Combines

56

* Auedwoo yoes woyy (£Iessa0au se PaSeIaAe) AIjus auo Suisn ‘paje[nored ounuo><n

*Ajquiasse uBOLDWY yIoN ‘spred ueadomny — N(H)
*Ajquiosse ueadoinyg —

*A[qUIdsse UBOLIDW'Y YHON = N |

60°S6
N 88°L8 6'v6 (98ueyg-omouAs) prepuels 0Z0%
N 1768 676 dox) moy 0S8T
N 0916 9°t6 ILX 061
N 89°16 6"y 6(e8uey-o1ouAs) doxd oy 0Z0¥
N 11°56 9'€6 IX 061
N@) 7096 6'¢6 dox) moy 00TT AN
N 0696 616 908 Iewre
N 6€°L6 676 puejeayM 0581
N@)  sTTol 6'€6 uI3soM 00TT AN
N €6'T01$ 616 908 "I
90mo§ JH/Hd dH OLd [PPON

dH 001-06

Nowa~o><

2139 uyof

naysyoP0d
SIQUWIBRYD-SI[V

oI uyof
SIOWIBRYD-STIVY

uosngo J-A3SSEW
I0)SOATRH [BUOIJBUIIUL

1Ys30D

uosng1a J-Aosse
I10]JSATEH [BUOI}BUIIU]

Aueduwro)

8L'90T
SS°L6

65701
15'v01

76'v01
¥8°901
8S°CIIT
¥9'TITS

ZmZZ ZZZ

¥'S8
TLL
'S8

T9L
TLL
0°08
9L

ssoding [BIOUD) 0£6
061
prepuelg
Sury 1I0JW0) 0€6
90L Trewtre,q
061
§008-d
90L "I

(20Ios  dH/*Hd dH OLd

[9PON

dH 06-SL

NowEo><
58D 'I'[
SIDWIBYD-SIV

se) T

10JSOATEY] [BUOT)BUISJU]
SIQWIRYD- SV

(zme@) "TTOD
I0]SOAIR]] [BUOI}BUISIUT

Auedwo)

NOSVIS ONITTAS L961
“YAMOJISYOH OLd Yad AOTdd A9 ATINVY ‘dH 001-06 ANV dH 06-SL ‘VAVNVO NI A'TOS STHAOW YOLOVYL TASAIA—¥'S ATAV.L



57

Price Differences Between Companies in Canada

*Auedwod yoes woly (A1Bss000U sB PoJBISAR) A11Ud dUO Sursn ‘paje[na[ed mua._u><~
*Alquiasse uedLIdWY YiIoN ‘spred ueadoinyg — N(H)
*Alquiasse ueadoinyg — 4

*A1QWI9SSE UBDLIQWY YIION — Z_

LT'T6
N 16°L8 €EET pIepuels 0Z0S
N@) €088 §'0ZT doxd Moy 0€TT AN
N 1226 8T I1 soLI3S 17-A
N IL'%6 €EET dorp moy 070§
N@)  €586$  S0TT  WIdISOM OETT AN
(201008 dH/%oHd  dH OLd [PPOW
dH SET-STT

1L°96 N

N 0898 8°0TT dorp moy Q001D suro-sifodeauurjy

N 99°88 8°0TT puepeaym 0001D Surfo-sTfodeauury

A%y N 91°$6 8'T0T osoding [exouen T¢01 8ED T'(

dIseq@ uyof N 0¥'86 8°S0T dox) moy 0S6T Hays300n

uosng1o J-Aassey N LS'86 9711 oqing 90z "l I9)SOATEH [eUOI)BUId)U]

sIaurey) SV N 91°66 9Tl oqing 90T Mewre  Id9)SAAIBH [eUOIjRUIdIUL

?I3x( uyof N €001 8101 Teroads 7€01 SED 'I'[

uosngIo J-Aassey N 65°90T$  8°SO0T Puepeaym 0561 naysyo0n
Aurdwo) (20108 dH/?ud dH Old PO Aueduwo)

dH STT1-001

NOSVAS ONITTAIS L96T

“dIMOJISYOH O1d ¥dd FOI¥d A9 ANV ‘dH SET-STT ANV dH STT-00T ‘VAVNVD NI A'10S STAAOW YOLOVYL TASAIA—S'S ATAVL



58 Prices of Tractors and Combines

In addition to the high horsepower tractors listed in Tables 5.4 and 5.5, three
companies — Case, International Harvester, and Versatile — offer four-wheel-drive
tractors. The price differences for these tractors, which are presented in Table 5.6,
show that the Versatile tractor is very much lower in price, both in absolute terms
and on a per horsepower basis. On a per horsepower basis, the Case model was 79
per cent higher in price and the International Harvester model 82 per cent higher
than the tractor offered by Versatile. Further details about these three tractors are
given in Appendix C.

TABLE 5.6—-DIFFERENCES IN PRICES IN FOUR-WHEEL-DRIVE TRACTORS,
1967 SELLING SEASON

Price per
Machines Suggested  Price Relati Pri R
a e rice Relative 1 rice per Relative t
Compared  Retail Price  to Versatile DrawbarHP™  p o oh, Hp Vei-;atileo
Case 1200 $16,520 165 99.27 $151.53 179
I-H 4100 $17,894 179 116.15 $154.06 182
Versatile
(Cummins V6
Diesel) $ 9,996 100 118.0* $ 84.71 100

1Nebmska test data except where marked * which is manufacturer’s test data.

Combines

For combines there are no basic data available similar to those provided on
tractors by the Nebraska tests. To facilitate the comparison of combine prices, use
was made of dealer selling aids provided by Massey-Ferguson and International
Harvester. These aids compare for the different companies, combine models that
are regarded as competitive. For comparison, combines were placed in four size
groups. Prices were taken for the 1968 selling season.

The two sales aids showed fairly close agreement on the combines that should
be included in each of the four size groups. They agreed completely on all the
combines sold by Case, Deere, Ford, and Massey-Ferguson. For two of the four
groups, they also agreed on the combines sold by Cockshutt and International
Harvester. Since the two aids were dated October 1967 and June 1968, the latter
included newer models for New Holland and Allis-Chalmers.

The combines selected in each group were then brought to an equal
specification level, so that items that were optional on some but standard on others
were included for all, and so that items that had to be specified — such as tire
sizes — were standardized. Minneapolis-Moline’s combines were omitted since they
were functionally identical with the Cockshutt combines, although their prices may
have been different. The results of this comparison are presented in Table 5.7.

Analysis of these data shows that while in each group there are a number of
machines whose prices are grouped very closely together — within 5 per
cent — there are also a number of combines whose prices are either significantly
above or below this central price level. Thus, in Group 1, where the combines of six
campanies are represented, three brands sell withing a range of 2 per cent, but two
others are 3 to 10 per cent below the average of these three, and the remaining
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combine is some 10 per cent higher in price. Again, in Group 2, with seven
machines competing, four companies sell their combines within a range of 4 per
cent of one another but one of the remaining machines, Massey-Ferguson’s, is
priced 8 per cent below the average level of the four. A similar, if somewhat less
dispersed, pricing pattern appears in Group 3. With 10 combines competing, five
fall within a range of 7.5 per cent. But the Cockshutt machine is priced 13.7 per
cent below the average price for this central group of five, and the price of the
Versatile machine is almost 23 per cent lower. In contrast, Deere’s highest-priced
machine in Group 3 sells for 7 per cent higher. Again, in Group 4 the pattern is
similar. Some six out of the nine competing combines fall within a price range of
about 5 per cent of each other. Yet, for two of the remaining combines, the price
of Cockshutt’s was about 12 per cent below the average of the other seven, and
Deere’s price was about 6 per cent higher.

If a comparison is made between the prices of the three major firms in the
industry — Deere, International Harvester, and Massey-Ferguson — it is found that,
except for Group 1, Massey-Ferguson has consistently the lowest-priced combine
among this trio. Deere’s combine is uniformly the highest-priced machine. Although
the prices given in Table 5.7 are for Canada, they are probably representative of the
price differences that exist between these various companies in North America as a
whole.

Versatile, a relative newcomer to the combine production field, was
represented in Group 3 only, with a combine priced 20 per cent below the average
price for the group as a whole. In its cylinder size, separating area, grain area, and
engine horsepower, Versatile’s combine specifications were in each case above the
lowest of the group. Special options that were marked “not available” on Versatile
machines were also marked “not available” for other makes of machines in the

group.



Chapter 6
MANUFACTURING COSTS AND INTERNATIONAL PRICES

An analysis of tractor manufacturing cost data available to the Commission’
reveals three major conclusions, each of which has an important bearing on the
pattern of tractor prices and the trend of international competition in agricultural
tractor production.

1. Over the range of annual output from 20,000 to 90,000, tractor
manufacturing costs per unit decline about 20 per cent, falling 12 per
cent between 20,000 and 60,000 units and a further 8.5 per cent
between 60,000 and 90,000 units. Some further reduction in costs may
occur beyond 90,000 units, but precise data on the extent of this cost
reduction are not available.

2. Tractor production costs per horsepower decline significantly as the
size of tractor produced increases, but the current pattern of tractor

pricing does not fully reflect this cost pattern.

3. Tractor manufacturing costs in Western Europe at current price and
exchange rate levels are significantly lower than those in North
America.

In the present chapter, each of these conclusions will be elaborated and
supported in some detail, and its implications for the present pattern of tractor
pricing and competition among tractor producers will be examined. Unfortunately,
no data of comparable precision are available on combine manufacturing costs.
However, some of the conclusions applying to tractors may well apply to combines
also.

Economies of Scale in Tractor Production

The special study of economies of scale in tractor manufacturing carried out
in collaboration with the Commission by the management engineering firm Booz,
Allen & Hamilton Canada Ltd. reveals the following pattern of manufacturing costs
at three specified levels of annual output.

Annual output 20,000 60,000 90,000
Cost per unit ($U.S.) 3,875 3,412 3,121
Cost per unit ($Cdn.) 4,166 3,688 3,354

The costs are for a relatively new factory as of 1967-68, assumed to have
been in operation from two to four years, and incorporating the latest proven
technology. The manufacturing cost total covers all factory costs, including a 7.5
per cent return on invested capital and all administrative costs at the factory level.
It does not cover the cost of developing and designing a line of tractors but does
include the cost of all tools and facilities needed to manufacture it. Salaries,
materials costs, building, machinery, and other costs were taken at the levels that

lRoyal Commission on Farm Machinery, Farm Tractor Production Costs: A Study in
Economies of Scale, Study No. 2 (Ottawa: Queen’s Printer, 1969).
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existed at that time in the Chicago-Moline area. Wage rates are taken at levels
prevailing in Brantford.

It was assumed that the plant would manufacture three basic sizes of tractors,
in proportions corresponding roughly to those currently sold in North America.
Thus it was specified that 30 per cent of the volume would be 40 HP tractors, 60
per cent would be 90 HP, and 10 per cent would be 130'HP. A limited number of
options were costed, but space was allowed for a complete range of options. At
each volume level an analysis was carried out of various tractor components to
determine the relative economics of manufacturing rather than buying a
component. Wherever the manufacture of a component would justify a return of 20
per cent on the investment involved, a decision was made to manufacture rather
than buy.

If the above cost data are compared with an estimated average factory selling
price per tractor of $4,000 (U.S.),? it becomes apparent that a price high enough to
yield a low or moderate profit at a 20,000-unit volume will yield very high profits
at the 60,000-unit level and still higher profits at the 90,000-unit level. While the
$4,000 price is to some degree arbitrary, it corresponds roughly to the factory price
prevailing in 1967 for the same mix of tractors whose cost was analyzed.

As the data in Table 6.1 reveal, a tractor price which enables a tractor
manufacturer with an annual output of 20,000 units to earn 11.8 per cent on his
total investment before payment of any corporate income taxes would yield a
return, on the same basis, of 32.5 per cent for a manufacturer with an annual
output of 60,000 and 44.5 per cent for a manufacturer with an output of 90,000
units. This demonstrates clearly that achieving a reasonable volume of output is
crucial to the profitability of a tractor manufacturing operation.

TABLE 6.1 — GROSS PROFIT LEVELS AT DIFFERENT MANUFACTURING VOLUMES,
AGRICULTURAL WHEELED TRACTORS, NORTH AMERICAN, 1967

(U.S. dollars)
Annual Outputs
20,000 60,000 90,000
(per tractor)
Factory price $4,000 $4,000 $4,000
Manufacturing cost $3,875 $3,412 $3,121
Gross return $ 125 $ 588 $ 879
(total, tractor plant)

Capital investment (Millions) $ 58.0 $140.1 $211.9
Gross profit (Millions) $ 25 $ 35.3 $ 79.1
Gross return on assets (before ta.xes)1 11.8% 32.7% 44.8%

1Includes 7.5 per cent return on capital incorporated in manufacturing costs, i.e., profit rate cal-
culated from above data plus 7.5 per cent.

Source: Royal Commission on Farm Machinery, Farm Tractor Production Costs: A Study in
Economies of Scale, Study No. 2 (Ottawa: Queen’s Printer, 1969), Tables 40, 44, 46, 47.

2All costs are shown in U.S. dollars in the study, ibid., Table 44, This table contains a weighted
average manufacturing selling price which was developed for the output of the assumed tractor
factory, including factory profit, The $4,000 weighted average price was developed in the
tractor production cost study from the average prices per horsepower for tractors sold by the
four leading companies in each of three horsepower ranges, overlapping the ranges set out in
Chapter 5 of this Report.



Manufacturing Costs and International Prices 63

In view of this underlying cost configuration, it is surprising to find that four
out of the eight manufacturing operations making tractors in significant volume in
the United States have annual outputs of less than 20,000 units (see Table 2.1).
Moreover, each of these firms has relatively complete manufacturing operations in
the sense that they manufacture their engines and transmissions and most other
important components of a tractor. Some of these firms, such as Case, obtain
additional volume from their light industrial equipment operations. However, this
does not fundamentally change the over-all picture. The fact that these firms are
able to produce and sell tractors at present price levels suggests that the four firms
with a volume of 60,000 and up, either in the United States or on an integrated
worldwide basis for tractor components, should be making very substantial profits
on their tractor manufacturing operations. As the data in Table 2.1 show, it is
estimated that both Deere and International Harvester have annual tractor outputs
of around 60,000 units in the United States. While Ford and Massey-Ferguson
produce only about 40,000 tractors a year in the United States, their worldwide
operations are highly integrated and their world output in 1966 was respectively
118,000 and 154,000, and certain components such as engines are produced in even
higher volumes.

Manufacturing Costs and Prices by Size of Tractor

The study of tractor manufacturing costs also estimated the manufacturing
costs per unit for the three different sizes of tractor incorporated in the study, namely,
the 40 HP, 90 HP, and 130 HP models. The results of the analysis are presented in
Table 6.2 along with the average suggested retail price per PTO HP of the tractors
currently offered for sale in Canada in the different horsepower sizes. The same
data are shown graphically in Figure 6.1,

TABLE 6.2 - MANUFACTURING COSTS AND SUGGESTED RETAIL PRICE PER PTO HP,
(DIESEL TRACTORS) CANADA, 1967 SELLING SEASON, BY SIZE OF TRACTOR

(Canadian dollars)

Li Manufacturing Cost
el per H (i 60000
Annual Qutput)
30-45 $115.542 $76% (40 HP)
45-60 112.77
60-75 109.99
75-90 106.78
90-100 95.09 42 (90 HP)
100-115 96.71
115-135 92.27 39 (130 HP)

L Data taken from Tables 5.2-5.5.

2Includes allowance for cost ($6.14) or list price ($11.79) of power steering and ‘“‘on-the-go”’
shift.

These data show that the margin available for profit and for selling,
distribution and other costs is much larger for the larger-horsepower tractors than it
is for the 40 HP model. Thus, the ratio of manufacturing cost to suggested retail
price is about 66 per cent for the 40 HP tractor compared with 45 per cent for the
90 HP model and 43 per cent for the 130 HP tractor. It is also noteworthy that
these latter two ratios are significantly lower than the over-all ratio of
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manufacturing cost to suggested retail price, 52 to 54 per cent, which appears
typical of the farm machinery industry, whereas the former ratio is significantly
higher. This evidence suggests that profit margins on large-horsepower tractors are
appreciably higher than those earned by the industry in North America on all
products, whereas profit margins on the smaller-horsepower tractors are
significantly below average. This view is consistent with the evidence presented
earlier that the competition of imported European tractors had reduced the price of
tractors in the lower-horsepower range.

This same conclusion is presented in a slightly different way in Table 6.3
which compares average suggested retail prices for 40, 90, and 130 HP tractors
(constructed as noted earlier for the study Farm Tractor Production Costs) with the
manufacturing costs developed in the same study for each size range. As these data
show, on the basis of a comparision of manufacturing costs (at an assumed annual
output of 60,000 tractors) with the average dealer price, the gross margin available
to cover distribution costs and profit would be negative for the 40 HP model, but
would be positive and quite substantial for the 90 and 130 HP tractors.

TABLE 6.3 — SUGGESTED RETAIL PRICES OF TRACTORS
COMPARED WITH TRACTOR MANUFACTURING COSTS

(Canadian dollars)

Size of Tractor Weighted

Average

40 HP 90 HP 130 HP Tractor
Suggested retail price1 $3,656 $8,640 $12,103 $7,491
Dealer net wholesale price2 $2,669 $6,307 $ 8,835 $5,468
Tractor manufacturing costs® $2,812 $3,746 $ 5,061 $3,688

Gross margin for distribution costs

and profits $—143 $2,561 $ 3,774 $1,780

“Taken from Royal Commission on Farm Machinery, Farm Tractor Production Costs: A Study
in Economies of Scale, Study No. 2 (Ottawa: Queen’s Printer, 1969), Table 44.

2Calculated as 73% of Suggested Retail Price.

Canadian dollars (U.S. dollar equivalents in study op. cit., $2,601, $3,465, $4,682 from Table
48 and $3,412 from Table 49).

Applying the pattern of tractor manufacturing costs at different levels of
output to the three horsepower sizes of tractors studied, it is possible to calculate
gross margins by size of tractor for each of the three levels of output. Such a
comparison reveals the gross margins which are presented in Table 6.4 (see also
Figure 6.2).

These data suggest that the small 40 HP tractor is at best a marginal
proposition for all North American tractor manufacturers and is probably losing
money for those who manufacture it at low volumes. Only at an output level of
90,000 would present price levels yield any margin over these manufacturing costs.
With the exception of Allis-Chalmers and Case, all of the North American based
firms import tractors in this size range from Western Europe or, as is true of Ford
and Massey-Ferguson, assemble tractors from components imported from Western
Europe (Ford assembles for the U.S. market only).

In contrast, the gross margin on the larger tractor sizes is quite substantial,
varying from 33 to 48 per cent of suggested list price and from $2,053 to $4,206
per tractor. This compares with an over-all gross margin for all farm machinery of
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TABLE 6.4 — GROSS MARGIN FOR DISTRIBUTION AND OTHER COSTS INCLUDING
PROFIT, BY SIZE OF TRACTOR AND LEVEL OF ANNUAL OUTPUT, NORTH
AMERICAN TRACTOR MANUFACTURING COSTS

(Canadian dollars)

Size of Tractor

40 HP 90 HP 130 HP

Net wholesale price $2,669 $6,307 $8,835
20,000 Annual Output

Mfg. cost® $3,194 $4,254 $5,748

Gross margin® —525 2,053 3,087

Gross margin as percentage of NWP =19.7% 32.6% 34.9%
60,000 Annual Output

Mfg. cost? $2,812 $3,746 $5,061

Gross margin® ~143 2,561 3,774

Gross margin as percentage of NWP -5.4% 40.6% 42.7%
90,000 Annual Output

Mfg. cost? $2,572 $3,426 $4,629

Gross margin> 97 2,881 4,206

Gross margin as percentage of NWP 3.6% 45.7% 47.6%

1Data taken from Table 6.3.

2The manufacturing cost at 20,000 and 90,000 volume for the three tractor sizes were construc-
ted using the ratio of the relative costs for the average tractor at the three volume levels (Table
6.1:20,000 units = $3,875; 60,000 units = $3,412; 90,000 units = $3,121).

3Gross margin equals price to dealer (Net Wholesale Price) less manufacturing cost.

from 19 to 21 per cent. It is significant that these data show that even for the
manufacturer who must undergo the relatively higher costs that accompany an
annual output volume of 20,000 tractors, the gross margin available on the larger
sizes of tractors is significantly larger in percentage terms, 33 and 35 per cent, than
the industry average. For the firm with an annual output of 90,000, the gross
margin available is very substantial, 46 to 48 per cent. A graphic presentation of
these relationships is given in Figure 6.2.

Comparison of Manufacturing Costs in North America
and Western Europe

By substituting British cost levels for factor inputs, the Commission was able
to use the detailed cost analyses developed for the study, Farm Tractor Production
Costs, to produce a close approximation of tractor manufacturing costs in Britain.
This estimate shows that, at an equivalent volume, manufacturing costs are about
25 per cent lower in Britain than they are in the United States at the same
60,000-unit volume level. This amounts to a difference of $929 on an average mix
of tractor sizes, and varies from $720 on the 40 HP size to $1,255 on the 130 HP
model (see Table 6.5). This cost comparison transfers the plant, set up on paper for
the tractor cost study, to Britain. It therefore reflects costs for a new plant in each
country using the latest proven technology and assumes that it is possible to achieve
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productivity levels in such a plant in Britain comparable to those in the United
States. The Commission was told, when visiting Ford’s new plant at Basildon, east
of London, that productivity levels in that plant were in fact comparable to those
obtainable in the United States.

TABLE 6.5 — COMPARISON OF NORTH AMERICAN AND EUROPEAN TRACTOR
MANUFACTURING COSTS AT 60,000 ANNUAL OUTPUT, BY SIZE OF TRACTOR, 1968

(Canadian dollars)

Cost per Tractor at 60,000 Annual Output

i erage 40 HP 90 HP 130 HP

U.S. cost (1968)l $3,688 $2,812 $3,746 $5,061
British cost (1967-68)

post-devaluation” $2,759 $2,092 $2,805 $3,806

Difference: Britain below U.S. $ 929 $ 720 $ 941 $1,255

Britain as percentage of U.S. 74.8% 74.4% 74.9% 75.2%

i Figures taken from Table 6.3
Figures taken from Appendix D, Table D.1, converted to Canadian dollars.

If the cost level given in Table 6.5 for the 40 HP tractor in Britain is
compared with the suggested retail price of that size of tractor in Britain during the
1968 selling season, it is clear that current prices in Britain reflect a still lower cost
level. Thus the Ford 3000 8-speed diesel tractor, with 39.2 HP, had a suggested list
price of $2,314 during the 1968 selling season. This is only $222 above the cost
level for a 40 HP tractor shown in Table 6.5. Indeed, the cost level is $195 above
the price at which Ford sells this tractor to the dealer in Britain. It is clear that
current tractor prices in Britain must reflect a still lower cost level.

Analysis of the data contained in the tractor cost study indicates that an
increase in volume from 60,000 to 90,000 tractors a year would reduce the
manufacturing cost of the average mix of tractors studied by about $291 U.S. in
the United States and by about $249 U.S. using the costs of British inputs. Further,
the study suggested a saving of $25 per tractor through the use of modular unit
construction, a type of construction which is incorporated in Ford’s European
production facilities. Finally, we have estimated that an additional saving
amounting to around $150 could be obtained on the higher-volume production,
particularly of diesel engines, available to Ford and Massey-Ferguson in England.
The sum of these three items amounts to $424 in U.S. funds or $459 in Canadian
funds. This would reduce the post-devaluation manufacturing cost of the average
tractor to $2,300. A proportionally smaller amount related to the lower costs of
the 40 HP tractor would reduce its cost to about $1,737. At this level,
manufacturing costs for the 40 HP machine would be about 75 per cent of list price
in Britain.

Independent information that has been made available to the Commission
indicates that current manufacturing costs for the larger-volume European
manufacturers may be even lower than this, or around $1,500 for a 40 HP tractor.
Such a cost level would give Ford a margin of $397 to cover its profits, its research
and development costs and its wholesale distribution costs in Britain. The
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difference between $1,737 and $1,500 may come from a number of sources, most
probably, as set out in Appendix D, from an overestimate of outside purchase costs
in the study Farm Tractor Production Costs. When an appropriate amount is
deducted from both U.S. and British costs to allow for this overestimation, British
costs drop to $1,514 (Can.) for a 40 HP tractor. At this level, British manufacturing
costs are still about 73 per cent of U.S. costs calculated at the same volume and
with the same purchase cost adjustment. If the volume adjustments are, however,
removed from the U.S. cost structure, British costs at the high-volume levels are
only 60 per cent of the U.S. costs at the lower-volume (60,000) levels. Estimated at
$1,514, the production costs for the 40 HP tractor would now be approximately 65
per cent of suggested list price.

There is undoubtedly some further saving due to the fact that British
production is concentrated in the lower-horsepower models and none of the very
high-horsepower models are produced at all. Finally, the estimate of tractor
manufacturing costs presented in Table 6.5 is approximate only and may
underestimate the extent to which British manufacturing costs fall below costs in
North America.

Again, using the information contained in the study, Farm Tractor
Production Costs, tractor manufacturing costs were estimated for Britain at three
different levels of output. The results are presented in Table 6.6. These data also
suggest a cost level about 25 per cent lower than that in North America.
Manufacturing costs per tractor are about $1,025 lower in Britain at an output level
of 20,000, about $929 lower at 60,000, and $884 lower when annual output is
90,000.% This difference between Britain and North America is presented in graphic
form in Figures 6.3 and 6.4

TABLE 6.6 — COMPARISON OF NORTH AMERICAN AND EUROPEAN TRACTOR
MANUFACTURING COSTS AT ANNUAL OUTPUT LEVELS OF 20,000, 60,000 AND
90,000 AS OF 1967

(Canadian dollars)

Cost per Average Tractor

20,000 60,000 90,000
U.S. cost (1968)! $4,189 $3,688 $3,374
British cost (1967-68) post-devaluation2 $3,164 $2,759 $2,490
British cost as percentage of U.S. cost 75.5% 74.8% 73.8%

1Costs are for average mix of tractor sizes and models incorporated in the study, Royal Com-
mission on Farm Machinery, Farm Tractor Production Costs: A Stuay in Economies of Scale,
Study No. 2 (Ottawa: Queen’s Printer, 1969).

The 20,000 and 90,000 volume adjustment costs were taken from the Technical Note to
Appendix D, (3) 1.

As these comparisons make clear, the lower tractor price levels currently
prevailing in Britain and a number of other European countries reflect, among other
things, the lower manufacturing costs that result from two sources. The cost inputs
which combine to make up manufacturing costs are very significantly lower in

3The smaller difference in costs at the higher volumes is the result of the assumption, in
Appendix D, that fixed costs would be the same in the two countries. Since these are a larger
component of total costs at higher volumes, their identity in the two countries reduces the
difference at higher volumes.
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Western Europe, so that costs are lower at the same volume for the same model
than they are in North America. This is clearly shown in Tables 6.5 and 6.6 and in
Figures 6.3 and 6.4. In addition, the current tractor price level in Britain appears
also to reflect the lower costs that go with larger-volume production. It is the
combination of these two factors that provides the initial basis to explain the very
much lower tractor price levels that currently prevail in Western Europe. To the
extent that profits can also be different in the two locations, a third
factor — discussed later in this Report — is also important in its effect on prices.

In constrast, tractor prices in Canada and the United States reflect both the
higher manufacturing cost levels of North America and the costs of lower-volume
production. As far as the Commission is able to judge, Deere and International
Harvester, the two dominant sellers of tractors in the North American market, set a
price in that market which is high enough to yield a satisfactory profit, given North
American costs, Even though some of the other firms, such as Ford and
Massey-Ferguson, have lower cost sources of supply in Western Europe, they have
elected to accept that price level rather than bring price levels down closer to
European levels. In addition, the evidence suggests that the price level established in
North America is high enough to cover the costs of the firms which operate at
comparatively small output volumes, say in the range of from 10,000 to 25,000
annual output. As was demonstrated earlier (see Table 6.4), this must surely
provide the firms who have output volumes of 60,000 or more with a very high rate
of profit on their tractor manufacturing operations. And, as will be demonstrated
below, it provides an even higher profit for the firms who are supplying the North
American market with tractors produced, or largely produced, in Britain.

This conclusion must be modified to the extent that these profit levels vary
for different sizes of tractors. As was demonstrated in the first part of this chapter
(see Table 6.4), current North American prices on the 40 HP tractor just barely
cover North American manufacturing costs even at an annual output level of
60,000, and manufacturers with output levels below 60,000 are evidently
producing at a loss. But on the larger-horsepower tractors the evidence points to a
very large profit margin. For the larger tractors the profit margin is substantial even
at an output level of 20,000. At an annual output level of 90,000 it is very large
indeed.

Because tractor prices in North America are being kept at a much higher level
than they are in Britain, Italy, and other countries in Western Europe, the
companies have recently had to take steps to prevent farmers from importing
tractors directly from these countries. Some of these measures are described in
Chapter 7.

Profit Differences for Identical Tractors Sold
in Canada and Britain

When a multi-national corporation such as Ford or Massey-Ferguson sells a
tractor to a Canadian dealer, its Canadian subsidiary makes a profit on that
transaction. The manufacturing plant located in another country will also make a
profit on the manufacture of that same tractor. The way in which that total
worldwide or global profit accruing to the multi-national corporation is divided
between its Canadian subsidiary and its subsidiaries in other countries will depend
very greatly on the price at which the tractor is transferred from the manufacturing
plant in one country to the Canadian selling organization. From the standpoint of
the global corporation, this transfer price is to some degree arbitrary. The transfer
price will not affect the total profit, but it will affect the way it is divided between
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different countries. If the different countries tax corporation profits at different
rates, the multi-national corporation will have some incentive to realize more of its
profit in the country with the lowest tax rate. In theory, the cornorate income tax
administrations in different countries supervise these transactions so that each
country gets its fair share of tax revenue. In fact, given the complexity of
international transactions and pricing policies, it is the Commission’s view that
Canadian and other tax authorities are not adequately equipped or staffed and do
not have access to the information available to ensure that these intercorporate
transfer prices are equivalent to prices that would be established between
completely independent companies.

If a multi-national corporation sells the identical tractor at a higher price in
Canada than it does in Britain, the total profit it realizes on that transaction in the
two countries may well be higher than the profit it obtains on the tractor sold to
the British dealer. Only if the company incurs additional costs equal in amount to
the higher price charged in Canada will its profit on the two transactions, the sale of
identical tractors to Canadian and British dealers, be the same.

In order to assess the extent to which the higher prices currently being
charged to Canadian farmers is yielding the farm machinery companies higher
profits, the Commission has estimated the profit earned by three different
companies from the sale of one or more of their typical tractors to a Canadian
dealer compared with the profit it earned from the sale of the identical tractor to
the British dealer. This profit difference was estimated both in terms of the price
levels that were in effect before sterling was devalued in 1967 and for the price
levels in effect after devaluation. The results of this analysis are presented in Table
6.7. A detailed explanation of the way these estimates were prepared is given in
Appendix D. All estimates of profit are on the basis of profit before payment of
corporate income tax.

This analysis shows that the profits currently being earned by the Ford,
International Harvester and Massey-Ferguson worldwide companies are significantly
higher on the tractors they sell to the Canadian farmer than on identical tractors
sold to farmers in Britain. Before devaluation, profits were higher on some tractor
models and lower on others. For example, as shown in Table 6.7, in 1967 before
devaluation, the Ford 5000 8-speed diesel tractor sold in Canada to the dealer for
some $1,357 more than the price charged to the British dealer. This analysis shows
that something over half of this difference, $771, represented higher costs
associated with transporting and selling this tractor in Canada. The balance of the
price difference, $586, represented additional profit before tax to the Ford
worldwide organization. Ford could have reduced the price of this tractor by
almost $600 and still have made as large a profit as it did on an equivalent sale in
the British market. Since devaluation the price and profit difference has become
even larger. The dealer price on the Ford 5000 8-speed diesel is now $1,695 higher
in Canada than in Britain and almost $900 of this represents additional profits to
the Ford worldwide organization. On Ford’s 3000 8-speed model the price, cost,
and profit differences are smaller than those for the 5000. Thus, before
devaluation, the company was earning about the same amount of profit on a tractor
sold in each of the two markets. After devaluation, in the 1968 selling season, its
estimated profit on this model was about $400 higher in Canada. In other words,
Ford could reduce its price to the dealer on its 5000 model by about $900 and on
its 3000 model by about $400 and still earn as much profit as it currently earns on
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an equivalent sale in Britain. All this is after allowing an additional cost of about
$800 on the 5000 model and over $500 on the 3000 model to cover ocean
transportation and higher selling costs in the Canadian market. According to the
Commission’s estimate, the total profit (before corporate income tax) earned by
the Ford worldwide company on the sale of a Ford 5000 tractor in Canada is now
almost $1,200. For the Ford 3000 tractor it is about $440.

For International Harvester an analysis was made of the model 434 tractor
they import from their plant in Doncaster, England. In terms of the selling prices in
effect during the 1967 selling season, prior to sterling devaluation, the net
wholesale price to the dealer was about $345 higher in Canada than in Britain. The
cost of ocean transportation and additional selling and administrative expenses in
Canada appear to have more than accounted for this difference with the result that,
at that time, the company’s profit on the sale of this tractor in Canada was about
$128 less than its profit on the sale of an identical tractor in Britain. In 1968, after
devaluation, the difference in the price to the dealer between Canada and Britain
had widened to $675. As a result, the company was making about $189 additional
profit in Canada. The Commission’s estimates indicate that as of 1968 International
Harvester was making a profit before tax of about $200 on the sale of a model 434
tractor to a Canadian farmer, compared with about $10 profit for a similar sale in
the British market.

For Massey-Ferguson, any comparison of the profits they make in Britain
with profits made in Canada on the sale of the same tractor models is complicated
by the fact that tractors for the Canadian market are assembled in their factory in
Detroit, from components largely imported from England and France. There is
reason to believe that the total cost to the company of the Detroit models is higher
than for those assembled in Britain. For this reason Table 6.7 provides a cost and
profit comparison on the alternative assumptions that the Canadian market is
supplied from Detroit or Britain. This comparison shows that before devaluation
Massey-Ferguson was making a smaller profit on their MF 135 tractor when sold in
the Canadian market than they made on the sale of the same model in the British
market. On the MF 165 they were making a marginally higher profit in Canada.
Had they imported these two models directly from Britain, their Canadian sales
would have yielded higher profits on both models. The Commission estimates this
additional profit at $73 on the MF 135 and $369 on the MF 165. Since
devaluation, with the 1968 selling season the difference in dealer prices and profits
between Canada and Britain has widened. For 1968, dealer prices of the two
models were $912 and $1,203 higher in Canada than in Britain and the additional
profit on the Canadian sale of tractors imported directly from Britain had increased
to $406 on the MF 135 and $531 on the MF 165. The estimated additional profit
actually made on these models imported from Detroit was $38 and $177. Thus,
without changing its source of supply for the Canadian market, the margin for price
reduction, while still maintaining the same profit margin obtained in Britain, was
much smaller than was true for Ford. On the other hand, unlike Massey-Ferguson,
Ford has chosen to supply the Canadian market from its factory in Britain rather
than from Detroit and has described the former as “the most economical sourcing
pattern”.

In concluding this discussion of costs and profits it is desirable to attempt to
assess the implications of these data for the future price of tractors to the Canadian
farmer. At the moment, manufacturers in Western Europe do not produce any
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significant volume of the much larger horsepower tractors that are now so widely
sold in Canada and the United States. However, there would appear to be no reason
why European manufacturers should not enter that market also. Indeed, there has
been a steady movement towards larger horsepower tractors in Britain. And some
comparatively large tractors are now being produced in Sweden, West Germany,
and Czechoslovakia.

There would appear to be no reason why the Canadian farmer should not
receive the benefit of both the lower manufacturing costs that prevail in Western
Europe and the reduction in tractor manufacturing costs that comes with larger
volume. This will require a very substantial reduction in tractor prices in Canada.
Some measures which the government might take to bring this result about are set
forth in the final chapter of this Report.



Chapter 7
SEPARATION OF MARKETS

How Markets are Separated

Normally, large price differences for equivalent or identical products
between two or more geographical markets result in a tendency for the
products to move in secondary trade channels from the lower-priced to the
higher-priced area.’

Such movement is limited by certain natural barriers and by barriers
erected by governments or private institutions. Natural barriers include the
costs of transporting the products from the lower-priced to the higher-priced
market, the cultural barriers of preference for one product against similar
products from another country, and the sheer difficulty of dealing with
different languages, currencies and ways of doing business. Barriers to trade
can be deliberately established by governments of importing countries in the
form of tariffs, import quotas and licences, and currency restrictions, and by
exporting countries through special export taxes, export licences and even by
prohibiting the export of certain classes of goods to certain areas. Private
industry can create barriers in a number of ways, such as using cartels to share
markets in certain regions or by restrictive franchise agreements. The multi-
national corporation itself, in determining its optimum marketing posture in
various countries, may establish its own barriers to the movement of its goods
outside its own channels of trade. All these barriers — natural and
artificial — act to form a dike to keep the lower-priced product from entering
the higher-priced market.

Nevertheless, if the extra charges imposed by these barriers do not
exceed the price difference between equivalent or identical products in
different markets, theory suggests that “arbitrage” (using its colloquial, rather
than formal meaning) should ensue — that someone would find it profitable or
advantageous to buy in the lower-priced market and sell in the higher-priced
market.

Given the tractor price differences between Canada and Britain, why do
tractors not move more freely at the consumer level between the two
markets? No deliberate barriers to this trade have been established by the
Canadian Government in the form of tariffs or other import controls. Why had
the movement of tractors from Britain to Canada not developed (except under
the auspices and controlled prices of the farm machinery companies them-
selves) prior to the decision of the Ontario Federation of Agriculture to assist
farmers to import tractors directly, outside the companies’ normal channels?

The two possible types of barriers other than governmental action will be
examined in the light of the evidence that the Commission has been able to
collect:

lThis is similar to ‘“‘arbitrage’”, defined by the Random House Dictionary of the English
Language as ‘‘the simultaneous purchase and sale of the same...commodities...in
different markets to profit from unequal prices”. For simplicity, it will hereafter be
referred to as arbitrage.
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(1) Natural barriers:

The highest ocean transportation costs reported by any company at the
Commission’s public hearings were $171.> Even if a company’s costs were
doubled for a private individual, it would absorb only a small part of the
differences in prices identified in Chapter 4 between the Canadian and British
markets. Some other “natural” problems are posed for the farmer-purchaser of
a tractor or other farm machine in Britain. These would include the distance
and time to be taken to go to the lower-priced market or the cost of hiring
an agent to do this for him; the problems related to purchasing the tractor in
another currency, with the related problems of financing the purchase; the
complex arrangements needed to arrange shipment of the machine by sea and
by land, again capable of solution through an agent; the nagging question as to
whether the machine can be serviced with parts obtainable when he gets it
home (and whether the local dealer of that brand will be as enthusiastic about
helping him out in an emergency as he would if the machine had been locally
purchased and he had earned his ‘“dealer’s commission”); and finally, but not
least, how to dispose of the used machine, which is normally traded in on the
new machine through the local dealer.

(2) Company barriers:

In addition to the “natural” problems of doing business across the
Atlantic, other difficulties might be imposed. Farm machinery companies that
were determined to separate or insulate a high-priced North American market
from the low-priced British market could include terms in contracts with
dealers and retail customers in Britain which prohibited the export of the
tractor (or other farm machine) in new condition. To make such constraints
effective would require some degree of enforcement by the companies. In turn,
some method would be required to determine that something had happened to
breach the contractual regulation of the company concerned.

Evidence available to the Commission relating to the export of tractors
from Britain to Canada supports the validity of both hypotheses — of the
existence of natural barriers, and restraints deliberately constructed by the
companies concerned.

In the first case, the transactions involved in international purchases one
at a time by individuals appear inhibiting in their complexity to farmers. Until
the Ontario Federation of Agriculture, in 1968, established a procedure by
which it undertook to arrange for the purchase of tractors in Britain and their
shipment to Canada, the problem was apparently too complex to be tackled
by the individual farmer. Certainly no evidence was given at the Commission’s
hearings of any such movement arranged by individual farmers. The procedures
developed gradually by the Federation, as outlined below, indicate that most
of the natural barriers posed significant problems. One possible barrier,
however, that of acceptance of the product, does not exist, since the tractors
sold in Britain are physically the same as those currently sold in Canada, but
imported by the Canadian companies from their associated companies in
Britain.
2The figure was taken from the testimony given by Mr. R.C. Cudmore, General Manager,

Ford Motor Company of Canada, Hearings, Royal Commission on Farm Machinery, Vol.
XXXI (1967), p. 3302.



Separation of Markets 79

Some evidence of other natural barriers came to light during the
Commission’s public hearings. Various farm machinery companies importing
tractors to this country were asked why, in their opinion, more direct
importation was not taking place. Their responses included the statement that
the Canadian farmer wanted a different grille on the tractor made by Fiat and
sold by Cockshutt in Canada, instead of ‘“‘an Italian-looking kind of grille on
the tractor....They want our Canadian type of appearance on a tractor.
They are very specific about this”.> Comments were also made about the
difficulty of purchasing a Fiat tractor in Italy at the list price. A Cockshutt
representative stated “[The farmer] probably wouldn’t get it for $2,700 [the
Italian list price converted to Canadian dollars]. He would have to have more
than $2,700 with him converted to lira and would actually pay
more . . . because the dealer who sells these tractors has a small margin and he
tries to get every lira that he can....”*

113

Later the question of repair parts came up: “....finally, I am quite
sure [the farmer’s] reaction would be quite tempered about the time he
needed some spare parts”.’ Even though the working parts of the tractor were
identical with the Fiat tractor imported and sold by Cockshutt Farm
Equipment of Canada, Limited, the comment of the company representative
was, “He [the farmer] couldn’t always depend on us having them . ... It is not
quite as dreamy as it sounds.”®

A representative of Ford Motor Company of Canada, Limited, in
discussing the direct importation of a Ford tractor by a farmer, felt that the
“individual farmer would not dare to import a tractor unless he was supported
by our marketing organization in this country”.’

It seems reasonably self-evident that the natural barriers of the Atlantic
Ocean alone would normally keep the Canadian farmer from becoming
involved in purchase transactions on an individual basis.

Some more specific evidence was secured by the Commission in support
of the second possibility, that the multi-national companies manufacturing
tractors in Britain strongly reinforce these natural barriers. Possible “arbitrage”
sales of tractors to the Canadian and other higher-priced markets are prevented
through restrictive policies in contracts with their own dealers and retail
customers in Britain.

All major British tractor manufacturers (British Leyland Motors
(Nuffield), David Brown, Ford, International Harvester, and Massey-Ferguson)
have clauses in their dealer agreements to prevent dealers from directly
exporting new tractors or selling them to someone who will export them.

3The quotation was taken from the testimony given by Mr. G. Wormley, Vice-President,
White Motor Corporation, Hearings, Royal Commission on Farm Machinery, Vol. XXIX
(1967), p. 2927.

*Ibid., p. 2934.
SIbid., p. 2936.
SIbid.

7The quotation was taken from the testimony given by Mr. A.L. McKenzie, Marketing
Manager, Ford Motor Company of Canada, Hearings, Royal Commission on Farm
Machinery, Vol. XXXI (1967), p. 3323.



80 Prices of Tractors and Combines

The first example is from the distributor agreement currently being
introduced by British Leyland Motor Corporation’s tractor manufacturing and
marketing division, Leyland Motors (Scotland) Limited, which reads as follows:

The distributor shall not sell tractors or parts for export from
the United Kingdom nor shall he sell any used or second hand
B.M.C. tractors for export from the United Kingdom within
twelve months of the first date of sale of such tractor by a
distributor or dealer. The distributor shall ensure that every
contract to which he is a party for the sale of any B.M.C.
tractor or parts contains a similar undertaking by the buyer
under such contract not to sell or otherwise dispose of such
tractors or parts for export from the United Kingdom within
twelve months of the date of such contract aforesaid.

British Leyland Motors Canada Limited noted that the following wording
was also being added:

Provided that if in the opinion of the company it has reason to
believe that the distributor has failed to comply with Chapter 1,
Section B, Paragraph 15 of these terms of business then without
prejudice to the provisions for termination of this agreement the
company reserves the right at any time to reduce the said
[wholesale] discount of 20% by such amount as it shall specify
in respect of any number of tractors to be supplied to the
distributor thereafter as the company shall deem fit.

The second clause quoted is from the David Brown dealer agreement:

Export Prohibited

16. In the event of a Distributor re-selling any of the
agricultural products or parts thereof new or unused for export
or to any person in the United Kingdom or Northern Ireland
who to his knowledge exports such products without having
previously obtained the Company’s approval the Distributor will
repay the Company all discounts paid by the Company in
connection therewith and in addition the sum of £100 as and
by the way of liquidated damages for every such breach. In the
event of a purchaser selling the agricultural products for export
the Distributor undertakes that he will not supply the purchaser
with any further of the agricultural products. (Italics added)

The third extract is from the agreement used by Ford Motor Company
Limited.?

The Dealer will not export any Ford Products from the Area
without the consent of the Manufacturer in writing and will
take all reasonable precautions not to sell, offer for sale or
otherwise distribute Ford Products to any person, firm,
company or body, who or which may intend to export such
Ford Products from the Area.

8Ford Motor Company Limited is the wholly-owned subsidiary in Britain of Ford Motor
Company.
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The fourth example is taken from the Sales and Service Agreement
between International Harvester Company of Great Britain and its dealers.

The Dealer shall not export, nor sell for the purpose of export
out of the United Kingdom any goods covered by this
Agreement without the written permission of the Company.

The fifth restrictive clause is contained in the dealer agreement of
Massey-Ferguson Limited:

The dealer shall not without the prior written consent of the
company

1) sell any of the products or any spare parts (whether new or
shop soiled) except to retail customers in the United Kingdom,
or

2) sell outside or for export from or use outside the United
Kingdom any of the products or spare parts (whether new,
secondhand, used or shop soiled).

This restriction is reinforced at the retail level in the case of some
companies by a clause in the retail purchase order, expressing the same intent.
The following quotation is from Retail Order for New Ford Agricultural or
Industrial Tractor, of Ford Motor Company Limited:®

7. The Retail Customer undertakes that he is ordering the
tractor for his own use and that he will not re-sell it as a new
Tractor in the course of any business carried on by him. The
Retail Customer further undertakes that he will not export the
Tractor from the United Kingdom for a period of 12 months
from the date of delivery to him. (Italics added)

On January 20, 1969, Ford Motor Company of Canada Limited confirmed to
the Commission that this form was current in Britain. The sentence of the
clause in italics indicates a strong impediment to the export of tractors by
British farmers to their Canadian counterparts.

One further insight into the matter of separation of markets came to
light, if not accidentally, certainly fortuitously. A copy of a letter from a
Canadian dealer to the Canadian sales staff of the farm machinery company
which he represented was sent to the Commission. This letter alleged that farm
tractors of this particular brand name were being imported directly from
Britain into the dealer’s territory, or immediately adjacent territory, by
independent dealers at prices up to 38 per cent below Canadian dealer prices.
The Canadian dealer complained that he could not be expected to compete
under the circumstances.

The dealer territory concerned was adjacent to the United States border.
After some investigation by the Commission (which carefully did not involve
the complaining Canadian dealer) it was determined that British tractors were
being imported by a dealer representing the same brand of tractors in an

9See Footnote 8.
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adjacent area of the United States. One had been sold in the Canadian dealer’s
territory.

The U.S. dealer claimed to have been importing tractors of his franchise
brand name directly from Britain for some years. He knew his company was
unhappy about his actions, but had so far done nothing but object. He
purchased both new and slightly used tractors through British brokers, but
noted that the supply of new machines appeared to be drying up. Represent-
atives of the company whose franchise he held came to his premises from time
to time and took down serial numbers of the tractors he had imported. He
understood they went back to the British dealer to object to the impediment
to the export of tractors by British farmers to their movement of the tractor
from Britain.

The Commission asked the U.S. dealer whether he had experienced
serious problems in connection with repair parts (which might be different in
the “domestic” British model than in the “export” model he would normally
handle). He explained that the difficulties were minor. Any parts were carried
by a nearby distributor of the unique name-brand parts on the “domestic”
model, such as the starter and generator. He also pointed out the significant
difference in cost to him when he could obtain a tractor this way.

Through Company
Channels in
United States From Britain

Price paid to British dealer $3,000
British broker’s premium 100
Ocean freight 200
Total $3,300
North American dealer price $3,940

The difference, $640, equalled a saving of 16.2 per cent of the North American dealer price.

While it was not possible for the Commission directly to discuss with
British officials the question of the legal implications of the restraints imposed
by the companies on dealers and customers, some unofficial information
became available through informal channels.

All trade documents in Britain incorporating such restrictive clauses are,
it is understood, scrutinized by the Board of Trade of the British Government.
Thus the existence of the procedure referred to has, if not official backing, at
least official cognizance. It must also be accepted, however, that all national
authorities must, by definition, be concerned first with the effect of company
policies on their own nationals and national economies, and only secondarily
with their effect on other countries. Restrictive policies which would be
unacceptable to government domestically are often encouraged in international
trade.

It is understood that the clause restricting tractor exports from Britain
was defended by the representatives of the industry to British authorities as a
necessary restraint of trade to prevent anyone but their agents selling second-
hand tractors outside the country. This was done on the basis of preventing
the “possible damage to the reputations of British firms” that might occur if
poorly overhauled machines were exported.
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The wide difference in farm machinery prices between Canada and
Britain suggests that impediments to the natural flow of trade exist. Two
hypotheses, involving possible natural and company-made barriers, were
postulated. The Commission has concluded that, although natural barriers exist,
they would have been breached long ago by a form of arbitrage, if it had not
been for the techniques used by the farm machinery companies to separate the
markets artificially. The effectiveness of these artificial barriers and the
companies’ attitudes to them is examined in the following sections.

Market Separation — the British Dealers’ Viewpoint

In order to understand the impact of the various restrictive clauses on
exports of tractors from England, the Commission corresponded with a number
of large tractor dealers in England. Some were independent dealers, others
were franchised representatives of particular tractor brands. The names of
dealers involved are not identified in order to protect them in their business
relationships with their supplying companies.

Dealer A, dealing in farm products other than farm machinery, wrote to
a Canadian farmer who had enquired about obtaining a new tractor in Britain:

I am sending you the official Ford price list as requested and
have marked the prices which seem to meet your requirements.

However none of the Distributors or Dealers in this area are
prepared to supply even one tractor to us on your behalf, and
the reason is clearly marked on the yellow form, (section 10),10
which is a form issued by the manufacturers and which we are
asked to sign by the dealer before delivery of the machine is
made. I think that the same conditions would apply to you if
you came over here hoping to buy the tractors yourself. The
dealers are afraid of having their dealership agreement with
Fords cancelled.

I would also say that these conditions also apply to other
makes, International, David Brown, and Massey-Ferguson, this
latter make seems to be the most popular round here at the
moment. . ..

The only way to overcome these regulations seems to be that if
the tractors are bought and stored for one year and one day,
then they can be exported to you, even then they must be
registered and Road fund tax paid and have been used for at
least a few hours, also of course an Insurance policy must be
taken out.

One other possibility is that some dealer may be able to get
hold of some genuine secondhand machines which would
obviously have to be more than one year old, and probably
have done 800 to 1000 hours.

Dealer B, a firm specializing in the export of used tractors replied to the
Commission:

We are aware that franchise agreements between the major
tractor manufacturers and their respective distributors and

1OAn earlier edition of the Ford Motor Company Limited’s Retail Order for New Ford
Agricultural or Industrial Tractor contained what is currently clause 7 as clause 10.
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dealers expressly forbids the supply of either new tractors or
tractors less than one year old, knowing them to be for export.
Dealers acting contrary to the provisions of their franchise
agreements run the risk of financial penalties and/or loss of
franchise, and to our knowledge these penalties have in fact
been imposed . ...

This is essentially an opportunist trade, and clearly can only
apply on a limited scale outside the more normal channels; i.e.
manufacturer’s direct export of new goods.

Dealer C, largely dealing in new machines responded to a Commission
letter:

Firstly we would like to make it very clear we would very
much like to do business...in Canada, but as you mention in
your last but one paragraph, this is a very ‘sensitive’ area.

It is because of the price differential between new Tractors in
Britain and various other parts of the world that there is this
call for Dealers in the U.K. to supply, but as you will
appreciate [Brand Name] and other Manufacturers have to
protect their Dealers in various parts of the world and they
therefore take steps to prevent their Dealers from exporting
tractors.

Whilst we would like to supply you there is a clause written
into our agreement which prevents us from doing so, and you
are quite correct in stating that the retail customer undertakes
that he will not sell a new tractor abroad for a period of twelve
months, as mentioned . ..in your letter. We would assure you
this point is very closely watched, and if we sold new Tractors
to Canada within twelve months of their date of delivery to our
customer we would be bringing upon ourselves abortive damages,
and you will readily appreciate that as we are probably the
largest [Brand Name] Dealers in the U.K. we cannot afford to
do this.

Dealer D, dealing in export of used, reconditioned machines answered
Commission letters:

We know dealers that come over to England from America,
trying to buy tractors, new ones that is, rather than buy the
ones of American manufacture, in their own country. The whole
matter rests on the carriage charges.

This brings us to your point «10”.!  Are the restrictive
measures covering the re-sale of a tractor really effective. The
reason that this condition is made here in England in the first
place, is to prevent Canadians, Americans etc. coming over to
England and buying up new tractors, for re-sale in their own
country. The genuine Agent in the respective countries, who
have the sole, exclusive territory franchise, and who has most
probably spent a lot of money building up his Agency and
After Sales Service, stands to lose a lot of money in loss of
commission. He would —in other words—be by-passed
completely. This is a very sore point in England at the moment.

L lSee Footnote 10.
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For this reason the regulation was laid down, that a tractor
must be at least 12 months old before it can be exported. The
reason for this is obvious. For precisely this reason, the writer
will not under any circumstances deal in new tractors for
export. It is a rule made by the manufacturers to protect their
Agents abroad. Should a manufacturer discover what we call
‘“pirate shipments” of new tractors, if the manufacturer can
prove it, he is in a position to reclaim DOUBLE the commission
granted on the tractor, payable by the English Agent through
whose hands the tractor vassed. This ruling applies to all tractor
manufacturers of standing, e.g. Fords, Fergusons, David Brown,
Nuffield, International etc. etc. The manufacturer can quite
easily get his money back, but even this sort of “fine” does not
stamp out the ‘‘pirate shipments” altogether. There are some
people who would sell their soul for money, and a lot of
distributors do take the chance and send new tractors
abroad....

If a UK. tractor is found overseas, and it was illegally exported,
it would not matter if it were North America, South America,
Canada, France, anywhere in fact, the same penalties apply. This
is done to protect the dealer in that country where the tractor
is found. Action would be taken against the dealer in England.
Agreed, the retail order between the farmer and the dealer is
more or less a “gentleman’s agreement”, but don’t forget that
the English Farmer is fully dependent on the English dealer, and
thank goodness not many, in fact a very small percentage only
would even dream of buying a tractor for sending it out of the
country. Some do it for relations or friends, but most of the
English Farmers if they were asked to do something like this
would say ‘no’. The farmer that does try it, does so only once,
I can tell you that quite straight, he would have difficulties in
getting another one. The dealer would not want to have any
more dealings with him, nobody would supply him. So he
would have to do it through the back door. We English people
don’t like backdoor work. Another thing, the English Farmer is
too dependent on the dealer for service, and if he plays clever
tricks like that, he does not get any sympathy, and finishes up
with no friends and no service. One other thing that you have
forgotten is that if a dealer lets a farmer have a tractor, and it
goes overseas, and it is discovered, and it usually is, then the
poor dealer is really up against it, and he has to prove that he
had sold the tractor in good faith, and here is the rub: if the
farmer goes to any other dealer for the tractor, he is still a
marked man, and the dealers are very careful because of the
serious implications involved, and should the dealer be foolish
enough to let this farmer have another tractor and this is found
abroad, then no excuse whatsoever is accepted. ...

Frankly, I do not see that there is any way in overcoming
the difficulty which you have evidenced as irrespective of the
legality which you mention, there is nothing to stop the
manufacturer “black-listing” any dealer who breaks the clauses
of the purchase contract and thereafter decline to supply him
with further tractors. As a point of interest, however, I am
taking legal advice upon this matter, but I do not think for one
moment that this affects the issue. We have heard rumours — so
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far not confirmed — that the dealer from whom the Ontario
Federation of Agriculture purchased tractors in the U.K. has
been deprived of further supplies. If this is the case, then you
can well appreciate that there are very few organizations in a
position to put themselves at risk by conducting such an
operation. ...

Regarding the legal side of the position, the Government frowns
very much on this ‘“‘jiggery-pokery” and the underhand selling of
new tractors overseas. The Companies do not take legal action
against the dealer, and that is because if it is proved that the
dealer exported the tractor knowingly, the manufacturers under
their agreement can legally impose the following, the dealer
loses his full discount from the manufacturer. Now they are
taking double the commission, so the dealer can lose
heavily . ...

We thought that we would write to let you know that the
“balloon has gone up! ” in England with regard to the new
tractors which are and have been exported....Now that all
this has come to light, there will be serious repercussions, as
Fords have now got the Serial Numbers of the tractors that
have been exported, and the matter has also been reported to
the British Board of Trade. It is thought that one or two of the
big main dealers will lose their franchise over this. Several very
small dealers, who normally sell one tractor a month, have
suddenly been taking 6 or more tractors. Any firm with any
common sence would have realised that these tractors were not
being sold to local farmers.

Anyway, it looks now as if the O.F.A. will not now get any
more tractors, as a stop will be put to all this from now on. It
had to come of course, and somebody will have to pay the
price for it. Thank God we have not been involved, and we
have no intention of ever becoming involved in such things.

....no doubt there are both farmers and dealers who will
export new tractors. One does not hear very much of what
really happens when somebody is caught. However, we sent
[number] tractors to America which were just over 12 months
old — the new [model] range, and there was a “hell of a to-do”.
The [maker] boys came down to our yard, they went to the
Agents where we bought the tractors, but we were over the 12
month period and there was nothing that they could do about
it, as we were within our rights. As long as the tractor has been
out of the factory for over 12 months, there is nothing to stop
it being exported, and the dealer can do nothing about it. But
as I said, one does not know exactly what does happen if it is
found out that the tractors were in fact under the 12 months.
Firms have told me that they have had to pay back the money.

Regarding your [request for names of affected dealers], you are
asking me something that I cannot give you. I could give you
the names of several firms who have had a ‘“how-do-you-do”
with both Fordsons and Fergusons, and I know that the main
dealers get letters practically every week from the manufacturers
warning them not to sell, and they even go as far as to give the
names of dealers not to sell tractors to. I have not been
black-listed and I have no intention of this ever happening to
me.
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Admittedly, these quotations from four dealers contacted by the Com-
mission from advertisements in British farm machinery journals can scarcely
be considered definitive evidence of anything, except the consistent under-
current of fear of exposure to some overriding power of the manufacturers.
When every dealer contacted refers back to the effectiveness of the same frame
of restrictive practices, it may be assumed that they in fact exist, and perform
as they appear intended to.

The letters from the different dealers argue consistently that it is the
dealer in Canada (or North America) who is being protected by the companies
from the unfair competition of direct imports. The letter from an unidentified
farm machinery company to the Commission, quoted as Appendix E, also
makes this point strongly. The data in Table 6.7 indicate that the companies’
profits, however, are also being maximized by this procedure. The Commission
therefore assumes that it is in the companies’ own interest to protect the
high-priced North American market from low-cost direct exports.

Market Separation — the Viewpoint from Canada

How effective does separation of markets appear from the viewpoint of
someone importing a tractor from Britain? How seriously do farm machinery
companies attempt to enforce their barriers to the movement of farm
machinery from Britain to Canada? New farm machinery had not moved to
Canada from Britain in any significant volume in secondary channels of trade
up to the time the import operations of the Ontario Federation of Agriculture
were undertaken. The Federation’s recent experience in the last six to nine
months is, therefore, relevant, although limited. It is set out in the form of
statements, letters, and affidavits in Appendix F.

By mid-April 1969, the Ontario Federation of Agriculture and some of
its county associations, notably Grey and Bruce, had imported about 150
British-made tractors or had them in ships en route to Canada. The order form
of the Federation is reproduced as Exhibit 7 of Appendix F. The tractors had
been purchased through farmer-agents in Britain who had contracted with
individual farmers to buy them from dealers. The British dealer himself could
state that he was selling in good faith only to a British farmer. The first
British farmer (who, for a Ford tractor, would have had to sign the Ford
Retail Purchase Order containing the restrictive clause quoted in the first
section of this chapter) would be able to claim that he did not sell the
machine “as a new tractor in the course of any business carried on by him”,

He had not, himself, exported the tractor from Britain within the
prohibited “period of 12 months from the date of [its] delivery to him”. The
prohibited act was performed by the second farmer-agent, screened from the
dealer, and acting with at least nominal independence from the original retail
farmer-customer in Britain.

In fact, according to the Ontario Federation of Agriculture,'? the first
groups of tractors were bought in Britain relatively easily. Later orders had

12See statement by David Crone, Director of Marketing and Research, Ontario Federation
of Agriculture, shown as Exhibit 1 of Appendix F.
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become more difficult to place, however; agents had stated that they had
ordered 12, but only two or three turned up. The original farmer-agent of the
OFA reported that heavy pressures had been placed on the British dealer who
had sold him the original tractors exported.'®> The use of tractor serial
numbers, obtained either in transit or in Canada, to trace the source of the
leak of tractors for export is also noted in this letter.

Two cables to the Ontario Federation of Agriculture’® from one of their
British agents indicate that the companies had become suspicious of any
tractor with a non-standard specification, such as tire size.

A group of 10 machines was ordered from one dealer of one company
by a Scottish representative acting on behalf of Mr. K. Graham, a fieldman for
the Ontario Federation of Agriculture. They appear to have been screened out
of the order stream at the company’s factory as not being typical of what
farmers in this area ordered for their own use (broad tires, power steering, and
remote cylinder control). A representative from the factory came to the
dealer, examined his records, and challenged the assertion that the tractors
were for local use. In the end, the company simply refused to accept the
orders, and the tractors were not made available.! S

Later, an attempt was made by Mr. Graham to purchase six tractors of
the same make from another dealer. Two of the six tractors promised were
delivered to the dealership, but were recalled by the manufacturer concerned
when its representative overheard part of a conversation which revealed that
they were not for local consumption.'®

The general problem encountered by Mr. Graham and presumably others
seeking to purchase tractors in Britain for export is set outin the letters
addressed to Mr. Shepherd (Mr. Graham’s initial Scottish contact).” Only
those tractors which were a year old and from the dealer’s contract hire fleet
could be exported. The second letter to Mr. Graham makes the point that “it
is open to doubt whether this [restrictive] clause would hold water if a Dealer
referred it to the Restrictive Practices Tribunal, but no responsible dealer
would be prepared to take this risk and prejudice his good relations with
Ford”.!'® This may indicate that, whatever the legal position, the company’s
restrictions would be likely to stand because the dealer could not defy his
company.

As noted in earlier exhibits such as the statement by David Crone'® the
Ontario Federation of Agriculture had become aware that the serial numbers
of the tractors it was importing were being recorded in transit or in Canada.

13See letter from J,H, Vernon, shown as Exhibit 2 of Appendix F.

14'See cables from Mr. Hawkins to OFA re tire size, shown as Exhibits 4-1 and 4-2 of
Appendix F.

1SSee statement by Kenneth Graham, shown as Exhibit 5 of Appendix F, page 1, and
letter from I. Shepherd, Exhibit 5-1.

16See statement by Kenneth Graham, shown as Exhibit 5 of Appendix F, page 3.

17See letter from Elgin Central Engineers Ltd. to Ian C. Shepherd, shown as Exhibit 5-2.
185ee letter from Elgin Central Engineers Ltd. to Kenneth Graham, shown as Exhibit 5-3.
19See statement by David Crone, loc. cit.
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The serial numbers, made up generally from one on the engine and one on the
transmission of each tractor, could be used by the company concerned to
identify the British dealer who had sold the tractor and the farmer who had
bought it originally, against whom action could be taken under the contract
documents noted above. Although these serial numbers were easily found if
one knew where to look for them, they were not as obviously placed as the
serial number plates on automobiles.

To protect its farmer and dealer contacts in Britain, the Grey and Bruce
Federations of Agriculture (two of the OFA member associations) arranged to
have steel plates welded over the serial numbers of a number of tractors on
one shipment. The numbers would not be visible to casual inspection, but
available to the owner for parts ordering at a later date because the plate was
welded along one side only.*°

While this shipment of 13 tractors, 12 of one make, was being unloaded
in the Canadian National Railways freight yard at Hanover, Ontario, on March
10, 1969, a number of representatives of various farm machinery companies
appeared to watch the proceedings. Nine of the 12 tractors of the one make
had their serial number plates covered as noted above. The company
representative for this make expressed dissatisfaction at not being able to read
the serial numbers because of the covering plates. The next morning, a
number of serial number “cover plates” had been pried off, something which,
the Commission was assured, could not have been done with just a screw
driver. The plates were heavy enough to have required a wrecking bar as a
lever to pry them up.?!

It is necessary to visualize the scene fully to understand why only a few
of the nine tractors whose serial numbers were covered up were tampered
with. Two British dealers had been involved in supplying the 12 tractors of
the one make. One supplied the nine tractors whose serial numbers were
covered up, the other three only. Although new machines, these three tractors
had had their pink, translucent, running-in oil removed and replaced with old
motor oil (to be changed back by the farmer on arrival) and their hour-meters
altered to show 1,000 hours of use. Visually, then, these were “used” tractors.

The nine tractors with hidden serial numbers were obviously new. No
attempt had been made to camouflage the fact. Equally clearly, they had all
come from the same dealership because the dealer’s decal identification could
still be seen, clearly enough to show their common source, although it had
been scratched out enough to hide the dealer’s name. It would not be
necessary to prove that all these nine machines had come from the one dealer
through identification of each serial number. The common decal and a few
serial numbers would be enough to identify the source of the tractors.

The solicitor of the Ontario Federation of Agriculture received a phone
call from a solicitor representing Ford Motor Company of Canada, Limited.??

2OSee statement by James Jacklin, shown as Exhibit 6 of Appendix F, page 2.

21See affidavits from James W. Jacklin, and Patrick F. Jacklin, shown as Exhibits 6-1 and
6-2 of Appendix F.

225 reference to this phone conversation is found in the second last paragraph (page 3)
of the statement by David T. Crone, shown as Exhibit 1 of Appendix F.
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A warning had been issued by him that the Ontario Federation of Agriculture
might be violating the trade marks legislation because of its association with
the importation of tractors bearing the trade marks “Ford” or “FoMoCo”.

In examining the statements and affidavits described above, it is difficult
not to conclude that the separation of markets is regarded very seriously by
farm machinery manufacturers. In the letter quoted as Appendix E arguments
are marshalled to indicate that the matter is one of high principle, one of
protecting the dealer in Canada (or the United States) so that a viable dealer
organization can be maintained.

Is this argument, that the dealer must be protected, valid? Undoubtedly
it is — successful company sales in any market are based on a successful dealer
or distributor organization in that area — but quite clearly this is not the only
reason for market separation. Market separation would not have to be imposed
by artificial, company-made barriers, if the price difference between markets
did not make some form of ‘“arbitrage” so attractive.



Chapter 8
SUMMARY AND RECOMMENDATIONS

This Report has examined in some detail the prices of tractors and combines
in Canada and a number of other countries. Because international trade in tractors
is very much larger than it is for combines, the major emphasis has been on tractors.

The Commission’s study of tractor prices in Canada and other countries has
shown that the prices of identical or virtually identical tractors, for all horsepower
sizes up to 75 HP, are very much lower in Britain and a number of other countries
of Western Europe than they are in Canada. This is true whether the comparison is
made on the basis of suggested retail prices or net wholesale (dealer) prices. Even
before sterling was devalued in November 1967 the price differences were
substantial. They have become even larger since devaluation. Thus, during the 1967
selling season net wholesale prices of tractors — that is, the prices at which the
companies sell their tractors to the dealer — averaged from 17 to 38 per cent lower
in Britain than they did in Canada. By 1968 this spread had widened to from 30 to
45 per cent. In absolute amounts the differences in 1968 ranged from $837 to
$2,287 at the dealer level. Similar although somewhat smaller differences in price
exist between Canada and many other countries. Prices of the larger horsepower
tractors, those above 75 HP, are higher in Western Europe than they are in Canada
and the United States. However, only a small number of these models are sold in
Europe.

Some of these price differences reflect the cost of shipping tractors to Canada
and the additional costs incurred by the companies in selling in the dispersed
Canadian market. But in all but a very few instances these additional costs account
for only a part of the price differences that exist. The remaining differences reflect
a larger profit to the farm machinery companies. In the 1968 selling season, for the
five tractor models that the Commission examined in some detail, it was estimated
that on the average 67 per cent of the price difference reflected higher costs and 33
per cent was due to higher profits (see Table 6.7). This estimate covered profits
accruing to the international companies on a worldwide basis, including profits
earned in Britain or other European countries as well as profits earned in Canada or
the United States. If the two Massey-Ferguson tractor models included in this
comparison had been imported directly from Europe, only 55 per cent of the price
difference would have been reflected in higher costs and 45 per cent in higher
profits.

The lower tractor prices that currently prevail in Britain and in other Western
European countries are paralleled by the lower manufacturing cost levels of this
region. The Commission’s estimates indicate that tractor manufacturing costs in
Britain are currently about 75 per cent of those in North America. This estimate
assumes the manufacture of identical tractors at the same volume. In addition, two
manufacturers who have major manufacturing facilities in Western Europe, Ford
and Massey-Ferguson, have a worldwide volume in the range of 120,000 to 160,000
units a year, and this gives them an additional cost advantage. Commission
estimates show that for large-volume tractor manufacturing operations in Western
Europe (120,000 units a year) production costs may be only about 60 per cent of
those achieved by medium-volume producers (60,000) in the United States.
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Tractor prices on the North American continent appear to be set by the two
firms with the largest share of the market, International Harvester and Deere. These
prices are undoubtedly set in relation to North American cost levels. Both of these
firms supply the U.S. market entirely from domestic production. The two firms
with the largest output on a worldwide basis, Ford and Massey-Ferguson, supply
the U.S. market with tractors assembled in Detroit, but for both firms a large
proportion of the components in these tractors are manufactured in Western
Europe, mainly in Britain. For most of its tractor models, Ford supplies the
Canadian market directly from Britain. For these two firms, North American price
levels undoubtedly provide a very handsome profit margin. Further, since a number
of smaller producers — firms with annual tractor outputs of 20,000 or less — have
been able to survive at North American price levels, there is strong evidence that
these prices provide very substantial profits on tractors for Deere and Harvester.
The Commission’s cost estimates show that a price that would provide a gross
return on manufacturing assets of about 12 per cent for a manufacturer with an
annual output of 20,000 tractors would yield 32 per cent at 60,000 units and 44
per cent at 90,000 units.

An evaluation of Canadian tractor prices by horsepower size indicates that
current price levels provide a very much larger margin over manufacturing cost for
the larger tractors than for the smaller tractors. In part, this is due to the fact that
competition from independent European producers and from European sources of
supply has caused a reduction in tractor prices in the lower horsepower ranges. It
may also reflect the fact that pricing has been less competitive for very large
tractors. Costs per horsepower decline as the size of tractor increases but prices per
horsepower do not decline by an equivalent amount. Only a very few firms in
Western Europe are currently producing tractors of 75 horsepower and over. As a
result, tractors in this size range have not felt the competitive influence of
lower-cost European models.

For combines, the Federal Republic of Germany (West Germany) is the
lowest-priced country by a significant margin. It is also the western country with
the largest volume of combine production in a single plant. Net wholesale prices to
the dealer in West Germany are from 24 to 28 per cent lower than dealer prices for
substantially identical combines in Canada. Dealer prices in Britain on combines are
from 7 to 15 per cent below their Canadian equivalent. In absolute dollar amounts
these differences in dealer prices range from $1,800 to $1,950 for the West
German-Canadian comparison and from $550 to $1,200 for the British-Canadian
comparison. For other countries the picture is more varied and less complete
information is available.

International trade in farm tractors is dominated by a few large multi-national
corporations. The prices they set in different markets and the decisions they make
about where to establish new factories and about how and from where to supply
different markets are made in the interests of the global corporation as a whole. In
the longer run these decisions are largely governed by basic economic forces such as
the production costs in different areas and the competition, both actual and
potential, of other firms. But in the short run — and this short run may extend over
a number of years — these decisions may run counter to those which would occur if
there were independent companies operating in each country. Thus a large
multi-national corporation may hesitate to reduce its price and compete more
actively in one market for fear that one of its large competitors will retaliate in
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some other part of the world. These companies undoubtedly plan their competitive
strategies on a worldwide basis with longer run worldwide interests in view. At
times, these interests may conflict with the interests of individual countries within
which they are producing or selling.

Many of the decisions made by the multi-national corporation fall outside the
control or jurisdiction of the government of any single country. A decision may be
made in Chicago or Detroit or London to supply Canada with tractors or combines
from Britain or France or West Germany and to charge the Canadian selling
organization a given price for them. The same executives may decide to supply the
U.S. market from the same or a different source. The motives for these decisions
may be varied. The company concerned may wish to protect the higher price and
profit level that exists in one market. The company may have excess capacity in
one factory which it wishes to utilize. There may be a tax advantage in realizing a
larger share of their profits in one country rather than another. Yet the country
whose interests are adversely affected may be quite different from the country in
which the decisions are being made. The country adversely affected may find there
is little it can do, acting by itself, to change the policy in question.To an important
degree, these multi-national corporations are independent of the national authority
of individual countries. At the present time, no international authority exists which
can exercise control over them. For a country such as Canada, whose industry and
trade is very largely in the hands of large multi-national corporations, the
independence with which these companies operate has far-reaching implications.

For individual countries and for the world as a whole the operations of these
companies and the decisions they make possible may yield advantages as well as
disadvantages. To an important degree, it is the multi-national corporation that
makes it possible to mobilize management, marketing and research skills on a
worldwide scale. The integration of their tractor production on a worldwide scale
recently carried out by Ford and the high degree of component commonality
developed in their manufacturing operations by Massey-Ferguson are examples of
cost reductions achieved in this way.

Because the role of the multi-national corporation is so important in Canada
and because these firms exert such a dominant influence on the prices of and on
the production and trade in tractors and combines, it will be useful to review
some examples of decisions in this field which have been revealed by the Com-
mission’s investigations. The motives for the decisions involved are often far
from clear. For this reason, any interpretation placed on them must be to some
degree speculative.

Analysis of the prices charged for tractors in different countries by the
various multi-national corporations in the farm machinery business strongly
suggests that the prices charged for an identical tractor in different markets may
bear no very direct relation to cost. Prices in each market will reflect local cost
influences and patterns of competition. But the price charged for an identical
tractor in one market may yield the manufacturer a much higher profit than the
price charged in another market. Reference has already been made to the higher
profits earned from the sale of tractors in Canada, compared with profits earned
from the sale of identical tractors in Britain. Other examples can be given.

The Model 710 tractor manufactured by Deere in its plant in West Germany
is sold in both Canada and Britain. The net wholesale price to the dealer in Britain
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is almost $1,200 lower than it is in Canada even though this tractor comes into
Canada duty-free and has to pay an estimated $450 in duty when imported into
Britain. Again, the Deere 5020 Row Crop tractor manufactured in the United
States is sold in both Canada and the United States. Its net wholesale price in
Britain is about $1,650 higher than in Canada. Yet to land this tractor in Britain
would cost Deere an estimated $1,900 in duty and ocean transport costs. The
Canadian price is f.0.b. the U.S. factory. Both these comparisons are for prices
prevailing in the 1968 selling season. It is clear from these examples that the price
and profit levels vary significantly from one market to another.

These differences in prices and profits are possible because the movement of
tractors from one market to another is closely controlled by the manufacturer. Any
attempts to bypass normal channels of distribution are strongly resisted by the
companies involved. This is clearly evident in the steps taken by the various farm
machinery companies to prevent Ontario farmers from importing tractors directly
from Britain. Although the companies argue that their motive in preventing such
direct importation is to protect.their Canadian dealers, their Canadian distribution
system and the quality and reputation of their product, it is clear that other
motives are involved. To some degree it is the price and profit level in Canada and
in North America as a whole that the companies wish to protect. Indeed, this may
well be the primary motive. Moreover, and this is a key point as far as any
recommendations are concerned, most of the steps taken to prevent the direct
importation by Ontario farmers occurred within Britain, outside the jurisdiction of
the Canadian government.

As was noted in Chapter 6 of this Report, the pricing policies adopted by
these multi-national corporations after sterling was devalued in 1967 directly
affected the way in which British trade in tractors would respond to devaluation.
The evidence suggests that the companies simply increased their export supply
prices in sterling by the amount of devaluation. There is no evidence that the lower
price of sterling in Canadian dollars had any effect whatever on the prices charged
for British tractors in Canada. Similarly, companies such as Deere who supply
tractors to the British market from the United States and West Germany appear to
have reduced their price to their British subsidiaries by enough to offset most of the
effects one normally expects from a currency devaluation. Whether or not these
policies are in the best longer run interests of the British economy is not easy to
judge. However, it is clear they are made by the multi-national corporations
involved in pursuit of their own worldwide interests. Little evidence is available
about the pricing policies adopted by the various companies when the Canadian
dollar was devalued in 1962. Yet these pricing policies may well have had important
effects on Canadian exports and imports of farm machinery.

One of the key decisions made by the multi-national corporation is with
respect to the prices at which they supply tractors and other farm machines to their
Canadian selling subsidiary. Equally important may be the prices at which the
Canadian subsidiary supplies the products manufactured in Canada to their related
organizations in other countries. The former decision is made outside Canada and is
largely beyond the direct influence of Canadian jurisdiction. Nominally, at least,
the latter decision is made within Canada by the Canadian subsidiary and comes
within Canadian jurisdiction. In fact, this latter decision may well be made, and will
certainly be reviewed by executives of the parent firm.
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Examination of these transfer prices, that is prices at which goods are
transferred from one division of the multi-national corporation to another, provides
additional evidence of the extent to which the prices of tractors supplied to
different countries may diverge from underlying costs. The prices at which tractors
were supplied to the Canadian subsidiaries were compared with the prices at which
identical tractors were supplied to dealers in Britain.

One would normally expect the transfer price to the Canadian subsidiary to
be well below the price to the British dealer, since the company must meet selling
and distribution expenses in Britain out of the latter price. When tractors are
shipped to Canada these same expenses are incurred by the Canadian selling
organization.

In the most extreme instance the transfer price to the Canadian subsidiary
was 166 per cent of the wholesale price to the dealer in Britain. For another firm,
the transfer price to the Canadian subsidiary on four different tractor models
averaged 109 per cent of the wholesale price in Britain during the 1967 selling
season. By 1969, after devaluation, this firm’s average transfer price had increased
to 121 per cent of its price to the dealer in Britain. For still other firms the transfer
prices ranged from 88 to 97 per cent of their British dealer prices. In every instance
reported to the Commission the ratio of the transfer price to the dealer price in
Britain was higher after devaluation than it was before. In all these instances the
transfer price compared was for a tractor f.0.b. a European port.

These comparisons not only underline the degree to which prices in different
countries are determined by the multi-national corporation; they indicate also that
the higher prices charged to dealers and eventually to farmers are to a very
significant degree outside the control of the Canadian farm machinery company.
The price at which the Canadian subsidiary acquires the tractor is often higher than
the dealer price in Britain, and sometimes very much higher. On top of this the
Canadian selling organization must add transportation charges to Canada and the
selling and administrative costs incurred in Canada. It is clear too that the price to a
Canadian subsidiary must often yield the global company a much higher profit than
the price at which it sells the same tractor in Britain.

Recommendations

The recommendations that follow are restricted to tractors. There may be
room for equivalent recommendations with respect to combines as well. Net
wholesale prices of combines in West Germany appear to be substantially lower
than they are in Canada. However, the Commission’s information here is based on a
fewer number of instances. In addition, the Commission did not carry out a study
of the economies of scale in combine production comparable to that which was
undertaken for tractors because of time and staff limitations. Thus, it is not
possible to draw firm conclusions about the profit levels that exist for larger volume
combine operations. However, more complete information might well show results
similar to that obtained for tractors. For this reason, it is recommended that the
government have a study made of combine production costs similar to that for
tractors provided by the Commission’s study’ Farm Tractor Production Costs: A
Study in Economies of Scale.

The government should deliberately set out to achieve a lower level of tractor
prices for Canadian farmers. Its longer run goal should be a level of tractor prices

1Royal Commission on Farm Machinery, Farm Tractor Production Costs: A Study in
Economies of Scale, Study No. 2 (Ottawa: Queen’s Printer, 1969).
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that adequately reflects both the lower production costs which currently prevail in
Britain and the additional cost reduction that accompanies larger volume
production. It should also look for a greater price reduction in percentage terms on
the larger horsepower tractors than on the lower horsepower models. The goal here
should be a set of tractor prices that more closely reflect relative production costs.

The attainment of such a goal does not suggest that tractor production or
marketing should become an unprofitable business. But it does imply that some
firms now producing tractors may have to cease production or amalgamate with
others. Between five and 10 firms of an efficient size could easily produce all the
tractors currently sold in the non-Communist world. In fact, some 20 to 30 firms
are now producing tractors in significant volume. Farmers are often told that they
must become more efficient if they wish to survive in a competitive world. There is
no reason why the same rule should not. apply to the tractor manufacturing
industry. And, as the Commission’s study on Farm Tractor Production Costs
indicates, the achievement of over-all efficiency in tractor manufacturing will
require the elimination of many smaller scale operations.

The goal of lower tractor prices for Canadian farmers may not be easy to
achieve. Almost all the tractors sold in Canada are currently produced outside the
country. The prices in different countries are presumably established by, or at least
with the concurrence of, the parent firms of the different selling subsidiaries
involved. Many of these parent firms have their head offices in the United States
and all but one are located outside Canada. Of all the international firms involved,
only Massey-Ferguson has its head office in and is controlled from within Canada.

Moreover, as has been so clearly demonstrated in this Report, the
multi-national corporations who dominate the farm machinery business not only
closely control the movement of tractors and other farm machines from one
country to another but also appear to set — on a fairly arbitrary basis — the prices
at which these machines are supplied to their Canadian subsidiary. Given this degree
of arbitrariness in supply prices to Canada and the degree of independence from
normal competitive market forces that exists in this market, the government is
almost forced into the position of negotiating directly with the multi-national
corporations involved if it wishes to achieve any change in the situation. No step
short of this is likely to achieve the required results.

The following recommendations have been drawn up with these con-
siderations in mind. The recommendations are not intended to be alternatives. They
represent a number of different steps that the government might consider. It may
wish to implement some and not others. Almost inevitably it must talk directly
with the parent companies involved if it wishes to have the desired result.

1. The government should discuss the price differences that
currently exist between Canada and Britain with represen-
tatives of the parent companies concerned and ask them for
an assurance that tractors will not be priced at levels that
provide the company with a larger profit on a tractor sold
to a Canadian farmer than is obtained on the sale of the
same tractor to a farmer in Britain or in some other
European country. If the companies abide by this practice,
an immediate reduction in many tractor prices would
result.
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2. It should ask the companies concerned, particularly the
larger ones with European sources of supply, if they are
prepared to establish prices in Canada that are more in line
with the costs incurred in their larger volume European
operations.

3. It should ask the Combines Investigation Branch to
review the findings of this Report and discuss them with
their counterparts in the United States, Britain and other
countries, with a view to possible action.

4. It may also wish to discuss directly with the British
government the Commission’s Report in general and in
particular the section dealing with the steps that have been
taken to prevent Canadian farmers from importing tractors
directly from Britain.

5. If the companies are uncooperative, the government may
wish to undertake negotiations with some low-cost
producers not currently represented in the Canadian
market. For example, the Zetor tractors produced in the
Skoda works at Brno, Czechoslovakia, have captured a
significant share of the British market even in the face of
the lower prices prevailing there and are currently available
in sizes up to 80 horsepower. Most of their models have
been tested by the Nebraska testing establishment. Perhaps
arrangements could be made to have their tractor dis-
tributed in Canada through Canadian Co-operative
Implements Limited and with the support of the various
farm organizations at prices more in line with those which
currently prevail in Britain.

6. An additional measure along the same lines would be to
approach one of the Japanese tractor manufacturers who
are now marketing comparatively small tractors to see
whether they would consider moving into the world tractor
manufacturing business in a major way, producing large
horsepower tractors as well as small.

7. In those instances where the prices for tractors charged
to the Canadian subsidiary are significantly higher than the
prices to an equivalent selling organization in other
countries, the government might wish to consider the
establishment of a reverse dumping duty. The traditional
dumping duty is designed to protect manufacturers from
competitors who sell in the export market at prices below
those prevailing in their home market. A reverse dumping
duty would be designed to protect consumers from the
practice pursued by multi-national corporations of selling at
higher prices in one market than they do in another, the
objective presumably being to maximize their worldwide
profits. The proposal is to levy a duty equal to 100 per cent
of the amount by which the price to the Canadian selling
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organization exceeds the price charged to an equivalent
selling organization in the country where the tractor or
other product was manufactured. The duty collected could
then be used to subsidize the purchaser and thus provide
him with the same price treatment as that accorded
consumers in other markets. To cover instances where the
tractor or other machine was manufactured in more than
one location, the Canadian selling subsidiary organization
of the multi-national farm machinery company would also
need to be given the right to import from the lowest cost
source of supply. Because such a proposal is far-reaching
and could be applied to a wide range of products beyond
farm machinery, its implications would need to be studied
carefully before it was implemented. It is put forward here
for the government’s consideration.

The multi-national corporations could, of course,
reduce their transfer prices to the Canadian subsidiary
without reducing their Canadian selling prices. The result
would simply be a transfer of profit from the country of
origin to Canada. However, when the Canadian subsidiary
receives its tractors or other farm machines at the same
prices as the equivalent subsidiary in other countries, any
difference in the final price to the farmer, aside from
transport costs, will simply reflect differences in cost or
competitive conditions within the Canadian economy. As
such, they come within the jurisdiction of the Canadian
government. Differences in cost and competitive conditions
within the Canadian market will be examined in some detail
in the Commission’s Final Report.



Appendix A

PRICE, DISCOUNT, AND MANUFACTURING COST LEVELS
IN CANADA AND OTHER COUNTRIES

This section discusses in detail the information used to describe the system of
transactions in Chapter 3. Data sources are disclosed, and the methods used in
analyzing and interpreting the data to arrive at realistic price, discount, and
manufacturing cost levels are explained. In order of presentation the items
discussed are:

—Dealer discounts in selected countries

—Prices paid by farmers for new machines and realized dealer margins:

United States

Canada

Britain
(More data are available on U.S. distribution margins than Canadian, and
Canadian distribution margins are derived in part from them. Hence, the data
on U.S. margins are presented first.)

—Worldwide manufacturing costs

—U.S. Manufacturing costs.

Dealer Discounts in Selected Countries

To determine the net selling price to dealers for the international price
comparisons, dealer discounts must be deducted from suggested retail prices. Dealer
discounts are subject to a host of influences (for example, volume of business and
the local competitive situation, to mention a few important ones) which bring
about a wide range of discounts even for the same products. The use of average
dealer discounts indicates the general level of the net selling price to dealers in an
individual country. This section, then, discusses the sources of information and
methods used to arrive at average dealer discounts in the various countries selected
for comparing international farm machinery prices.

First, it is important to clear up a number of terminology problems related to
“dealer discounts”. The following definitions have been adhered to throughout the
analysis.

Trade Discount — initial mark-down from (or “discount” off) suggested
retail price (SRP) at time of invoicing (e.g. in Canada the trade discount
for most companies on tractors is 23 per cent).

Incentive Discounts — any discounts in addition to the initial trade
discount of SRP (e.g. cash discounts, volume bonuses).

Dealer Discounts — total of the trade discount plus any incentive
discounts of SRP (e.g. in the Canadian situation the dealer discount on
tractors is usually 27 per cent; it is made up of a 23 per cent trade
discount plus a 4 per cent volume bonus). Thus the suggested retail
price less the dealer discount equals the net wholesale price (NWP), the
price paid by the dealer.
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Some confusion may also arise in distinguishing between dealer discounts and
dealer margins. A dealer discount is the percentage of the SRP available to the
dealer. In virtually all sales of farm machinery in Canada, however, dealers sell
machines below the manufacturer’s SRP, either by allowing a “no trade-in”
discount or by over-allowance on the machine traded in. The difference between
the dealer’s selling price to the farmer and the dealer’s purchase cost of the machine
from the manufacturer represents the realized dealer margin. In the United States
and Saskatchewan, in 1967, dealer margins (excluding volume discounts) on new
machines were 11.1 per cent of sales (Table 3.2). Thus, for this case at least, dealer
margins were substantially below the initial trade discount of 23 per cent.

Average dealer discounts by country, shown in Table A.1, were secured
mainly from the farm machinery companies. These data were combined with data
on discount rates provided by Canadian trade officials and foreign distributors in
Table A.l. Data from all sources were remarkably consistent for individual
countries. This provides a large measure of confidence in the use of a single
discount rate for each country in subsequent analyses.

The original figures supplied by the various sources required interpretation in
several cases. Some companies, for example, indicated a range of discounts
depending upon the size of the dealer. In these situations, the average dealer
discount granted to dealers representing the largest proportion of sales volume of
the company is the one shown in the tabulation. For example, the dealer discount
of 19.5 per cent, shown for Ford Australia is actually received by dealers
representing 80 per cent of the sales volume of that company in Australia. The
figures in the table reasonably represent the discount received by the typical
dealer in the particular country.

Another data problem arose because of the method of distribution employed
by some companies in the different countries. Some of the smaller companies sell
to foreign distributors who in turn sell to farm equipment dealers. With isolated
exceptions, however, the major North American based companies control their own
distribution networks. For comparative purposes, therefore, dealer discounts were
listed in the table assuming that all companies controlled their own distribution
systems. Thus, for some of the smaller non-North-American companies, the net
selling price to dealers represents the revenue received by an independent
distributor.

A single discount rate for each country was computed by taking the average
of rates received from all sources. As noted on the table, several discount rates have
not been used in calculating the averages since they are substantially different from
the majority of observations for a particular country. The average dealer discounts,
as computed in Table A.1, are shown also in Table 3.3 in the main text.

Prices Paid by Farmers tor New Machines and
Realized Dealer Margins in the United States

Major companies grant to dealers a retail discount at time of shipment which,
in the case of several major producers, is 23 per cent. Although dealers earn various
other discounts from manufacturers — the principal addition being a volume
bonus — such extra discounts tend to be regarded by the retail trade as “other
income” and are not included in the calculation of gross margin.
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If dealers sold new machines at suggested retail price and did not overvalue
trade-ins or grant other discounts from the suggested retail price, it would follow
that the gross margin on the sale of new and used machines of such dealers would
be 23 per cent. However, the Cost of Doing Business Study (published annually by
the National Farm & Power Equipment Dealers Association on the basis of a survey
of some 1,600 dealers in the United States and Saskatchewan) indicates an average
gross margin on the combined sales of new and used machines of between 8 and 9
per cent in recent years.

For purpose of analyzing what a farmer actually pays for a new machine
relative to its suggested retail price, it is useful to consider the combined gross
margin on new and used sales as a percentage of new sales only. In other words, it
has been assumed that the used equipment business is a break-even operation,
rather than the loss operation indicated by most surveys. In the case of the 1966
Cost of Doing Business Study, this combined gross margin (which is 9 per cent of
combined new and used sales) is 11 per cent of sales of new machines only. An
approximation of what the average farmer actually pays for his new machine can be
arrived at as follows:

Suggested retail price — new machines only 100.0
Invoiced cost to dealer 71.0
Actual price paid by farmer* 86.5
Dealer margin (11% of actual price to farmer) excluding volume bonus 9.5

*Computed using the knowledge that the purchase price paid by dealer is 89% of actual selling
price to farmer (11% gross margin in new machines). Therefore, actual price paid by farmer =

77 — 86.5
89

It should also be pointed out that the accounting treatment of the discount
given to the farmer is arbitrary in that it can be shown as a discount from the sales
price on the new machine, or, as is the custom, as an increase in the value of the
trade-in. In fact, since the selling of new and used machines is a joint product
operation, it is impossible to state what the actual margin is on new machines as
opposed to used machines. The only thing that can be stated with certainty is that
the over-all gross margin on the combined sales of new and used machines appears
to be in the order of 9 per cent (11 per cent of new machines only) for a large
number of dealers in the United States and Western Canada. To the extent that the
sale of new and used machines is a joint product operation, the use of the 11 per
cent gross margin, relative to new machines only, is an arbitrary allocation.
However, the resulting price (86.5 per cent of suggested retail) is probably a fair
approximation of what the farmer actually pays on average for his new machine.

Dealer margins excluding volume discounts have been estimated at 9.5 per
cent of SRP as shown above. In the 1966 Cost of Doing Business Study, volume
discounts amount to 4.1 per cent of the sales value of new whole goods and repair
parts. Since farmers pay 86.5 per cent of SRP for new whole goods, volume
discounts amount to 3.5 per cent of SRP (4.1 per cent of 86.5 per cent). The
amount is in line with volume discounts as stated or implied by the manufacturers
in the public hearings. Total realized dealer margin (including volume discount) on
sales of new whole goods is therefore 13 per cent of SRP (9.5 per cent + 3.5 per
cent).
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Although only one year (1966) was used in preparing this analysis, dealer
margins in North America (excluding volume discounts) have changed very little
over the last few years as shown below.

Dealer margin onnew and used machines (excluding volume discounts) —

Year ‘“‘average” dealer
1962 9.3 per cent
1963 9.5 per cent
1964 8.9 per cent
1965 8.2 per cent
1966 8.6 per cent
1967 8.4 per cent

In summary, the following figures have been used in referring to prices paid
by farmers and realized dealer margins related to sales of new machines in the
United States. The figures have been rounded and are shown as percentages of SRP
in the United States.

Percentage of United States SRP
(United States SRP =100)

Calculated Rounded
in Analysis %
Price paid by farmer 86.5 86
Dealer margin:
excluding volume discount 9.5 9
volume discount 3.5 4

Total 1
Net selling price to dealers

w
o

(=

Prices Paid by Farmers for New Machines and
Realized Dealer Margins in Canada

Although there is no yearly survey of Canadian dealers comparable to the
US. Cost of Doing Business Study, an indication of the margins earned by
Canadian dealers can be obtained from several sources.

A number of the farm machinery companies provided Canadian dealer
financial results based on internal surveys. Some of the provincial dealer
organizations also provided information based on their own polling of their
membership. Table A.2 summarizes the financial results extracted from these two
sources, together with comments on the extensiveness of the surveys.

Although relatively sketchy in comparison with information available for the
United States, the data clearly show that realized dealer margins were roughly 2 per
cent lower in Canada than in the United States. Using a dealer margin of 13.5 per
cent (of the price paid by the farmer — Table A.2) as representative of the Canadian
situation, the price paid by the Canadian farmer will be slightly lower as a
percentage of SRP than in the United States as shown below.

The lower Canadian dealer gross margin is also related to the way in which
suggested retail prices are calculated in Canada. For the majority of companies, the
price list contains two prices, the SRP and a dealer price, 23 per cent lower,
expressed in some coded form. The price the dealer pays, for all but two companies
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Percentage of
Price Paid by Percentage of Canadian SRP

Farmer (Canadian SRP =100)
Calculated Rounded
in Analysis %
Price paid by farmer’ 84.4 84
Dealer margin:
excluding volume
discount 9.02 7.6 7
volume discount 4,52 3.8 i
Total 13.5 11.4 11
Net selling price to dealers® 3

1Calculated from the knowledge that the dealer’s cost of sales is 86.5 per cent of the price paid
by the Canadian farmer. Since the net selling price to Canadian dealers is 73 per cent of Cana-
dian SRP, the price paid by the Canadian farmer is 84.4 per cent of SRP as follows:

g%‘z? x 100 = 84.4% of Canadian SRP,
2See Table A.2.
3Dealer margin in Canada is 27 per cent (Table A.1).

(Massey-Ferguson and Deere), has to be increased by a factor representing part of
the exchange relationship between the Canadian and U.S. dollars, currently
between 5 and 6 per cent. The effect of this surcharge is to decrease the gross
margin available to the dealer in percentage terms.

Prices Paid by Farmers for New Machines and
Realized Dealer Margins in Britain

In Britain, manufacturers’ net selling price to dealers are 18 per cent offlist, as
indicated by several companies in the public hearings (Table A.1).

According to a 1966 dealer survey in Britain,! the gross margin achieved on
new tractors and machines for the average dealer was 12 per cent. This figure was
computed on the same basis as that used for North America — that is, gross margin
on new machines, less losses on used machines, as a percentage of new machine
sales only. The realized margin range was 10 per cent for the highest volume
dealers, over £500,000, and 13 per cent for dealers between £100,000 and
£200,000. The realized margin for the average dealer was used to compute the price
paid by farmers in Britain as follows:

Net selling price to dealer 82% of SRP
Dealer cost of sales (analogous to net selling price 88% of the price paid by the
to dealer) farmer
Price paid by farmers in Britain el x 100 93% of SRP
88%

From the same survey, it is worth noting that losses on used machines were
12 per cent of the price paid by the farmers in Britain, compared with a 2 per cent
loss shown by North American dealers in the survey published by the National
Farm & Power Equipment Dealers Association for the same year.

Worldwide Manufacturing Costs

Manufacturing costs (taken as equivalent to cost of sales) for the six major
North American farm machinery firms are listed in Table A.3.

lAgricultural Machinery and Tractor Dealers’ Association Limited, (comp.), National Survey of

Trading Costs, Margins and Profits in the Retail Agricultural Machinery Trade (Rickmansworth,
England, 1966), p. 4.
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As the data in this table show, manufacturing costs as a percentage of net
sales to dealers range from 74 to 84 per cent when research and development costs
are included, and 70 to 81 per cent when R&D costs are excluded.

In relation to selling prices, manufacturing costs have held a relatively
constant level over the 11-year period ending in 1967. Current five-year averages (to
the end of 1967) for Deere, Massey, and I.H.C. were virtually the same as the
11-year averages. In the same five-year period, manufacturing costs, as a percentage
of company sales, decreased for J.I. Case by two percentage points, while
Allis-Chalmers’ costs rose one percentage point.

The ranges developed are related to a mixed bag of parts and whole goods,
product lines, and sales in various countries where cost and price levels differ from
North America. Given these limitations, there is no way in which manufacturing
costs, on a worldwide basis, can be related to “worldwide list prices”. However, the
above figures do provide at least a benchmark of manufacturing cost levels as they
relate to sales to the dealers.

U.S. Manufacturing Costs

A relatively good estimate of the range of manufacturing costs in the United
States can be made, using published information for Case and Deere for the high
and low estimates respectively. The reasons for selecting these companies as
representative of the industry cost range are related to firm size, geographic
concentration of sales and production, and product concentration.

Among the three largest North American firms, Massey-Ferguson, although
highly concentrated in farm machinery, manufactures and sells over 50 per cent of
its products outside of the United States. Because of this, Massey’s published
figures are heavily influenced by cost of manufacturing and sales price levels which
are quite different from the North American situation. Since the computation
requires an estimate that will relate U.S. manufacturing costs and prices, Massey
was considered unrepresentative. International Harvester corporate figures reflect a
high concentration in non-farm machinery products, namely, trucks and con-
struction machinery, and were therefore not used. Deere, on the other hand, is
highly concentrated in farm machinery and has most of its production facilities and
sales in North America as well. Deere was therefore selected as the best
representative of the three large firms for estimating purposes.

While the three other major firms are all concentrated in the North American
market (particularly the United States), only J.I. Case has a high degree of
concentration in farm machinery. (White Motor is essentially a truck manufacturer.
Allis-Chalmers also produces a large array of heavy electrical, construction, and
other machinery.) J.I. Case was therefore selected as the best proxy for estimating
the manufacturing cost level of these three smaller firms.

An 11-year average of manufacturing costs for these two firms is given below
(see also Table A.3).

As Percentage of Net Sales
to Dealers
Deere Case

Manufacturing costs including R&D 74 80
Manufacturing costs excluding R&D 70 78
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As Percentage of United

States SRP’
Manufacturing costs including R&D 54 59
Manufacturing costs excluding R&D 51 57

1Dealer margin in the United States is 27 per cent (Table A.1) manufacturing cost as a per-
centage of SRP is therefore calculated as:

(1.00-0.27) x [manufacturing cost as a percentage of net sales to dealer]

The above cost levels relate to sales of both whole goods and parts. No
attempt was made to estimate costs for parts and machinery separately, since parts
typically account for under 15 per cent of sales.



Appendix B

METHODS FOLLOWED IN PREPARING INTERNATIONAL
PRICE COMPARISONS FOR TRACTORS AND COMBINES

In selecting countries for which tractor and combine price comparisons
were made, a number of criteria had to be used. Since the main interest of this
Report is, of course, prices of North American based firms, countries in which
these firms have been selling for a considerable number of years were first
identified. Only four North American based firms (Deere, Ford, International
Harvester, and Massey-Ferguson) have extensive farm machinery sales and
manufacturing facilities outside North America, so countries where these
companies were active were of major interest. Five countries in Western Europe
(Britain, France, Italy, West Germany, and Sweden) were included in the
comparisons for two reasons:

(1) the four North American firms noted above are active in these
countries,

(2) each of the countries has a domestic producer (or producers) of farm
machinery who, in most cases, has a substantial share of the domestic
tractor market.

Most of the foreign based firms export to the other countries in Western Europe
and to other countries of the world including Canada. Among the prominent
foreign based farm machinery firms are David Brown, and British Leyland
(Nuffield) of Britain; Renault of France; Fiat of Italy; Deutz, and Claas of West
Germany; and Volvo of Sweden. Two other countries (Australia and South
Africa) were also included in the detailed price comparisons. Australia is a major
wheat exporter (a competitor of Canada in this respect) and was selected for this
reason. South Africa was included to give some idea of price levels in another
country outside the major farm machinery production areas, Europe and North
America.

It was originally intended to include Argentina in the price comparisons,
since this country, like Australia, is also a major factor in world wheat trade. It
became quite clear, however, after a brief review of what sketchy price data were
available for Argentina, that list prices for tractors in this country were high
relative to Canada. For most models, prices in Argentina were 30 to 40 per cent
above prices in Canada. It was also clear that it would be extremely time-
consuming to get sufficiently comprehensive, accurate, and comparable price data
for detailed analyses.

Methodology of Price Comparisons

A major problem in preparing accurate price comparisons for particular
commodities between different markets relates to the availability of data.
Certainly the problems relating to collection of detailed price lists and
specification sheets for individual models of products in such a diverse group of
countries as were analyzed might, at first glance, appear to be insurmountable.
These difficulties were largely resolved, however, through the co-operation of two
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groups: farm machinery firms and commercial counsellors in a number of
Canadian trade offices abroad. Without the assistance over several years’ duration
of the people in these organizations, particularly the latter group, this section of
this Report could not have been written.

The difficulties relating to collection of such detailed price information
imposed certain constraints on the kind and the extent of the price analysis that
could be carried out. With respect to the kind of analysis, the procedure ysed
was to compare suggested retail prices and net wholesale prices of identical (or
virtually identical) farm tractors and combines in the various countries. Ideally,
of course, one would have preferred a comparison between the prices paid by
farmers for particular products in different countries. This information is,
however, almost impossible to obtain. Moreover, this ideal approach is not really
as simple, or perfect, as it sounds, even if the data were available. First of all, the
prices paid by farmers for a particular tractor or combine model in one country
are not always the same even over a short-time period. All farmers (and dealers)
do not have identical bargaining skills. Further, the problem of determining what
price the farmer really pays when trade-ins are involved is very difficult to
resolve with any precision. Even if such an analysis was performed for a
particular country, one would then have greater difficulty in trying to compare
prices paid by farmers in another country because of differences in specifications
for the “average model” sold. The latter problem was largely taken care of in the
analysis used in this Report by adding and subtracting options in the selected
countries to make the machines identical.

In terms of the extent of the price analyses carried out in this Report, time
and resources precluded an examination of prices for more than a single year for
all countries. An exception to this was made for a comparison of prices between
Britain and Canada subsequent to devaluation of Sterling in the latter part of
1967. British prices were, for the most part, more easily obtainable than those
for other countries, because of the wealth of technical cost price data published
by the British farm machinery industry.

Given this background of the problems related to data collection, the
approach used in making international price comparisons in this Report can be
placed in some perspective. The method used was to compare, first of all,
suggested retail prices for identical tractor and combine models between the
various countries. Then, using industry averages for dealer discount for each
country, net wholesale prices were compared. The validity of the second
comparison rests mainly on the accuracy of the list price comparisons, since
determination of average dealer discounts in each country presented little
difficulty.

What are the chief assumptions on which this methodological approach
rests? Basically, three categories of assumptions can be identified. These relate
to:

—point-in-time nature of the analyses
—estimates of option prices in a number of instances
—mhachine specifications.

Each of these items is discussed in general terms below.
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Point-in-Time Analysis

Price lists used in the analyses were from one of the 1966, 1967, and 1968
selling seasons. (Selling seasons, throughout this Report, refer to farm equipment
dealers’ main selling months. In North America this is generally from the early
spring to the fall of a calendar year.) Unfortunately, one particular selling season
could not be used for the complete analyses. Since foreign country price lists
took so much time to obtain, in a number of cases, it was necessary to use data
for earlier years than would have been preferred. When the selling seasons were
out of phase, a conservative approach was used by comparing, in some instances,
a foreign list price with the Canadian list price of the previous season. Since
there was no evidence of price decreases in any of the markets studied, this
method will slightly overstate foreign prices relative to “‘comparable” Canadian
prices in these situations. For example, a number of the South African price lists
which were dated late 1967 or early 1968 for several companies have been
compared to Canadian list prices for the 1967 selling season. South African
prices are probably somewhat overstated, therefore, in these instances. For the
most part, comparisons represent the 1967 selling season for both tractors and
combines. One exception is the Ford tractor prices which are generally for the
1966 selling season.

Option Price Estimates

In a number of price comparisons, options or option prices were not
available in a particular country to be added to, or deducted from, the basic
models of that country to make it similar to the base models used in the
comparison. In order to make the models in that country comparable to the
machines in other countries, option prices were estimated either from another
price list in that country or from Canadian price lists. This procedure had to be
used most often in the case of tractor tires. Where possible, estimates of this
kind were based on option prices for several companies, using an average price as
the final amount to be added or deducted.

Machine Specification Problems

In a limited number of cases, price comparisons were made where the basic
tractors or combines were not identical. This presented problems similar to those
indicated in Chapter 5 in the development of comparisons of prices between
companies. For example, the MF 175 tractor, as sold in Canada, was compared
with similar horsepower tractors, the MF 177 and MF 178 in West Germany and
South Africa respectively (Table B.1). Likewise, John Deere’s North American
combines were compared with their European combines, using the same
analytical techniques described in Chapter 5 to match competitive combines.
Although these comparisons are somewhat artificial, this kind of analysis was
essential in order to get an idea of prices of comparable machines, particularly
with respect to combines.

Probably the most important assumption of this analysis has been left to
the last for discussion. If the machines have the same (or nearly the same)
specifications, are the machines “equal”? More pointedly, is a Ford 5000 tractor
with final assembly in Britain the same as a Ford 5000 tractor with final assembly
in Belgium? This analysis assumes that the answer to these questions is a
qualified yes. For, just as two tractors (or cars or any other manufactured
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product) which are manufactured in the same plant by the same workmen, are, in
fact, different, so also two models from different factories cannot be identical,
particularly with respect to performance. Component parts of any manufactured
article are built to specified tolerances, and are subject to quality control tests on
a sampling basis, in most instances. Thus these machines are not exactly
identical, and performance tests would demonstrate this fact. Despite these
qualifications, however, one has to try to resolve these issues, or at least try to
cope with the uncertainties, if comparative prices in different markets are cause
for concern. There are large volumes of published data on comparative prices of
relatively simple commodities (raw materials and agricultural products, for
example). In the Commission’s view, the objectivity of approach and painstaking
analysis that went into these comparisons provide fair comparisons of extremely
complex commodities.

Details on the comparative prices of tractors and combines for the different
models of individual companies are given in Tables B.1 to B.8.
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Appendix C

METHODS FOLLOWED IN PREPARING INTER-COMPANY
PRICE COMPARISONS FOR TRACTORS AND COMBINES
SOLD IN CANADA

For tractors, price comparisons were made for seven different horsepower
groupings ranging from 30 to 135 PTO horsepower, based on the Nebraska
tractor tests." An attempt was made to make the tractors within each group
substantially equivalent in terms of options and special equipment. The particular
options included are outlined in detail in Table C.1. An exact equivalence in
prices was not possible because some options were not available for some makes
or models. Where a given make or model of tractor did not offer the required
option, it was necessary to substitute an average or estimated price for the
option, using data for other companies that did offer such an option. For this
reason the resulting prices may in some cases not be comparable to any
particular tractor sold by the company in question. Nevertheless, it is believed
that this method of comparison provides a valid basis for comparing the prices of
the different tractors offered in each group.

When comparisons are made between different horsepower groups it is
necessary to recognize that the specifications are not identical from one group to
the next. For example, power steering is not needed on a 40 horsepower tractor
but it becomes essential on a very large tractor. This raises the question of
whether a comparison of the price per horsepower throughout the range of
tractor sizes should be made on the basis of an identical range of options or on
the basis of those options needed to produce an equivalent performance at each
horsepower level. There is no completely satisfactory answer to this question. In
one of the comparisons provided in Chapter 5 an addition was made to the cost
per horsepower in the lowest horsepower group to provide for the cost of adding
power steering and “on the go shift”. But one could well question whether this
was strictly necessary.

Some indication of the different options that are typically provided at
different horsepower levels is shown in Table C.2 which gives the options either
available or included as standard equipment on different model John Deere
tractors in 1967.

lThe tractor tests at Lincoln, Nebraska, were first carried out in 1920 in accordance with a
recently enacted state law. Its provisions are summarized from Bulletin 397 (1950) issued by
the University of Nebraska:

That a stock tractor of each model sold in the state shall be tested and passed
upon by a board of three engineers under State University management.

That each company, dealer or individual offering a tractor for sale in Nebraska
shall have a permit issued by the State Railway Commission. The permit for
any model of tractor will be issued after a stock tractor of that model has been
tested at the University and the performance of the tractor compared with the
claims made for it by the manufacturer.

The Nebraska texts have inspired other countries to set up similar testing agencies and the
tractor test procedure of the Organization for Economic Co-operation and Development closely
follows Nebraska procedures.
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Table C.3 compares the prices and specifications for three makes of
four-wheel-drive tractors available to Canadian farmers in the 1967 selling season,
the Case 1200, the International Harvester 4100 and the Versatile tractor with
the Cummins V-6 diesel engine. The strikingly lower Versatile price is evident,
accompanied by some elimination of items which are available as standard or
optional equipment on the other makes. The chief structural difference between
the tractors, however, is their system of steering. Versatile’s articulated steering is
cheaper to build and maintain because it uses fixed front and rear axles,
eliminating the angular transmission of power at the steering ends of the axles.

TABLE C.3—PRICE AND SPECIFICATION DIFFERENCES, FOUR-WHEEL-DRIVE
TRACTORS, 1967 SELLING SEASON

Specifications and Description Case 1200 IH 4100 Versatile
(with
Cummins V-6
Diesel)
1. Basic Tractor $16,250 $17,894 $9,996
2. Features and Options
1. PTO (this feature allows for use of tractor Optional n.a. na.l
powered implements). Not needed for (1000
cultivating, seeding, plowing, etc., but r.p.m.)
adds to versatility of machine. $726.51
2. Steering

(a) Front wheel steer - conventional

steering for fast highway travel or field

work. Std. Std.
(b) Rear wheel steer - adds to manceuvrability;

rear wheels don’t follow in tracks of front

wheels, which allows for less compaction of

soil. Std. Std.
(c) Co-ordinated front and rear. Front and

rear wheels can operate independently with

full power to all wheels. Std. Std.

(d) Crab steer - all wheels may be turned

uphill to offset implement drift. Std.

(e) Articulated steering - tractor turns around

pivot in centre of tractor. Std.

3. Hydraulics and 3-point hitch - allows for Optional Hydraulics Hydraulics
attachment of a wider range of implements; $1,245.00  std. but 3-  std. but 3-
hydraulics allow for precision depth control pt. hitch not pt. hitch not
and convenient highway transport of available. available,!
implements.

4. Drawbar

(a) Wide swinging dbr can be used without
3-pt. hitch - has larger range of horizontal
swing and thus can handle sharper turns with

implement attached. Std. Std. Std.
(b) Hydraulically adjustable drawbar - can be Optional
raised or lowered to exact height for easy $335.50

hitching to large implements.
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TABLE C.3 (Concluded)

5. Minimum Turning Radius. A smaller turning
radius allows greater manceuvrability.

6. Number of Gears forward and speed (MPH)
of each - variations in speed range
allow for greater versatility in varying
field conditions and optimum pulling speed
for a wider range of implement sizes.

7. Ground Clearance - a higher ground
clearance allows for greater mobility in
hilly or adverse field conditions.

8. Cab

Allows for greater operator comfort and
protection in poor weather.

Gear MPH Gear MPH  Gear MPH

16’6” 13°6” 13’
1 25 1 2 1 3:2
2 3.2 2 4 2 3.9
3 4.1 3 4% 3 4.2
4 53 4 5% 4 4.9
5 6.5 5 6%~ 5 55
6 84 6 14 6 6.3
7 11.0 7 17 7 10.7
8 14.0 8 20% 8 14.2
< 18.4
15%” 17* 207

Optional Optional Optional
$769.00 $943.00 $720.00

Cab includes: Cab includes: Cab includes:
tinted galss, pressurizer, tinted glass,
pressurizer, windshield pressurizer
ventilator wiper, dome

light, tinted

glass, ventila-

tor

Cab options:
heater $58.00,
windshield
wiper $26.50

llt is understood that these features will be available in 1969 models.
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While for tractors the Nebraska tests provided precise information on the
horsepower rating of each tractor, no equivalent test data were available on
combines. This made it necessary to fall back on the comparisons of different
combine models that are made in the “sales aids” issued by the farm machinery
companies. The sales aids used were those issued by International Harvester® and
Massey-Ferguson® and the combine models compared are listed in Table C.4. For
comparison combines were placed in four different size groups. The specifications
of the combines in each group are given in Table C.5.

The combines placed in each group do not represent identical combines in
the sense that they had identical dimension for all operating components, but they
are combines which at least two companies in the industry regard as competitive.
The combines in each group were priced so as to include as identical a level of
optional equipment as possible, including such things as tires, type of cylinder,
table width, power steering, grain tank size and other hydraulics. In general the
study followed the comparisons suggested by International Harvester’s sales aid,
because it was more recent and provided more specific comparative details.

That the resulting price comparisons are rough approximations at best is
indicated by the following commentary on the characteristics of different
combines which has been taken from the March 1968 issue of The Grain
Grower.® This descriptive commentary suggests there may be substantial
performance differences between combines of different makes in the same size
class.

2In’temational Harvester Company of Canada, Limited, IH Sales Know-How Bulletin
CA-2198-W, June 17, 1968, the last page of which reads as follows:

This bulletin contains brief specifications, feature comparisons, and comparative
prices of International and competitive self-propelled combines.

In the comparative price section, every attempt has been made to equip the
combines as near alike as possible in order to arrive at a fair comparison. For
instance, the Model E-III Gleaner on Page 9 does not come with wheel brakes
as standard equipment, so the extra charge for wheel brakes of $225.00 has
been added in order to make their machine comparable with the others listed
on that page.

At the same time, we have added extra attachments to International Combines
in order to make them comparable where it was necessary to do so. For
example, on Page 12 we add $249.00 to the price of the 403 combine for a
hydraulic reel lift. We do so because the Massey-Ferguson 410, New Holland
985, and Ford 630 include a hydraulic reel lift as standard equipment. We have
added this item also to the Case 1060, Gleaner F, John Deere 95, and the
Oliver 545 ....You will also notice that we have tried to equalize tire sizes
wherever possible. ...

We believe a careful study and thorough knowledge of the information in this
bulletin will assist you when selling combines. Use it often and Good Selling in
1968.

(PRICES AND SPECIFICATIONS ARE CURRENT AT THE DATE OF THIS
PRINTING, AND ARE SUBJECT TO CHANGE.)

3Massey-Fergusson Industries Limited, Line-by-Line, a comparison of grain harvesting
equipment (no other reference except the following on the last page. ‘“Note: The
specifications shown in this book were taken from competitors’ customer literature and are
believed to be correct as of Oct. 1, 1967, Massey-Ferguson reserves the right to change its
own specifications or design without obligation or prior notice.”)

4“handy guide for 1968 self-propelled combines”, The Grain Grower, March, 1968, p. 745, a
publication of the United Grain Growers’ Association, a grain producers’ marketing
co-operative organization with headquarters in Winnipeg, Manitoba.
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The Grain Grower made the following comments about structural
differences:

CROP FLOW

All combines can be put into one of four groups — depending upon the
way the crop is fed from the table to the cylinder.

(a) Allis-Chalmers

No grain elevator is required, so greater area can be given to
separation. Also, the cylinder beater directs stones directly into
the stone trap.

(b) Versatile

Each beater operates at a different speed so that the crop flow is
gradually increased as it moves up to the cylinder. Crop is fed
evenly into the cylinder as bunches and mats in the windrow are
broken up, thus reducing the chance of cylinder plugging.

(¢) CCIL, Claas, John Deere 30 Series, Cockshutt, MM, New
Holland, Case

Conventional method of getting the crop to cylinder which is
located above and behind the front axle.

(d) John Deere, Massey-Ferguson (option), International Harvester
Combs out the windrow tangles so the crop is fed evenly to the
cylinder. Beater on MF and IHC machine, is just in front of the
cylinder to provide a more positive method to control stones that
may be picked up.

CYLINDER AND CONCAVE

The rasp bar cylinder continues to be the best method of
threshing grain. During the last few years a lot of research has
been done on new ways to remove the kernel from the head. . ..

Under normal operation 75 to 90 percent of all grain. is
removed at the cylinder. But if the combine speed is increased
and cylinder is over-loaded, providing the combine has the power,
only 50 per cent of the grain may be separated at the cylinder;
the balance of separation takes place at the walkers. . . .

All combines, except Allis-Chalmers have an open grate concave,
A.C. combines have the closed type so all grain with the straw
and the chaff is delivered to the raddle where the first separation
takes place.

The number of concave bars range from 8 to 12, John Deere,
ILH.C. and Cockshutt and M.M. have what John Deere calls a
“cell” grate instead of the finger grates. The claim is that the cell
grate slows down the movement of material so more complete
separation takes place before the walkers. Massey Ferguson uses a
curtain to slow the material.

On the LLH.C. combines the cylinder-concave clearance can be
adjusted so that when the concave is wide open at the front,
threshing occurs only on the three rear concave bars. They claim
this feature is desirable for harvesting malting barley where severe
rubbing could damage the seed coat. . ..
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SEPARATION AREA

As the crop leaves the cylinder, all combines have a beater to slow
and spread the material on the walkers, (raddle on AC combines).
Most combines have four blades on the beater; Versatile has 6 and
Claas have 8.

The Allis-Chalmers combines are equipped with two fans. The
forward one directs a blast of air through the straw, chaff and
grain coming off the raddle to pre-clean the grain before it reaches
the shoe. The other fan functions like the fan in all other
combines. . . .

CLEANING AREA

After the grain has been separated from the straw, it is ready for
the cleaning unit. The area considered in cleaning is the chaffer
sieve, chaffer extension and the cleaning sieve. Massey-Ferguson
have added a third screen, cascade shoe, to its 410 and 510 which
improves the cleaning ability of the combines. Any heads not
threshed are returned to the cylinder for rethreshing. On MF
combines a miniature rasp bar cylinder and concave in the returns
elevator threshes the heads and returns the material to the pan
below the walkers. . . .

It must be clear from this discussion of the special characteristics of
different combines that some of the price differences between competitive
combines reflect the special features of the various models. At the moment the
farmer’s evaluation of these features must be largely subjective since there are no
precise test data available that measure the performance of the different
combines.



Appendix D

RELATIVE COSTS AND PROFITS OF TRACTOR
MANUFACTURING AND DISTRIBUTION, NORTH AMERICA
(CANADA) AND BRITAIN

This appendix discusses relative costs and profits in tractor manufacturing
and sales in Britain and North America. The first part of the appendix discusses
the development of manufacturing costs in the industry in North America and
Britain, and the second post-production costs related to Canadian and British
distribution. The third section analyzes the profits earned on particular tractors
sold in Britain and Canada. A Technical Note to Appendix D describes in detail
the procedures and data used to develop estimated costs for British
manufacturing.

Costs of Tractor Manufacturing

The Commission is publishing, concurrently with this Report, the study, Farm
Tractor Production Costs," which examines 1967-8 production costs in North
America for a new plant producing a mix of tractors suitable for the North
American market in three horsepower ranges, 40 HP, 90 HP, and 130 HP, at
three volume levels, 20,000, 60,000, and 90,000 units a year. In this study,
detailed cost breakdowns by component factors are shown. These cost break-
downs can be transferred to British cost levels by replacing the cost factors used
in the study with equivalent British cost factors taken at specific points of time.
In this appendix, British costs for 1966-7 and 1968-9 were used to give costs
before and after the November 1967 devaluation of the British pound sterling.

The procedure used has the effect of transferring on paper the North
American “plant” developed in the study to Britain initially assuming the same
level of productivity and over-all efficiency as estimated in the United States. A
reconciliation by cost factors is set out in Table D.1 “Estimated Tractor
Production Costs in North America and Britain” which first compares the
production costs in the United States with those in Britain for the three ranges
of tractors at the 60,000-unit volume level of the study, Farm Tractor
Production Costs. British production costs at this volume level are then adjusted
to the higher volume levels achieved in Britain and for modular design of engines
and other components to develop totals representing “ideal” manufacturing cost
levels. In both locations, a further adjustment is shown in this table reducing the
costs of items purchased for assembly.

Costs of manufacturing tractors in Britain at the higher volume levels found
in British plants of Ford and Massey-Ferguson approximate 60-65 per cent of
U.S. cost levels at 60,000-unit volume (see Table D.1, Section 2), derived from
the study, Farm Tractor Production Costs. Even when the U.S. production
volume is raised to the assumed British level, British costs are only 72-78 per
cent of U.S. costs.

lRoryal Commission on Farm Machinery, Farm Tractor Production Costs: A Study in
Economies of Scale, Study No. 2 (Ottawa: Queen’s Printer, 1969).
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The exact procedures used in the development of the estimated British
production costs are set out at the end of this appendix as Technical Note to
Appendix D, containing one Table, D.13, “Detailed Analysis of Comparative
Tractor Unit Manufacturing Costs (North America — United States, Britain,
Pre-1967 Sterling Devaluation and Post-1967 Devaluation)”. Generally, official
statistical data on material and labour costs were used to develop costs of doing
the same work, in the same way, and with the same efficiency as was initially
assumed to exist in the United States in the study, Farm Tractor Production
Costs. One cost factor was left untouched, that of fixed costs. There appeared to
be no appropriate method of developing British equivalents of the component
factors shown in the study which created the total “Fixed Costs”. While it is
almost certain that these costs would be lower in certain aspects in Britain (e.g.
labour used in building the factories, steel used in making the factories and their
machines), it was not possible to develop rationally supportable analyses. The
result may be some overestimation of the British cost equivalent, along with a
consequential understatement of the difference in manufacturing costs in the two
locations.

TABLE D.2—ESTIMATED “IDEAL” COSTS' OF MANUFACTURING SELECTED
TRACTORS, UNITED STATES AND BRITAIN, BASED ON HP SIZE

North British Costs  British Costs
American  Projected for Projected for

Make & Model HP Costs? 1966-67 1968-69
Ford 2000 31.2 $1,969% $1,514% $1,420*
IH 4343 36.0 2,036 1,568 1,470
MF 135 37.8 2,061 1,588 1,489
Ford 3000 39.2 2,080 1,603 1,504
Study — Point 1 40.0 2,091 1,612 1,512
Ford 4000 46.7 2,184 1,686 1,582
MF 165 52.4 2,263 1,750 1,642
Ford 5000 56.0 2,313 1,790 1,680
MF 175 63.3 2,414 1,871 1,757
Ford 6000 66.9 2,464 1,911 1,795
Study — Point 2 90.0 2,785 2,168 2,037
Study — Point 3 130.0 3,788 2,972 2,786

1Based on Table D.1.
All U.S. costs except Canadian (Ontario) labour costs, used because of detailed data available
to Commission,
Manufactured in Doncaster, England, only.
All cost calculations developed from straight line cost formula between analyzed costs shown
for study at Points 1 and 2.

Table D.2, “Estimated ‘Ideal’ Costs of Manufacturing Selected Tractors,
United States and Britain, Based on HP Size”, is based on costs set out in Table
D.1? It is obvious, of course, that the degree of accuracy in the resulting costs is
not as great as that shown in the dollar numbers. The table assumes that all the
tractors listed were built in exactly the same type of facility, with the same
input costs, in the same volume, with the same level of labour and management

2Detailed costs for tractors of different horsepower were calculated, using a straight
line formula between the points calculated for the “40” and ““90”° HP tractors in Table D.1.
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TABLE D.3—ADJUSTMENTS TO “IDEAL” BRITISH MANUFACTURING COSTS FOR
KNOWN AND ASSUMED COST DIFFERENCES, E.G. VOLUME, IMPORTATION OF
PARTS INVOLVING PAYMENT OF DUTY, NEWNESS OF FACILITIES, ETC.

Company
FORD

INTERNATIONAL
HARVESTER

MASSEY-FERGUSON

Adjustments and Reasons

New plant at Basildon, England. With “perfect” production
facilities, and statements of executives to Commission that their
labour output equalled U.S. standards, no production cost penalty
from “ideal” level assumed. Ford has pioneered in the use of mod-
ular construction concepts for tractor engines,” Ford, however,
imports transmissions and rear axles from Antwerp, Belgium or
Highland Park, U.S.A. With minimum cost of $500-600 per tractor
and 17.5% duty rate, this would involve penalty cost for tractors
remaining in England (or EFTA) of about $100. The same
principle applies to duty paid on components imported into EEC
countries. For example, when Ford exports tractors from its
Antwerp plant, duty drawback on engines and their imported
components applies only to shipments outside the Common Market.

Older plant at Bradford, England — smaller volume. About $150
penalty cost on small 434 tractor.

Costs must be estimated for production in Britain (Coventry) and
United States (Detroit). Older plant at Coventry, England — assume
some labour inefficiencies. Increase British costs $45 on MF 135
tractor and $60 on MF 165 tractor; these penalties, pro-rata, would
also be attracted to company’s Detroit plant as well. In addition, for
Detroit, an adjustment is necessary to cover the reduction in
assembly volume to 40,000 units in the United States and the loss
of the advantage of purchasing components at higher volumes.
These differences were estimated on the basis that the total reduc-
tion in cost between 60,000- and 120,000-volume levels (491 for
“average” tractor in Table D.13) would be reduced by the propor-
tion which the sum of “Value of OQutside Purchased Components”
and “Cost of Assembly” bears to “Total Tractor Costs”. A plant in
the United States at less than 60,000-volume level would presumably
be forced to purchase parts and organize its assembly operations at
higher cost levels. Table D.13 provides the required cost data,

$1,828 + $227
$3,412
In tum, this equals 8.7 per cent of total costs. This percentage was

used to develop volume penalties to be applied to the two machines
in the two periods, as shown in Table D.5.

$491 x = $296

1P. A. Martel, The 1965 Ford Tractor Engine Family, No. 9844 (New York: Society of
Automotive Engineers, Inc., January 11-15, 1965).

skills. Under such special circumstances, their costs might be expected to relate
to their output horsepower along the general lines of Table D.2. This table ranks
the different makes and models as if they were all made by a single company.
No single company, of course, would be likely to have 36.0, 37.8, and 39.2 HP
tractors in its line-up. Such close horsepower increments would not provide a
marketing advantage. Two would be dropped in favour of the third — which two,
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depending on the company’s reading of the market. The production costs of all
three would likely be approximately equal, but it is convenient to start off with
the cost differences created by the use of the formula developed from the
differences shown in Table D.1 to establish “ideal” production costs.

From these differences in costs for different makes and models of tractors
made in an “ideal” facility, it is necessary to make very broad adjustments, based
largely on personal judgements, to relate these so-called “ideal” costs to the level
of costs probably incurred by the particular companies whose individual tractor
costs and profits are to be reviewed. These adjustments are set out in Table D.3,
“Adjustments to ‘Ideal’ British Manufacturing Costs”.

A further complication ensues from the fact that while Ford and Inter-
national Harvester bring tractors from their British plants directly to Canada,
Massey-Ferguson supplies the Canadian market from a plant in Detroit, Michigan,
where tractors are assembled from a combination of components imported from
Britain and originating in North America. The company provided the Commission
with a content breakdown by country of origin for two tractors, one
representative of the group produced in Detroit and Coventry, and the other
drawn from the larger tractors, produced only in North America.

MF 135 Diesel MF 1100 Diesel

(37.8 HP) (93.9 HP)
Britain 56.1% 18.9%
Canada 4.0% 9.3%
United States 39.9% 71.8%
100.0% 100.0%>

It is reasonable to assume that both the MF 135 and MF 165 tractors, built in
Detroit, would have costs intermediate between the costs shown in Table D.2 for
these models, made in “ideal” plants in Britain and the United States. Although
the costs will probably be slightly closer to those of Britain because of the higher
British content shown, a mid-point cost was selected.

To these numbers, still at the “ideal” volume level, an amount was added
(calculated as shown in Table D.3) to represent the cost difference between the
volume in the Detroit plant level and the “ideal” level. A further cost to be
included is that of packing and shipping engines and other parts from Britain to
Detroit, estimated at $60 and $70 a tractor for the two models. The total
analysis is set out in Table D.4,“Estimated Production Costs for MF 135 and MF
165 Tractors Produced in Detroit”.

The results of these cost estimates and adjustments for Ford, International
Harvester, and Massey-Ferguson tractors are shown.in Table D.5, Summary,
Estimated Production Costs of Selected Tractors, ex Factory, for Profit
Calculations.

In Table D.5 the cost estimates resulting from the various judgements and.
adjustments detailed above are rounded to the nearest $25. It is unlikely — in
fact it would be fortuitous and unexpected — if these costs represented closely

3Massey-Ferguscm Industries Limited, Brief to the Royal Commission on Farm Machinery
(1967), Vol I, chap. iv, p. 20.
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TABLE D.4—ESTIMATED PRODUCTION COSTS FOR MF 135 AND MF 165
TRACTORS PRODUCED IN DETROIT

1966-67 1968-69
MF 135
Estimated “‘ideal” U.S. cost (Table D.2) $2,061 $2,061
Estimated ‘‘ideal” British cost (Table D.2) $1,588 $1,489
Labour inefficiency penalty, Britain
(Table D.3) 45 45
$1,633 1,633 $1,534 1,534
Average (base U.S. cost) $1,847 $1,798
Volume penalty, 8.7% (Table D.3) 161 156
Packing and ocean transportation 60 60
$2,068 . $2,014
MF 165
Estimated “ideal” U.S. cost (Table D.2) $2,263 $2,263
Estimated “ideal” British cost (Table D.2) $1,750 $1,642
Labour inefficiency penalty, Britain
(Table D.3) 60 60
$1,810 1,810 $1,702 1,702
Average (base U.S. cost) $2,037 $1,983
Volume penalty, 8.7% (Table D.2) 177 172
Packing and ocean transportation 70 70
$2,284 $2,225

the actual costs for the tractors of particular companies. The purpose of these
detailed estimates is to secure some general idea of the level of manufacturing
costs experienced by the companies manufacturing tractors sold in Canada, in
order to project profit estimates for sales in Canada and Britain.

Comparative Post-Production Costs, Britain and Canada

This section of Appendix D sets out the methods used to calculate
post-production costs in Canada and Britain on individual tractors by Ford,
International Harvester and Massey-Ferguson. These costs are shown for
particular tractors in Tables D.6 to D.9. Generally, the approach taken was to
use industry averages and “‘typical” examples in computing representative cost
relationships, usually as a percentage of suggested retail price (SRP). Individual
costs, therefore, will not match exactly the costs incurred by the firms selected.
In fact, the purpose of the analysis is to illustrate the profit levels achievable in
Canada and Britain, given specific prices but average industry costs which existed
before and after sterling devaluation. Each of the cost items shown in Tables D.6
to D.9 is discussed below.

1) Price Paid by the Farmer for Tractors

Canada — 84 per cent of Canadian suggested retail price (SRP) (Table 3.3)
Britain — 93 per cent of British SRP (Table 3.3)
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TABLE D.5—-SUMMARY, ESTIMATED PRODUCTION COSTS OF SELECTED
TRACTORS, EX FACTORY, FOR PROFIT CALCULATIONS

Tractors Sold in Canada  Tractors Sold in Britain
1966 1968 1966 1968
Ford

Ford 3000, source:
Cost (Table D.2)

Basildon, England
$1,603 $1,504

Basildon, England
$1,603 $1,504

Plus duty cost on transmissions
for tractors remaining in

Britain (Table D.3) 90 90
Total $1,603 $1,504 $1,693 $1,594
Rounded to: $1,600 $1,500 $1,700 $1,600

Ford 5000, source: Basildon, England Basildon, England
Cost (Table D.2) $1,790 $1,680 $1,790 $1,680
Plus duty cost on transmissions

for tractors remaining in

Britain (Table D.3) 100 100
Total $1,790 $1,680 $1,890 $1,780
Rounded to: $1,800 $1,675 $1,900 $1,775

International Harvester

IH 434, source: Bradford, England Bradford, England
Cost (Table D.2) $1,568 $1,470 $1,568 $1,470
Penalty cost (Table D.3) 150 150 150 150
Total $1,718 $1,620 $1,718 $1,620

Rounded to: $1,725 $1,625 $1,725 $1,625

Massey-Ferguson

MF 135, source: Detroit, Mich. U.S.A. Coventry, England

Cost (Tables D.4 and D.2) $2,068 $2,014 $1,588 $1,489
Penalty cost (Table D.3) 45 45
Total $2,068 $2,014 $1,633 $1,534
Rounded to: $2,075 $2,025 $1,625 $1,525
MF 165, source: Detroit, Mich. U.S.A. Coventry, England
Cost (Tables D.4 and D.2) $2,284 $2,225 $1,750 $1,642
Penalty cost (Table D.3) 60 60
Total $2,284 $2,225 $1,810 $1,702
Rounded to: $2,275 $2,225 $1,800 $1,700

2) Net Wholesale Price (net selling price to the dealer)

Canada — 73 per cent of Canadian SRP (Table 3.3)
Britain — 82 per cent of British SRP based on a net dealer discount of 18
per cent (Table 3.3)

3) Ocean Freight: Britain to Canada

Ocean freight costs shown below include related expenses such as wharfage,
port dues, insurance and brokerage.

Ford 3000 8-speed — estimated same as
International Harvester 434 $132
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Ford 5000 8-speed* $171
International Harvester 434° $132
Massey-Ferguson 135 — estimated same as

International Harvester 434 $132
Massey-Ferguson 165 — estimated same as

Ford 5000 8-speed $171

The Massey-Ferguson tractors are similar in dimensions to the tractors of
the other two companies from which estimates have been made, although
Massey-Ferguson estimated ocean shipping cost for the MF 135 tractor at $100
in the hearings,® it would appear that related costs had not been included in this
estimate.

4) Company Inventory Carrying Cost

The cost of investment in company inventory was determined from industry
averages of the transfer price of all farm machinery, inventory turnover and an
assumed interest cost. For simplicity of calculation, this cost has been estimated
for one tractor, the Ford 5000 8-speed, for the 1967 selling season, and the
relationship between the resulting amount and list price has been used to
compute the cost for all other models in all selling seasons. It should be
emphasized that the transfer price relationship assumed below (61 per cent of
SRP) is not the transfer price used by Ford or any of the other companies. As
with most of the other cost relationships shown in this appendix, the figure is
typical of the farm machinery industry, rather than a particular company.

The estimate follows:

List price of Ford 5000 8-speed $5,465
Transfer price to Canadian affiliate estimated at 61 per cent -

of list price (Table 3.1) $3,334
Ocean freight (see part 3) 171
Acquisition cost $3,505

Inventory holding period for finished goods — based on
average finished goods inventory turnover (cost of sales
divided by average monthly finished goods inventory)
in Canada of 4 X per year 3 months

Interest cost estimated same as in Farm Tractor Production
Costs, p. 155 7.5%

4The figure was based on the testimony given by R.E. Cudmore, General Manager,

Ford Motor Company of Canada, Hearings, Royal Commission on Farm Machinery, Vol.
XXXI (1967), p. 3302.

5

The figure was based on the testimony given by E.I. Edmonds, Secretary, International
Harvester Company of Canada, Limited, Hearings, Royal Commission on Farm Machinery,
Vol. XXXIII (1967), p. 3570.

6

The figure was based on the testimony given by P.N. Breyfogle, Comptroller,
Massey-Ferguson Industries Inc., Hearings, Royal Commission on Farm Machinery, Vol.
XXXVII (1968), p. 4178.
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Cost of carrying company inventories:
Acquisition cost x inventory holding period x interest

cost
3,505 x 3/12 x 0.075 $ 66
Percentage of Canadian SRP 1.2%
This percentage figure has been used to compute
company inventory carrying cost for each of the tractors.
Britain
Inventory holding period — estimated at one-third the
Canadian period 1 month
Interest cost — estimated same as Canada 7.5%
Manufacturing cost (Table D.5) $1,900
Cost of carrying company inventories:
Manufacturing cost X inventory holding period x
interest cost
1,900 x 1/12 x 0.075 § 12
Percentage of British SRP 0.4%

5) Dealer Floor Plan — New Machines

The average cost of floor plan financing has been estimated at 3.9 per cent
of the suggested retail price level. Again, the Ford 5000 tractor is used for
illustrative purposes.

List price $5,465
Less industry average trade discount of 23% excluding

volume bonus (Table A.1) 1,257
Invoice price to the dealer 4,208
Inland freight — estimated average 100
Wholesale note receivable total $4,308

|

Interest rate — estimated same as in Farm Tractor
Production Costs, p. 155 7.5%

Term of note — estimated based on average of terms stated
by Massey-Ferguson (6 months)’ and International

Harvester (10 months)® 8 months
Dealer floor plan cost — new machines:

4,308 x 8/12 x 0.075 $ 215

Percentage of Canadian SRP 3.9%

Since British distributors do not finance dealer inventories, there are no
comparable costs.

Ibid., p. 4177.

8C.C. Brannan, President, International Harvester Company of Canada, Limited, Hearings,
Royal Commission on Farm Machinery, Vol. XXXIII (1967), p. 3587.
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6) Other Inventory Finance Costs — Canada Only

Canadian distributors of farm machinery also incur a number of other costs
related to dealer and farmer inventories. With respect to dealer inventories the
costs are: floor plan on used equipment, insurance, bad debts and warranty
service. Only the floor plan on used equipment will be considered here since the
other items are included in selling expenses of the firms. Distributors also have
pre-season finance plans and free season of use plans, both of which are related
to machines in the possession of farmers. Estimates have also been prepared for
these two items. The computations follow, again based on the Ford 5000 as a
representative example.

Dealer Floor Plan — Used Equipment

This cost has been estimated at 25 per cent of the cost of
floor plan financing for new machinery, 25% of 3.9%
of SRP or 1.0 per cent of SRP.

Pre-Season Finance Plan

List price $5,465
Price paid by the farmer — 84% @i
Inland freight — estimated average 100
Less trade-in, rough estimate, no data available on

average trade-in figures (1,500)
Amount of note $3,191

Using an interest cost of 7.5 per cent and the full
pre-season term of 8 months,® the maximum cost
would be:

3,191 x 6/12 x 0.075

Since all customers do not take advantage of the plan
for the full term, the “average” cost has been estimated
at 25 per cent of maximum, $40 or 0.7 per cent of SRP.

&
-
(o))
o

Free Season of Use Finance Plan—Massey-Ferguson described this plan as
foliows:

From time-to-time, the company offers limited-duration programs of
financial assistance to the farmer. These might be considered sales promotion
programs as opposed to the company’s on-going financial assistance plans. Such
special programs may be limited to one item of machinery or they may include
the entire line; their durations vary; and the specific features which encourage
the potential customer to buy may also vary. One such current program, initiated
in July 1967, waives finance charges until January 1968 on the purchase of any
new or used MF agricultural tractor.!®

9Massey-Ferguson Industries Limited, op. cit., Vol. II, chap. x, p. 35.
10 mid., pp. 36-7.
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Assuming an interest cost of 7.5 per cent and a term of 6 months as stated
by Massey-Ferguson, the maximum cost, related to the Ford 5000 tractor, would
be as follows:

3,191 x 6/12 x 0.075 = §120

As with the pre-season finance plan all customers will not take advantage of the
plan for the full term: the “average” cost has been estimated, therefore, at 25
per cent of maximum, $30 or 0.5 per cent of Canadian SRP.

7) Selling, General and Administrative Expenses

Canada—From financial returns of the major firms selling in Canada, selling,
general and administrative expenses approximated 10 per cent of net sales to
dealers in 1965 and 1966. Corporate results, based on annual reports for these
same two years, showed that these costs for Deere and International Harvester
were 11 per cent of net sales to dealers while Massey-Ferguson’s costs were 12
per cent. Since the corporate results include certain “head-office” costs for
market planning and corporate administration, this data source has been used
rather than the Canadian information. Using corporate results for Deere and
International Harvester as representative of the industry level, selling, general and
administrative expenses would be 11 per cent of net sales to dealers, or 8 per
cent of the Canadian suggested retail price level.

Britain—Selling costs are lower in Britain than in Canada because of shorter
distances, less warehousing for finished goods, larger sales volume per dealer and
lower wage rates. Selling, general and administrative expenses for Britain have
been estimated, therefore, at two-thirds of the level in Canada. This amounts to 5
per cent of Canadian SRP.

8) Research and Development (R&D)

R&D expenditures for Massey-Ferguson, International Harvester, and Deere,
have been 2, 3, and 4 per cent of net sales to dealers, respectively, based on
11-year averages. Assuming that 3 per cent is a representative figure for Canada,
R&D has been estimated at 2 per cent of Canadian SRP. The same dollar figure
has been used in Britain as in Canada.

Tables D.6 to D.9 project production and post-production cost differentials
for tractors sold in Canada and Britain after the 1967 devaluation of the pound
sterling. Specific Ford, International Harvester and Massey-Ferguson tractors are
shown:

—the Ford 5000 on Table D.6
—the IH 434 on Table D.7

—the MF 165 on Table D.8 (with Canadian market requirements sourced,
as is the case, to Massey-Ferguson’s Detroit plant)

—the MF 165 on Table D.9 (with Canadian market requirements sourced in
Britain).

With the net wholesale price in the two markets, Canada and Britain, known,
and the cost differences estimated as shown on Tables D.6 to D.9, the residual
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amount between the price and cost difference must be assumed to be the profit
difference earned by the world corporation in the two markets. This is shown in
the last line of each of the tables as an equation: “Price Difference” = “Cost
Difference” plus “Profit Difference”.

Similar cost differences were projected for the five tractors, using costs
before and after sterling devaluation. These are shown in summary form only in
the case of the other tractors and the pre-devaluation period in Tables D.10 and

D.11,

TABLE D.10—-ESTIMATED PRICES, COSTS, AND PROFITS,

VARIOUS DIESEL TRACTORS SOLD IN CANADA AND BRITAIN,
1967 SELLING SEASON PRE-DEVALUATION

(Canadian dollars)

Ford 3000 8-speed

Net wholesale price

Total costs

Corporate profit before tax
Ford 5000 8-speed

Net wholesale price

Total costs

Corporate profit before tax

International Harvester 434
Net wholesale price
Total costs
Corporate profit before tax

Massey-Ferguson: Final assembly in
Detroit for tractors sold in Canada

MF 135
Net wholesale price
Total costs

Corporate profit [loss] before tax

MF 165

Net wholesale price

Total costs

Corporate profit before tax

Massey-Ferguson: Final assembly in

Coventry for tractors sold in Canada

MF 135

Net wholesale price

Total costs

Corporate profit before tax
MF 165

Net wholesale price

Total costs

Corporate profit before tax

Canada
Tractor Lower/ Tractor British as
Sold in (Higher) Sold in Percentage
Canada  than Britain Britain of Canadian
2,611 (491) 2,120 81
2,452 (491) 1,961 80
159 - 159 100
3,989 (1,357) 2,632 66
3,066 (771) 2,295 75
923 (586) 337 37
2,480 (345) 2,135 86
2,446 473) 1,973 81
34 128 162 476
2,570 (558) 2,012 78
2,684 (803) 1,881 70
[114] 245 131 -
3,608 (1,036) 2,572 71
3,130 971) 2,159 69
478 (65) 413 86
2,570 (558) 2,012 78
2,366 (485) 1,881 80
204 (73) 131 64
3,608 (1,036) 2,572 71
2,826 (667) 2,159 76
782 (369) 413 53

Source: See text of Appendix D for basis of computations.
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TABLE D.11-ESTIMATED PRICES, COSTS, AND PROFITS,
VARIOUS DIESEL TRACTORS SOLD IN CANADA AND BRITAIN,
1968 SELLING SEASON

(Canadian dollars)
Canada
Tractor Lower/ Tractor British as a
Sold in (Higher) Sold in Percentage
Canada than Britain Britain of Canadian
Ford 3000 8-speed
Net wholesale price 2,843 (923) 1,920 68
Total costs 2,406 (524) 1,882 78
Corporate profit before tax 437 (399) 38 9
Ford 5000 8-speed
Net wholesale price 4,184 (1,695) 2,489 59
Total costs 2,988 (799) 2,189 73
Corporate profit before tax 1,196 (896) 300 25
International Harvester 434
Net wholesale price 2,562 (675) 1,887 74
Total costs 2,365 (486) 1,879 79
Corporate profit before tax 197 (189) 8 4
Massey-Ferguson: Final assembly in
Detroit for tractors sold in Canada
MF 135
Net wholesale price 2,723 912) 1,811 67
Total costs 2,670 (874) 1,796 67
Corporate profit before tax 53 (38) 15 28
MF 165
Net wholesale price 3,632 (1,203) 2,429 67
Total costs 3,087 (1,026) 2,061 67
Corporate profit before tax 545 177 368 68
Massey-Ferguson: Final assembly in
Coventry for tractors sold in Canada
MF 135
Net wholesale price 2,723 912) 1,811 67
Total costs 2,302 (506) 1,796 78
Corporate profit before tax 421 (406) 15 4
MF 165
Net wholesale price 3,632 (1,203) 2,429 67
Total costs 2,733 (672) 2,061 75
Corporate profit before tax 899 (531) 368 41

Source: See text of Appendix D for basis of computations,

Profit Differentials Between
Canada and Britain

For the sample of tractors shown in Tables D.10 and D.11, over-all
corporate profits are generally higher in Canada than in Britain. Table D.12 sets
out the resulting profit differentials between the two countries. These results
show that profits are higher in Canada than in Britain except for the Inter-
national Harvester 434 and the Massey-Ferguson MF 135 tractor (sourced in
Detroit) in the 1967 selling season.
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TABLE D.12—PROFIT DIFFERENTIALS BETWEEN CANADA AND BRITAIN,
SELECTED TRACTORS, 1967 AND 1968 SELLING SEASONS, PROFIT
LOWER/(HIGHER) IN CANADA THAN IN BRITAIN

(Canadian dollars)
Pre-devaluation Post-devaluation
1967 1968
Selling Season Selling Season
Ford 3000 8-speed (399)
Ford 5000 8-speed (586) (896)
International Harvester 434 128 (189)
Massey-Ferguson
Assuming production in Detroit for tractors sold
in Canada
Massey-Ferguson 135 245 (38)
Massey-Ferguson 165 (65) a77m
Assuming production in Coventry for tractors sold
in Canada
Massey-Ferguson 135 (73) (406)
Massey-Ferguson 165 (369) (531)

Source: Tables D.10 and D.11.

Although individual items of cost are generally higher in Canada than in
Britain, Canadian wholesale prices are sufficiently higher than those in Britain
that higher profits are inevitably made in Canada. Since the differences in net
wholesale prices between Canada and Britain have been discussed in the text,
only cost differences will be reviewed here. The extent of cost differences is
revealed in the figures showing British total cost as a percentage of Canadian
total cost. For the tractors analyzed, British total costs ranged from 73 to 81 per
cent of Canadian total costs for tractors sourced in Britain. For the two
Massey-Ferguson tractors sourced in Detroit, British total costs as a percentage of
Canadian total costs were predictably much lower (67 to 70 per cent) because of
higher manufacturing costs for the tractors assembled in Detroit, for sale in
Canada.

Higher Canadian costs stem from four factors. Financing of dealer
inventories and finance plans for farmers are not in use in Britain, resulting in
higher Canadian costs. In total, these finance costs (see sections 5 and 6 of Part
2 of Appendix D) have been estimated at 6.1 per cent of the Canadian list price
level. Most of these finance costs are taken up by the floor plan on new
machines — 3.9 per cent of Canadian SRP. Thus a tractor which lists at $5,000
would have related finance costs of about $300. Ocean freight to bring tractors
from Britain to Canada is a second inescapable cost incurred only in Canada.
Ocean freight on the Ford 5000 tractor, for example, is $171 or approximately 3
per cent of the Canadian list price. Selling, general and administrative expenses
are also higher in Canada. For example, these costs on the Massey-Ferguson MF
165 tractor (1968 selling season) were $149 higher in Canada than in Britain
(Table D.9). No doubt, most of this differential results from higher selling
expenses in Canada because of larger distribution distances, and lower sales
volume per dealer in Canada. Finally, company inventory carrying costs are
shown as higher in Canada than in Britain, although the difference is not
larger — $48 for the Massey-Ferguson MF 165 in the 1968 selling season (Table
D.9).
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Technical Note to Appendix D

PROCEDURES USED TO ESTIMATE TRACTOR
PRODUCTION COSTS IN BRITAIN

The Study, Farm Tractor Production Costs*! estimated the production costs of a tractor
plant in North America. This Technical Note to Appendix D sets out in detail the procedures
and the sources of data used in adjusting those costs to the costs of a tractor plant in Britain.
From the analysis of costs by process and by type of cost within each process a mass of detailed
data became available, either directly or through additional analyses described under (1)
Adjustments to Study Data below.

From the detailed data available, the cost of each component operation was developed.
Thus, it was possible to transfer the cost structure of the Study to other locations, using
equivalent costs for the same cost inputs or through a reasonable process of estimation. These
procedures are described under (2) Details of Cost Analysis Used to Bring Basic Data to British
Cost Levels.

To the unit costs developed for the two locations at the same 60,000-unit volume level,
certain adjustments were made for the much higher production volumes found in certain British
plants, for the use of modular construction techniques, and for the probable over-estimation of
the cost of purchased parts in the original Study. These adjustments are detailed under 3)
Adjustments to Costs After Basic Analysis. A final adjustment was made to take the costs in
U.S. dollars to Canadian dollars.

The results of the three-stage analysis are shown in Table D.13, “Detailed Analysis of
Comparative Tractor Unit Manufacturing Costs, North America (United States) and Britain
before and after 1967 Sterling Devaluation”. The table is divided vertically into three sections,
each of four columns. The first four columns largely repeat data from the Study with some
necessary additions described in (1) below; the remaining eight columns estimate equivalent
British costs before and after the 1967 devaluation of sterling. The table is divided horizontally
into two parts: the comparison of basic costs based on the analysis described in (2) below, and
the adjustments to these comparisons described in (3) below. The first part, relating to the
comparison of basic costs, is itself divided into certain component cost factors, Purchased Parts,
Manufactured Components (itself subdivided into headings covering the Foundry, Machining
Operations and the Stamping Plant), and Assembly Operations.

(1) Adjustments to Study Data

From the Study, four tractor costs at 60,000-unit volume were available. Table 40* and
its supporting tables covering separate plants and processes gave the costs for an average tractor,
broken down into the cost factors shown. Table A51-1* gave the costs for tractors in three
horsepower ranges, 40 HP, 90 HP, and 130 HPé derived from the estimated costs (Table 40%)
for the average tractor produced in the plzmt.1 However, some of the data required to make

llRoyal Commission on Farm Machinery, op. cit. Table references in this note which are
marked * refer to tables in the Study.

12Th(-: cost shown for the average tractor in the Study is a combination of the cost of
purchased parts for the mid-range (90 HP) tractor and manufacturing costs for the average of
the mix of tractors produced in the plant (40 HP, 90 HP, and 130 HP). Thus, the purchased
parts cost shown for the mid-range tractor, $1,828, overstates the purchased cost for the
average tractor, which should have been derived by weighting the estimated cost of purchased
materials shown for each tractor size by its proportion in the production mix, as follows:

$1,358 x 30% = § 407
$1,828 x 60% = $1,097
$2,400 x 10% = § 240
$1,744
This reduction in cost of purchased parts, $84, would reduce the total cost shown in line 43 of
Table D.13 from $3,412 to $3,328 which is almost precisely the weighted average of the total
cost of each of the three sizes of tractor, $3,327.
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the detailed analysis were missing. The following notes describe how these were constructed
from the available data.

1) Division of Combined Tire and Battery Costs into Separate Categories

In Table AS51-1*, a combined cost for Tires and Battery was shown. It was necessary to
split this cost between the two items in order to be able to apply appropriate cost relationships.
Battery costs were estimated from Canadian battery retail price levels to secure a rough
approximation of procurement costs to the tractor manufacturer. The battery prices are high
estimates, but have the effect of reducing the residue assigned to tires. Since lower tire costs in
Britain form a significant part of the cost difference developed in this note, a higher estimate
for battery costs is conservative.

Small Medium Large
Combined total (Table A51-1%) $ 265 $ 600 $ 790
Battery estimate 20 30 35
Tires (residual) $ 245 $ 570 $ 755

2) Breakdown of Foundry Costs for Particular Tractors by Input Cost Factors, and
Projection of Equivalent British Costs

Initially, the data available from the Study covered average tractor foundry costs (Table
D.13, lines 14-19), plus an estimate of total costs only (line 19), for each tractor size based on
the weight of castings in each size of tractor. The development of the estimate of equivalent
British costs for each cost factor, covered under other notes below, required that the costs in
lines 14-18 be developed for the three separate tractors as well,

For each separate tractor size it was necessary initially to develop cost estimates for each
separate cost factor (lines 14-18) as follows:

Material Costs: Material costs for castings were calculated using the weight of the
finished castings in the average tractor (2.3 tons) and the weight of the castings in the
separate tractors (1.25, 2.5, and 4.3 tons).

Operating Expense: This cost was calculated, as were material costs, on the basis of the
finished weight of castings in the tractor.

Allocated Support Costs: Throughout the Study’s analysis of the costs of separate
tractors, allocated support costs were considered the same for all sizes of tractors.
Labour and Fixed Costs: A residual amount now remained to be allocated, made up of
labour and fixed costs. The proportion between labour and fixed costs in the cost of the
average tractor was then used to estimate these cost factors for the different sized
tractors. Pro-ration of labour and support costs on the basis of finished casting weights
was not possible if the pattern of allocated support costs being kept constant was to be
maintained.

It should be noted that the determination of fixed costs for each size of tractor in this
way had a carry-over effect on the development of British costs described under (2) below.
Fixed costs shown in the Study were assumed to be carried over to British costs, unchanged.
In Sections II and III of Table D.13, the assumed labour costs for tractors of different
horsepowers were developed as the residual, after the material costs, operating expense, fixed
costs, and allocated support costs had been deducted.

(2) Details of Cost Analysis Used to Bring Basic Data to British Cost Levels

A variety of sources was used to secure comparable data to develop parallel cost estimates
for each cost factor in Britain. These are detailled below on a item-by-item basis, with reference
numbers relating the adjustments to particular parts of Table D.13. Certain basic points were,
however, established for the whole analysis, and are shown separately at the beginning of the
notes. They are referred to, in many cases, in subsequent notes.
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TABLE D.13-DETAILED ANALYSIS OF COMPARATIVE TRACTOR UNIT MANUFACTURING COSTS,
NORTH AMERICA (UNITED STATES) AND BRITAIN BEFORE AND AFTER 1967 STERLING DEVALUATION

(U.S. dollars)
References in Parentheses are to Numbers in Technical Note to Appendix D

North American (U.S.) Costs 1967-68 Period

60,000-Unit Volume
Table 40* Table AS51-1*
Small Mid- Large
Average + Range Range Range
Mid-Range (40 HP) (90 HP) (115 HP)
1 Purchased Parts ™ @ ® ®
Not subject to make-buy decision
1 Tires $ 245(1-1) § 570(1-1) § 755(1-1)
2 Batteries 20(1-1) 30(1-1) 35(1-1)
3 Other items 280 329 445
4 Purchased assemblies 470 491 665
5 Total $1,420 $1,015 $1,420 $1,900
Subject to make-buy decision
6 Castings 95 126 160
7 Forgings 50 61 70
8 Stampings 128 145 170
9 Steel bars 30 32 45
10 Tubing 38 42 53
11 Aluminum 2 2 2
12 Total $ 408 $ 343 § 408 $ 500
13 Total Purchased Parts $1,828 $1,358 $1,828 $2,400
II Manufactured Components
Foundry costs (Table 17*)
14 Materials costs (3.3 tons) $ 182 $  99(1-2) $ 198(1-2) $ 340(1-2)
15 Labour costs 100 39(1-2) 111(1-2) 210(1-2)
16 Operating expense 52 28(1-2) 57(1-2) 97(1-2)
17 Fixed costs 156 62(1-2) 173(1-2) 334(1-2)
18 Allocated support costs 81 81(1-2) 81(1-2) 81(1-2)
19 Total foundry costs § 571 $ 309 $ 620 $1,066

for 2.3 tons  for 1.25 tons  for 2.5 tons  for 4.3 tons

Machining operations (Table 27*)
20 Materials costs (Table A7-1%)

21 Forgings $ 105 $ 103 $ 103 $ 136
22 Aluminum 8 6 8 10
23 Steel bars 12 8 12 14
24 Tubing 20 17 20 24
25 Total materials costs $ 145 $ 134 $ 143 $ 184
26 Labour costs 170 153 170 221
27 Operating expense 32 30 32 35
28 Fixed costs 155 140 155 201
29 Allocated support costs 123 123 123 123

30 Total machining costs $ 625 $ 580 $ 623 $ 764
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TABLE D.13 (Continued)
Projection British Costs Projection British Costs
(1966-67 Level Costs) (1968-69 Level Costs)
Small Mid- Large Small Mid- Large
Average + Range Range Range Average + Range Range Range
Mid-Range (40 HP) (90 HP) (115 HP) Mid-Range (40 HP) (90 HP) (115 HP)
(S) 6) 7 ®) (©) (10) (11) (12)
$ 196(2-6) $ 456(2-6) $ 604(2-6) $ 185(2-6) $ 428(2-6) $ 567(2-6) 1
19(2-7) 28(2-7) 33(2-7) 18(2-7) 27(2-7) 31(2-7) 2
224(2-8) 263(2-8) 356(2-8) 210(2-8) 247(2-8) 334(2-8) 3
390(2-9) 410(2-9) 568(2-9) 358(2-9) 375(2-9) 514(2-9) 4
$1,157 $ 829 $1,157 $1,561 $1,077 $ 1M $1,077 $1,446 5
$  73(2-10) $ 97(2-10) $ 124(2-10) $  70(2-10) $ 93(2-10) $ 118(2-10) 6
39(2-10) 47(2-10) 54(2-10) 37(2-10) 45(2-10) 52(2-10) 7
107(2-11) 122(2-11) 143(2-11) 99(2-11) 112(2-11) 131(2-11) 8
23(2-10) 25(2-10) 35(2-10) 22(2-10) 24(2-10) 33(2-100 9
29(2-10) 32(2-10) 41(2-10) 28(2-10) 31(2-10) 39(2-10) 10
2(2-10) 2(2-10) 2(2-10) 2(2-10) 2(2-10) 2(2-10) 11
$ 325 $ 273 $ 325 $ 399 $ 307 $ 258 $ 307 $ 375 12
$1,482 $1,102 $1,482 $1,960 $1,384 $1,029 $1,384 $1,821 13
$ 158(212) $ 86(2-12) § 172(2-12) $ 295(2-12) § 142(2-12) $ 77(212) $ 154(2-12) $ 265(2-12) 14
50(2-13) 26(2-13) 55(2-13) 97(2-13) 48(2-13) 26(2-13) 54(2-13) 92(2-13) 15
47(2-14) 26(2-14) 51(2-14) 88(2-14) 46(2-14) 25(2-14) 50(2-14) 86(2-14) 16
156 62 173 334 156 62 173 334 17
52(2-15) 52(2-15) 52(2-15) 52(2-15) 51(2-15) 51(2-15) 51(2-15) 51(2-15) 18
$ 463 $ 252 $ 503 $ 866 $ 443 $ 241 $ 482 $ 828 19
for 2.3 tons for 1.25 tons for 2.5 tons for4.3 tons  for 2.3 tons  for 1.25 fons for 2.5tons for 4.3 tons
20
$ 80(216) § 78(2-16) $ 78(2-16) $ 103(2-16) $ 70(2-16) $ 68(2-16) § 68(2-16) $ 90(2-16) 21
8(2-17) 6(2-17) 8(2-17) 10(2-17) 8(2-17) 6(2-17) 8(2-17) 10(2-17) 22
10(2-18) 7(2-18) 10(2-18) 12(2-18) 8(2-18) 5(2-18) 8(2-18) 10(2-18) 23
16(2-19) 14(2-19) 16(2-19) 20(2-19) 14(2-19) 12(2-19) 14(2-19) 16(2-19) 24
$ 114 $ 105 $ 112 $ 145 $ 100 $ 91 $ 98 $ 126 25
84(2-20) 76(2-20) 84(2-20) 109(2-20) 80(2-20) 72(2-20) 80(2-20) 104(2-20) 26
29(2-21) 27(2-21) 29(2-21) 32(2-21) 29(2-21) 27(2-21) 29(2-21) 32(2-21) 27
155 140 155 201 155 140 155 201 28
79 79 79 79 77 77 77 77 29
$ 461 $ 427 $ 441 $ 407 $ 439 $ 540 30

$ 459 $ 566
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TABLE D.13 (Continued)

North American (U.S.) Costs 1967-68 Period

60,000-Unit Volume
Table 40* Table A51-1*
S id-
et PR M4 Be
Mid-Range (40 fIP) (90 %-IP) (115 HP)
11 (Concluded) @ @ & @
Stamping plant costs (Table 23%)
31 Materials costs $ 70 $ 57 $ 76 $ 84
32 Labour costs 33 31 30 37
33 Operating expense 10 9 10 12
34 Fixed costs 25 25 24 28
35 Allocated support costs 23 23 23 23
36 Total stamping plant costs $ 161 $ 145 $ 163 $ 184
37 Total, Manufactured Components $1,357 $1,034 $1,406 $2,014
111 Assembly Operations
38 Labour costs $ 82 $ 72 $ 85 $ 106
39 Operating expense 41 39 41 45
40 Fixed costs 48 42 49 61
41 Allocated support costs 56 56 56 56
42 Total Assembly Operations $ 227 $ 209 $ 231 $ 268
43 Total, Tractor Manufacturing $3,412 $2,601 $3,465 $4,682
IV Adjustments
(Tractor Cost Study)
44 Decrease in costs 60-90,000 volume $ 291(3-1) $ 218(3-2) § 295(3-2) §$ 399(3-2)
45 $3,121 $2,383 $3,170 $4,283
46 Estimated decrease to 120,000 + volume 200(3-3) 152(3-3) 203(3-3) 274(3-3)
47 $2,921 $2,231 $2,967 $4,009
48 Tractor Cost Study — effect of modular
construction at 60,000 (higher at higher
volumes) 25(3-4) 25(3-4) 25(3-4) 25(3-4)
49 Adjusted Total, Tractor Manufacturing Costs $2,896 $2,206 $2,942 $3,984
50 Less probable over-allowance for purchased
parts (20% of purchased parts value shown) $ 366(3-5) $ 272(3-5) $ 366(3-5) $ 480(3-5)
51 Adjusted total, $U.S. $2,530 $1,934 $2,576 $3,504
52 Convert to $ Cdn. ($1.081Cdn.=$1 U.S.) $2,735 $2,091 $2,785 $3,788
53 30% 60% 10%
54 Weighted Average — 3 \ $2,677_/
55 Weighted Average — 2 $2,298

56

Reduction in average cost, if larger tractor

size omitted

$ 379



Costs and Profits, Tractor Manufacturing and Distribution 187
TABLE D.13 (Concluded)
Projection British Costs Projection British Costs
(1966-67 Level Costs) (1968-69 Level Costs)
Small Mid- Large Small Mid- Large
Average + Range Range Range Average + Range Range Range
Mid-Range (40 HP) (90 HP) (115 HP) Mid-Range (40 HP) (90 HP) (115 HP)
) (6) M (8) ©) (10) (11 12)
$ 70(2-22) $§ 57(2-22) $ 76(2-22) $§ 84(2-22) $ 60(2-22) $§ 49(2-22) $ 66(2-22) $ 73(2-22) 31
16(2-23) 15(2-23) 15(2-23) 18(2-23) 16(2-23) 15(2-23) 15(2-23) 18(2-23) 32
9(2-24) 8(2-24) 9(2-24) 11(2-24) 9(2-24) 8(2-24) 9(2-24) 11(2-24) 33
25 25 24 28 25 25 24 28 34
15 15 15 15 14 14 14 14 a5
$ 135 $ 120 $ 139 $ 156 $ 124 $ 111 $ 128 $ 144 36
$1,059 $ 799 $1,101 $1,588 $1,008 $ 759 $1,049 $1,512 37
$ 41(2-25) $ 36(2-25) $§ 43(2-25) $ 53(225) $§ 39(2-25) $ 34(2-25) $ 40(2-25) $ 50(2-25) 38
39(2-26) 37(2-26) 39(2-26) 43(2-26) 38(2-26) 36(2-26) 38(2-26) 42(2-26) 39
48 42 49 61 48 42 49 61 40
36 36 36 36 35 35 35 35 41
$ 164 $ 151 $ 167 $ 193 $ 160 $ 147 $ 162 $ 188 42
$2,705 $2,052 $2,750 $3,741 $2,552 $1,935 $2,595 $3,521 43
$ 266(3-1) $ 202(3-2) $ 270(3-2) $ 368(3-2) $ 252(3-1) § 191(3-2) $ 256(3-2) $ 348(3-2) 44
$2,439 $1,850 $2,480 $3,373 $2,300 $1,744 $2,339 $3,173 45
150(3-3) 114(3-3) 153(3-3) 207(3-3) 150(3-3) 114(3-3) 153(3-3) 207(3-3) 46
$2,289 $1,736 $2,327 $3,166 $2,150 $1,630 $2,186 $2,966 47
25(3-4) 25(3-4) 25(3-4) 25(3-4) 25(3-4) 25(3-4) 25(3-4) 25(3-4) 48
$2,264 $1,711 $2,302 $3,141 $2,125 $1,605(3-5)  $2,161 $2,941 49
$ 296(3-5) $ 220(3-5) $ 296(3-5) $ 39(3-5) $§ 277(3-5) $ 206(3-5) $ 277(3-5) $ 364(35 SO
$1,968 $1,491 $2,006 $2,749 $1,848 $1,399 $1,884 $2,577 51
$2,127 $1,612 $2,168 $2,972 $1,998 $1,512 $2,037 $2,786 52
53
$2,082 $1,954 :2
6
$1,784 $1,67 56
$297 $279
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1) Exchange Rates

The following official exchange rates were used throughout:

1966 1968
£ sterling/U.S.$ $2.79 $2.41
£ sterling/Can.$ $3.01 $2.60

Source: Bank of England as published in Central Statistical
Office, Annual Abstract of Statistics 1968, No. 105
(London: Her Majesty’s Stationery Office, 1968).

U.S.$/Can.$ $1.081 $1.081
Can.$/U.S.$ $0.925 $0.925

Source: Bank of Canada average noon rates for the year.

2) Calculation of Wage Rates

The estimated average hourly wage rates for motor vehicle manufacturing in the Ministry
of Labour Gazette were used to develop annual wage costs paralleling those used in the Study.
The rates for 1966, 1967 and 1968 were derived from the figure for April 19653 by adjusting
for the change in average hourly wages in the larger category, vehicles, from the average for
1965 to 1966, 1967, and 1968 averages. In estimating the annual wage cost per worker in U.S.
dollars, the following formula was used:

Hourly Hours Shown
Wage Rate X as Worked in Antioal
in Pence (d.) Tractor Study X Exchange Rate =  Eamings in
240d.in £ U.S. dollars

The results were as follows:

Hourly Wage Rate Annual Wage Cost

(Sterling d.) US. $)
1966 133.7 d. $ 3,007
1967 137.9 d. $ 3,078
1968 149.4 d. $ 2,868

3) Salaries for Male and Female Office Workers

Weekly salaries for male and female administrative, technical and clerical employees in
the “vehicles category” were taken from the Employment & Productivity Gazette. 14

Male (Ratio 1) Female (Ratio 4)

Weekly Annual Weekly Annual Average
Salary Salary Salary Salary Used in
Rate Cost Rate Cost Analysis

(Sterling) (US.9) (Sterling) (U.S.9) (U.S.9)

£ s £ s

d d
1966 26 10 4 $3,847 10 16 8 $1,572 $2,027
1967 27 17 3 $4,042 11 13 0 $1,690 $2,160
1968 29 15 7 $3,716 12 9 7 $1,557 $1,989

Mzmstry of Labour Gazette (London: Her Majesty’s Stationery Office, September 1965),
Table II, p. 398. This is the last separate appearance of Motor Vehicle Manufacturing hourly
| data. ThIS gazette is presently called the Employment & Productivity Gazette.

14Employment & Productivity Gazette (London: Her Majesty’s Stationery Office, March
1969), p. 284,
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The relatively low ratio of males to females (1:4) is explained by the small number .of male
employees shown in the general clerical category in the Study. Most male employment was
covered under special, separate categories, which therefore were adjusted as shown under Note
5 below.

4) Fringe Benefit Costs

The development of an estimate of British fringe benefit costs to be applied to wage and
salary costs is founded on the study, Labour Costs in Great Britain in 1964,'5 While fringe
benefit costs have probably increased in absolute terms since 1964, their costs as a percentage
of wage and salary costs is likely to be much more constant. Both cost factors have shown a
tendency to increase in roughly parallel proportions.

Fringe benefits are derived in the following tabulation from the study, Labour Costs in
Great Britain in 1964,16

Annual Average

Labour costs in vehicles industry (including tractors) for largest

sized employer group £L1,084.6
Of which, wages, and salaries make up £1,001.5
Less holidays, sickness pay, training classes (included below) L 64.0
Wages and salaries paid for time worked (equivalent to North

American standard) £ 9375
Fringe benefits (in North American sense)

Holiday and sickness pay, attendance at training classes L 64.0

National insurance contributions L 33.9

Private social welfare payments £ 30.7

Subsidized services £ 9.0

Total fringe benefits L137.6 L 137.6
Total, wages and fringe benefits £1,075.1
Total fringe benefits as percentage of wages and salaries 14.7%

While these fringe benefit costs include items not included in the Study, the amount
used in the analysis of manufacturing costs in Britain was conservatively taken as 20 per cent of
wage and salary costs.

5) Management and Supervisory Salary Costs

Senior management and supervisory salary costs, when projected as percentage of U.S.
costs, are much higher than the “average” male employment rates shown in Note 4 above. In order
not to underestimate these costs, arbitrary percentages were used as 80 per cent for 1966-7
and 75 per cent for 1968-9 level (after devaluation).

6) Tire Prices

Because parts for farm machines, tractors and implement tires can be imported to
Canada duty-free, prices for farm machinery tires are considered to be the same in Canada as in
the United States, after exchange adjustments. Confidential data received by the Commission
from the Canadian subsidiary of an international tire manufacturer indicated that farm tractor
tires were priced in Britain at about 80 per cent of the North American price, before
devaluation. Because of the high import content in tire manufacturing, the cost after
devaluation was taken as 75 per cent instead of 69 per cent which it would have been with the
full effect of devaluation.

lsDepartment of Employment and Productivity, Labour Costs in Great Britain in 1964
167pid., Tables 3, 7, pp: 6, 12-3.
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7) Battery Prices

Battery price differences would largely be affected by any differences in the cost of
materials (largely lead) and the lower cost of labour.

1966-7
Small Medium Large
Battery prices assumed for Study $20 $30 $35
Battery prices estimated in Britain $19 $28 $33
1968-9
Small Medium Large
Battery prices assumed for Study $20 $30 $35
Battery prices estimated in Britain $18 $27 $31

8) Purchased Parts — Other Items

It was assumed that a multi-national tractor manufacturer in Britain would be
sufficiently aware of differences between manufacturing costs in his own plants in North
America and Britain to expect to achieve a similar cost reduction in outside purchases, the
alternative being to make the item.

The costs of “manufactured components” are shown in Table D.13 as 30 per cent higher
in the Study (line 37, column 1) than in Britain before devaluation (line 37, column 5). Given
these significantly lower manufacturing costs in Britain, the price for outside purchased parts
was reduced 20 per cent in 1966-7 and 25 per cent in 1968-9 from the level of the Study.

9) Purchased Assemblies

On the basis of the reasoning detailed in Note 8 above the cost of purchased assemblies
in Britain for 1966-7 was reduced 20 per cent from the U.S. level (25 per cent for 1968-9).

The prices of purchased assemblies were also assumed to be affected by the cost of
copper used in radiators, starters and generators or alternators, and wiring harnesses. The
1966-7 and 1968-9 figures used have therefore been increased by the higher quoted prices for
copper in Britain, as shown below. The following estimates of the amounts of copper required
were based on parts books, advice from dealers, etc.

Copper Quantity Estimates (1bs.)

Radiator Starter R WiiE, Total Faken
nator etc. As
Small tractor 23(20-25) 10 10 3 46 45
Mid-range tractor 45(40-50) 12 12 3 52 50
Large tractor 78(75-80) 14 14 3 109 110

with the following results:
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Price Adjustments
1966-7 1968-9

Small Medium Large Small Medium Large

Cost of purchased

assemblies from Study $470 $491 $665 $470 $491 $665
Estimated reduction in

purchased prices

(20% 1966-7; 25% 196 8-9) 94) (98) (133) (118) (123) (166)
Estimated effect of

higher copper prices

(1966-71;1968-92) $ 15 $ 17 $ 36 $ 6 $ 7 $ 15

$391 $410 $568 $358 $375 $514

Amounts shown are copper weights times $0.33 representing difference between $0.36/1b. in
United States and $0.69/1b. in Britain. U.S. price taken from electrolytic copper, 1966 an-
nual average price, Connecticut Valley, published by Iron Age (Philadelphia: Chilton Co.,
January 2, 1969), p. 131. British price taken as average price of G.M.B. and Standard Copper
in London, as appearing in both Metal Statistics 1968 (New York: The American Metal
Market Co., 1968), p. 131, and Metal Bulletin (London: Metal Bulletin Ltd., various

issues 1966-7).

Amounts shown are copper weights times $0.14 representing difference between $0.42/1b.
in United States and $0.56/1b. in Britain. U.S. price lsupra. British price taken as annual
average price of electrolytic copper, Metal Bulletin (London: Metal Bulletin Ltd., January
10, 1969), p. 14.

10) Purchased Parts Subject to Make-Buy Decision (made from castings, forgings, steel
bars, tubing, and aluminum)

Outside purchased machined parts were reduced by the same percentage as the combined
costs for the combined foundry and machining operations in Britain in each of the two periods
as compared to the Study as follows:

Total Foundry Costs Total Machining Costs
in Britain + in Britain % 1
Total Foundry Costs in U.S. + Total Machining Costs in U.S.
$463 + $461
1966-7: X 100 = 77.2
S5 $571 + $625 %
$441 + $443
1968-9: X 100 = 73.9
$571 * $625 %

11) Purchased Stampings

The costs of purchased stampings were reduced by the same percentage as the Stamping
plant costs for the two periods in Britain as compared to the Study as follows:

Total Stamping Costs in Britain

Total Stamping Costs in U.S. & 10
$135 _
1966-7: s161 X 100 = 83.9%
124
1968-9: s X 100 = 71.0%

$161



192

12) Foundry Material Costs

Prices of Tractors and Combines

Foundry material costs are detailed in the Study in Table A7-1*. British equivalent costs

were developed as follows:

Tractor Cost Study British Equivalent
Percent- Per 1966-7 19689
age of Ton Per Ton Per Ton
Charge Price Cost Price Cost Price Cost
Pig iron 33.3 $66 $ 22 $661 $ 22 $483 $ 16
Internal scrap 333 - - - - - -
Purchased scrap 33.3 $40 $ 13 $192 $ $222 $ 7
$ 35 $ 28 $ 23
Additives and
moulding sand $ 20 $ 20 $ 20
Total cost per ton $ 55 $ 48 $ 43
Cost of 3.3 tons $182 $158 $142

1

Bulletin Ltd., various issues 1966).
Prices established by British Steel Corporation, taken

1966 pig iron price, Birmingham, England, taken from Metal Bulletin (London, Metal

from ibid., various issues 1966-9.

Price of hydraulically compressed old wrought iron and steel, taken from ibid., various issues

1968-9.

13) Foundry Labour Costs

From Tables A11-1 to 6*, British foundry labour costs were developed as follows:

Tractor Cost Study

Number
of
Employees Cost
(000)
Direct labour (608) $3,404.8
Indirect labour (222) 1,226.2
Number of employees
x annual wage cost
(830 x $3,0071)
(830 x $2,8681) -
Total $4,631.0
Fringe (30%) 1,389.3
Total $6,020.3
Divided by 60,000 units $ 100.0

i See Section (2), Note 2, supra.
2 See Section (2), Note 4, supra.

British Equivalent
1966-7 1968-9
Cost Cost
(000) (000)

$2,495.8
$2,380.4
$2,495.8 $2,380.4
(20%2)  499.2 (20%2%) _ 476.1
$2,995.0 $2,856.5
$ 49.92 $ 47.61
or or
$ 50.0 $ 48.0
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14) Foundry Operating Expense

Foundry operating expense costs were reduced as follows for Britain.
(a) Support costs (Tables A11-S and 6%)

Tractor British Equivalent
Cost
Study 1966-7 1968-9
(000) (000) (000)
Superintendent & assts.! $ 384 $ 38.4 $ 38.4
Middle management 357.2
(80%)2 285.8
(75%)? 267.9
Clerical (17) 85.7
(17 x $2,027)3 34.5
(17 x $1,989)3 33.8
Total $481.3 $358.7 $340.1
Fringe (30%) 144.4
(20%)4 717
(20%)4 68.0
Total $625.7 $430.4 $408.1
Divided by 60,000 units $.10.43 $ 7.17 $ 6.80

. Costs assumed at same level in Britain as in North America.

See Section (2), Note 5, supra.
See Section (2), Note 3, supra.
See Section (2), Note 4, supra.

> AW

(b) Electric furnace electrode costs

Tractor British Equivalent
Cost e
Study 1966-7 1968-9
(000) (00V) (000)
Refractories & electrodes!
U.S. $594.0
Britain 1966-7 $518.0
Britain 1968-9 $455.0
Divided by 60,000 units $ 9.90 $ 8.63 $ 7.58

. Refractories and electrodes shown as $3 a ton of metal cast, i.e 3.3 tons per tractor (Note 13,

supra), x 60,000 tractors at $3 equals $594,000. Electrode costs secured from Materials
Branch, Department of Industry, Trade and Commerce (in letter dated June 17, 1969),
quoting Union Carbide as follows: United States, $0.30/1b.; Britain, $0.23/1lb. for 1968-9.
For 1966-7, devaluation difference of 14 per cent added to British costs. These numbers
produced ratios which gave the amounts shown, supra.

(c) Summary of operating expense

Iractor British Equivalent

Cost ———
Study 1966-7 1968-9
Support costs $10.44 $ 7.17 $ 6.80
Electric furnace electrode cost 9.90 8.63 7.58
Total $20.34 $15.80 $14.38

Difference between Britain & U.S. $4.54 or $5.96 or $6
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15) Allocated Support Costs

Prices of Tractors and Combines

The wage and salary component only of support costs allocated to individual plants or

manufacturing operations were reduced to British levels.

Tractor British Equivalent
Cost e e e
Study 1966-7 1968-9
(000) (000) (000)
(Table A36-2%)
Managers $ 2000 $ 2000 $ 200.0
Superintendent 151.2

(80%); 121.0

(75%) 113.4
Supervision 714.0

(80%) 571.2

(75%) 535.5
Clerical, etc. (246) 1,476.0

(246 x $2, 027) 498.6

(246 x $1 989) 489.3

Total $ 2,541.2 $ 1,390.8 $ 1,338.2
(Table A43-2%)
Supermtendent & asst. $ 26.6

(80%)> $ 213

(75%)* $ 200
Foremen 93.0

(80%) 74.4

(75%) 69.8
Material handlers (158) 884.8

(158 x $3, 007) 475.1

(158 x $2, 868) 453.1
Clerical, etc. (7) 35.0

(7 x $2, 027) 14.2

(7x$1 989) 13.9

Total $ 10394 §$ 5850 § 556.8
(Table A44-2%)
Supermte{tdents $ 285.6

( 80%) $ 2285

7 5%) $ 2142
Supervision 1,233.0

(80%) 986.4

(75%) 924.8
Clerical (550) 3,575.0

(550x $2, 027) 1,114.9

(550 x $1 989) 1,094.0

Total $ 5,093.6 §$ 2,329.8 $ 2,233.0
Total $ 8,674.2 $ 4,305.6 $ 4,128.0
Fringe beneflts (30%) 2,602.3

(20%) 861.1 825.6
Total analyzed for differences $11,276.5 $ 5,166.7 $ 4,953.6
Other admin, and support costs 5,633.4 5,633.4 5,633.4
Total admin, and support costs $16,909.9 $10,800.1 $10,587.0
Admin, and support costs-

Britain as % of U.S. 63.9% 62.6%
Taken as 64 % 63 %
! Costs assumed at same level in Britain as in North America,

:See Section (2), Note 5, supra.

See Section (2), Note 3, supra.
See Section (2), Note 2, supra,
See Section (2), Note 4, supra,

[
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16) Machining Operations — Forgings

The cost of forgings for machinery was reduced for Britain by the ratio between forging
material costs in the United States and Britain, as provided by the Materials Branch,
Department of Industry, Trade and Commerce (in a letter dated June 17, 1969). Forging
quality billets, A.LS.I. C-1010, on the basis of 100 tons quantity, size 4” x 4" mill length,
F.O.B. mill, were given as $125.34 in the United States and $83.25 in Britain.

Since prices in the 1966 period were not available from this source, the relationship
between British prices for forging ingots up to 0.60 per cent carbon from the magazine, fron
Age1 7, in 1966 and 1968, was used to adjust the $83.25 price as follows:

Iron Age Prices  Prices Used In Analysis

1968 $74.50 $83.25 (above)
1966 $85.12 $95.12

For 1966, British costs were therefore taken as 75.9 per cent of U.S. costs.

17) Machining Operations — Aluminum

Aluminum prices were considered to be the same in North America and Britain for both
periods.

18) Machining Operations — Steel Bars

The British 1966—7 price used (8.9¢ /Ib.) is an average price for cold finished and alloy
steel block bars taken from Metal Bulletin, 18

Steel bars prices for machining in the United States and in Britain (1968-9) were
considered to be the average of two specifications provided by the Materials Branch of the
Department of Industry, Trade and Commerce (in a letter dated June 17, 1969). Mild steel
A.LS.I. C-1010 and low alloy steel A.L.S.I. 4140 were given as follows (Canadian dollars used to
develop ratio):

U.S. Price British Price

Ton Cwt. Ton Cwt.

ALS.L C-1010 $158.50° $ 7.93 $105.00 $ 5.25
ALS.I 4140 13.64 9.50
Average per cwt. $ 10.79 $ 7.38
Average per 1b, 10.8¢ 7.4¢

Using these relationships (10.8¢, 8.9¢ and 7.4¢) the material costs for steel bar stock
became per tractor, for Britain:

Average Small Medium Large

Tractor Cost Study (Table A51-1%) $12 $8 $12 $14
Britain, 1966-7 $10 $7 $10 $12
Britain, 1968-9 $ 8 $5 $ 8 $10

Y von Age (Philadelphia: Chilton Co., various issues 1966 and 1968).
18Metal Bulletin (London: Metal Bulletin Ltd., various issues 1966).
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19) Machining Operations — Tubing

Tubing material prices were not available. The relationship developed for steel bar stock
was therefore used:

Average Small Medium Large

Tractor Cost Study (Table A51-1%) $20 $17 $20 $24
Britain, 1966-7 $16 $14 $16 $20
Britain, 1968-9 $14 $12 $14 $16

20) Machining Operations — Labour Costs

Machining operations labour costs were calculated on the same basis as foundry labour
costs, Note 13, (Tables A26-2, 3, & 4%):

Tractor British Equivalent

Cost —_—

Study 1966-7 1968-9

(000) (000) (000)
Labour $ 7,828.0 $4,1858  $3,992.2
Fringe 2,349.0 837.2 798.4
Total $10,177.0  $5,023.0  $4,790.6
Divided by 60,000 units $ 1700 $ 840 § 79.8

or

$ 80.0

21) Machining Operations — Operating Expense

Operating expense was reduced in the area of support costs (Tables A26-3 & 4*) on the
same basis as foundry operating expense, Note 14, as follows:

Tractor British Equivalent
Cost
Study 1966-7 1968-9
(000) (000) (000)
Total salaries $451.0 $341.4 $323.2
Fringe 135.3 68.3 64.6
Total $586.3 $409.7 $387.8
Divided by 60,000 units $ 9.77 $ 6.83 $ 6.46
Difference between U.S. and Britain $ 294 $ 3.31
Taken as $ 3.00 $ 3.00

22) Stamping Plant — Material Costs

Material costs were reduced for Britain by the average relationship between the U.S. and
British prices for cold rolled sheet for 1966-7 and 1968-9.

U.S. Price Briush Price

1966-7 1968-9

Cold rolled sheet 7.00¢/b.! 7.00¢/1b.? 6.05¢/1b.3

lFigure taken from Royal Commission on Farm Machinery, Farm Tractor Production Costs:
A Study in Economies of Scale, Study No, 2 (Ottawa: Queen’s Printer, 1969).
2Price for cold rolled sheet, 17/20 gauge, average of various 1967 prices of Iron & Steel Board
. _taken from Metal Bulletin (London: Metal Bulletin Ltd., various issues 1967),
3Pl'ice for cold rolled sheet, 17/20 gauge, average of various 1968 prices of British Steel Cor-
poration taken from Metal Bulletin (London: Metal Bulletin Ltd., various issues 1968).



Costs and Profits, Tractor Manufacturing and Distribution

197

Using this relationship, stamping plant material costs in 1966-7 were taken as identical
in the two countries. In 1968-9 stamping plant material costs were estimated as follows in

Britain:

Average Small

Medium Large

Material costs per tractor $ 62 $ 49

23) Stamping Plant — Labour Costs

$ 66 $ 73

Stamping plant labour costs (Tables A18-2, 3 and 4*) were reduced as follows on the

same basis as foundry labour costs, Note 13:

Tractor British Equivalent

Cost —
Study 1966-7 1968-9

(000) (000) (000)
Labour $1,552.0 $ 824.0 $ 785.8
Fringe 466.0 164.8 157.2
Total : $2,018.0 $988.8 $943.0
Divided by 60,000 units $ 33.0 $ 16.0 $ 16.0

24) Stamping Plant — Operating Expense

Stamping plant operating expenses were reduced as follows in the area of support cost
(Tables A18-3 & 4*) on the same basis as foundry operating expense, Note 14:

Tractor British Equivalent
Cost -
Study 1966-7 1968-9
(000) (000) (000)
Salaries $ 181.3 $ 1329 $127.4
Fringe 54.4 26.6 25.5
Total $235.7 $ 159.5 $152.9
Divided by 60,000 units $ 393 $ 2.66 $ 255
Difference between U.S. and Britain $  1.27 $ 1.38
Taken as $ 1.00 $ 1.00

25) Assembly Operations — Labour Costs

Assembly operation labour costs were reduced as follows (Tables A33-1, 2 & 3*) on the

same basis as foundry labour costs, Note 14:

Tractor British Equivalent
Cost -
Study 1966-7 1968-9
(000) (000) (000)
Labour $3,805.0 $2,044.8 $1,950.2
Fringe 1,141.5 409.0 390.0
Total $4,946.5 $2,453.8 $2,340.2
Divided by 60,000 units $ 820 $ 410 $ 390
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26) Assembly Operations — Operating Expense

Assembly operations operating expenses were reduced as follows, in the area of support
costs (Tables A33-2 & 3*) on the same basis as foundry operating expense, Note 14:

Tractor British Equivalent
Cost —_——
Study 1966-7 1968-9
(000) (000) (000)
Total salaries $ 395.1 $ 303.4 $287.1
Fringe 118.5 60.7 57.4
Total $513.6 $ 364.1 $ 344,5
Divided by 60,000 units $ 8.56 $ 6.07 $ 574
Difference between U,S. and Britain $ 249 $ 282
Taken as $ 2.00 $ 3.00

(3) Adjustments to Costs after Basic Analysis

1) Average Tractor Costs Volume Adjustment 60,000 to 90,000 and 60,000 to 20,000
Volumes

Table 41* of the Study shows a reduction in cost of $291 for the average tractor as
volume changes from 60,000 to 90,000. This is the sum of a number of items, which it was
necessary to adjust by their British equivalents to develop amounts to be deducted from
British costs at 60,000-unit volume to provide cost estimates at 90,000-unit volume. For
example, total labour costs for the average tractor in North America are shown in the Study as
$385; for Britain, $191 and $183, for the two periods respectively. The ratios between these
labour costs were used to estimate the labour cost difference between volumes.

The other cost factors identified in Table 41* were used as the denominator of the
fraction of which the British equivalent cost was the numerator to pro-rate the amounts
identified in Table 41* to their British equivalents.

90,000 costs lower/(higher)
than 60,000 costs

Study British Costs
Costs 1966-7 1968-9
Variable costs
Material costs
Purchased parts $410 $332 $310
Production plant materials (85) (73) (65)
Total material costs $325 $259 $245
Labour costs 31 15 15
Operating expense (12) an an
Support costs 16 10 10
Total variable costs $298 $273 $252
Fixed costs Q) () @)
Total cost difference between volumes $291 $266 $252

1 Figures taken from Royal Commission on Farm Machinery, Farm Tractor Production Costs: A
Study in Economies of Scale, Study No, 2, (Ottawa: Queen’s Printer, 1969), Table 41, p. 136.

Similarly, adjustment costs were developed for the average tractor built at 20,000-unit volume
level, as follows:

Total cost difference between volumes $463 $387 $375
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While these adjusting figures are not shown on Table D.13, they are used to estimate British
production costs at 20,000-unit volume in Table 6.6, Chapter 6.

2) Estimation of Cost Adjustments from 60,000 to 90,000 Volume for Different Sizes
of Tractors

The relative costs of the different sizes of tractors calculated for each location were used
to estimate cost reductions for each size of tractor.

Average Small Medium Large

Study costs at 60,000 volume $3,412  $2,601 $3,465 $4,682
Adjustment 60-90,000 volume 291 218 295 399
(line 44, Table D.13)
British costs- 1966-7 $2,705 $2,052 $2,750 $3,741
Adjustment 60-90,000 volume 266 202 270 368
(line 44, Table D.13)
British costs - 1968-9 $2,552  $1,935 $2,595 $3,521
Adjustment 60-90,000 volume 252 191 256 348

(line 44, Table D.13)

3) Estimation of Cost Reduction Associated with 120,000+ volume

A further cost saving was estimated for volumes in excess of 120,000 of $200 in the
United States and $150 in Britain in both periods. For individual models, these adjustments
were proportionally estimated as follows:

Average Small Medium Large

Study costs (line 46, Table D.13) $200 $152 $203 $274
British costs (line 46, Table D.13) $150 $114 $153 $207

4) Reduction in Cost Due to Modular Construction

A very conservative estimate for the cost reduction associated with modular design of
the engine and transmission was given in Table 52* of the Study as $25. This is shown without
adjustment in line 48 of Table D.13.

5) Adjustment to Cost of Purchased Parts

In developing British manufacturing costs, the initial use of British input cost factors
gave costs which were much higher than the independent cost estimate of $1,500 for a 40 HP
tractor received by the Commission. The cost shown for the 1968-9 period on the line
“Adjusted Total Tractor Manufacturing Costs” (line 49, Table D.13), $1,605 (U.S.) or $1,735
(Can.), is about $200 above this confidential estimate. This estimate was not challenged by
farm machinery companies manufacturing tractors in Britain with whom the Commission
discussed the question.

Accordingly, line 50 of Table D.13 reduces both U.S. and British costs developed earlier
in the table by a flat 20 per cent of the costs of purchased items. The resulting estimated cost
for a 40 HP tractor built in an “‘ideal” British plant in the 1968-9 period becomes $1,512 (Can.).
The cost reduction assumed is justified by the necessarily imprecise and arbitrary nature of the
cost calculations for outside purchased items in the Study. The only information available to
the Study analysts was noted:

After discussion with the Commission, and based on statements by
farm machinery companies during its public hearings, the approxi-
mate cost to them of individual components was estimated as
one-third of the dealer price for replacement parts that would be
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considered potentially to be ‘made’ and one-half of the dealer price
for parts that would probably be ‘purchased’. . .

Such a necessarily crude “rule of thumb” left open the possibility of over- or under-evaluation
of the outside purchased items needed for tractor manufacturing, a possibility which did not
affect the primary purpose of that analysis, the study of economies of scale in tractor

production.

19Royal Commission on Farm Machinery, op. cit., Chapter I1I, pp. 25-6.



Appendix E

MAIN BODY OF LETTER RECEIVED FROM MULTI-NATIONAL
FARM MACHINERY COMPANY RE SEPARATION OF MARKETS

March 13, 1969

I am informed that [the company] does provide in their . .. [dealer and distributor
agreements] that franchised [company] distributors and dealers located in the U.K. are
obligated to resell [company | products basically to retail customers within the U.K.

A retail customer is defined in the agreements to be “persons and companies wishing
to purchase the products and spare parts for their own use and not directly or indirectly for
resale”.

It should be pointed out that a similar qualification has been applied for a number of
years by most of our respeétive [ope_)rating companies] anywhere in the world as it relates to
respective national distribution systems. You will observe in your copy of the [company]
Canadian . . . [sales agreement]...that the [dealer is to maintain a suitably organized
business with adequate stocks of products]. A similar clause also appears in our [company],
U.S. .. .[agreement].

The intention of this qualification, whether it is applicable to Canada, the U.S. or the
UK., or any other country where [the company] establishes a national distribution
organization, is to make it clear that if a retail distribution system is established that it is
understood by the franchisee and the company that this is what is intended for the
protection, primarily of all franchisees operating in the particular market.

In the UK. for example, if the dealer or distributor does in fact sell new products to
customers who resell for export or in the domestic market, then the company would have
the right to terminate his contract. The company, however, as a practical matter would have
to establish that such dealer or distributor knowingly sold to persons who were not “retail
customers”, and if after a full investigation such proof is obtained, then we anticipate that
termination proceedings will be instituted.

As you know, there are several forms of distribution to be considered — direct
manufacturer to consumer (company owned retail stores); independent wholesalers or
distributors who establish their own retail operation; independent dealers or retailers
franchised by the manufacturer; commission agents, or possibly a combination of two or
more of such concepts. In Canada the distribution system which evolved for [the company]
was the franchised independent dealer with the result that the thrust of the company’s
distribution operation was focused on this specific form of distribution.

When [the company] establishes independent business men as retailers or dealers it is
paramount to the development and efficiency of such retail distribution system that it
function with integrity and in an ordered fashion, otherwise the investment of money and
manpower by both the company and the dealer could be destroyed.

You will recall that our brief to and testimony before the [Commission] detailed the
company’s dealer support programs — new and used inventory financing; service and product
training and publications; accounting, bookkeeping and business approaches; advertising and
sales promotion; extensive and unequalled parts supply and facilities, and other technical and
administrative functions designed to ensure that dealers receive timely product shipments at
the lowest cost to enable them to sell and service [company] products competitively in an
efficient and informed manner. We recognize the importance and necessity of these programs
relative to the capital goods industry in which we are engaged. The attendant expenses
demanded by such programs, unlike most consumer goods industries, are self evident,
particularly for the large geographical Canadian market.
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[The company] has for decades established through the sale of its products which
carry its trademark, a high degree of goodwill, product acceptance and customer reliance. We
are concerned, not only with an efficient distribution system of retailers or dealers in any
national market through which our products are sold at retail, but also with the
responsibility of the retailer to perform after-sales service of the products he sells in order to
serve and satisfy his customer. If the after-sales function of the retailer is not performed the
goodwill attached to our trademark and the market-ability of our products is diluted, which
results in loss of sales and profit to the retailer and to [the company]. It is for this reason
that regardless of which country our products are sold, our franchise contracts clearly define
the level or type of distribution and the responsibilities and terms by which the franchisee
will operate. To do otherwise would be tantamount to chaos and disorder from a
distribution standpoint, to the detriment of the franchisee and the company.

Any responsible manufacturer must discipline itself not to undermine or allow the
relationship of integrity with its dealer organization to deteriorate, otherwise its distribution
system, a founding block of its business, will crumble. Specifically a manufacturer cannot
permit itself to compete at the retail level with a dealer organization which the manufacturer
itself developed, even though such action may appear to have attractive benefits for the
manufacturer in the short term. Nor can the manufacturer long permit new products bearing
its trademark to be sold at retail by means other than through the franchised dealer
organization. The resulting disintegration of the dealer organization is apparent particularly
at a time when it is difficult to attract and maintain qualified and financially responsible
dealers. The consumer also loses; the machinery that he purchases will be without the
supporting after-sales function of an established dealer organization serving the particular
market;

he is faced with the absence of warranty benefits;
he is faced with the possible lack of total replacement parts service and availability;

he is faced with the difficulties in disposing of trade-in machinery and without the
benefit of over-allowances;

he is faced with the lack of dialogue with his local authorized dealer who is sensitive
to and aware of his customers machinery demands;

he is faced with plant production and delivery schedules which are not focused or
planned specifically for the requirements of Ontario and Canadian farmers;

he is faced with the possible abuses of misrepresentation of products when un-
authorized sellers or distributors are merely order takers with no imposed or accepted
responsibilities for proper product distribution in the long term;

he is faced with no redress or practical remedy to correct product delivery,
specification and machine performance problems due either to lack of facilities or
financial worthiness of the unauthorized seller or distributor and/or the extra
jurisdictional problem which thwarts legal redress.

He is faced additionally, in the present machinery importation program sponsored by
the Ontario Federation of Agriculture, with all the attendant problems of purchasing on the
basis of price only for a specific product which he has not seen or tested and for which he
pays cash before delivery, presumably incurring more interest expense.

[The company] is a global or multi-national enterprise. [1t] earns its profit on a
consolidated basis by the sale and service of [its] products throughout the world, no matter
who sells it or where it is sold. However, it is a fundamental marketing rule that in order to
sell and service its products efficiently, an orderly distribution system must be established in
the applicable geographical or national market which system is appropriate to the demands
and characteristics of that specific market. For the company to attract suitable retailers or
dealers or maintain existing retailers it must establish an orderly distribution systerri that
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creates the profit motive and incentive to the independent retailer relative to the sale and
service of the products, otherwise we are not serving the farmer customer, the dealer or the
company.

The integrity of the dealer must be preserved for him to survive. [The company] is
committed to this concept.



Appendix F

Documents Submitted by Ontario Federation of
Agriculture in Connection with the Importation of Tractors.
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Ontario

Federation of
Agriculture

5th Floor, 387 Bloor St. E., Toronto 5, Ontario Telephone 921-8989

Mr. N. B. MacDonald,

Director of Research,
Royal Commission on Farm Machinery,
Box 2520, Postal Station "D",
Ottawa, Ontario.

Dear Sir:

Enclosed you will find signed statements and supporting
evidence from Mr. Kenneth Graham, Fieldman, Ontario
Federation of Agriculture; Mr. James Jacklin, President
of Bruce Federation of Agriculture, and myself, David T.
Crone, Director of Marketing and Research, Ontario
Federation of Agriculture.

These documents spell out some of the opposition we have
experienced in importing farm tractors from the British
Isles. These signed statements may be used by the
commission as it sees fit.

If, after examination of these statements and supporting
evidence, the commission decides it requires signed
affidavits or any further evidence or statements, I would
be pleased to give any request immediate consideration.

e,
Director of Marketing & Research.

DTC:mjxr
Encs.

Mr.
0.FA.
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5th Floor, 387 Bloor St. E., Toronto 5, Ontario Telephone 921-8989

Ontario
Federation of A
Agricufture ~ sune sza, 1960,

STATEMENT

I, David Crone, Director of Marketing and Research for the Ontario
Federation of Agriculture, undertook a study of farm in-put costs
early in 1968. During my investigations, it became apparent that
Ford 5000 tractors and Massey-Ferguson 165 tractors, both manu-
factured in the United Kingdom or Western European area, sold in
Ontario at close to double the British price. Comparisons are

based on list prices in both the United Kingdom and Canada.

This yawning price spread made it clear that Ontario farmers would
be saved a lot of money if these tractors could be imported outside
the existing manufacturer-dealer structure. To test the validity
of my research, I decided to import seven tractors from Britain

for a group of Ontario farmers. My contact in England was a

Mr. J. H. Vernon, of Onneley Hall, Madeley, Crewe.

Mr. Vernon bought four Ford 5000s and three Massey 165s from his
local dealers. He had no problems in making these purchases.

The dealers were not told they were to be exported to Canada.
Similarly, there were no problems in shipping them to this country.
However, it appears that, later in the year, the Ford dealer was

subjected to considerable pressure by Ford Company officials. ()

\D

M.
0.FA.
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Page 2

The dealer was threatened with the deprivation of his
dealership, or a heavy fine, if Ford found he was a party,
knowingly complicit to the Ontario shipment. How the Ford
Company traced back the shipment to this dealer is not
known. However, I assume an employee of Ford of Canada must
have taken the serial numbers of the tractors when they .

landed in Canada and transmitted them to England.

The degree of harassment of Mr. Vernon's dealer is best

described in Exhibit "D" attached.i/

These seven tractors were delivered to Ontario farmers at
prices ranging between $3,300. and $3,600., depending on
optional equipment. These prices confirmed my original
theory. So the Ontario Federation of Agriculture, and
several county federations of agriculture, set up the

mechanism for further shipments.

At this point, open company opposition developed in the
United Kingdom. Dealers were threatened with disciplinary
action if they knowingly sold equipment for export. See
EXhibit"E",g/which is to follow. Therefore, our tractors
are varied. Instead of getting co-operating English

farmers to buy several tractors at one dealer, orders of

one and two tractors were spread over several dealers.

1/ Now Exhibit 2.
2/ Now Exhibit 3.
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Page 3

However, even this technique attracted suspicion because of
the "extras" demanded by Ontario farmers - power steering,
large tires, etc. See Exhibit "F" attached.3/ Tractors have

become increasingly difficult to obtain.

Opposition in Ontario has taken the form of a telephone call
from a Ford Company solicitor to Mr. H. E. Harris, Q.C.,

solicitor for the Ontario Federation of Agriculture.

The Ford Company solicitor pointed out that the Ontario
Federation of Agriculture, because it is associated with
the tractor imports, may be violating the law by using

Ford's English trademark in Canada.

At this point, I would like to mention there are many
verbal reports of dealers and shipping agents being
harassed by machinery company officials. However, this

is hearsay evidence and is most difficult to document.

d T. Crone, Director,
A Marketing & Research Department.

3/ Now Exhibit 4.
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EXHIBIT 2

From
Telephone: 64

\
Madeley 219 Ex HIR\T ' O" Jd. H. VERNON,
ONNELEY HALL,

MADELEY, CREWE

A Ao Sanuary 20, 1969, '/ sy o
:: 14
7 Dear Mr. Crone, %
A/- I am having considerable concern about the /
.

Firm who sold me the Ford 5000, George Oakley of Market ~ **&
A Cee ¢ Drayton, Can you explain how Fords got hold of this evidence /
Luckily you did not put them on Show with the Firms Name — ¥

j Z in evidence. -
/Za—q. The order sheets 1 //"a

: These you took away with you. Have Fords any evidence
</ that the writing of those Order Sheets, was that of the =28

z ,— Salesman, of the Firm! J
E 4

Z,
Ford’s are acting in a vicious fashion against thi: s—¢ <
¢ firm—and are leaving no stone unturned to collect evidence.
So far they vaeh made no approach to me, and little satisfaction
they would get, should they do so. All the wrath is coming fron
2L  your quarters. Can you break your silence and give me any and
M ‘every piece of information? You must have regard for my
“ position with this firm—I've done business with them for years.- I——M(
/5 They are facing either the loss of the agency or a very heavy finc ,
55 ~ if complicity is proved against them.

I am purchasing any further tractors ’éﬂ . .
7 ’ . W4 54
/fﬁa V2. w% eret: a:/'n_—a_// —

e e
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From 65
J. H. VERNON,

ONNELEY HALL,
MADELEY, CREWE

Telephone: From: J.H. Vernon,
« Madeley 219 Onneley Hall, L
Madeley, Crewe.
e

s/( 20.1.69
74 Through a Third Party— M

Any buyers from Fords have now to sign a contract 4«(7‘-
&2+, Sheet, undertaking not to export! This undertaking does not
prevent any buyer from selling to me.—It means an additional

Telephone:
Madeley 219

-

__— charge against your men! Zen . __
& News travels fast! —The Ford Selling Organisation
/ have hot information about Tractor Buying Groups, in Ontario. ’
“€. You certainly raised a Whirlwind! ! 7
74‘7 I'm wondering—How much good has it done? —Have, e..

/{/ R I been a crusader, all to no purpose! !

—_

@ Will you please try and give me an answer. I~

Best Wishes L
7&6 Sincerely > '///
7¢ (Signed) Harold Vernon

e Refl a &cma_-z/'(/{ a

%%ﬁw
7 /;:;’/%

% QAP
catn Vissree
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EXHIBIT 3

AGRICULTURAL CENTRAL TRADING LID.

1 WHITE HILL, CHESHAM, BUCKINGHAMSHIRE
Telephone: CHESHAM 4931 (10 lines) Telegraphic Address: FARMACT, CHESHAM.

Your Ref :

a1 ®
Our Ref:  JSH/JKP )( 24th June, 1969.

D. T. Crone, Esq.,

Director of Marketing & Research,
Ontario Federation of Agriculture,
5th Floor,

387 Bloor St. E.,

Toronto 5,

Ontario, Canada.

Dear Mr. Crone,

Thank you for your telegram of the 19th June requesting information
and reasons for replacing several orders.

This was due to the insistance of one of the Ford Dealers having the

farmer sign a Contract Order Form which included the following terms on the
reverse:-

"The retail customer undertakes that he is ordering the Tractor for
his own use and that he will not re-sell it as a new Tractor in the
course of any business carried on by him. The retail customer
further undertakes that he will not export the Tractor from the

United Kingdom for a period of 12 months from the date of delivery
to him".

This form, prepared by Ford Motor Company, is the standard form for
Ford Dealers to use when selling tractors. Not all farmers are prepared to
sign the forms and consequently some Dealers make a sale without using the
form or having the form signed.

Acting as agents we considered it advisable, in the interest of the
English farmer, to have the orders cancelled on the particular Dealer who
had insisted upon the forms being signed. The farmers replaced the orders
on other Dealers. At no time was the question raised of any action being
taken by the Dealer or Manufacturer regarding the clauses on the reverse of
the form.
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Our action was purely precautionary to protect the farmer should
difficulties arise as a result of having signed the form. I enclose a
photostat copy of the form for your information and I hope that this will
clear the matter satisfactorily.

7

Yours sincerely,

N

J. & Hawkins
~ | PURCHASE MANAGER
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CANADIAN NATIONAL ¢ CANADIAN PACIFIC &

TELECONMMUNICATIONS

CANADIEN NATIONAL o CANADIEN PACIFIQUE @
0AB788 6115B(12-67)
@ #0AB785(210447) OTA210 VIA CANADIAN cugzn FOCS45 F§ e s, ®
196,
CATO CO GBLB 029 ‘L\)‘\%\ SR 2
@  CHESHAM BUCKS OF 29 21 1005 2 S 08 @
TFTORONT09218989 HERGOTT ONTARIO FEDERATION OF AGRICULTURE .
e S e P R fCom S O
@ TORONTO (/,_24 TS S, ST e @
SUSPICIONS AROUSED ON 15/30 REARS IF THESE CAN BE AVOIDED
@ ON FUTURE ORDERS WILL FACILITATE MATTERS PREFERRED SIZES @
14734 12/38 14/30
& HAVKINS ®
@  COL HERGOIT 92}&9 15/}%{ REARS uyﬁ :z//(s 14/%0 @
/ a
Q 7(?
o 1L Not 7’2/ el /2% /7"
TO. Qe BY . .SE,
CALLS LEFT, -
. ATTEMPTS : - .
FILE . (VAL __ DELIVER _ TLX _ DFX_ .
@ ®
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CANADIAN NATIONAL ¢ CANADIAN PACIFIC

TELECOMMUNICATIONS

CANADIEN NATIONAL e CANADIEN PACIFIQUE
~Q‘ 6115B(12-67)

T % \

oncdgs A <" oo ™7 \

0AC496(231047) OTAT42 VIA CANADIAN CND203 FOD581 B28 EXHIBIT 4-2

CATO CO GBLB 046

CHESHAM OF 46/44 23 1533 5 . ;

TF 218 8 287 %ﬁ%&%>é&¢f

HERGOTT ONTARIQ.FEDERAT ION_OF_AGRICULTURE TORONTOONT

UNABLE TO MEET 22ND APRIL FOR AN SHIPMENT ANTICIPATE FIRST

SHIPMENT END APRIL EARLY MAY STOP 15/30 TYRES PRQSYING VERY

DIFFICULT ALMOST IMPOSSIBLE AS THESE FITTED BY wANUFACTURER

PERMISSION REQUESTED ‘TQ TRANSFER ANY 15/30XS TO 14/34SXS
HAWKINS

COL TF 218 8 22NDv15/30v15/30XS¥14/34XSr
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EXHIBIT 5
R.R. 1 Hillsburgh,

Ontario.

June 3, 1969

STATEMENT

I, Kenneth Graham, a fieldman for the Ontario ‘ederation of
Agriculture, acted in a private capaclty as a purchasing agent to
some
buy tractors in the U.K. for[farmers in Western Ontario, mainly Dufferin

and Wellington counties.

On December 25, 1968, I left Toronto Airport for Prestwick,
Scotland. My Scottish contact for farm tractor acquisitions was Ian
Shepherd of Buckie. His sister was a friend of my wife's. Ian Shepherd,
on my behalf, got in touch with several Ford dealers in the Banffshire
area. He tried to buy 10 Ford 5000s and two Massey-Ferguson 165 tractors

in his own name. The M-Fs were not available because of a union strike.

His local Ford dealer, Elgin Central Engineering Ltd. of Elgin,
refused to supply hlml/ An Elgin Company spokesman (N.S. Matheson,
managing director) said his company could not sell tractors knowing they were

for export (see attached Exhibit A%%4nd Exnhibit B,i ara. 4).

However, Mr. Shepherd found a dealer in Inverness, Cordiners, who
agreed to supply him with 10 Ford 5000 tractors. But approximately
two weeks later (mid-January, 1969), two representatives of the Ford
Company visited Cordiners to check on the transaction. They suspected
the tractors were for export because of optional equipment not common to

the U.K. -- broad tires, power steering and remote cylinder control.

See Exhibit 5;1; letter from Mr, Shepherd.

Now Exhibit 5-2. eesee continued
Now Exhibit 5-3.
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rpage 2/Graham

The result of this visit was that the Ford Company refused to accept
this order, despite the fact that Ford officlals were assured the 10

tractors had been ordered by a group of local farmers (see Exhibit C).

It should be realized this story about local farmers buying these
tractors sounded rather thin. After all, it was unlikely that 10 rural
Scots, noted for their caution and frugality, would buy tractors equipped

with what seemed to them such costly extras.

In view of this action by Ford officials, this particular transaction
fell through.

While in the British Isles I also made contact with two individuals:
John Miller of Kilmaurs, Scotland, and an Irishman who shall remain
nameless (his name his withheld since he is still handling tractors for me,
most successfully by the way). They were asked to participate in the

tractor import program. Both agreed.

In February 1969 John Miller undertook to get me six Ford 5000
tractors. His local dealer, e personal friend, agreed to co-operate.
Knowing that Ford Company officials were quick to spot potential export
orders, they decided to buy the tractors two at a time, with no signed
purchase offer; thus Ford officials would not be able to visit a local

farmer and break down his story.

The first two tractors arrived at the dealer's lot. Then came a
comedy of errors. A Norweglan businessman arrived and tried to buy
the tractors for himself; he saw a potential profit in reselling them
in Norway where Ford tractors cost appreciably more than in Britain and

Ireland. eeeses continued
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‘page 3/Graham

The dealer declined to make the sale to him. The exact conversation
between them is not known. All I know is that an official of the Ford ©
Company arrived on the lot unseen, overheard part of the conversation, and
placed an embargo on the sale. This information was gleaned by a
trans-Atlantic telephone conversation with Mr. Miller. There is nothing
in writing to substantiate it. However, Mr. Miller told me that the Ford

Company had recalled the tractors, suspecting an eventual export.

My experience with attempts to import tractors into Ontario did not enc
in failure. My Irish contact provided me with nine tractors -- seven Ford
5000s, o Nuffield 465, and a David Brown 1300. However, he was unable

to get two M-F 165s. The M-F Company suspected export sales.

While my Irish contact managed to convince investigating Ford officlals
that the ordered Ford tractors would be used locally, the M-F investigators
were sceptical. According to my Irish contact, they threatened economic
reprisals against his M-F dealer if 1t were discovered at a later date
that the tractors had been shipped out of Ireland. So this particular

transaction was called off.

ol Koo Soarr

(Kenneth Graham)
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EXHIBIT 5-1
To: Ken Graham, Esq., From: I Shepherd,
R.R. No. 1, Thorneybank,
Hillsburgh, Ontario. Buckie,
Canada. Banffshire, Scotland.
26.1.69
Dear Ken:

I’m sorry to say I have some very bad news for you. I have tried very hard to make a
success of our tractor proposition, but things have not worked out as I had hoped. After many
negotiations I came to a very satisfactory agreement with Cordiners of Inverness. They were
very keen to make a deal and were most helpful. They were prepared to give 12%:% discount
which would mean at least £160 below list price for each tractor. Everything seemed fine until
yesterday when the bomb dropped! Cordiners phoned me with the news that 2 representatives
of Ford Motor Co. had come North to investigate their order because tractors fitted with broad
tyres, power steering and single spool control valve are seldom requested in this country. They
knew that tractors with these accessories had already been shipped to Canada, and they are
evidently checking every order to make sure there is no question of them being exported. The
result is that they refuse to accept the order, even although they were told that it was for a
group of Scottish farmers.

The Massey-Ferguson tractors have also proved a big problem. I have contacted every
Main agent north of Perth, and none could give a guaranteed delivery date before the end of
March, because Massey-Fergusons are in very short supply meantime.

So I'm afraid I am up against a stone wall, and much as I regret it, I can do no more,
as the firms are afraid of loosing their agency by taking the Manufacturers before the Restric-
tive Practices Tribunal.

I am really sorry about all this because it will probably mean that you will have to
cancel your booking on the first boat, I doubt whether any of your other contacts will have
more success, but I do hope so for your sake. If nothing can be done regarding new tractors, I
shall be only too pleased to negotiate with Elgin Central Engineers on your behalf, if you are
interested in their ex contract hire tractors. I shall make sure that you get a square deal.

I hope you had a good journey home and that you found the family in the best of
health, our regards to Ann.

Yours sincerely

(Signed) Ian
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EXHIBIT 5-2

[EERS LTD

AGRICULTURAL & INDUSTRIAL ENGINEERS - MOYCROFT - ELGIN - SCOTLAND

TRACTORS EQUIPMENT ‘ TELEPHONE: ELGIN 3191 (s LINES)
INDUSTRIAL EQUIPMENT
RANSOMES - NEW HOLLAND
MAIN DEALERS

NSM/LJ

LS

bobdp Vbea B

6th January, 1969.

Tan C, Shepherd, Esq.,
Thornybank ,

Clochan,

BUCKIZ,

Banffs,

vd
Dear Mr. Shepherd,

Tractors to Canada

Vith reference to Mr, Forbes' call on ybu this morning, we are writing to
explain the difficulties of our selling new tractors for export abroad, All
Ford Main Dealers in the U.K. arc under Contract with the Ford Motor Company Ltd.
for representation in their own area, and one of the Terms of the Contract is that:

"The Dealer will n-%t ~xport any Ford Products from the Area without

‘o consent of the ianuZacturer in writing and will talze all reasonable
precautions not to se11/offer for sale o~ otherwise distribute Ford
Products.to any person firm company or body who or which may intend

to export such Ford Products from the Area".

There hnve been cases of Dealers exporting new Ford tractors involving
scrious complaints frem Dealers abroad with the result that the Ford Motor Company
in the U.K. impose a fine on the Dealer of double the retail mnrgin, ‘These cases
are not difficult to trace because of the serial number. At the moment, Ford
Motor Company Ltd. are conducting a competition among all Dealers *n the UK. in
conncction with the sale of tractors, and you will appreciate that any breach of
the Contract in respect of exports during this period would be rerarded as
extremely serious.

As I expleined this morning, however, we are onc of the few Main Tractor
Dealers in the U.K. who carry on an extensive business in Contract Hirc of tractors.
These tractors are under our personal care, and in our own interest, are maintained
in first-class condition. It is possible to export tractors around a year old
and the prices would be considerably cheaper than new and altogether they are a
very attractive proposition. If your friend was interested in purchasing these
good as new tractors, they would be thoroughly examined in our own Works before
despatch, repainted, and fitted with new tyres and such new equipment as may be
required. With regard to price, whereas the basic price of a new 5000 is £.,176
(at our Elgin Works) excluding any special equipment required, we could supply

conteeese
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Ien C, Shepherd, Esq. 6.1.69

these good as new tractors to you ex our Contract Hire fleet at approximately
£1,000. Roadless 4 wheeled drive machines (5000) are also available as well
as 4000s, and detailed specifications can be supplied in respect of each tractor.

We shall be glad to hear from you and assure vou that if any business
materialises the condition of the tractors would be first-class,

Yours sincerely,
ELGIN CENTRAL ENGTNEERS LIMITED

MWO’M/

N. S. Matheson,
MANAGING DIRECTOR,
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( EXLJQ v B ) EXHIBIT 5-3
ELGIN CERTRAL ENGINEERS LTD
l“ﬂllsn"ll ENGIIEERS-m—

TRACTORS EQUIPMENT TELEPHONE: ELGIN 3191 (s LINES)
INDUSTRIAL EQUIPMENT
RANSOMES - NEW HOLLAND

MAIN DEALERS
NSM/LJ

9th January, 1969.
Ken Graham, Esq.,
R.R, No. 1,
Hillsburg,
ONTARTO,
Canada.

Dear Mr, Graham,

T write to confirm our telephone conversation last night regarding export
of Ford 5000 tractors ex our Contract iire operation here. T find on examining
our records that the new Force 5000, as they are known here, will not be available
from Contract Hire until the second half of this vear and if you were interested
we would write to yon then with details of what we could offer,

As I explaincd, these tractors are put out on Contract Hire for two years
but we are in a position to withdraw them at any time. As they are looked after
by our own mechanics, we know they are in pood condition and would ensure thet
they were so at the time of export. They would be repainted and fitted with new
tyres and whatever new equipment you specifically required. The clock could be
put back to zero if so required and invoiced to Mr. Shepherd at the stendard new
selling price for Customs purposes. The surplus payments could be credited to
your account with us and satisfied by sending a "gift" tractor in due course or
remitted to a British Bank for your account here. I am sure that we will have
no difficulty in dealing with this in some way or another to meet yor» requirements.

The actual selling price would be substantially less than new and the tractor
would represent a very good selling proposition in your country. We would suote
a firm price as and when the tractors are available, and as T say this would be in
the secgnd half of this year.

1ith regard to new tractors, as I explained on the telephone, under our
’ Contract with Ford Motor Company Ltd. we are pronibited from exporting, and whore
a Dealer is "caught out" so to speak, he is lisble to p 2 sum of 50 of the
selling price n” the tractor. Tt is open to doubt whether this clause would
hold water if » Dealer referred it to the Restrictive Practices Tribunal, tut no
responsible Dealer would be prepared to teke thes-risk and prejudice his good
relations with Ford., No doubt, such exports do take place =n¢ . know from Word
that they take very strong action against Dealers here on receipt of complaints
from their representatives in Canada. What the repercussions could be in Canada
you-are best able to judge, and F-Suppose all the farmer is concerned about is the
| price he pays.

I hope you had a good return journey home and that we may be able to
develop business together later on to our mutual advantage.

v \
N. §. Matheson,
MANAGING DIRECTOR,
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NOTE RE EXHIBIT 6

ONTARIO FEDERATION OF AGRICULTURE

387 BLOOR STREET EAST TORONTO, ONTARIO
MEMO
TO: N. B. MacDonald June 5th, 1969
FROM: David Crone

You will note the first two pages of
Mr. Jacklin's statement were typed on
a different machine than the last and
signed page.

The. original of Mr. Jacklin's statement
is appended to the documents.

;/
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EXHIBIT 6

R.R. #2,
Elmwood, Ontario.

June 3, 1969

STATEMENT

I, James Jacklin, President of Bruce County Federation of Agriculture,
noting the success of tractor importations by Mr. David Crone, Director
or Research and Marketing of the Ontario Federation of Agriculture,
felt that Bruce and Grey County farmers could be saved appreciable

sums of money if tractors could be bought on the world market.

So, on behalf of their members, Bruce and Grey Federations of
Agriculture decided on January 1, 1969, to import tractors from the
United Kingdom. Until the end of May, we imported 55 tractors; makes
included Fords, Massey Fergusons, David Browns, Nuffields, and

Internationals.

Participating farmers signed a purchase order with the Grey-Bruce
Federations of Agriculture accompanied by a certified cheque to cover
the cost of the desired tractor and import costs. We had far more

applicants than we felt able to service adequately.

The first order of 25 tractors was placed through a British farmer.
He, in turn, through neighbours and friends placed orders with dealers.
Trouble started almost immediately. Dealers and manufacturers, sus pecting
these tractors were destined for export, refused in some cases to
deliver the equipment. When this occurred, he transferred his contact

to another farmer, who re-ordered.
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Tractors were delivered by dealers to the farms of participating
British farmers. Our agent then prepared them for export: plates were
welded over serial numbers to prevent detection and tracing back tractors
to the original purchasers. However, during transportation, several

of these plates were forcibly removed.

We know, however, that while some of these tractors were being
unloaded at the C.N. railway station in Hanover, Ontario, on March 10,
1969, a representative of the Ford Motor Company tried to take the
serial numbers from these tractors (see attached affadavit)i/ He

identified himself to me by the presentation of a business card.

Upon delivery of these tractors, our British contact (agent)
said he could supply more tractors. We proceeded to take orders for
an additional 30 tractors of various makes. They were purchased on
the same basis as the first order and delivery completed by the end

of May.

Problems encountered in our importation program included availability
of space on vessels. Shipping companies were reluctant to book space,
because other persons booking space had trouble in meeting commitments.
This was largely due to the activities of manufacturing companies who
did their utmost to thwart the delivery of tractors destined for the

Ontario market.

I would.like to state that we are most disappointed with the
slowness tractors are handled in the Port of Toronto. A shipment arriving
on a Thursday was not available for delivery to the customer until the
following Friday and Saturday week. Three units were carried over

to the following Monday. Farmers were charged an extra $10.00

1/ Exhibits 6-1 and 6-2.
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DRAFT OF FIRST
TWO PAGES OF

B.B.2 Elmwood, EXHIBIT 6

Ontario

June 3, 1969

STATEMENT

I, James Jacklin, president of Bruce County Federation of Agriculture,
noting the success of tractor importations by Mr. David Crone, director
of research and marketing of the Ontario Federation of Agriculture, felt
that Bruce and Grey county farmers could be saved appreciable sums of money

if tractors could be bought on the world market.

So on behalf of their members, Bruce and Grey iiEE;; Federations
of Agriculture decided on January 1, 1969, to import tractors from the
United Kingdom. M Until the end of May we imported 55 tractors;
makes included Fords, Massey Fergusons, David Browns, Nuffields, and

Internationals.

Participating farmers signed-a purchase order with the Grey-Bruce
Federations of Agriculture accompanied bg a certified cheque to cover the
cost of the desired tractor and import costs. We had far more applicants

than we felt able to service adequately.

'The first order of 25 tractors was/
placed through a British farmer, He, in turn, through

neighbors and friends placed orders with dealers. Trouble started

almost immedistely. E;;E;;;Eiiiik Dealers and manufacturers, suspecting
these tractors were destined for export, refused in some cases to deliver
the equipment. When this occurred, he transferred m}uis

contact to another fardf who re-ordered.

eeeese continued
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Tractors were delivered by dealers to the farms of participating
British farmers. Our agent then prepared them for export: plates were
welded over serial numbers to prevent detection and tracing back tractors
to the original purcahsers. However, during transporation several of

these plates were forcibly removed.

We know, however, that while some of these tractors were being
unloaded at the CNR railway station in Hanover, Ontario, l;;;;;;;;iii
on March 10, 1969, a representative of the Ford motor compamy tried to
take the serial numbers from these tractors (see attached avadavit).

He identified himself to me by the presentation of a business card.

Upon delivery of these tractors, our British ug-nik contact (agent)
said he could supply more tractors. We proceeded to take orders for
an additional 30 tractors of various makes. They were purcahsed on the same

basis as the first order and m delivery completed by

the end of May.

Problems encountered in our importation program included availability
of space on vessels. Shipping companies were reluctant to book space,
because other persons booking space had ;;;.trouble in meeting commitments.
This was due largely to the activities of manufacturing companies who
did their utmost to thwart the delivery of tractors destined for the

Ontario market.

I would like to state that we ;===; are most disappointed with
the slowness tractors are handled in the Port of Toronto. A Shipment
arriving on a Thursday was not available for delivery to the customer
until the following Friday and Saturday week. Three units were carried

over to the following Monday. Farmers were charged an extra %10
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per unit for weekend clearance through customs.

It seems hard to
Justify this slowness.
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EXHIBIT 6-1
Bominion of Canada Jn the matter of
PROVINCE OF ONTARIO
COUNTY of
BRUCE
TO WIT
3, PATRICK F. JACKLIN
of the Township of Brant in the
County of Bruce, Farmer,

Bo Solemnly Beclare that
i N On March 10, 1969, I assisted James W. Jacklin to unload

twelve Ford tractors and one International tractor from the freight

yards in the Hanover CNR freight yards, which tractors were shipped to

Hanover from Manchester, England.

2% On arrival the serial numbers on the said tractors were

concealed by means of a steel plate welded over the same. While the
said tractors were being unloaded by me a represenative of the Ford
Motor Company came to the yard and attempted to find and record the
serial numbers of each of the said tractors but was unable to do so

because of the steel plates which were securely welded over the said

serial numbers.

3 The next morning, March 11lth, on inspecting the tractors I
found that a number of the said steel plates concealing the serial

numbers had been pried off.

And I make this solemn declaration conscientiously believing it to be true and know-
ing that it is of the same force and effect as if made under oath, and by virtue of the
Canada Evidence Act.

DECLARED before me at the Town

of Chesley
in the County
of Bruce
this 9th day of April
19 g9

A COMMISSIONER, etc.
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EXHIBIT 6-2

Bominion of Canada In the matter of
PROVINCE OF ONTARIO

COUNTY of
BRUCE
TO WIT
J, JAMES W. JACKLIN
of the Township of Brant in the
County of Bruce, Farmer,

Bo Solemnly Beclare that

15 On March 10, 1969 I unloaded twelve Ford tractors and

one International tractor from the freight yards in the Hanover

CNR freight yards, which tractors were shipped to Hanover from
Manchester, England.

2. On arrival the serial numbers on the said tractors were
concealed by means of a steel plate welded over the same. While the
said tractors were being unloaded by me a representative of the Ford
Motor Company came to the yard and attempted to find and record the
serial numbers of each of the said tractors but was unable to do so
because of the steel plate s which were securely welded over the said
serial numbers.

3. The next morning, March 1llth, on inspecting the tractors
I found that a number of the said steel plates concealing the serial

numbers had been pried off.

And I make this solemn declaration conscientiously believing it to be true and know-
ing that it is of the same force and effect as if made under oath, and by virtue of the
Canada Evidence Act.

DECLARED before me at the Town

of Chesley
in.the County
of Bruce
this 9th day of April

19 69

g : A COMMISSIONER, etc.
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EXHIBIT 7

5th Floor, 387 Bloor St. E., Toronto 5, Ontario Telephone 921-8989

Ontario
Federation of
Agriculture PURCHASE ORDER

(PLEASE PRINT CLEARLY)

Purchaser’s NAINE ..........ccooiiiiiiiiiiee e
AQATSS oo
TElEDNONE sovimsumssasmsumsas s 5 TR tamennans snne osasen g sasssasmi omaenass fo s somtoms sHREAESSEORT S HS S

The purchaser agrees to purchase the following equipment (hereinafter called the equipment)
in accordance with the Procedure and subject to the Terms & Conditions stated in this order.

Part Quoted

Model Number Description Price
The above quoted price is FOB ... . and includes all charges and expenses
incurred in delivering the equipment to ... . including — commissions,

service charges, insurance, wharfage, ocean transportation, Seaway tolls, land transportation
to Toronto or Montreal if required — and is subject to increase as a result of an increase in

the list price of the equipment in the United Kingdom or a change in the exchange rate of the
British pound sterling.

If an increase in the above quoted price occurs, the purchaser will pay the Federation the

amount of the increase, within ten days after the Federation notifies the purchaser of the
amount of the increase.

SEE REVERSE SIDE FOR PROCEDURE AND TERMS & CONDITIONS
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EXHIBIT 7 (Continued)

PROCEDURE

. The Ontario Federation of Agriculture (hereinafter called the Federation) will endeavour
to arrange for purchase of the equipment in the United Kingdom from a farmer there.
The Federation has been informed that equipment dealers in the United Kingdom may be
unwilling to sell equipment to Canadian farmers.

. The Federation will deposit the purchaser’s cheque in a special deposit account and will
pay the United Kingdom farmer for the equipment when the equipment is delivered by
him to the Federation’s shipping agent in the United Kingdom.

. If the Federation is unable to arrange for the purchase of the equipment, the full amount
of the quoted price will be returned to the purchaser.

TERMS & CONDITIONS

. As the equipment will not be purchased from a dealer, the purchaser will receive no
warranty of any kind and the quoted price does not include any service on the equip-
ment in Canada.

. The Federation will notify the purchaser of the date on which the equipment will be
cleared through Customs at the port of entry into Canada and the purchaser will take
delivery of the equipment on that date.

. If the purchaser fails to take delivery of the equipment on the date notified by the
Federation, the purchaser will reimburse the Federation for any charges or expenses
incurred by the Federation as a result thereof.

. The Federation will effect insurance on the equipment while the equipment is in transit
on the boat from the United Kingdom to Canada.

. The purchaser, which term includes his heirs, executors, admiaistrators and assigns, doth
hereby remise, release and forever discharge the Federation, its successors and assigns,
from all manner of actions, causes of actions, claims or demands which the purchaser ever
had, now has or can, shall or may hereafter have against the Federation for or by reason
of or in any arising out of any act or omission of the Federation in arranging or
endeavouring to arrange for the purchase of equipment by the purchaser from a farmer in
the United Kingdom.

for The Ontario Purchaser
Federation of Agriculture
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ROYAL COMMISSION ON FARM MACHINERY

PRESS RELEASE

OTTAWA -- Direct federal government action to reduce
tractor prices in Canada below the discriminatory, artificial
levels now maintained arbitrarily by a few large multi-national
corporations who dominate the Canadian market was recommended
today in a special report by the Royal Commission on Farm

Machinery.

The Commissioner, Dr. Clarence Barber of Winnipeg,
said in his report that Deere and International Harvester are
acting as North American price leaders with U.S.-built tractors
that provide them with "very substantial" profits. He said
Ford and Massey-Ferguson operate under this price umbrella with
tractors built in lower-cost, high-volume British plants and
which therefore yield "very handsome profits" that are higher

in Canada than in Britain.

One result was that, in the 1966-67 selling season, a
tractor manufacturer could get on the average $1,881 more at the
wholesale level for a 60-75 horsepower British-built tractor sold
to a Canadian farmer than when the identical tractor was sold to
a British farmer. The difference was $876 on a 45-60 horsepower
tractor and $418 for tractors under 45 horsepower. After
devaluation of sterling in 1967, these price differences widened
and, in the 1968 selling season, average dealer prices for various
tractors in Britain ranged from $837 to $2,287 lower than in
Canada. For larger-horsepower tractors, most of which are built
in the United States, prices at that time were generally lower in

North America than in Eurcpe.

Dr. Barber said that undoubtedly some part of the higher
Canadian prices for the lower-horsepower tractors is explained by
the additional costs of shipping, serving the dispersed Canadian
market, and other factors. But this accounted for only part of
the differences. It was estimated that one third of the difference
was due to higher profits in Canada than in Britain, made possible

by the industry's artificial separation of the two markets.



Moreover, the report revealed that while sterling
devaluation in late 1967 should have narrowed the price gaps,
the manufacturers in fact increased their sterling prices to
their Canadian wholesale subsidiaries by the full extent of the
devaluation. Thus the pricé gap widened -- wholesale dealer
prices that were 18 to 38 per cent lower in Britain than in

Canada in 1967 were 30 to 45 per cent lower by 1968.

Dr. Barber said that while "conspiracy may be too
harsh a word" to describe this action by manufacturers -- an
action which largely circumvents the British purposes for
devaluation -- the data suggest "at least a tacit agreement"
to maintain Canadian prices, thus denying Canadian farmers the
lower prices that would otherwise result. The Commission
estimated this decision increased the sterling profit margins of

the manufacturers by two to three times.

If Canadian farmers had been able to import tractors
directly from British dealers or agents, they would have saved
an estimated $8,600,000 in 1967 on all tractors up to at least
60 horsepower, even after paying their own ocean and domestic
shipping costs, the Commission estimated. After devaluation in
1968 the saving wouldlhave been $14,900,000. The 1969 saving
would be similar to that in 1968 -- perhaps slightly smaller since

the volume of sales was likely lower in 1969.

However, the Commission found evidence that the manu-
facturers have recently sought to prevent tractors moving from
the lower-priced British market to the artificially high-priced
Canadian market. All major British tractor manufacturers -- Ford,
Massey-Ferguson, International Harvester, David Brown and British
Leyland Motors (Nuffield) -- have inserted clauses in their dealer
agreements to prevent the dealers from directly exporting new

tractors or selling them to someone who would.



Although the Ontario Federation of Agriculture suc-
ceeded up to mid-April 1969 in importing about 150 British-
made tractors for its farmer-members and is still importing
some, it was encountering more difficulty. The Commission's
own investigations detected among British dealers "consistent
undercurrent of fear of exposure to some overriding power of

the manufacturers".

In one case described by the Commission, manufacturers'
representatives turned up to view the OFA's unloading of 13
British-built tractors at Hanover, Ontario, last March 10.

Twelve tractors were of one make; three of these were disguised
as "used" -- old oil in the crankcase, and hour-meters altered
to show 1,000 hours of use -- and nine others had plates welded
over the serial numbers in an effort to protect the British
suppliers. The company representative for this one make com-
plained that he couldn't see the serial number. The next
morning, it was discovered that a number of these plates had

been removed -- a task heavy enough to have required a wrecking bar.

The Commission's report emphasized that all of the
actions taken by the manufacturers to prevent such tractor exports
to Canada at British prices had occurred in Britain, outside the
jurisdiction of the Canadian government. This is a key consider-

ation in the Commission's recommendations.
The Commission observed:

"To an important degree, these multi-national corpo-
rations are independent of the national authority of individual
countries. At the present time, no international authority exists

which can exercise control over them.

"For a country such as Canada, whose industry and trade
is very largely in the hands of large multi-national corporations,
the independence with which these companies operate has far-

reaching implications."



Dr. Barber said the federal government "should
deliberately set out to achieve a lower level of tractor prices

for Canadian farmers".

"Its longer run goal should be a level of tractor
prices that adequately reflects both the lower production costs
which currently prevail in Britain and the additional cost

reduction that accompanies larger volume production.

"Tt should also look for a greater price reduction in
percentage terms on the larger horsepower tractors than on the
lower horsepower models. The goal here should be a set of tractor
prices that more closely reflect relative production costs."

However, the Commission noted that all wheeled tractors
now sold in Canada are imported with the exception of some large
four-wheel-drive tractors built by Versatile in Winnipeg. And all
of the suppliers of the Canadian market with the exception of

Massey-Ferguson have their head offices outside Canada.

Thus the government would be "almost forced into the
position of negotiating directly with the multi-national corpo-
rations involved if it wishes to achieve any change in the
situation", Dr. Barber wrote. "No step short of this is likely

to achieve the required results."

As a number of possible steps that the government might

want to consider, Dr. Barber suggested:

1. The government should ask the parent companies for
assurance that tractors will not be priced in Canada at levels
that give the companies higher profits than when the same tractor
is sold to a British farmer. If the companies abided by such a
practice, an immediate reduction in many tractor prices would

result.



2. The government should ask the companies concerned,
particularly the larger ones with European sources of supply, if
they are prepared to establish prices in Canada that are more in
line with the costs incurred in their larger volume European

operations.

3. The government should ask the Combines Investigation
Branch to review the Commission's findings and discuss them with
their counterparts in the United States, Britain and other
countries, "with a view to possible action".

4. The government might wish to discuss with the
British government the steps taken by the manufacturers to prevent
Canadian farmers from importing tractors directly from Britain.
In this connection the Commission noted that the restrictive
clauses in the companies' agreements with their dealers were of
the kind that normally would be reviewed by the British Board
of Trade.

5. If the companies are unco-operative, the government
may wish to negotiate with some low-cost producers not now in the
Canadian market. For example, a Czechoslovakian tractor -- the
Zetor, produced in the Skoda works at Brno -- has captured a
significant share of even the lower-priced British market, and
has been tested by an independent testing agency in the United
States.

6. Similarly, the government might want to approach
Japanese manufacturers, who now market small tractors, "to see
whether they would consider moving into the world tractor
manufacturing business in a major way, producing large horsepower

tractors as well as small".

7. If substantial differences persist between prices
at which the manufacturers supply tractors to Canadian and other
wholesale subsidiaries, the government might consider imposing a
"reverse dumping duty" -- a levy equal to 100 per cent of the amount
by which the price to the Canadian wholesaler exceeds that charged
to the equivalent selling organization in the country where the

tractor was built.
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"Because such a proposal is far-reaching and could be
applied to a wide range of products beyond farm machinery, its
implications would need to be studied carefully before it was
implemented", Dr. Barber said. "It is put forward here for the

government's consideration."

The Commission's Special Report on The Prices of
Tractors and Combines in Canada and Other Countries is to be

followed in several months by the Commission's Final Report.

Dr. Barber, head of the Department of Economics at
the University of Manitoba, was appointed by the federal govern-
ment in May 1966, to study the costs of farm machinery and
repair parts. In particular, the government requested him to

consider and report on

(1) the factors affecting the price to the user of
agricultural machinery and equipment and parts
in Canada including full reference to the impact
of financing, distribution and servicing costs
on the total price of the user;

(2) the costs to the user of agricultural machinery
in Canada as compared with the costs of similar
egquipment to users in other countries, both in
absolute terms and in relation to total costs;

(3) the present and prospective competitive position
of the Canadian agricultural machinery industry
in Canadian and in export markets as compared
with agricultural machinery industries in other
countries, including an examination of research
and development activity and its relationship to
the establishment of new facilities in Canada;

(4) the historical and present relationship between
the price and the productivity of agricultural
machinery;

(5) measures that would contribute to the expansion
of efficient production of agricultural machinery,
the attainment of technological advances,; the
improvement of distribution, financing and
servicing facilities and the enhancement of the
industry's competitive position so that Canadian
farmers would be ensured most favourable prices
for, and availability of, machinery and parts.



ESTIMATED WHOLESALE PRICES, COSTS,
AND PROFITS FOR VARIOUS DIESEL TRACTORS
SOLD IN CANADA -1968-
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PROFITS AND PRICES HIGHER IN CANADA ON IDENTICAL
TRACTORS -- Manufacturers' profits are generally
higher in Canada than in Britain for identical
tractors, the Royal Commission on Farm Machinery

has reported. The Ford and International
Harvester tractors covered in the chart are made
in Britain. The Massey-Ferguson tractors are

assembled in Detroit from British components.
The price and profit differences shown above are
even larger than they were in 1967, before the
British pound was devalued -- a move that should
have reduced the Canadian selling prices of
British tractors.
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"BIG FOUR" SHARE HALF WORLD TRACTOR OUTPUT =--
Massey-Ferguson, Ford, International Harvester
and Deere accounted for over 50 per cent of total
production of wheeled tractors in the non-
Communist countries in 1966. Total production
that year was over 800,000 units. Data published
by the Royal Commission on Farm Machinery also
show that the United States accounted for about
one-third the total output in 1966 with 27,000
units, followed by Britain with 210,000, West
Germany 101,000, France 65,000, and Italy 49,000.
The major companies do not produce wheeled
tractors in Canada.
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CANADA RANKS THIRD IN COMBINE PRODUCTION -- The
Royal Commission on Farm Machinery estimates that
about 125,000 combines were produced in the non-
Communist world in 1965, The United States
turned out 38,000, West Germany 31,000, Canada
15,000, Belgium 9,000 and Sweden 5,000. In 1967
Canada exported 11,629 combines, and imported
5,365 == of which 318 came from West Germany, one
from Sweden, and the rest from the United States.



