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Update on Changes Made in Market Policy for the 
Supply Managed, Grain and Oilseed and Red Meat Industries 

1.0 Introduction 

Since our last report, there have been several things that have happened in agricultural 
and agri-food policy. Just after the 1993 federal election, the Minister of Agriculture set up a 
task force to assist the supply managed industries in their transition under the new GATT rules. 
The Regulatory Review has just about come to an end. This has implications, at least, for 
deregulation of grading and re-regulation of meat inspection. The 1995 federal budget has put 
an end to the Western Grain Transportation Act. 

There are two key factors driving the agri-food policy agenda: liberalizing of trade in 
agricultural and food products, and the de,clining fiscal capacity of governments. The effects 
of these two factors are already apparent in the outcomes on the foregoing issues. 

The major objectives of the policy making processes are to make the Canadian agri-food 
sector more responsive to market forces, more self-reliant, more efficient and to increase the 
value added to farm products. In order to achieve these objectives, both industry and 
government recognize that there needs to be improved vertical relations between food processors 
and farm marketing boards. 

The purpose of this report is to update the Bureau of Competition Policy on the progress 
of the processes and their outcomes, and to assess their potential effects on competition in the 
sector. In order to accomplish these objectives, each of the processes is described, as is the 
intended end point. 'Then accomplishments to date are outlined and the potential final outcomes 
are defined. Finally, the potential effects on the relevant industries are assessed. 
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2.0 Development of Second Generation Supply Management 

This process was initiated shortly after the GATT negotiations were completed. The 
intent was to assist the supply managed industries to evolve to a so-called second generation, and 
to adapt to the coming freer trade environment. 

2.1 Description of Process 

The process was initiated in February 1994, when the federal minister asked his 
parliamentary assistant, Lyle Vanclief and four others to establish a task force on orderly 
marketing. It's major focus was to define a new framework for sustainable orderly marketing 
and to establish a dispute settlement mechanism in the poultry and egg industries. 

Its work was done by setting up working groups for each industry.  Bach  included 
representation from the vertical marketing chain (food service, retail, primary and secondary 
processors), and geographic representation. Each working group defined its own process, but 
worked toward a deadline of late 1994, when the overall task force needed to make a final 
report. 

• 

The specific mandate of the Task Force was to: 

- provide an opportunity for fair returns to efficient participants in the sector; 

- develop a fully market responsive sector, from production to consumption 

- enhance competitiveness 

- provide for the orderly removal of barriers to progress 

- ensure that all stakeholders play an appropriate role in decision-making 

- manage fairly the resolution of the regional transition 

- stimulate growth and investment in the sectors. 

2.2 Accomplishments to Date 

The progress of the dairy, poultry and egg committees is described below. 

2.2.1 The Dairy Industry 

Two main issues or objectives have animated the process for millc and dairy products: 

- By August 1, 1995, Canada must meet export subsidy reduction commitments and 
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ensure that no export subsidy as defined under Section 9 (1) of the GATT Agreement 
on Agriculture is applied to milk and processed products shipped to the U.S. 

- At a minimum, there is a need to ensure - at both the federal and provincial levels - 
that legislation, regulations and programs are GATT and NAFTA consistent. 

Progress to Date 

The following highlights the activities and considerations of the dairy industry committee. 

In June 1994, Ministers directed the dairy committee to undertake an analysis of the 
benefits and disadvantages of all  alternatives, including pooling of returns. 

In October 1994, the dairy committee made the following recommendations: 

(1) endorsed price discrimination as a mechanism to allow exporters to remain 
competitive in the U.S. market without the use of levies; 

(2) implement a pooling of market returns of all milk classes; this method is considered 
to be equitable and GATT acceptable. Any form of pooling must be done by August 
1, 1995 to ensure harmonization between provinces on such issues as milk 
classification and pricing, the establishment of a multiple component pricing system 
and a national system for over quota declarations. 

(3) development of coordinated allocation mechanisms to facilitate processor access to 
all Canadian milk supplies across the country. 

A special subcommittee was formed to negotiate the many issues that emerged from the 
discussions on the dairy committee's recommendations. It was composed of a four-person 
delegation from every province, including Newfoundland (2 spokespersons and 2 advisors). The 
National Dairy Council of Canada, Dairy Fanners of Canada, the Consumers Association of 
Canada and the Secretary of the Task Force on Orderly Marketing have observer status. 

In December 1994, the negotiating subcommittee unanimously approved: 

- uniform methodology for multiple component pricing in provinces using this 
pricing mechanism; with a formula being created to achieve consistency for 
provinces not on MCP 

- end use pricing using components as the basis of calculation of milk utilization 

- a uniform classification system for sales of milk. 



On February 27, 1995, the dairy industry's adjustment problems were increased because 
the federal finance minister announced that the federal dairy subsidy will be reduced by 30% 
over the next two years. The subsidy of $5.43 per hectolitre will be cut by 15 % in each of the 
next two dairy years, beginning August 1, 1995. The total subsidy expenditure is forecast to 
decline from $228 million in 1994-95 dairy year to $183.8 million in 1995-96, and $159.6 
million in 1996-97. 

The most recent information is that there will not be a single national pool on August 1. 
All the provinces agreed except B.C., Alberta and Saskatchewan. Hence there will be two pools 
as of August 1. The principle of price discrimination has apparently been accepted within the 
industrial milk category. Pooling will  be done within the industrial category, but not between 
the two. There is an intent to continue negotiations and to move toward a single pool by August 
1996. 

Potential Outcome 

The industry will eventually move to a single pool with price discrimination because it 
will have no choice. However, it is not clear when it will occur. A good deal of discrimination 
is already taking place in the industrial category for end uses that are no longer protected in the 
industrial market, and for a few export development opportunities. However, there will continue 
to be resistance, so the timing of the move to complete price discrimination and pooling is not 
clear. A number of members of the dairy establishment are resisting the discrimination concept 
because of the fear it might lead to a loss in political  and, therefore, domestic market power. 
The argument is that if the industry exports at prices well below the domestic market price, then 
the domestic market might decide that it deserves to be served at the lower price. This could 
lead to an erosion in support of the industry's long standing right administer prices in the 
domestic market. 

2.2.2 Eggs 

The main issues that have animated the process for the egg industry are: 

- Changes to the levy system 

- At a minimum, there is a need to ensure - at both the federal and provincial levels - 
that legislation, regulations and programs are GATT and NAFTA consistent. 

Progress to Date 

The following highlights the activities and considerations of the egg industry committee. 

In June 1994, Ministers directed the Sectoral Advisory Group for Eggs (SAGE) to 
"submit a final report for approval by Ministers, based on principle that consumer responsibility 

• 

4 



for financing the domestic egg market shall be at an equal level across Canada, while assuring 
stability of provincial markets." 

Following extensive discussions, the egg committee developed a framework for a new 
Federal-Provincial Agreement (FPA) which is commonly referred to as the "SAGE Agreement". 
The principal components of this agreement are: 

(1) Composition of Board of Directors. 

The Canadian Egg Marketing Agency's board of directors will consist of one producer 
representative from each province and four industry stakeholder representatives. Two of the 
industry stakeholder representatives will be from the Canadian  Poultry and Egg Processors 
Council (CPEPC) and the other two will be from an upstream and a downstream industry. Note 
that a representative from the Canadian Hatchery Federation (CHF) will occupy one of the four 
stakeholder seats. 

(2) Revisions to the Rules Governing Levies. 

(a) Surplus Removal. Levies for industrial removal will be capped for five years up to 
a maximum volume equal to 1994 domestic industrial product sales (4.4 million boxes of eggs), 
or 10 cents per dozen. The volume would be adjusted to reflect any changes in the table egg 
market under the Tariff Rate Quota (1 1(Q) system. 

(b) Administrative Levy. An administrative levy of 2.5 cents-per-dozen will be used 
at the discretion of the Directors to cover administrative, consumer education and promotional 
expenses. The amount will be recognized as a recoverable charge and will be inclùded in the 
CEMA buy-back price. 

(3) Over the Cap Production. 

Income balancing over the cap will be provided by provinces according to the provincial 
historic share of surplus production, unless the additional product results from a drop in table 
market sales; in that case, income balancing by provinces will be shared on the basis of a 
separate formula. 

Additional production beyond the cap will be permitted only in response to an identified 
industrial market need. The criteria for this category are not available in what has been 
released. 
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(4) Pricing. 

(a) Pricing Responsibility. The provincial egg marketing boards will continue to set 
their own prices for table eggs of different sizes and grades. However, the price at which the 
Agency will offer to purchase surplus product will continue to be based on the COP of each 
respective province plus 2 cents per dozen. This buy-back price establishes an effective pricing 
bench-mark. 

(b) Price Pooling and Price Discrimination. CEMA will now pool revenues from egg 
sales into a single account and distribute them to the provinces through the "buy-back" program. 
There are four different categories of eggs in the pool. One is the table egg price and the others 
are industrial prices. The three categories of industrial prices are: 

Breaker Price. The price to be used as the basis for contractual and other sales to 
breakers will be set using the current Urner Barry pricing formula plus 5 cents Cdn 
beginning Ianuary 1, 1995. This price may be renegotiated to maintain its relationship 
with the landed cost of U.S. product. 

Discount Price. Customers who agree to take additional. product (reduce CEMA's 
inventory) will be charged a discounted price. This is apparently for processing eggs in 
excess of a manufacturer's normal requirements when CEMA has a substantial surplus. 

Spot Market Sale Price. Eggs that are in excess of the needs of the table and contracted 
industrial markets are available from time to time due to seasonality of the shell egg 
demand in Canada. CEMA sells this excess product at negotiated prices, reflecting 
market value. 

(5) Cost of Production Formula. The egg committe-e recommends the reevaluation of the COP 
formula before a new survey is undertaken. 

(6) Term of the Agreement. The SAGE agreement will be wrapped into a new FPA with a 
five year sunset clause. In the third year, a signatory declaration will be sought signal ling any 
intent to opt-out, renegotiating or renew the agreement at the end of the 5-year period. 

In December 1994, this framework was put before the Federal, Provincial and Territorial 
Ministers responsible for agriculture.  They  recommended that the agreement be implemented 
January.  1, 1995. 

The SAGE agreement was implemented January 1, 1995. Unfortunately, the components 
of the agreement will not become law and replace the old Federal-Provincial Agreement until 
October or November 1995. 
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One element of the SAGE Agreement is being contested by the National Farm Products 
Marketing Council ('NFPMC).(footnote) They rejected a levy order incorporating a fully 
recoverable 2.5-cent-a-dozen administration levy. They do not want 0.5-cents of it to be 
included in the levy becaiise they feel that advertising expenses should come from the 
administrative budget an d not directly from producers. 

(footnote)- NFPMC Act "responsible in levy order in Act is to review levy order and ensure that 
is required for review of marketing plan. 

Another element is that, effective January 1, 1995, export subsidies for eggs and egg 
products were removed. 

2.2.3 Chicken 

The main issue that has slowed the reform process for the chicken industry in Canada 
is that some of the provinces, particularly the Atlantic provinces and Newfoundland, have not 
been able to accept the Agreement in Principle. There is strong resistance to change and there 
is a feeling that the Agreement in Principle is being forced upon them by the larger provinces. 

Progress to Date 

The following highlights the activities and considerations of the chicken industry 
committee. 

In July 1994, the Ministers directed the CCMA to reach a national consensus by August 
12 within the producer community on the national allocation and pricing agreement. 

In August 1994, an Agreement in Principle was reached and put into effect on an interim 
basis. The CCMA has set the allocation for Period 1 and 2, 1995, based on the principles of 
the agreement. The major elements of the Agreement in Principle are summarized below: 

- 6 year agreement reviewed annually, involving ten producer boards 

- provincial determination of processor market requirements at acceptable producer _ 
prices 

posting of financial commitments by processors (1 week of slaughter) to support 
their market requirement numbers 

Quebec and Ontario best efforts to reach agreement on price; other provinces best 
efforts to price no lower tha.n Central Canada, less transportation cost 

the Agency has estab lished a new allocation base for 1995 which exceeds the 1994 
allocation by approximately 20%; allowable provincial periodic production increases 
are capped at 8% with the possibility of applying to CCMA for production over that 
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cap; NFPC to arbitrate appeals to have the cap increased if refused by CCMA 

underproduction and overproduction penalties 

representations by CCMA to address, with the federal government, "federal policies 
affecting the cost of feed that restrain Newfoundland's ability to compete." 

In September 1994, the chicken committee submitted a Transmission of Progress report 
to ministers. It indicated their intention to fu lly implement the allocation agreement with the 
setting of Period 3, 1995 allocation. 

In December 1994, an update on the status of the Memorandum of Understanding 
between the CCMA and the provincial marketing board was submitted to the Federal, Provincial 
and Territorial Ministers of agriculture. The Ad Hoc Committee made the following 
recommendations to the Ministers: 

in light of the fact that requesting immediate changes to the system as it is evolving 
would result in no agreement, provinces should agree that the system as reflected in 
the Agreement in Principle, be given a chance to work; 

ask the CCMA to consider the need for the introduction of additional safeguards and 
additional discipline to the system by the 1995 annual review or earlier if warranted; 

ask the CCMA to establish a Market Demand Committee, to operate strictly on an 
information basis, to foster a better information flow between stakeholders respecting 
the determination of market requirements and to ensure continued dialogue between 
stakeholders on means of enhancing partnerships; 

ask the CCMA, in consultation with industry, to develop an export policy in 1995; 

request a framework for amending the FPA by july 1995, hicluding specific 
proposals on Board of Director composition and the future role of the COP formula. 

The Memorandum of Understanding was scheduled for ratification by December 15. 
However, this did not occur. 

Since the December report to the federal, provincial and territorial Ministers of 
agriculture, two chicken committee meetings have taken place - one in January and the other in 
March. Both meetings were held in camera to help ensure that sufficient progress is reached. 

As a result of these deliberations, the chicken committee agreed to an over production 
penalty settlement procedure which will come into effect on May 7, 1995. Further deliberations 
also took place on the possible implementation of safeguard measures. These include measures 
to maintain chicken production in all provinces; and indicators to help fine tune market 
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requirements so that the industry does not find itself in conditions of over supply as it is now. 

These are still several other areas of conflict in the industry which must be resolved. 
These are discussed in further detail below. 

Areas of Conflict 

• 

(1) Composition of the Board of Directors of CCMA. Since 1990, the Board has consisted 
of ten producer representatives and two Governors in Council, one independent processor and 
one representative from food service. The CCMA by-laws do not allow alternates for non-
producer members. Most of the upstream organizations believe that there should be more 
upstream representation on the Board. The Canadian  Poultry and Egg Processors Council 
(CPEPC) argue that for the industry to flourish, it can only do so through partnerships. They 
argue that processor representation on the board should be expanded to four. They would also 
like the ability to name alternates and to provide staff support. The Canadian Council of 
Grocery Distributors (CCGD) recommends that a further processor, a retailer and a food service 
representative be part of the board. Similarly, the Further Poultry Processors Association of 
Canada (FPPAC) would like to see the board expand to sixteen members, including one further 
processor and other downstream stakeholders with alte rnates. Likewise, the Canadian Restaurant 
and Foodservices Association (CRFA) advocates the inclusion of a food service representative, 
the use of alternates and the addition of a distributor/retailer. However, they are faced with 
the argument that with the new "bottom-up" system there is significant processor involvement 
at the provincial level in negotiating price and volume. Therefore, it would be redundant to 
have further representation at the Board of Directors level of the national agency. 

(2) Future role and responsibility of the COP formula. There is general agreement that the 
COP formula should be maintained and should serve as a guideline in establishing prices. 
However, downstream stakeholders have serious concerns with respect to the ownership of the 
national cost of production formula by producers and the methodology used. To date, this issue 
has not be,en addressed by the chicken committee. It is slated on the agenda for the July 1995 
meeting of the chicken committee. 

(3) Stability and Market Shares. The new production allocation system is radically different 
from the old system. The old system is described as a "top-down" system in that the national 
production volume decisions were made by the CCMA in consultation with industry 
stalceholders. Each province would be awarded its share of the national production volume 
based on historical share and changes in market demand. Under the new system the provinces 
and processors negotiate the market requirement and price. The provincial agencie,s then inform 
the national agency such that the national number is determined from the "bottom-up". Note 
that as of July 9, 1995 every province will be operating on the same allocation period basis (eg. 
eight week rolling periods). 



There is also- concern, particularly from Newfoundland and the Atlantic provinces, that the 
chicken industry will move to a single price system across the country. They fear that this wiLl 
force higher cost producers out of the industry. 

(4) Competitiveness in Relation to Feed Costs.  Parler in the chicken committee deliberations, 
Newfoundland and the Atlantic provinces expressed concern that without access to lower priced 
feed they would not be efficient livestock producers. As a result of the February 28, 1995 
Federal Budget, the Feed Freight Assistance (FFA) program is scheduled for elimination on 
October 1, 1995. However, an industry adjustment fund has been set up. Mr. Fernand 
Robichaud, the Secretary of State for Agriculture and Agri-Food, with support from the 
Livestock Feed Bureau, has been instructed to consult with industay stakeholders to come up 
with some alternative long-term uses for the funds available during the remainder of the 10-year 
phase-out. To the best of our lmowledge, Mr. Robichaud has already held meetings in at least 
three Atlantic provinces and is expected to make recommendations to the Minister at the end of 
the spring. 

(5) Interprovincial Consistency between Board/Processor Agreements. Processors, according 
to the MOU are required to post bonds to give credibility to their stated market requirement. 
Many of the provinces resisted but the issue was resolved in December 1994. For example, 
Newfoundland felt that, with only one processor who is a Crown Corporation, it would be 
redundant for them to have to post a bond. Other provinces felt that it was up to the provincial 
marketing boards to make acceptable arrangements with processors and that these arrangement 
could differ from province to provinces. Processors in Ontario, on the other hand, have been 
posting bonds since March 1994. This was part of the Memorandum of Understanding between 
the Ontario Chicken Producers' Marketing Board and the processors. 

(6) Arbitration of Differences. The CCMA and the provincial marketing boards have agreed 
to make the decision of the National Farm Products Marketing Council (NFPMC), regarding the 
arbitration of appeals for production over the cap, binding. 

- (7) Market Demand Committee. The development of a Market Demand Committee has drawn 
considerable criticism. Given that the Supply Management Committee was abolished and that 
further processors wanted to have more input at the national level, it was proposed that a new 
committee be established that would assume the role of providing information. It is proposed 
that this committee be composed of four representatives from the CPEPC, a further processor, 
a quick service industry or CRFA chicken representative, and a CCGD representative. 

Ontario, in particular, has resisted the whole notion of a Market Demand Committee. They 
reason that with the new "bottom-up" system of production allocation, industry stakeholders  (cg.  
further processors, fast food groups, hatcheries and consumer representatives) are consulted on 
a regular basis to discuss their requirements one week prior to the volume and price negotiation 
meetings with processors. 
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(8) Newfoundland and Nova Scotia. In a separate report, producers from Newfoundland and 
Nova Scotia asked for the imposition of the disciplines of Article XI on the chicken industry and 
that there be a mandated transitionary period from the old to the new system utilizing a six year 
time frame until the next round of the GATT/WTO. 

Nova Scotia have held a producer vote to ask producers whether they wanted to opt out of the 
national agency. Producers in Nova Scotia voted in favour of belonging to the CCMA. Many 
viewed this vote as a stalling tactic. 

Newfoundland using feed costs as their means to delay the process. 

(9) British Columbia. In a producer vote held in October, a majority indicated that they would 
like to rejoin the national agency. This has also contributed to a delay in process. 

Potential Outcome 

Progress of the Task Force chicken committee has been quite slow to date as there has 
been resistance on a number of issues. In our assessment, the situation is actually quite volatile 
and without the implementation of some safeguards Newfoundland and Nova Scotia, and possibly 
some other provinces, will not buy into the new market requirement allocation system. 

In regard to the Board of Director membership, we believe that industry stakeholder 
representation will be maintained even though this may be redundant given the implementation 
of the new "bôttom-up" system of production allocation. However, a decision must be made 
in regard to the actual composition of the Board. Once this is made and there is consent from 
all the signatories, the FPA can be amended. This likely will not occur until late 1995 as we 
indicated in the previous section. 

The future role and responsibility of the cost of production formula in assisting the 
chicken industry in adapting to the post-GATT market environment will be dealt with at the July 
meeting of the chicken committee. The following questions need to be addressed: 

Should they serve only as barometers of industry economic well-being, or can they 
continue to play a more prominent role in system operations in the future? 

T  

Should they serve as targets or standards of efficiency which the industries should 
strive to achieve for producers as a whole? 

Can survey work be done more effectively and efficiently? 

Can a permanent "independent agency" be established for data collection? 

Can techniques for on-going updating be improved? 
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In regard to Newfoundland and the Atlantic provinces' concern over feed costs, there are 
alternatives that the chicken industry committee should consider. For example, the Canada 
Grains Act could be amended to allow these provinces to import feed grains and possibly other 
lower priced feed ingredients from the U.S. or other world markets. 

In April 1995, the CCMA is proposing two alterna tives to the Market Demand 
Committee concept. This first alternative is the implementa tion of a "Market Outlook Panel" 
which would be a forum to provide downstream processors the opportunity to look at factors 
affecting demand (eg. competing meats). This information could be provided to the provinces 
prior to their negotiations with processors. The second alternative is for the industry to hold an 
annual market outlook conference which would provide more futuristic forecasts of where the 
industry is going. This, of course, was done in the past by Agriculture Canada. That 
organization has also provided considerable forecasting support to the supply managed indust ries. 
Hence it is not clear what this would accomplish. The agency's expertise and the government's 
expertise is already available and it is unlikely that private firms would be completely open about 
what is clearly proprietary information about their future intentions. 

Before the Agreement in Principle can be formally put into place, amendments need to 
be made to the CCMA Proclamation, the provincial Chicken Marketing Plans and the FPA. 

2.2.4 Broiler Eiatching Egg Industry 

Progress to Date 

The following highlights the activities and considerations of the broiler hatching egg 
industry committee. 

In July, 1994, the Ministers clire,cted: (1) the provinces to develop proposals to regulate 
hatcheries along the lines of the Ontario legislation or by some other means that would give the 
same effect; and (2) the broiler hatching egg committee to examine new methods of determining 
supply at the provincial level. 

(1) Hatcheries Regulation 

In an era of deregulation it seems contradictory to move towards the• imposition of 
regulation in an industry. Ontario and Quebec are both satisfied with the way they do business. 
The other member provinces, Manitoba, Alberta and B.C. only began their deliberations late in 
1994. B.C. released a study in January/February on linkages in the broiler hatching egg 
industry. 

• 
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(2) Determination of Supply • In November 1994, the broiler hatching egg committee met for the first time since they 
were instructed to do so. The committee agreed on the following two items: 

(1) Hatching egg and chick import quota will continue to be allocated to hatcheries on 
the basis of market share, within the context of an established quota level of 21.1% 
of domestic production. Beyond the 21.1% level, a supplementary access regime 
will  continue to apply. 

(2) Companies will be allowed to rent or sell their import quota. 

However, further progress in adapting a national allocation system is contingent on two 
issues: 

(i) Tariffs on supplementary imports. The precise nature of this supplementary access 
regime has been left up to the Ministers to determine. Producers are lobbying for the 
imposition of a tariff level set at 15% above domestic price on supplementary imports 
with the objective of encouraging domestic production. The hatcheries, however, do not 
want any tariffs placed on supplemental imports. It does not look as though this issue 
will be resolved in the near future. 

(ii) Contractual arrangements. Before changes can be contemplated at the national 
level, More progress needs to be made at the provincial level to develop acceptable 
arrangements between producers and hatcheries. 

Once discussions at the provincial level are completed and an acceptable import access 
regime is agreed upon, industry stakeholders will have to recommend changes to the federal-
provincial agreement and the marketing plan. 

Potential Outcome 

The broiler hatchery egg industry committee is not likely to come forth in the near future 
with a new framework. There is tremendous fear of what the future holds for them. They can 
only envision the U.S. model as an alternative to the current way they do business. They prefer 
to continue to operate as they are today and delay the adoption of a new industry framework. 
The broiler hatchery egg industry needs to examine models from other countries and see if any 
of these models could be adopted or modified to suit the Canadian industry. 

The relatioaships between producers and hatcheries are strained, to say the least. In 
Ontario and Québec, 40% and 70% of production is controlled by the hatcheries. Given that 
producers are only paid on saleable eggs (only on the eggs that hatch), they are placing their 
future in the hands of the hatcheries' ability to hatch and manage. There is defmitely a lack of 
trust in the hidustry. 



2.3 Assessment of Effects on Competition • 
There are several aspects of the changes in supply management that may affect 

competition in the future. Some are general and some are specific to individual commodities. 
They  are discussed below. 

Effects of GATT Tariffs 

As shown in the original report last year, the GATT tariffs are considerably higher than 
historical price differences between Canada and the U.S. This means that the tariffs provide 
more protection than the import quotas they replace, and that there is more protection than is 
needed to yield the same domestic market outcomes as was the case before the GATT 
agreement. Assuming the import duties will decline by only 15% over the six year phase-in 
period, the import duties themselves will do little to put pressure on the industries to adjust. 

The necessary condition for successful operation of the supply management systems to 
date was import controls. They resulted in strongly reduced competition from imports, thereby 
allowing the marketing boards to set and stabilize prices. In turn, the marketing boards have 
used the situation to extract economic rents that are at least partially capitali7ed into cost 
structures. In other words the regulatory entitlement is now included in the asset values of the 
industries. 

Many people expected tariffication to be the external factor that would force substantial 
change in the supply managed industries. To do this, tariffs would need to be low enough to 
threaten real competition from imported product at prices that would, in turn, reduce the 
regulatory entitlement. Once it is threatened, then asset values will have to adjust. This will 
likely be the main factor that will force real adjustment on the industries. 

As is implied from the foregoing, the tariff levels are and will be for the foreseeable 
future, far above those that will bring pressure on asset values, and therefore on the industries 
to adjust. 

It is interesting to explore briefly another implication of the tariff situation. They are so 
high that they provide considerable scope for the industries to increase domestic prices 
even more. To date, their performance in this regard is mixed. The poultry industries have not 
exploited the situation. In fact, prices have fallen relative to imported product for broilers as 
some provinces have expanded production. This is motivated, at least for some people in the 
industry, by the expectation that border protection will  eventually be eroded. They reason that 
it is better to begin the adjustment while there is protection than wait until it is lost. 

It would appear that the dairy industry has raised prices modestly at the farm level for 
the first time in several years. Moreover, early indications are that processing and retail 
margins (and, therefore, retail prices) are increasing substantially more•  than farm prices are 
increasing. 
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A final aspect of. the tariffs is that they will  be trade irritants. The U.S. is already 
pursuing a NAFTA dispute over them, and tying them to other trade disputes. If the U.S. loses 
the NAFTA dispute, it will  find other ways to harass Canada. They will likely involve products 
that we export to the U.S. If this occurs, then the effects of the tariffs may spread to other 
products. 

The Emerging Nature of Second Generation Supply Management 

In light of the foregoing, it is not surprising that the emerging new generation of supply 
management seems to look remarkably similar to its parents. The most significant thing that has 
transpired to date is the movement toward end use pricing and, therefore, price discrimination. 
But it would appear from the record that this development is motivated at least as much by the 
need to be politically correct under the export subsidy requirements of GATT, as by a real 
desire to use price discrimination as a marketing tool. Many of the changes that have been made 
are quite cosmetic (who is on the board of directors), and many of the issues that have not be,en 
resolved indicate little change in political behaviour (whole sets of provinces who hold back 
changes by refusing to agree to them). 

The movement toward wider use of price discrimination can  be significant. If it develops 
in a substantial way, it can mean a major change in the nature of supply response and the nature 
of competition in this industy. At the limit, this will give incentives for processing companies 
to develop new markets and to, at an extreme extent, to do so with dedicated suppliers. 

However, the latter will require a movement beyond pooling, or fundamental change in 
the way pooling is done so that individuals or groups can  be treated differently in terms of price 
and delivery terms. 'While price discrimination and pooling are steps forward for sOme of the 
industries, and while discrimination will allow market development to occur for products that 
are made from "plain old vanilla" commodities, will ultimately be an impediment for developing 
markets that require unique characteristics. Hence it will eventually be under pressure to break 
down or to adjust. 

Over time the process should lead to an increased supply of commodities in Canada; 
lower prices for some end uses and specific emphasis on market development lead to that 
conclusion. It will likely lead to greater rivalry and price competition among processors. At 
least at the margin in the market development process, they will be conscious about pricing to 
both their customers and suppliers. 

The remainder Of the implications refer to individual commodities. 
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Milk 
The new system may reduce barriers to entry in processing, or at least barriers to 

expansion. There have been assertions, particularly by a number of small specialty cheese 
producers, that there are untapped export markets because they cannot get access to milk. If, 
through price discrimination, they are able to obtain entry into the export market and to gain 
access to additional milk supply, they can grow and provide more competition in the domestic 
market. The extent of this benefit will depend upon the rules of access to milk supply for new 
processors. 

Eggs 

Like the dairy industry, the egg industry has moved towards a price pooling system. 
This allows CEMA to price groups of customers differently (eg. table and industrial) which is 
considered "green" under new GATT rules. However, whenever the Agency prices a product 
lower than it does in the domestic market (eg. spot market sale price), it must be cautious that 
the volume exported is not construed as being dumped into another country. 

Representation by processors and other stakeholders on CEMA's Board of Directors may 
lead to a more stable and growing domestic supply of brealdng stock. This cooperation could 
also lead to an increased ability of the industry to respond to particular market needs. However, 
as long as prices continue to be based on the COP, the resulting prices will likely be unrelated 
to either a supply or demand relationship in the market. 

Broiler Chicken 

The new production allocation system should lead to more competition between producers 
and processors in the provinces. In the long run, we should see the movement of resources to 
their highest valued use. However, if safeguard measures are implemented so that some 
provinces can protect their current market share, then this is in conflict with one of the process's 
objectives - to enhance competitiveness. 

The implementation of the new "bottom-up" allocation system should lead to the 
following benefits to the industry: 

- Processors will be able to acquire the necessary supply so that they will  be able to 
respond more rapidly to market demands. 

- It will encourage new product development; 

- It will result in the penetration of new markets given assurance of adequate supply. 

- It may provide the opportunity to develop horizontal and vertical supply 
arrangements or linkages. 
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There is also the potential that this will lead to the adoption of a lower cost structure at 
the producer and processor levels. 

3.0 Regulatory Review 

The federal gove rnment's February 1992 Budget called for a full review of federal 
regulations and the regulatory process on a government-wide basis, including areas of potential 
deregulation or re-regulation. The reasons for the review included the need to improve 
competitiveness; to utilize government resources more effectively; to reduce cost to industry and 
consumers alike; and to ensure an appropriate relationship between the costs and benefits of the 
regulatory regimes. 

The budget singled out three departments - Agriculture and Agri-Food Canada, Transport 
Canada and Consumer and Corporate Affairs - which were to begin an immediate, in-depth 
review of their own regulations. Within Agriculture and Agri-Food Canada, two branches - 
Grains and Oilseeds (G&O) and Food Production and Inspection (PF&I) were tasked to carry 
out their own extensive reviews in their areas of responsibility. As a whole, the department 
embarked on the review process, not only as a deregulation exercise but also as a search for 
ways to regulate both smarter and better in face of changes affecting government and industry 
alike. 

3.1 Description of Process 

The objectives of the review were to develop recommendations to ensure that the 
regulatory framework of Agriculture and Agri-Food Canada: 

- Contribute to the competitiveness and growth of the Canadian agri-food sector in 
both domestic and export markets without compromising the health and safety of 
Canadian consumers; 

Promotes the application of fewer and better regulations; and 

Ensures an appropriate and clear division of responsibilities for regulatory design 
and enforcement including cost-sharing arrangements among the federal gove rnment, 
other jurisdictions and the private sector. 

The process of the regulatory review was designed to identify those regulations 
considered obsolete; those which require additional consultation; those which require consultation 
upon implementation and those which should be retained without change. 
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3.2 Organization of the Review 

The review was initiated by a dedicated staff within the Department. The leader carried 
an acting ADM designation, and had a dedicated secretariat to focus on the review. The 
Ministry also appointed an External. Advisory Panel, made up of people from outside 
government, who operated as a Board of Directors for the review and provided a challenge 
function to the review process. 

The secretariat was also able to mobilize people within the branches to work on the 
review. This was done in stages. First, a series of teams was appointed to examine regulations 
in sets, essentially built around the nature of the regulations and the products to which they 
applied. Then the teams did an internal review of people within the Ministry who had 
experience with the regulations to obtain initial feedback about what could be candidates for 
change. 

Following the internal review, the teams conducted an external review with trade 
associations, companies and farms who were affected by the set of regulations for which each 
team was responsible. The review was supposed to be formalized with a competitiveness test, 
as well as questions about the effects of the regulations on the environment and questions about 
their efficacy. Severa l  variations of this in fact occurred, especially with respect to the 
competitiveness test which was not always done in any particular depth. 

While much of the initial work on this review took place in 1992, there was considerable 
need to follow up with ch anges in both regulations and legislation, there were to be addi tional 
waves of regulatory review, there was an aclmowledged need to develop a set of principles about 
particular aspects of regulation, and there was a need to coordinate the work in Agriculture with 
related Ministries. 

The most recent update on this effort was released in January 1995. The area is difficult 
to summarize because there are well over 200 regulations for which the department is 
responsible. We have, however, summarized below based on the January report. 

3.3 Progress to Date 

The following table summarizes the state of completion for each of the two parts of the 
Department. 
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Table 3.1: Summary of the Regulatory Review's Accomplishnients to Date 

Done On-Going On-Hold Total 
Food Production and Inspection 14 85 3 102 
Grains and Oilseeds 

Canadian Wheat Board 25 3 0 28 
Canadian  Grain Commission 10 43 0 53 

3.2.1 Food, Production and Inspection 

The FPI review covered regulations affecting feed, plants, seeds, fertilizer, seed potatoes 
animals, animal products, dairy eggs, fresh fruits and vegetables, honey, livestock grading, 
meat inspection, and processed products. Approximately 50 regulations in these areas were 
amended or revoked following the regulation review. The large majority were obsolete and 
minor adjustments that are in the nature of cleaning up, not in the nature of fundamental change. 

The regulations referred to in Table 3.1 include additional minor issues, as well as larger 
issues; eg. who pays for meat grading and inspection. As can be seen, the vast majority are 
either "on-going" or "on-hold". A number of the issues that are inter-departmental have been 
passed off to Health and Welfare. 

It would appear that this initiative is running out of steam. When it was initiated it was 
motivated mainly by a desire to make regulations more effective in assisting the industries to 
become more competitive. Now it would appear that the major pressure will be to cut costs as 
government gets smaller. While there is a chance that the two motives could result in the same 
outcome, in fact that would be only coincidental. There appears to be little of a strategic nature 
directing the efforts now. 

3.2.2 Grains and OiLseeds 

The grains and oilseeds portion of the regulatory review has made more material progress 
that the FPI portion. Progress of the Canadian Wheat Board and Canadian Grain Commission 
components is discussed below. 

Canadian VVheat Board 

The Canadian  Wheat Board identified 28 regulations that needed change. Twenty-five 
were changed by Order in Council on July 21, 1993. Three are still on-going. The regulations 
affected by the Order in Council had far reaching ramifications. Some are discussed below. 
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Single desk selling - was retzined for barley exported offshore, but was replaced by 
continental barley market for the domestic and U. S. markets. The latter was revoked 
when a Federal Court turned over the decision on September 10, 1993. The current 
government has not appealed, and apparently will not. Nor does it seem to be committed 
to changing this aspect of marketing through legislative means. 

Eliminated requirement of quota/permit book entries, and replaced them with the 
possibility of electronic accounting system. 

Maintain CWB authority to provide initial payments. 

Allow free interprovincial movement by processors of wheat and barley. 

Remove regulations t.hat allow CWB to establish delivery quota on non-board grains 
(oats, canola, flax and rye) and off-board grains (feed wheat and feed barley). 

Remove restric tion on personal gristing and remove limit on it. 

Areas of ongoing activity 

(1) Alternatives to quota - accelerate implementation of production based supply 
contracts. 

(2) CWB car allocation policy - examine feasibiliry of changes to the allocation policy 
within the overall system - Senior Grain Transportation Committee Meeting. 

Canadian Grain Commission 

Most of the ten regulations that have been completed are relatively rninor in nature. 
Most have to do with changing words to clarify meaning or to remove words that are 
superfluous. The most significant change recommended by the CGC review was to repeal the 
requirement for maximum tariffs at primary, secondary and transfer elevators. This means that 
elevators will need to determine their handling margins and elevation charges in the market place 
instead of simply using the maxima, as has been the case for the most part in western Canada. 
This may be particularly significant with the passing of the grain transportation subsidy and the 
entry of additional competitors into the market, especially processors for some of the higher 
value grains. 

The 43 regulations that are still on-going include some that are quite significant. They 
address such things as mandatory export grading, changes in the grading and inspection 
processes to make them more efficient - such as privatizing the process, and a number of other 
fundamental issues. It would appear that the industry advisory committee that worked with the 
CGC bears as much responsibility for the lack of progress on these issues as the review process 
itself. It would appear that the advisory committee could seldom come to a consensus on any 
changes. 
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3.3 Assessment of Effects on Competition 

There are two types of regulatory reform. The first is what might be called process 
reform. With it, organizations such as the Treasury Board tell line agencies to regulate more 
efficiently,  je. carry out the assigned tasks, but find ways to do them as efficiently as possible. 
The second type is what can be called reform of economic regulation. With it the objective is 
to reform the structure of intervention and to find ways to achieve the objectives of regulation 
without constructing barriers to competition in the market. 

The vast majority of this regulatory review were about regulatory process reform. There 
was very little intellectual effort devoted to the reform of economic regulation. In particular, 
there was no effort made to rationalize either regulation or its review across departments; the 
government chose to conduct the review ministry by ministrf instead of industry by industry. 
Hence the fundamental way regulation is carried out was not questioned. 

At the department level, there was more fundamental questioning that may result in more 
HAACP based food safety programs and greater privatization of grading. But these were 
animated more by budget considerations than by true vision. At no time were questions asked 
such as, what will be a given industry's quality assurance ne,eds (or food safety needs) in ten 
years and how can they best be provided given the likely resources available? The questions 
that were put were also of the either/or type (government provides the service or the private 
sector provides it), not is there a way to provide it jointly so that both are better off. In some 
cases, fundamental questions were asked, but were not answered. For example, there were 
many requests for a "single window" that would provide information to the industry on ail  
aspects of regulation (preferably across departments), or at least all aspects of certain parts of 
regulatory requirements. This is still. "on hold". 

Hence, the regulatory review process had only a limited outcome because it started with 
a limited vision. As indicated above, there were some positive outcomes that will reduce cost 
and remove some regulatory burden. And an important outcome is that it will now be much 
more difficult to put costly new regulations in place. Moreover, the fact that both government 
and industry has had one experience at regulatory change may make them better prepared for 
a second round, which is inevitable. 

The effects on competition to date and for the foreseeable future can be divided into three 
components: 

1. Effects on costs and regulatory burden. The effects here are somewhat offsetting. 
On the one hand some regulations were removed, others were streamlined. This 
should  have the effect of reducing costs and the regulatory burden. On the other 
hand, where ever possible, government has tried to push as much of the cost as 
possible onto the private sector. This increases the cost to those who have to 
compete. In the grand scheme of things, this is not likely a make or break issue, 
so its effects are likely marginal. The one major exception may be the red meat 



industry which apparently will • carry all the cost of grading and much of the cost of 
inspection. 

2. Many of the industries have received a clear message about future self reliance. 
One interesting aspect of the review process is that it included m any people from the 
industries that were subject to the regulation. They often learned that the sources 
of many nonsensical regulations was often the very same people in the industry who 
complained about too much regulation, but who had used the system to provide or 
maintain advantage or to give a competitor disadvantage. As indicated above, 
members of the industry could not always agree to regulatory change and were, 
therefore, part of the reason the regulatory review did not have a larger effect than 
it did. 

Nevertheless one expects that, as in the case of the supply management episode 
discussed above, people began to see the writing on the wall and that many in the 
industry will have begun to think about how to compete in a world that does not 
have government providing expensive programs to them. This may make the 
transition to enforced self-reliance easier to respond to when it comes. 

3. The process of deregulation and re-regulation will provide Canadian food processors 
the opportunity to differentiate their products and operations on the basis of quality 
and food safety. This is beginning to show up in the number of companies who are 
obtaining ISO certification. Moreover, the strategic move by Ault Foods to 
introduce a new label based on food safety, and the attendant criticism by competitor 
firms, is a suggestion at least that this new type of differentiation could be coming. 

We do not foresee that the actual direct effects of the regulatory review will be great. 
The resulting regulatory reform is rather modest in its outcome and it is not likely that it will 
affect supply response materially, or affect the industrial structure of the industries. However, 
the indirect consequences on the nature of competition in the sector, especially as new rounds 
of reform are undertaken, through the second and third effects discussed above could be quite 
substantial. 

• 

• 
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4.0 Western Grain Transportation Act 

The Western Grain Transportation Act of 1983 (WGTA) replaced the Crowsnest  Pas: 
 Freight Rates Act of 1925. This amendment allowed for an annual transfer of $659 million to 

the railway and for the expansion of the list of eligible crops and their derivatives. 1  

4.1 Description of Process 

On February 27, 1995, as part of the 1995 Federal Budget, the Finance department 
announced the removal of the western grain transportation subsidy from agricultural. products. 
The reasons cited for its removal include: to comply with Canada's GATT/WTO obligations; 
to help reduce government spending; to create a less rigid and more responsive operating 
environment; and to eliminate freight rate discrimination against value added production and 
processing, diversification and economic growili. 

The interesting thing about the decision to end the WGTA is the way it happened. The 
WGTA has been the centre of a storm of conflict for most of the second half of the 20th 
century. No other issue seems to have generated as many farm meetings, public inquiry forums 
(eg. the Macpherson Royal Commission on Transportation, the Snavely Commission on the Cost 
of Moving Grain by Rail, and the Gilson Consultations on Western Grain Transportation), 
consultant reports, as well as, M.Sc. and Ph.D. theses. Further, organizations have had either 
preserving it or getting rid of it as their raisons d'etre for much of the second half of the 
century. 

4.2 Progress to Date 

The 1995 Federal Budget included several cuts to agriculture and agri-food including the 
cutting of the WGTA from the government purse. The federal government will  no longer make 
payments to the railways to subsidize the cost of moving grains to ports from the Prairies. To 
assist farmers in the transition, a one time ex gratia capital payment of $1.6 billion will be 
distributed to  Prairie land  owners to compensate them for the impact the termination of the 
subsidy may have on land values. The proposal indicaies that each owner's share will be based 
upon cultivated acres in annual crops and summerfallow in 1994, adjusted for productivity and 
distance from port. However, payments are also subject to further consultation with farmers and 
farm organizations. In addition, an adjustment fund vvill be set up in 1996-97 that will provide 
a total transfer of $300 million over a period of six years. This fund will be used to address 
specific issues such as local transportation alternatives to branch lines, the impact of pooling 
changes on producers in Manitoba and eastern  Saskatchewan and the impact of reform on the 
alfalfa dehydration industry. Finally, an agricultural credit facility that will provide up to $1 

The following crops and their derivatives are covered under the WGTA: wheat, barley, oats, 
canola, flaxseed, sunflower seed, oil, corn, mustard seed, canary seed, triticale, dehydrated 
alfalfa, and peas, beans, and lentils.. 
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billion in credit guarante,es for exports of grains and other agri-food products to private sector 
buyers will be established. 

4.3 Assessment of Effects on Competition 

The actions described above will have the following effects: 

(1) Prairie grain, oilseed and specialty crop producers will be paying higher rail freight 
rates, but likely will receive better service; 

(2) Canada will be honoring its commitment to the GATT/WTO; 

(3) Canada's transportation system will develop; 

(4) Resources will be allocated to their highest valued use; 

(5) Government spending on agriculture will  be reduced; 

(6) Institutions will need to adjust. 

These effects are discussed further below. 

(1) Prairie grain, oilseed and specialty crop producers will be paying higher rail freight 
rates. However, a maximum freight rate will  be established over the transition period 
to July 31, 2000 to protect the interests of farmers shipping grains and oilseeds. Early 
reaction was that it would devastate the eastern prairies because rail freight rates to 
Vancouver will increase by up to $20 a tonne. However, most analysts expect there to 
be considerably more movement of grains, oilseeds and specialty crops to Thunder Bay, 
the St-Lawrence Seaway, and to points in the U.S. 

This is also going to invite further competition from trucks, thereby putting more 
pressure on the railways to adjust, especially on short hauls. On the other hand, 
establishing maximum rail rates and limiting branch line abandonment may limit the 
incentives for the railways to adjust their supply of railway services. Overall, the effects 
will likely be to continue to provide less than optimal transportation services to Prairie 
businesses than if the restrictions were removed. This means that there considerable 
scope for further change in transportation policy exists. 

(2) Canada will be honoring its commitment to the GATT/WTO. Given that the WGTA 
has been labelled as an export subsidy under the GATT, this means that it must be 
removed so that Canada can be in compliance. 

(3) Transportation system will develop much differently than it has over the last 
century. The WGTA encouraged movement of cheap grains by rail to the Port of 
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Vancouver. There has -also been abuse of the system. Grains were moving from a 
central Prairie point to Thunder Bay then to the U.S. so that they could qualify for the 
transportation subsidy. Removing the subsidy will make the latter stop and will have 
several effects on the system: 

(a) With the elimùiation of the subsidy, we should see more north to south movement 
of grains, oilseeds and specialty crops. The railways are now saying that they will 

 move grain from the southeastern prairies to Duluth and other US destinations at 
rates comparable to those for Thunder Bay. 

The removal of the subsidy will impact alternate transportation (eg. trucks) as the 
distortion will finally be removed. With rail rates set at 1897 levels, trucldng 
companies have had a hard time competing. The trucicing firms have had to cover 
their total variable costs while the rail's costs were being covered by an annual 
government transfer. Needless to say, the Crow rates created an incentive to send 
grain by rail. 

(c) The new situation will mean a great deal more business for the St. Lawrence 
Seaway, as product headed for Europe will  go East, as it should, instead of through 
Vancouver, as it does. 

(d) Many have blamed the Crow for their inability to get railcars. Its elimination should 
result in greater availability of railcars for alternative uses, if for no other reason 
than that fewer will  be tied up chasing subsidies for grain going to the U.S. 

(4) Resources will be allocated to their highest valued use. The termination of the WGTA 
will lead to economic efficiency as resources will move to their highest valued use. 
Further, and more importantly, producers will  respond to signals from the market. 

(a) Under the Crow, there was incentive for Prairie farmers to grow statutory grains 
since the transportation costs were subsidized. In the event of a price increase, this 
also provided an incentive for Prairie farmers to bring more marginal land into 
production of statutory grains. So, with the removal of the grain transportation 
subsidy, we should see more higher valued crops grown (eg. canola, flaxseed, 
durum wheat) where lower valued ones were grown before. This refers not only to 
high value crops, but also to livestock production; transportation subsidies gave an 
advantage to low value feed grains being exported as feed grains instead of as 
livestock or meat products. Ending the subsidy puts the advantage back to the value 
added product and, therefore, provides an incentive for more competition in the 
livestodk and meat markets. The decision of IBP to invest and of Cargill to expand 
its presence in meat packing is likely evidence of the expected effects of ending the 
transportation subsidy. 'There are reasonably well founded rumours that more 
investment will  occur soon, especially in pork processing. 

(a) 



( 3) 

(e) 

With the elimination of the Crow, which created a distortion between primary 
production and processing activities on the Prairies, we should also see more value 
added production and processing of the high value grains. Cargill announced a new 
canola crushing plant just outside Saskatoon within days of the Crow's announced 
termination. 'There is a strong rumour that ADM will build one soon, and that 
Canamera will  expand. Several companies appear to be prepared to add crushing 
of edible flax to their product mixes if the new varieties are successful. 

While the foregoing speak to additional competi tion in the product markets, a most 
important aspect of their presence will be their effects on competition in the grain 
market itself. There have been few competitors in purchasing grain and oilseed in 
the market. Most have been oriented toward the export market through the highly 
regulated and discriminatory (against value added products) transportation system. 
With the entry of efficient and aggressive processors, feeding and meat packing 
operations, there will be fierce competition at the farm level for access to raw 
material. Potential benefits of this competition include; more efficient, lower cost 
hand ling systems; increased storage and marketing services; lower handling margins 
for farmers; and more efficient transportation, such as unit trains. 

(5) Government spending on agriculture  wRit be reduced. 

Given Canada's fiscal situation, it was just a matter of time before the western grain 
transportation subsidy would be eliminated. Many in the west suspected as much in the 
months leading up to the Federal Budget. 

(6) Institutions will need to adjust. 

(a)  With  the elimination of payments to the rail, the role of the National Transportation 
Agency in rate and payment matters will be eliminated except for in the calculation 
of the adjustments to the maximum rates. Further, as legislative bodies, the Grain 
Transportation Agency and the Senior Grain Transportation Committee will be 
eliminated. 

(b) The Canadian Wheat Board will also make changes to the freight pooling system for 
wheat and barley to better reflect current market conditions and the costs of 
shipping. 
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