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June 28, 1979

Mr. J. R. Steele

ARDA Co~Ordinator
Ministry of Agriculture
Parliament Buildings
Vietoria, B.C.

V8W 277

Dear Mr. Steele:

At your request, we have now completed an update of our review of the B.C.
pork industry, first presented in January 1979, We have added considerable
additional data and material to the report in order to answer questions raised by
the Part I Technical Committee. We have also carried out further research and
have added new sections to the report to refleect developments in the industry
during 1978 and early 1979. Our recommendations have been expanded to cover
some of the coneerns raised by the Swine Breeders Association and to outline a
more direct role whereby the Government can assist in the industry expansion.

In carrying out this study, we determined that there are significant
opportunities to expand B.C. hog growing and processing operations. To assist the
Ministry in fostering this expansion we have prepared a development plan and g

series of recommendations to encourage a fourfold increase in hog produection

within the provinee by 1985,
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A full report of our findings, analysis and recommendations is provided in
the attached report. We have summarized our major findings and recommendations

in this suminary for your convenience.

Study Team

The study was carried out by three firnlis acting jointly in accordance with
the terms and conditions of a joint study proposal submitted by these firms. These
firms are Woods, Gordon & Co., R. & H. Services Ltd. (formerly Canadian Bio
Resource Consultants Ltd.) and Foodwest Resourcé Consultants (formerly Robin
Smith Consultants Ltd.). The field work for the producer segment of the industry
was carried out by R. & H. Services Ltd., and for the processing sector by
Foodwest Resource Consultants.

The analysis, report writing, findings and recommendations were prepared

by Woods, Gordon & Co. in conjunction with the other members of the study team.

Objeectives and Seope

The study was carried out in six parts. In the first part, we reviewed the
current status of the B.C. pork industry. We identified the number of full-time hog
producers, and the availability of slaughtering and processing faeilities. From
interviews with producers and processors, we identified the expansion potential and
capacity eonstraints of the eurrent production and processing faeilities.

With the assistance of processors and retailers, we examined the wholesale
and retail marketing network and determined the methods by whieh product is sold
by the processors. We reviewed the effect of transportation costs on feed prices
and on hog shipments within the pr‘ovince. We also looked at the cost and market
competitiveness of bringing pork from outside the province for fresh sale and

further processing.
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We reviewed the overall consumption of pork and determined the various
products made from pork cuts. Data was gathered on the sources of pork from
inside and -outside the province. The current methods and levels of hog pricing
were reviewed and compared briefly with Alberta and mid-western U.S.A. hog
prices.

The purpose of part one of the study wa‘s to develop a better understanding
of the B.C. pork industry as a whole, and to identify the interrelationships,
opportunities and constraints whieh exist in each sector of the industry. This
background knowledge should assist B.C. hog growers, processors, and retailers to
better understand developments within the industry. It will also be of assistance to
the Ministry of Agrieulture in planning and establishing policies to assist the future
development of the B.C. pork industry.

Parts two and three of this report look at {rends and developments in the
pork industry in B.C. and other parts of Canada and the mid-western United States,
in order to determine developments which could have a significant impaet on the
outlook for development of the B.C. industry. This research was carried out by
members of the staff of R, & H. Services Ltd. and Foodwest Resource Consultants
Ltd., who visited representatives of the industry in each of these pork produeing
areas. In addition, we carried out an extensive review of published literature on
developments within the pork industry.

Our review covered the decline in Western Canadian hog production and
assessed the impact of this decline on the Western Canadian pork industry., We
reviewed the trend to consolidation and higher industry ecapitalization in the
industry and reviewed the impact of the hog carcass index system on producer
returns. We also reviewed the development of environmental controls and

legislation affecting hog producers in B.C.
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Because feed and feed costs are such an important factor in overall hog
production costs, we carried out a detailed review of feed costs and Teed freight
subsidies. We studied the role of the Canadian Wheat Board in administering feed
prices and examined the possible impact of the recent establishment of domestie
feed g:rain quotas on feed grain prices. We looked at current feed prices and
determined the current and historical different.ials between B.C. and Alberta feed
prices, We also examined the alternative of on-farm feed mixing as a potential
method of reducing producer feed costs.

In this section, we also looked at trends in increased hog production costs
and changes in the availability of slaughtering and processing facilities in Western
Canada. We assess the impact of these changes on the Western Canadian pork
industry and review the realignment of marketing patterns which have resulted
from a decline in Western Canadian hog produetion. We also study the changes in
the pattern of Canadian pork trade which have come about because of shifts in hog
production patterns in Canada.

In Part IV of our report we looked at the competitive position of the B.C.
pork industry in relation to producers and processors in other pork producing
regions of Canada and the mid-west U.S.A. Particular attention was paid to B.C.'s
competitive position in relation to Aiberta hog producers. We also looked at the
potential impact on the B.C. industry in the event of a resurgence of Alberta hog
production. Having determined that B.C. hog producers can be competitive in
servicing the B.C. market, we looked at various regions of the province to
determine the comparative advantages of each for increased hog produetion.

In Part V of the report we identify a number of constraints to the
development of the industry for hog producers, slaughterers, and processors. We

review the role and importance of the B.C. Swine Breeders Income Assurance



Program in encouraging new production and indieate that one of the major hurdles
to overcome to achieve the expansion potential of the industry is the development
of new efficient slaughtering facilities, We also indicate the short term disruptions
in hog prices and marketing which are likely to occur with the expansion of the
industry. We make a rough estimate of the cost to inerease hog production and
processing in B.C. and the benefits to the economy which could result from this
investment.

In Part V we look at the outlook for hog marketing in B.C. and the current
efforts by some hog producers to form a hog marketing commission. We consider
the advantages and disadvantages of such & system and also consider a number of
alternatives to the present marketing system. In order to help improve relations
between producers and processors, we recommend the ereation of a pork industry
steering committee to help plan and co-ordinate the activities of producers,
slaughterers, processors, and retailers in developing the B.C. industry.

Part VI of the report outlines a strategy for development of the industry and
the activities which the Government can participate in to support and encourage
the development of the industry. Specifie recommendations are made to improve
the attractiveness of the industry for investment by producers, slaughterers, and
processors. These recommendations include specifie assistance to producers and
slaughterers and cover recommendations affecting land use, finaneial and technijeal
support to producers and finaneial and marketing support to slaughterers and
processors.

Because we recognize the need to have an organization in place which can
co-ordinate the needs of producers, slaughterers, processors, and retailers we
recommend the creation of a Pork Industry Steering Committee to co-ordinate the

activities of the industry during its expansion stage. This expansion in unlikely to
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come about without substantial Government assistnee because of the constraints to
expansion outlined in Part IV. Thus we outline the major role which the
Government will have to play in order to assist in the expansion of the industry and
the costs, risks, and benefits to the Government in supporting this expansion.

"We believe that our report provides a eomprehensive review and analysis of
the B.C. industry and that it can be of great'assistance in the development and

expansion of the industry.

Summary of Findings

Current Status of the Industry

Total hog produetion in B.C. is likely to increase over the next year from
about 100,000 market hogs slaughtered in inspected slaughterhouses, to about
150,000 market hogs. This still falls far short of B.C.'s consumption of pork
products which is the equivalent of slightly more than 800,000 hogs. The majority
of the hogs produeed in the province are raised by about thirty full-time hog
producers, each producing more than 1,800 hogs per annum. It is our opinion that
B.C. hog producers can be competitive with hog producers in other regions of

western Canada provided that they concentrate their production faecilities in areas

of the province where feed and transportation services can be obtained at

competitive prices. The eurrent producing regions including the Fraser Valley,
north Okanagan and Peace River regions are the most likely areas for further
expansion of hog growing activities. In order to bring about a significant expansion
in hog produetion, the industry must obtain a significant increase in the number of
full-time hog producers.

There are three hog slaughtering plants which do most of the hog killing.

These are International Packers Ltd., Borsato's Meats Ltd. and Kohler's European
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Sausage Ltd. We estimate that the existing faeilities of these plants have a killing
capacity of 200,000 hogs per annum. There are limitations on the expansion of
these faciﬁties and we have indicated that a new slaughtering plant should be built
by abo_ut 1981 in order to allow a continued expansion of hog production beyond the

200,000 hogs per year level.

Expansion Plan

We have identified short, medium and longer term objectives for the B.C.

pork industry which we believe are achievable over the next two to seven years.

B.C. Hog Growth Potential

Objective
Term Years (Hogs per Annum)
Short 1-2 150,000
Medium 3-4 300,000
Long 5-17 400,000 - 500,000

In order to achieve these medium and longer term objectives, we estimate
that the industry will require over 100 new full-time hog growers, each produecing a
minimum of 1,800 hogs per annum.

We estimate that the total cost to establish this new produetion will be in
the range of fifty to sixty million dollars. Modifications to existing slaughtering
facilities and the establishment of a new slaughter facility will likely cost an
additional four to five million dollars. Because of the high financial and operating
risk involved, we believe that new producers may require initial finaneial support
or income assurance from the Ministry to assist them in raising private financing

for the start up of new operations.
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Recommendations

We recommend that the Ministry establish an objective to increase B.C. hog

production to the 400,000 to 500,000 hogs per year level by 1985. In order to help

achieve this objective, we recommend the Government establish a program of

assistance to aid the development of the industry.

This program should have three main objectives. These are:

To improve the industry climate by the establishment of a B.C, Pork
Industry Steering Committee to represent all segments of the industry.

To encourage a substantial increase in the number of fuli~time hog pro-
ducers by:

i)

ii)

iii)

iv)

v)

vi)

providing finaneial support and full~indemnity farm income assurance
to all full-time hog producers expanding or establishing new hog
production operations.

encouraging the coneentration of the industry within major producing
areas to gain the benefit of lower feed and transportation costs for
producers.

increasing swine production education programs to encourage new
producers to enter the industry.

providing technical assistance in the design and installation of the
latest hog production facilities.

providing financial assistance to subsidize the cost of manure hand-
ling equipment, since the costs of this equipment do not contribute
directly to the producers' income.

encouraging municipalities to give municipal approval to new hog
production units.

To encourage an expansion of hog slaughtering and processing operations in
B.C. by:

i)

i)

iii)

encouraging the rapid expansion of B.C. hog production.

encouraging the establishment of a new large scale hog slaughtermg
plant within the provinee to kill 200,000 hogs per annum.

by enticipating short term problems and market and price disloca-
tions associated with the doubling of hog slaughtering faeilities
within the provinee and taking appropriate measures to offset these.
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We recommend that a B.C. Pork Industry Steering Committee comprised of
representatives of the producers, processors, retailers and Ministry of Agriculture
staff be established to co-ordinate the implementation of this five-year industry
expansion plan.

In our report we identified a number of short term problems which we
expect may oceur during the course of the' industry expansion. One of the
functions of the Industry Steering Committee would be to follow the development
of the industry and to anticipate and work out solutions to problems before they
resulted in serious disruptions to the industry.

The study team has given careful consideration to the introduction of supply
and price management techniques gs part of the industry expansion program but we
do not believe that these would be beneficial to the industry primarily since prices
for hogs and pork products are determined by the North American market and
cannot be controlled within any one market area.

We believe that the recommendations which we have developed could help

to bring about a rapid and successful expansion of the B.C. pork industry.

Yours very truly,

Foodwest Resource Consultants
R. & H. Services Ltd.
Woods, Gordon & Co.

/dm
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L CURRENT STATUS OF THE B.C. PORK INDUSTRY

Market Qutlook for Pork Products
Consumption of pork produets has ranged from 50 to 60 pounds per capital

within Canada over the past ten years, as set out in the graph on the opposite page.

‘This consumption rate has been consistently below the U.S. rate over the same

period, although this difference has been narrowing.

The consumption data developed in this industry is in faet a ealeulation of
"domestic disa_ppearance". This is calculated from the animal slaughter data,
import and export data of pork and pork products, plus estimates of farm
consumption not recorded in the slaughter data. Utilizing this method, we have

developed estimates of B.C. consumption as follows:

Estimated Annual Pork Consumption in B.C.

Millions Per Capita

(pounds) {pounds)
1972 136.7 61.0
1973 132.5 57.5
1974 141.0 59.3
1975 123.8 50.9
1976 131.0 53.5
1977 132.0 53.0
1978 141.0 (est.) - 56 .0

The level of consumption agrees closely with overall Canadian data. The
rapid drop in 1975 was accompanied by similar drops in the U.S. and Canadian
gonsumption data.

. We were asked to provide information about the use of various pork cuts, to
identify the key produets of the industry and how they are used. There are nine
wholesale cuts which are made from each half of the hog carcass. These cuts are
deseribed as wholesale because each requires further cutting or 'processing before

being ready for retail sale. The four major wholesale cuts, or primal cuts, include:
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leg (ham)
loin
belly
shoulder - butt
- pienies

" The four primal cuts are the most desirable cuts and comprise approximately 66%

of the average pork carcass. The five remaining wholesale cuts, or "miscellaneous"

cuts, include:

feet

spare ribs

neck bones

jowl

baeclk fat
All parts of the carcass, including seraps and fat, must be utilized and sold in a
manner which will recover all the ‘costs of operations. Because about 609 of the
hog careass is processed further into specislized produects, such as bacon, ecold
meats, weiners, ete., the processor faces a more challenging marketing task than
that faced by, for instance, a beef packing plant.

Pork is different from other fresh meats in the way it is treated on a
wholesale basis. Beef, lamb and veal are usually sold to retail stores as half or
quarter carcasses (whether as carcasses or in boxed form). Pork, in contrast, is
sold by the wholesale cut, deseribed above. This system has evolved because so
much of the pig. can be efficiently utilized at the packer level to produce cured
pork products and sausages, and because a retail butcher wouldl be unable to sell
much of the pork carcass without further processing.

The wholesale cuts can be converted into retail cuts or cured and/or
smoked. Loins are normally sold fresh, as chops or roasts, but some are cured and
smoked for Canadian back bacon. The leg, belly, butt, picnie, jowl and often the

spare ribs can be cured and smoked. The feet may be pickled and the neek bone

sold for soup. The back fat and other fat trim is normally rendered into lard.
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Certain inedible by-products unfit for human consumption are sold as animal feed
or rendered into other recoverable products.

Major further processed products from pork are hams of various types which

~all come from the leg area of the carcass; back bacon or peameal bacon from the

loin; slab and sliced bacon from the belly; and cottage rolls.and smoked picnics,

both of which come from the shoulder area of the carcass, There is also a wide

variety of fresh, cured and smoked sausages produced from pork. The various ways
of treating these produets all result in different flavours, characteristies and
tastes. Weiners, frankfurters and luncheon meats are a high volume processed
product which contain a significant percentage of pork.

There is little expectation for a large growth in the eonsumption of pork in
B.C. As our consumption pattern has been very stable over the past tgn years.
Pork products are not used extensively in the food services industry, and a greater
portion of meals are now eaten away from the home. This may cause pork
consumption over the longer term to either decline slightly on a per capita basis, or
at best to continue its stable consumption pattern around 50 or so pounds per year,
There will, however, be significant fluctuations in the consumption of pork
products {rom year to year as pork is a prime substitute for beef when beef prices
become _excessivé. When Dbeef prices return to normal, beef eonsumption inereases,

and pork consumption falls off.

Strueture of the B.C. Pork Industry

The industry is composed of four major segments, the producers, the
slaughterers, processors and the retailers. Meat purveyors, while forming a
significant part of the meat industry by providing distribution to the food service
industry, are not a significant part of the pork industry sinee relatively little pork

is used by the food service outlets.
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The B.C. pork industry structure, flowing back from the consumer, demon-~
strates the relatively limited importanece of the B.C. operations in this industry.

The figures in brackets show the approximate percentage of pork supplied by hog

. broducers in B.C., the prairie provinces, and the U.S. in January 1979.

Consumer

Retail Stores
{over 2,000 stores)

B.C. SlaughtérhOUSes Prairie Slaughterhouses U.8. Slaughterhouses
& Processors & Processors & Processors
(129%) ' (74%) (149%)

St‘)me processors (such as Burns, Swifts), acquire the finished produet from
their own or other plants outside of B.C., and provide only a distribution system for
pork produets in B.C. Other B.C. proeessors, such as Fletchers or Canada Packers,
bring in carcasses or cuts from Alberta or the U.S., and do some processing in B.C.
Only one national packing house, Intercontinental Packers Ltd. carries on slaught-
ering operations in B.C. In addition there are several local B.C. slaughterers who
carry on slaughtering and processing operations, but these loeal slaughtering
operations account for less than 10% of B.C.'s pork consumption. .

Since there is not a sufficient volume of hogs available to meet the
requirements of the B.C. processors, the shortfall is made up by purchases of pork
in various forms from Alberta and. other provinces, and U.S. sources. This pork is
brought into the province either by the local B.C. slaughterhouses and processors,
or by the Alberta slaughterhouses and processors for further proeessing here or for
direct sale as fresh pork to B.C. retail food stores. In some cases the retail food

store chains purchase fresh pork direct from U.S. slaughterhouses and processors.
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Each segment of the industry and its status is diseussed separately in the

following sections of this report.

. Producers

1978 was a year of continued growth in B.C. hog production. Market hog
‘production slaughtered by inspected sléughterhouses in B.C. inereased to about
94,000 hogs compared to 79,000 hogs in 1977, as shown in the table below:

Origin of B.C. Hogs Killed in B.C.
Inspected Slaugherhouses (1)

{in 000's of hogs)

Lower Okanagan Vancouver Peace
Mainland Kamloops Island River Other Total
1970 46 7 4 6 - 63
1971 98 9 2 8 - 77
1972 35 ' 3 7 - 52
1973 30 7 2 6 1 46
1974 47 2 4 7 2 62
1975 47 6 6 6 2 67
1976 44 g 6 5 - 64
1977 48 12 8 9 2 79
1978 3 18 12 8 1 g4

(1)

Source: Agriculture Canada, Food Produetion & Marketing Branech

In addition to market hogs grown for sale to inspected slaughterhouses and
processors, B.C. farmers produce another 25,000 hogs per annurﬁ for on-farm or
local eommunity eonsumption. These hogs are either killed on the farm or in non-
inspeeted slaughterhouses and are therefore not ineluded in the statisties shown
above. Thus total hog production in 1978 including market hogs and hogs grown for
local consumption was about 120,000 hogs.

B.C.'s total 1978 hog production now accounts for about twelve percent of

the Provinee's annual consumption of pork and pork produets. This is well above



Production
per Farm

per Annum

Over 400 hogs

Less than 400
hogs

B.C. HOG PRODUCTION - 1977

Table 1

‘ ~ Approx. % of
Number of % of Total Market % of B.C. Pork
Producers Producers Hog Production B.C. Kill  Consumption
41 10.8% 53,900 68.2 6.7%
337 - 89.2% 25,100 31.8 3.1%
378 100.0% 79,000 100.0% 9.8%
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the seven to eight percent level of production of recent years but still represents
only a small portion of the Province's total market needs. To satisfy B.C.'s demand

for pork, B.C. processors and retailers purchase pork and pork products from hogs

. grown and slaughtered in Alberta, Saskatchewan, Ontario, Quebec and the mid-

western United States.

There are still less than twenty hog producers in B.C. who make their full-
time living from raising hogs. According to R & H Services Ltd., a farmer would
have to raise a minimum of 1,800 to 2,000 hogs per annum, in order to make a full-
time living from hog farming operations. A production level of 1,000 hogs or more
per annum supplemented by other farm income would also be a viable unit.
Produetion of Jess than 1,000 hogs per annum would mean that a farmer would not
be able to rely on hog production for a majority of his income.

According to the B.C. Ministry of Agriculture data supplied by the Livestock
Branch, 41 producers, each marketing more than 400 hogs, accounted for about
68% of the total production slaughtered and graded in the province in 1977. A
total of 337 other growers, each producing an average of 90 hogs a year, accounted
for the remaining 32% of production. These figures are illustrated in Table 1,
opposite.

In terms of B.C.'s total pork consumption, these small, part-time operations
produce Ionly 3.1% of the Provinee's pork requirements.

The table below shows an analysis of the number of producers and hogs

marketed by region for the 41 producers marketing over 400 hogs in 1977,
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1977 - Hog Marketings Over 400 Hogs

% of Total Hogs

Areg Producers Hogs Marketed
Lower Mainland 20 31,993
Vancouver Island 6 6,818
Okanagan 8 8,389
-Peace River 4 4,503
Kootenay 2 1,432
Cariboo 1 © 764

41 53,899

60
12
16
8
3
1

100%

There was little change in 1978 in terms of the number of producers

marketing over 500 hogs per annum. The table below prepared by the Swine

Breeders Assoeciation shows a breakdown of the number of hogs claimed under the

Farm Income Assurance program for the period January 1 -~ December 31, 1978.

There was a total of 50,800 hogs claimed by 80 producers. Of these 80 claimants,

only 40 marketed more than 500 hogs in 1978.

Analysis of 1978 Producer Claims

Under the Farm Income Assurance Program for Hogs

by Size and Location

Hog Lower Vancouver  Okanagan

Shipments Mainland Island Kamloops
1-499 20 - 18
500 - 999 13 - 7
1000 - 1800 7 3 3
1800 + 2 2 -
Subtotal 22 5 10
TOTAL 42 5 28

Other Total
2 40
3 23
- 13
- 4
3 40
3 80

Since most major producers are covered by the Farm Ineome Insurance

Program, this analysis provides a reasonably good breakdown of the current

structure of the industry.
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The table does not show the impact of the expansion which is taking place in
the industry with the establishment of new hog production units in 1978 which will
be eoming into full production in 1979. This expansion was first noted in our survey
of swine producers in 1978 and is continuing according to a recent survey taken in
March- of this year.

In the course of this study, questionnaires were sent to 157 B.C. hog growers
by the staff of R. & H Services Ltd. The sample selected was drawn from the
membership list of the B.C. Swiﬁe Growers and represented most of the larger
producers in the industry. The purpese of the questionnaire was to obtain
Information coneerning the extent and utilization of the current facilities of
producers. Producers were asked to identify'their expansion plans and to indicate
major problems associated with their operations. A copy of the questionnaire used
by R. & H. Services Ltd. is included as an appendix to this report.

The producers surveyed indicated that they had the capacity to produce
about 90,000 hogs per annum. They also reported that they had under construction
or intended to eonstructed new facilities to support the production of an additional
37,000 hogs per annum. During 1978, much of this construetion was earried out and
has now been completed. About half of this expansion is taking place in the Fraser
Valley with the balance in the north Okanegan. No significant expansion was made
or anticipated outside of these two regions,

The results of the survey by region are shown in the following table.
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Swine Study Survey

April 1678
Potential Sow Planned
Questionnaires Herd Increase Planned Expansion
with existing Sow Herd in Market
Area Sent Returned Facilities Increase Hogs
Island 1 14 8 100 224 4,010
.Mainland 2 74 51 : 466 1,222 19,600
Okanagan 3 6 4 25 500 7,000
Kootenay 4 3 2 115 - -
Thompson 5 92 42 405 1,474 14,999
Cariboo 6 2 2 48 50 800
Skeens 7 1 - - - -
Omineca 8 - - - - -
Peace 9 _5 3 ~ - -
157 112 1,159 3,470 46,509

Telephone calls were made to follow up on those not responding to the
questionniaire and an additional 18 replies were received with incomplete data or an
indication that the producers had ceased hog growing operations. In total the 112
respondents indicated that they produced about 54,000 market hogs in 1977, Thus
our sample covers about seventy percent of the market hogs grown in B.C. Based
on a review of the responses received, most of those producing more than 400 hogs
per annum responded to the questionnaire. Thus the expansion indicated above
reflects the expansion plans for the industry.

The questionnaire covered a number of questions dealing. with the current
operations to provide us with a profile of the industry. The survey indicated that
the average age of a B.C. hog producer was 43 years.

Sixty six respondents indicated that hog farming was their major source of
income while fifty one said that it was only a supplementary source of income.

Eighty of the 117 respondents to the questionnaire indicated that they relied
on one or more other sources of income to augment their earnings from hog

production. The sources of supplementary income cited by these producers were:
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Dairying 4
Beef Cattle 20
Poultry 5
Field Crops 15
Off-Farm _36
TOTAL _80

Only 62 respondents answered the question as to whether or not they were
making full use of their production facilities. Thirty-six respondents said yes and
twenty-six said no. The lower response rate to this question may reflect the fact
that only a smaller number of producers have developed specialized facilities for
hog production (i.e. the 40 or 50 producers marketing more than 500 hogs per
annum). Those producers raising less than one hundred market hogs per year may
have no speeialized facilities.

Of these 62 respondents, 57 responded to the question concerning their
expansion plans. Twenty-nine producers indicated that they planned to expand
their operations while twenty-eight expressed no expansion plans. The expansion
Plans indicated to us by these producers appear to have been realized during 1978,
and a further expansion is now indicated by a later follow up survey carried out by
the B.C. Bwine Breeders Association.

Since May of last year, 92 new members have joined the B.C. Swine

Breeders Association, mostly in the Fraser Valley and Okanagan/Kamloops area, as

shown by the table below:

B.C. Swine Breeders Association
New Members Since May 23, 1978

Ares Number .
Fraser Valley 55
Vancouver Island 3
Okanagan/Kamloops 24
Other _16
TOTAL 92
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A survey was conducted by the Association in March of 1979 to determine
the present and planned sow population, This survey found that the present sow

population had inereased to 10,500 sows (from about 7,000 sows in 1878) and that a

- further inerease of 3,800 sows was planned by mid 1980.

The Association now estimates that with an average 15 pigs/sow the present
sow population could produce about l157,500 market hogs per annum. If a
population of 13,800 sows is reached in early 1980, hog production in B.C. could
increase to 200,000 hogs per annum by early 1981,

Currently B.C. producers are marketing about 2,250 hogs per week. Most
B.C. hog production is coming from the Fraser Valley, with limited production
coming from the Vancouver Islénd, north Okanagan, and Peace River areass.

Produetion is divided approximately as follows:

B.C. Weekly Hog Production
(by region - estimated for 1978)

Hogs per week

Fraser Valley 1,500
Vancouver Island 200
Okansgan Vsliey 350
Peace River 125
Kootenay 75
TOTAL 2,250

The main areas of expansion in the industry according to the Swine Breeders
Associations list of new members appears to be in the Fraser Valley and
Okanagan/Kamloops ares.

A number of new hog producers have indicated their intention to start up
hog farming operations. Several factors have encouraged this expansion. Farm

incomes and hog prices have been high. There has been no quota barrier or other

cost of entry into the business and this has encouraged some new producers to
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consider hog farming as an alternative to other areas of farming which have
restrictions to entry and whieh in addition require the purchase of quota.

The establishment of the B.C. farm income assurance program has also
reduced the financial risk of a major loss on operations. This has encouraged
farme-rs to start up and bankers and others to support new hog farming operations.
In our survey of producers, nearly all producers cited the B.C. farm ineome
assurance program as being important to their operations and to the B.C. hog
industry. Without this program, many indicated that they would not be in the
industry or they would not have expanded their operations. The importance of the
program 1o the industry is also indicated by the number of claimants covered under
the program in 1878. Almost all producers producing more than 500 hogs per
annum made elaims under the program with a total of 30,800 out of the 94,000 hogs
marketed being insured.

Despite the number of favourable factors encouraging expansion, there are
also a number of constraints to expansion faced by B.C. producers. ‘The pork
industry is traditionally a cyelical industry. TFor instance, hog prices in the spring
of 1978 were about 70¢ - 80¢ per pound, while by the spring of 1978 they had
dropped to 65¢ per pound. This price of hogs is determined by supply and demand
faetors throughout North Ameriea and is beyond local eontrol in any one produeing
area. The cost of establishing a new hog farm in Western Canada has inereased by
more than 250% since 19681, The cost increases since 1970 using (1961 = 100) as a

base index, are shown in the table below:
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Capital Cost of Land & Buildings
Farm Input Price Indexes

Index
(1961 =100)

1970 151.4
1971 156.9
1972 183.5
1973 : 199.9
1974 222.7
1975 261.9
1876 275.1

Source: Statistics Canada (62-004)

With start up costs increasing each year, a new producer will be faced with
much higher fixed costs and debt service costs per hog than the average costs of
the other established producers in the industry.

The Farm Eeconomies Branch of the B.C. Ministry of Agriculture has
recently prepared capital cost and operating cost estimates for a 100 sow farrow to
finish swine operation.

They have estimated that the total capital costs, including land and
buildings to establish a new hog farm unit would be about $410,000 in the Lower
Mainland region, as outlined in the table below:

Estimated Capital Costs for a
100 Sow Farrow to Finish Enterprise

Total Per Sow
Buildings $ 130,000 $ 1,300
Equipment 73,000 750
Tractor & Piekup Truek 20,000 200
Livestock 25,000 250
House 40,000 400
Land 60,000 600
$ 350,000 $ 3,500
Start-up Costs 60,000 600
TOTAL CAPITAL
REQUIREMENTS $ 410,000 $ 4,100



ESTIMATED PRODUCTION COSTS - JANUARY 1979
FOR A NEW 100 SOW-FARROW TO FINISH UNIT

Expenses

Feed

Veterinary & Medicine

Utilities (electricity, gas, phone)
Insurance (buildings & contents)
Property Taxes

Marketing & Transportation
Equipment Repairs

Building Repairs

Legal, Accounting
Miscellaneous

Interest Payments {operating)
Manure Disposal (operating costs)
Hired Labour

Breeding stock

Total Costs Before Financing,
Depreciation Costs, and allowance
for Return on Labour

Finanecing Costs
Assume $200,000 @ 14%

Depreciation Expense
Buildings $130,000 @ 5%
Equipment $95,000 @ 10%

Living Allowance

TOTAL COSTS .

(1800 hogs per annum)

Tabie 2

Per Market % of
Total Hog Per CWT. Total
$112,787 $ 62.66 $ 37.97 57,1
2,250 1.25 .76 1.2
2,500 1.39 .84 1.3
2,125 1.18 .12 1.1
600 .33 .20 .3
2,700 1.50 .91 1.4
1,879 1.04 .63 1.0
1,683 .93 .57 .9
1,000 .56 .34 .5
500 .28 17 .3
1,000 .56 .34 .5
3,300 1.83 1.11 1.6
2,000 1.11 BT 1.0
7,050 3.92 . 2.38 3.5
28,587 15,88 9.64
$141,374 $ 78.54 $ 47.61 71.8
$ 28,000 15.55 9.43 14.1
6,500 3.61 2.19 3.3
9,500 5,928 3.20 4.8
12,000 6.67 4.04 6.1
56,000 31.11 18.86 28.3
$197,374  $ 109.65 $ 66.47 100.0%

-
'S
=1
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R. & H. Services Ltd. has reviewed these cost estimates and believes them
to be realistie, with the possible exception of land costs, which they believe should
be about $20,000 higher.

According to R. & H. Services Ltd., these costs would be generally similar in

other regions of the Province. Building and equipment costs would be slightly

higher in the Peace River area of B.C., Alberta, and Midwestern U.S, because of

heating and higher insulation costs. The cost of land in these areas would be

considerably lower than in the Lower Mainland.

Operating Costs

A sample budget for a 100 sow farrow to finish operation prepared by the
Farm Economics Branch of the Ministry of Agriculture in January 1979 showed the
following estimates of total production costs for a new hog farm in its first full
year of operations, as set out in Table 2, opposite.

This budget shows that the single most important cost element in hog
production is feed costs, followed by finaneing costs, depreciation expense, and
living allowance. Together these items account for about 85% of this total cost of
production.

About 66% of the total cost of production is feed costs. The main
ingredient in B.C. hog feed rations is barley with soymeal, rapeséed, or meat meal
added as a protein source. Corn can be substituted for barley if the cost to the
B.C. grower is competitive. Presently the price is not competitive, sinee exchange

rates on the U.S. dollar have made lowa corn too costly to import as a substitute

for Alberta barley.



Table 3

ESTIMATED FEED COSTS - JANUARY 1979
FOR A 100 SOW - FARROW TO FINISH UNIT
. PRODUCING 1,800 HOGS PER ANNUM

Feed per Cost of Cost per % of
No. of Animal Feed Total Market Cost per Total
Animals (in 1bs.) (¢ per 1b.) Cost Hog CWT Costs
Creep 1,900 5 16.00 $ 1,497 $ .83 $ .50 1.3%
Pre-Starter ' 1,900 40 - 8.66 . 6,633 J.68 2.23 5.9
Starter 1,800 96 8.66 - 14,968 8.32 5.04 13.3
Grower 1,800 546 7.22 70,868 °  39.37 23.86 62.8
Sow & Boar 109 2,300 7.53 18,821 10.46 6.34 16.7
$112,787  $62.66 $37.97 100.0%
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Analysis of the Production Cost Model
In preparing their budget model, the economists in the Farm Eeonomics

Branch have used current feed prices for creep, pre-starter, starter, and grower

.rations. An gllowance has been made for a 5% mortality rate prior to weaning.

Normal feed consumption in terms of pounds of feed consumed at each growth
level has been provided for. The model assumes that pre-starter and starter feed
will cost $191.00 per metrie ton, and that hog grower feed will cost $159.00 per
mefric ton. These are the current rates in B.C. If feed costs increase above this
price, it would increase the overall cost of production.

The economists calculations of the estimated cost of feed per hog and per
dressed hundredweight are shown in Table 3, opposite. The table indicates that hog
grower rations account for about 83% of hog feed costs. Hog starter and sow and
boar feed account for a further 30% of feed costs, with creep and pr.e-starter
accounting for the remaining 7%.

Finance costs are the next most significant cost item to a prospective
grower after feed costs. In estimating these costs we have assumed a term loan of
$200,000 financed at 14%. This would be half of the capital cost and start up eosts
of a new 100 sow operation. It is assumed that the remaining ecapital finanecing
costs have been eontributed by the producer's equity. The rate of 14% is based on
current bank interest rates for a credit of this nature. These ratés are historically
high. However, they have prevailed during 1978 and 1979, and may drop only
slightly in the next 1% years. '

If a different amount of financing was required, or a lower rate of interest
was in effect, there would have to be an appropriate adjustment made to the
calculation of finance costs,

One approximate guideline in adjusting the amount of finance costs is that

every additional $20,000 of financing will inerease the production cost per cwt. by
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approximately $1.00. If the full eapital cost of & new 100 sow farrow to finish hog
farm (i.e. about $400,000) had to be finaneed by term loans, the cost of production
in the example shown would be inereased to about $75.00 per ewt. This production
cost would represent the breakeven point on the farm operations, If hog prices fall
below the producers breakeven point the producer will start té loose money.

With $200,000 in financing at i4?6, the breakeven point on the producers
operations shown would be a price of $66.47 per ewt. This is approximately the
current level of hog prices in B.C. A new producer starting operations would just -
about break even if he had 50% equity in the business. A producer who had no debt
would have a breakeven point of about $57.04 per cwt.

Depreciation expense has been provided in the model at 5% on the farm
buildings and at 10% on the farm equipment based on the eurrent replacement cost
of these facilities, These depreciation rates appear realistie, and represent about
8% of total produetion costs. This cost would not be as significant for pfoducers
with established facilities and lower original capital costs,

A living allowance of $12,000 per annum is provided in the model to cover &
base wage to the producer sufficient to cover basic living costs. This is equivalent
to a wage of $5.00 - $6.00 per houi*, and is reasonable in terms of today's cost of
living, and famil}g income requirements.

All other costs in the model, with the exeeption of breedi'ng stoek are each
individually small. Together with the provision for replacement of breeding stoek
they represent about 15% of the total cost of produc.tion.

It takes about five to six months to raise a hog to market size, i.e. a live
weight of about 200 lbs. and a dressed earcass weight after slaughter of about 165

Ibs. Once they are ready for market, the hogs are sold by the producers direetly to

an inspected slaughterhouse or a local non-inspected abattoir.



Table 4
HOG SLAUGHTER IN B.c.\V
(000's of hogs)

Federal Provineial Uninspected :
Year Inspection Inspection Abattoir Total
1967 177 13 14 204
1968 166 20 16 202
1965 136 ' 23 21 180
1870 136 31 5 172
1971 143 36 8 188
1972 97 - 28 11 136
1973 78 27 11 116
1974 80 36 14 130
1975 59 36 13 108
1976 32 ' 39 12 83
(1) Source: The Meat Proeessing Industry in British Columbis,

Select Standing Committee on Agriculture,
December 1978, Table B.2
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Slaughtering and Processing Facilities
There has been a significant change in the availability and utilization of

slaughtering and processing facilities within the Province over the past decade.

+ This change has been brought about by changing economie conditions within the

meat packing industry in Canada. Before the opening of the Rogers Pass section of

‘the Trans Canada Highway in 1962, V\-Ihich facilitated transportation of dressed
carcasses under refrigeration, it was still profitable to ship live hogs and cattle
from Alberta for slaughtering in Vancouver's meat packing facilities. During the
1960%, the Alberta packers centralized their slaughtering and processing operations
in Alberta. In order to rationalize processing costs and to remain ecompetitive with
the balance of the industry, most of the major packing companies elosed down their
Vancouver killing and processing operations in the early 1970's, with the resulting
decline in slaughtering in B.C. as shown in Table 4, opposite. Now the only major
processing company with hog killing facilities in B.C. is Intercontinental Packers
Ltd,

The demise of the major packing houses opened up new opportunities for the
provincially inspected abattoirs, as shown in Table 5. A number of private family
owned businesses such as Borsato's in Langley, Lawrence Meats Ltd. in Dawson
Creek, and Kohlers Ltd. in Aldergrove, have all built up their hog slaughtering
facilities to over one half of the capaeity of the industry, and have developed a
small {about 129) portion of the processing capacity in the B.C. pork market.
These enterpreneurs have capitalized on their ability to cater to specialized
markets for sausage and eured pork producfs and have built their businesses on
sales to the delicatessen and small butcher shop trade as well as custom work

which can no longer be economieally served by the larger processors.



Table 5
B.C. PORK SLAUGHTERERS AND PROCESSORS
1978

Federally and Provincially Inspected

Hog Carcasses per Week

Funetion
2' Slaughter Facilities
% E Current Current
2 9 2 Weekly Rated Weekly
Company Location M A F Slaughter Capacity Sales

Borsato Langley ¥k ¥ 350 600 350
Intercontinental Vancouver * % % 650 2,000 3,000
Hertel* Port Alberni * F % 140 300 140
Kohler * _ Aldergrove * o ¥ 650 800 650
Lawrence Dawson Creek *Oo¥x ¥ 250 300 250
Salmon Arm Meats* Salmon Arm ¥ 0 x 100 250 100
Fletchers Vancouver * - - 5,500
Canada Packers Vancouver ' * % - - 1,800
Swifts Richmond * - - 1,000
Burns | Burnaby * - - 400
Island Meat Packers#* Victoria * 30 __100 30
WEEKLY TOTALS 2,170 4,350 13,220

(1)

With no change to existing facilities

(2)

Includes purchases adjusted to carcass equivalents

Operate under less than full federal inspection, thus limiting market area
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Table 5 shows our estimates of the current weekly slaughter, rated capacity
and current throughput of the major pork proeessors in B.C. These estimates have

been made based upon interviews by the study team with the principals of these

firms and discussions with other individuals knowledgeable about the industry. This

table indicates that on the whole, the industry is operating at 509% of its one shift

capaeity, with Intercontinental, the largest, operating at about 1/3 eapacity; and

the others varying significantly:

% Rated Capaeity

Intercontinental Packers 33%
Kohler 819%
Borsato 58%
Lawrence ' 83%
Others 4296

Industry 50%

The current weekly sales represents the estimated total production volume
of these processors from all sources. This includes the processing of hog carcasses
and major cuts imported either from the Prairies or the United States. Swifts and
Burns no longer do any local processing of pork, while Canada Packers carries on
only limited procéssing operations. Fletchers Ltd. carries out about 40 percent of
the pork processing operations in the provinee, but has no loeal slaughter facilities.

W‘e estimate that of 13,220 hog carcasses per week which are handled by

- these processors, only 17% are supplied from the B.C. slaughtering facilities. The

remaining 83% is obtained in the form of dressed carcasses or major cuts from
Alberta or the U.S. Of this amount imported into B.C., about half is processed in

B.C. The remaining half is wholesaled as fresh cuts:
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Imports Into B.C.

(carcasses per week)

Processed Wholesaled
Further As Fresh Total
Processors ' 5,400 3,900 9,300
Wholesalers = 1,400 1,400
5,400 5,300 10,700

These estimates have been developed as a result of the visits of the study
team to each plant, and interviews with the management of each,

The table does not inelude major pork cuts brought into the province for
direct sale at the retail level, nor does it include processed and cured pork products
imported into the province by major retailers, These imports amount to the
equivalent of 4,000 to 5,000 hog carcasses per week. Thus, total B.C., c-lemand is
about 17,000 to 18,000 carcasses per week,

The largest pork processor in the Provinee, Fletchers Ltd., processes about
9,500 hog carcasses per week. Much of Fletehers growth has been achieved over
the past five years. Partially because of an inadequate supply of hogs in B.C.,
Fletchers purchased a hog killing plant in Red Deer, Alberta, to supply its
Vancouver plant  with hog carcasses for further processing. Since then, all of its
hog requ.irements have come from outside the Province either from Alberta or the
U.S. In August of 1978, Fletehers entered into & long term contract with the
Alberta Hog Market Board for the purchase of up t_o 300,000 hogs per annum to
assure a continued supply of product for its Vaneouver plant. The hogs are

purchased on a formula price basis that refleets the daily Alberta and U.S. market

prices.
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The slaughtering industry in B.C. is made up of about 63 firms. The seven
largest hog slaughtering firms are listed in Table 5, opposite page 18. There are
11 inspected plants in the Province, and 52 non-inspected abattoirs. These are
listed in Appendix B, with the names of each of the inspected abattoirs and the
locations of the non-inspected 52:

No. of Plants
Full Federal Inspection 5
Domestie Inspection 6
Non-inspected _92
TOTAL _ B3

Those plants with Federal inspection are registered under the Canada Meat
Inspection Aet, qualifying for full Federal inspection procedures under the Health
of Animals Branch of Agriculture Canada. This Branch details very specific
requirements for the eonstruetion and finishing of such plants ineluding wall and
floor finishes, and the designation of stainless steel for all equipment which comes
in contact with meat products. There must be a Federal Agriculture Canada
Inspector in attendance during plant production.

The Province of British Columbia has undertaken to provide inspection and
enforce the regulations of the Canada Meat Inspection Act in designated areas of
the Provinee, that is, the Lower Fraser Valley and the southern tip of Vancouver
Island. The abattoirs under this inspection are the seven listed in Appendix B.
Actual inspection is done by federal inspectors under the federal domestjc
program, for which the province pays the costs.

The remaining slaughterhouses are spread throughout the Provinee as shown

by the map on the opposite'page. These abattoirs are very small in relationship to
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those listed in Table 5, and do not comprise a significant part of the volume of the
B.C. industry. Consequently, they do not constitute a major market for swine
producers, nor a major influence on the pricing of hogs for market.

However, they provide a service for supplying meat to the loecal communi-
ties. Their sales are usually made direetly to residents in the area. Because the
plants and their meat products are not inspeeted, the meat is not saleable to the
chain and major independent retail stores which haveAa policy of handling only
inspected meat. Meat which has not been federally inspected is not acceptable for
trade between processing plants, and cannot be introduced into an inspected
processing plant, thus further limiting the markets of these small plants.

Some specialty processors such as Vancouver Fancy Sausage Ltd., Freybe
and others, use sow carcasses and trimmings in some quantity. This product is
largely supplied from Alberta and would not be available in B.C. in sufficient
quantity until hog production has been substantially expanded in B.C. Sinee this
produet is sold throughout Western Canada, these specialty processors could
become more significant users of B.C. trimmings as the supply becomes more
assured. 7

As part of our study, we were asked to ecomment on the physical plant
facilities of the various processors. All the facilities of the firms listed in Table 5
were visited by the staff of Foodwest Consultants Ltd. with the exception of
Salmon Arm Meats and Hertel Meats., The facilities of these processors range from
nearly new to well maintained older buildings and all of the buildings were well
maintained and adequately equipped for their current level of operations. All of
the piants but one (which lies cutside of an inspection area), are subject to regular
inspection by the Health of Animals Branch of Canada Agriculture. Execept for

Intercontinental, all the slaughter equipment in each plant is sealed for low volume
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killing operations. Although substantial inereased throughput could be obtained
using this equipment, it would not be s cost effective when compared with larger
more efficient operations such as Intercontinental.

_All of the plants are well equipped with modern ma;hinery for processing.
However, the smaller plants do not have sufficient smoking and cooking equipment
to support an expansion of their operations. Most of the smaller plants not tied
into municipal sewer systems are experiencing problems, in varying degrees, of
meeting pollution control standards for effluent and waste with existing equipment.
This will become a more signifieant problem as hog production inereases, and could
restrict a further expansion in a number of operétions inclﬁding‘ Kohlers or
Borsatos. | |

If a processing plant is not tied into a Municipal sewer system, then the
plant has to deal with a large number of authorities in interpretation and
administration of pollution regulations. Processing plants use large volumes of
water which are not reusable under Health of Animals Regulations. The increase .in
hog production will inerease the rate of water usage by 15 or so gallons per hog and
thus increase the effluent which will require treatment, since the water cannot be
recyeled without treatment. As eff‘luent, this quantity of water will require some
primary treatment, even if disbursed to a septic tank in a drainage field. Some
additional treatment may in future be required by Munjeipalities if the diseharge is
to be received by a Municipal sewage system.

In summary, our local inspected slaughterhouses and processing facilities are
well equipped and capable of handling up to their rated slaughter capacity of
200,000 hogs per year with their current facilities. Beyond this level, however,
these plants would need a substantial capital investment in equipment and in

buildings. While market opportunities may oecur in future to expand some plants,
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such as Kohler's and Borsato's, their owners may not wish to expand their business
operations beyond the level which they ean finanee and control.

Of the major B.C. inspected slaughterhouses, only Intercontinental has the

.eapacity of improving its efficieney with its existing facilities through additional

volume. It is presently operating at about 1/3 of rated capacity, and has the

specialized eqﬁipment necessary for high-volume, high-efficiency hog killing pro-

duction. In comparison, the other local inspected slaughterhouses and processing
facilities are not as efficient, since their equipment is designed mainly for lower
volume and for handling a mixture of animals. While additional volume will
improve the operating eosts of such plants, the restrictions of the equipment would
preclude such plants obtaining the level of efficiency of, say, Intercontinental, or
some Alberta, Ontario, or Quebee plants,

While these plants may not attain the necessary levels of efficiency, that is
not to say the B.C. industry as a whole cannot be competitive for the B.C. market
with the pork processing facilities located in other regions. We discuss the

competitiveness of the B.C. industry separately.

Wholesale and Retail

The major importers and distributors of pork and pork products are the
major ﬁeat processing companjes and food wholesalers and retailers. These
companies provide nearly all of the pork and pork products sold through the major
food chain stores.

The major proéessors listed in Table 5 have developed brand names and have
developed share of market positions for their cured and smoked products such as
hams and bacon. It is estimated that the five major packers and processors import

the equivalent of about 550,000 hog carcasses per vear into B.C. for resale to the



Table 6

MAJOR DISTRIBUTORS OF

PORK & PORK PRODUCTS _

Estimated Sales in Hog
Carcass Equivalents per Year

Intercontinental 150,000*
Fletchers | | 275,000
Canada Packers 90,000
Swif ts | 50,000
Burns 20,000
_585,000

* includes approximately 35,000 hogs slaughtered and processed in B.C.
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retail chains and independent food stores. The amounts of our estimates resulting
from our interviews with each of the firms are set out in Table 6 on the opposiie
page. Not included in this estimate are other processed pork products imported for
‘resale by these firms or produets purchased by retailers directly from sources
outside B.C. This amounts to approximately 28% - 30% of the B.C. market, a
éignifieant portion and a major opportunity in developing a longer-term strategy
for the B.C. industry. Fresh pork cuts are sold, without brand name differentia-
tion, through the major retail chain stores and butcher outlets » and amount to 35%
- 40% of total pork consumption, with the remaining 60% - 65% of the market in
further processed produets,

The other smaller loeal proc.essors market the majority (over 50%) of their
product through independent retail stores and delicatessens, or through proeessor
owned retail stores. The balance of their volume is aceounted for by custom
slaughtering and processing.

A significant hotel, restalirant, or institutional {food services) market for
pork has not as yet been developed, either in B.C., Canada or the U.S. This limits
immediate marketing opportunities but provides a challenge to the industry to
improve pork consumption (50 lbs. a year) closer to that of beef (110 1bs. a year).

The B.C. r:etail food industry to which the proeessors sell their fresh pork
cuts and processed meat is comprised of 1,069 major food stor'es with a large
number, probably an additional 2,000 small minor retail stores, known in the
industry as "mom and pop" stores. These smaller stores account for a very limited
share of the food market and have very little volume in the sale and distribution of
fresh and proeessed meats.

The structure of the B.C. retail food industry and the major components of

that industry are set out in Table 7. Over half of the sales of



Woods, Gordon & Co.

Table 7
STRUCTURE OF B.C.
RETAIL FOOD INDUSTRY
Estimated®
No, Stores Share of Market
Safeway 83 27%
SuperValu {Corporate &

Independent) 86 25%
Woodward's 13 14%
Overwaitea Group 49 8%
Kelly Douglas, W.H. Malkin supplied

stores (Red & White, Lucky Dollar,

High-Low, Shop Easy, etc.) 139 7%
IGA 44 4%
Other Chains including -

(Mac's, Federated Co-Op,

Low-Cost, PayLess, Much More,

7-11, ete.) 281

15%
Independents 364
TOTAL 1,089 100%
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retail food in the Province are sold through the Safeway and SuperValu chains.
Both have stores coneentrated in the large urban areas and in the medium-sized
towns and population centres throughout B.C. The Woodward's group is coneen-
trated only in the urban areas, with major-sized stores. As can be seen from Table

7, each Woodward's store accounts, on average, for slightly-over 1% of the B.C.

' market.

The buying offices for these chains are almost all located in Vancouver. The
chain's purchasing decisions for major pork cuts and for processed meat (including
private label brands of bacon and ham) are made weekly, through a careful
comparison of pork prices at various U.S. and Canadian shipping points, as well as
local Vancouver prices. The out-of-province prices are converted to a laid-down
cost in Vancouver for a fully comparable price. It is important that the B.C.
processors offer their products to the chains at a price which is ecompetitive with
the comparable product transported to the Vancouver distribution point,

All chains have adopted a policy of purchasing only Federally inspected
meat products. Consequently, this excludes the ability of the B.C. pork industry to
supply chain stores located in outlying areas of the Provinee from local uninspected
abattoirs. The concentration of volume within the retail food industry, and the
impact of this l:;uying policy, has led to a coneentration of the processing industry
in the Lower Fraser Valley. ‘

From our interviews with B.C. processors and retailers, we were able to
develop accurate estimates of total product used within the province, for esch of
the five major pork euts. In Table 8 we have set out the sources of these pork
euts, and their estimated usage in B.C. This Table is based upon the present B.C.
loeal slaughtering produetion of approximately 2,200 hogs per week, providing

4,400 pieces per week for each of the five major cuts. The



Loins
Butts
Hams

" Picnies

Bellies

(1} Some shift taking place in 1979 from the U.S. to Ontario and Quebee

1978/79 ESTIMATED WEEKLY USAGE
FRESH AND FROZEN PORK

{for retail sales and further processing)

(in cut equivalents)

Imports into B.C.

Loecal
B.C. From(l)
Production U.8. ~
4,400 10,000
4,400 1,000
4,400 600
4,400 1,600
4,400 2,000

Source - B.C. Retailers and Processors

where surplus production is oceurring.

Table 8
From Total
Alta,Sask Together Usage
15,600 25,600 30,000
17,600 18,600 23,000
16,000 16,600 21,000
13,000 14,600 19,000
16,600 18,600 23,000
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imports from either the U.S., or from Alberta and Saskatchewan have been
estimated, based upon our discussions with B.C. retailers and processors. During

the latter part of 1978 and early 1979, there has been a significant (about 509%)

. decrease in U.S. imports, These have been replaced by purchases from Alberta in

particular, and Ontario and Quebec. This shift has been caused largely by increases

'in production in eastern Canada, which is now surplus to their loeal consumption,

assisted by a drop in the Canadian dollar, relative to the U.S. dollar.

The imports into the Province refleet a volume of approximately 11,000
hogs per week, in carcass equivalent. About 85% of this volume is imported by the
major processors, either for resale or for further processing, with the remaining
15% directly by the retail chains and distributors.

As can be seen from the total usage of each of the five major cuts, the
volumes range from a low of 19,000 picnics per week, to a high of 30,000. loins per
week. This variation does not create a problem in  the industry since the B.C.
supply is such a small part of the B.C. needs. However, as the B.C. industry
increases, the loeal volume will work initially to displace the imports from the
U.S., then the imports from other Canadian Provineces. Once the B.C. supply
becomes a significant part of the supply for B.C. processors (over 509), then it will
be necessary to develop export markets in either Canada or the Northwest U.S. in
order to'take the surplus volume of specific cuts.

Pienics should not be viewed as a limiting factor in the demand for pork
products even though pienics presently have the lowest usage of the major euts.
Picnics are a replacement item for boneless beef in the production of sausage and
cooked meats. It is expected that boneless beef will be in short supply for some
time to come and therefore the demand for picnics in the meat processing industry
will remain substantial as the industry can utilize surplus produet, diverted from

fresh or smoked pienic sales.
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In order to expand the market for B.C. grown hogs, the processors would
have to displace product coming onto the market first frqm the United States, then

from Alberta and Saskatchewan. To determine the amount of product being

 brought in from the United States, the study team surveyed all major pork

distributors and chain organizations as to the quantity and form of their U.S.

“purchases. The information gathered relates to average weekly purchases and was

compiled in March 1978. Since the fall of 1978, however, these volumes have

dropped by an estimated 45 - 55%, and have been replaced by volumes imported

from Western Canada.

B.C. 1978
Pork Purchases From U.S.A. - Weekly Average

(pes)  (pes)  (pes)  (pes)  (pes)
Carcass Loins  Butts Picnics Bellies Hams

Packers & 2,500 7,700 500 700 2,000 600
Processors

Direet by

Chain Stores - 2,300 - 500 900 - -
TOTALS 2,500 10,000 1,000 1,600 2,000 600

Based on this survey, we estimate that it would require 2,500 carcasses of
pork each week .to provide the product being shipped to the B.C. market from the
U.S8.A.in 1979, '

Displacement of produet coming into B.C. from the United States would not
significantly impact Canadian producers or processors in B.C. or other provineces,

and would likely be the area of initial opportunity for an increase of the market

share of B.C. hog producers and proeessors.
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Transportation
In the course of our study, we identified four areas where transportation

costs could have a significant effect upon the activities of the B.C. pork industry.

. These costs include the movement of feed, live hogs, carcasses and cuts, into and

within the Provinee. The producer is concerned about high feed costs and shipping

"costs to deliver his finished hogs to market. The most significant transportation

costs for the proeessor are the costs of freight for the importation of either
carcasses or cuts for processing, and the cost of freight in marketing cuts and

further processed produects.

Feed Transportation

Transportation and acquisition costs to bring feed grains into B.C. add to the
producer's cost of feed. Sinee B.C. does not produce sufficient feed graiﬁ supplies
to meet its own needs, about 90% of the feed grains being fed to B.C. hogs must
come from the Prairie provinees or the corn belt of the U.S.

Feed grains are purchased by B.C. feed mills from grain brokers who arrange
for the purchase of the grain from a grain elevator and its delivery to the feed
mill. The transportation costs, elevator charges, and brokerage fees are paid by
the feed company, absorbed into its cost structure, and passed on to the hog
producer in the form of higher feed prices. About one half of the feed grain is
brought in by truck from Alberta, with the rest being shipped in by rail. Importing
U.8. corn is currently more expensive than importing Alberta barley and is thus not
competitive.

The current cost of freight, elevator charges, and brokerage to buy a metric

ton of Alberta barley and to ship it to Vancouver is shown in the table below:
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Feed Purchase and Shipping Costs
per Metric Ton of Barley

(Calgary to Lower Mainland)

Rail Truck
Freight to Lower Mainland $17.41 $19.17
Elevator Charges . 7.30 | 7.30
Brokerage 2.00 2.00
TOTA_L COST $26.71 $28.47

These costs reflect the May 1979 unsubsidized transportation and purchase
costs which a feed mill would have to pay to acquire a ton of barley, and have it
shipped by rail or truck from Calgalry to the Lower Mainland.

The elevator and brokerage charges would be the same whether the grain
was shipped by rail or truck since virtually all of the grain purchased by B.C. feed
mills is purchased through grain brokers.

Although rail rates are about 10% less expensive than trueking rates, only
about half of the grain is brought in by rail. This is because the rail system is not
considered to be reliable for dependable on time delivery. During the summer the
system is overloaded in moving gréin for export. Grain cars for shipping feed
grains are on aJiocation due to an overall shortage of grain cars. Shipments for
export are given a higher priority than shipments for domestic .consumption. In
winter, avalanches and snow conditions can also cause disruptions in rail service
through the Rockies. |

Because the {eed mills have to rely on a constant flow of feed grains, they
have placed a greater reliance on truck sﬁipments. In future, trucking may
represent an even larger share of feed grain movements between Alberta and B.C.
With more material being shipped into Alberta for their economy, there should be

more opportunity for a backhaul of feed grain to B.C.



Shipments from
Calgary to: '
North Okanagan
Lower Mainland

Vancouver Island

Table 9
RAIL FREIGHT & FEED FREIGHT ASSISTANCE
RATES IN B.C.
{per metric ton)
Feed Freight Net Freight
Freight Assistance Cost
$ 11.90 $ 6.60 $ 5.30
17.41 11.50 5.91
22.70 13.20 9.50
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Since it takes about six hundred pounds of feed grain to raise a hog to
market weight the unsubsidized cost of buying and transporting this grain to the

Lower Mainland would work out to about $7.30 - $7.75 per hog. This cost is

‘reduced by about $3.15 per hog (Table 9) as a result of the Feed Freight Assistance

Program. The present program, administered by the Canadian Livestock Feed
'Board, has been in effect since 1966. The program was designed to encourage an
expansion of livestoek produetion in non feed produecing regions of Canada. Funds
are provided under the Program to ensure a fair equalization of feed grain prices
throughout Canada. The Board used to ealeulate annually the minimum cost of
moving grain to various locations within the country. It would then establish
freight subsidies in such a manner that the net cost of transportation after
allowance for the subsidy was approximately equalized in all locations. The subsidy
applies to both rail and truck shipments of feed grains and is the same rate for any
destination, regardless of the method of transport. In 1976 freight subsidies under
the Feed Freight Assistance program were {erminated in Ontério and Western
Quebee and frozen at their 1978 levels in B.C.

Table 9, opposite, shows the rail shipping and feed freight assistance rates
to the principle feeding areas in Bfitish Columbia as of May 1979. This table
indicates. that th;a net freight costs after feed freight assistance are fairly equal
between the North Okanagan and the Lower Mainland. The net. freight cost to
Vancouver Island, however, is about $4.00 per metric ton higher. This difference
results because the feed freight assistance subsidy to Vancouver Island has not been
increased since 1976 and does not adequately take into account the jump in rail
tariffs and ferry rates for shipments going to Vancouvér Island as eompared to
those going to Vancouver. The inereased freight costs between the Lower Mainland

and Vancouver Island of $5.29 per metrie ton are only partially reduced by an




Feed Mill
Location
North Okanagan
Lower Mainland

Vancouver Island

Feed Mill
Location
North Okanagan
Lower Mainland

Vanecouver Island

Table 10a
B.C. FEED MILL NET FEED
GRAIN ACQUISITON COST
{per metric ton)
Net Freight Elevator Total
Cost Charges Brokerage Cost
$ 5.30 $ 7.30 © 0§ 2.00 $ 14.60
5.91 7.30 2.00 15.21
9.50 7.30 2.00 18.80
Table 10b
B.C. FEED MILL NET FEED
GRAIN ACQUISITION COST
(per market hog)
Net Freight Elevator Total
Cost Charges Brokerage Cost
$ 1.45 $ 1.99 $ .55 $ 3.99
1.61 1.99 .55 4.15
2.59 1.99 .35 5.13
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increase in the feed freight assistance subsidy of $1.70 per metrie ton. This results
in the feed mills on Vancouver Island having a higher net cost of feed. The current
rail freight costs of feed before and after subsidy can also be looked at in terms of
costs per hog. The table below uses tﬁe data from Table 9 to show the costs per
hog bas:ed on a feed grain usage of 602 pounds of feed grain per market hog.

Rail Freight & Feed Freight
Assistance in B.C.

(per market hog)

Shipments from Feed Freight Net Freight
Calgary 1o - Freight Assistance Cost
North Okanagan - $ 3.25 $ 1.80 $ 1.45
Lower Mainiand 4.75 3.14 1.61
Vancouver Island 6.20 3.60 2.59

These costs do not include the feed mills acquisition costs for brokerage and
elevator charges which would be constant throughout B.C. at about $9.30 per
mefric ton, or $2.54 per market hog. The combined net freight and acquisition
costs per metric ton of grain and per hog are shown in Tables 10a and 10b,
opposite.

Table 10a indicates that the net feed grain acquisition cost per metric ton
ranges from $14.60 in the North Okanagan to $18.80 on Vancouver Island. On a
market hog basis this cost ranges from $3.99 in the North Okanagan to $5.13 on
Vancouver Island. These costs, which must be absorbed by the feed mills, have to

be passed on to the hog producer in the form of higher feed prices.
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Hog Transportation

Another significant transportation cost affecting the hog grower is the cost
of shipping his live hogs to market. In Alberta, this cost was paid for (in part) by
the processor, until May of 1978. At .that time the Alberta Hog Marketing Board
estabiished a new marketing system and it was agreed that the producer would pay
the entire cost of delivery of hogs to the processor's plant. The effect of this
change was to inerease the prices whieh Alberta processors were willing to pay for
Alberta hogs since they no longer had to pay the transportation cost from hog
assembly points to their plant. There was a shifting of costs from the Alberta
processor to the producers. This change has benefited the B.C. hog producer
because of the increase in the Alberta hog price. Since this price is used as a base
for establishing B.C. hog prices, the net return to the B.C. producer has been
increased. Now both producers in B.C. and Alberts have to pay the total cost of
delivering their hogs to market. There is thus an ineentive in both provinees for
produeers to loeate new production as close as possible to slaughtering facilities to
reduce their transportation costs.

The table below shows the current truek rates for delivering full truckloads
(180 - 200 hogs) to Vancouver from the major producing areas in B.C.

Hog Shipping Costs
to Vancouver

Point of Shipment Per Hog
Dawson Creek $ 7.25
Okanagan 3.70
Fraser Valley 1.90
Vancouver Island 6.00
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These rates are based on June 1, 1979 livestock hauling rates proposed for
use under the B.C. Swine Producers Income Assuranee Program. The rate for
Dawson Creek is not included in the income assurance formula and was obtained as
a separate quote. There is no regular livestock hauling service between Dawson
Creek and Vancouver since there is not a sufficient volume of hogs to support such
a service. Those hogs which are produced in the Peace River area are either
marketed loeally or shipped to Edmonton (at a cost of about $3.20 per hog) for
slaughter and processing,

We looked at whether rail shipments would be a lower cost alternative than
truck shiprﬁents for transporting hogs to Vaneouver from Dawson Creek. We found
that the rail system could not be considered a viable alternative because the cost
of shipping by rail would be higher. Regulations within Canada require that
livestock being transported for more than 30 hours be offloaded, fed, watered, and
reloaded after a minimum six hour rest period. These regulations add greatly to
the cost of transport for livestoek which is in transit for more than 30 hours. Since
it normally takes more than 30 hours for a train to travel from Dawson Creek to
Vancouver, this method of transport would not be economic for Peace River hog
producers.

In our survey of producers we found that a surcharge may be applied in the
Interior when a producer, or group of producers cannot make up a full truckload of
hogs for shipment to the coast. We were told that Interior producers were
experiencing diffieulties in eo-ordinating and obtaining full loads. As a result,
finished hogs are sometimes held off the market for several weeks until a full load
can be assembled. This ecan result in heavy or overweight carcasses, as well as
greater cost to the farmer in excess feed costs. As the number -of full-time
producers in the Interior increases, the availability and cost of hog trucking

services should improve. ~However, co-ordination of hog shipments will still be
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necessary to tie in the producer, trucker, and proeessor. Our recommendations
include this co-ordination funetion,

Thel shipping cost per hog from‘ Vaneouver Island to Vaneouver is slated to
increa_se from $4.00 to $6.00 per hog on June 1, 1979 as a result of an inerease in
B.C. ferry and trucking rates. As a result, it will cost $2.30 more per hog to ship

hogs from Vancouver Island to Vancouver than from the North Okanagan to

Vancouver.

Caresss and Cut Transportation
The B.C. processor is also faced with tranéportation costs in shipping
carcasses or cuts into his plant. These costs vary by source of supply, and size of

shipment. The average cost for freight by refrigerated truck to Vancouver in 1978

is shown in the Table below:

Cost per Cwt.

Shipping Costs to Suspended Cartonned
Vancouver from - Carecass Cufs
Calgary/Edmonton $ 2.80 $ 2.60
lowa 4,30 3.90

These costs are based upon rates for 40,000 pound truckloads delivered to
Vancouver, The higher rates quoted are for hanging dressed carcasses, while the
lower rate is for cartonned products shipped in eut form. The rates vary slightly,
depending upon the size of truek used and the point of origin of the product (within
Alberta or lowa). Normally, pork imported from the United States is imported in
cut form,

In addition to freight costs, there is a tariff of $0.50 per ewt. on imported

fresh or frozen pork brougﬁt into Canada, Thus, all other factors being equal, our
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B.C. pork processors are faced with costs of bringing careasses and pork cuts into
the B.C. market of between 2.6¢ and 4.5¢ per pound of dressed meat. On a live
weight basis, assuming that approximately 60% of the market weight is sold as
cuts, our proeessors should be prepared to pay a premium of 1.6¢ to 2.7¢ over the

Alberta hog price for B.C. grown hogs.

Product Transportation

If B.C. pork processors had surplus product and wished to market into other
provinces or the United States they would have to consider the cost of freight
transportation. However, sinee B.C. is in a deficient hog growing area, we export
very little pork. Most sales of B.C. pork outside the provinee are in the form of
sausage, bacon, and other finished products. These products are marketed by
Fletchers Fine Foods Ltd., Intercontinental Packers Ltd. and specialty firms such
as Vancouver Fancy Meats Co. Ltd. In total, these sales would amount to the
equivalent of about 1,000 to 1,500 hog carcasses per week, most of whieh
represents some Fletehers product being processed in B.C. and sold in Alberta.

The freight rates from Vancopver to Edmonton or Calgary by refrigerated
truck would be about the same as the rates from Edmonton or Calgary to

Vancouver, i.e. about $2.60 per ewt. for a 40,000 1b. trueckload.

Market Stream

The flow of pork to the B.C. market has had a changing pattern over the
past few years. Consumption levels have changed only slightly sinee 1972, but
there has been a steady shift in the source of pork away from Alberta and local

slaughter to greater imports from the U.S.A. up until 1978, when U.S. imports

dropped off:
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B.C. Pork Sources

(millions of pounds of carcass equivalent)

Alberta

B.C. & other Total B.C.

Slaughter Provinces U.S,A. Utilization
1972 19.6 112.6 4.5 136.7
1973 16.4 108.1 8.0 132.5
1974 18.1 108.0 14.9 141.0
1975 15.4 87.4 21.0 123.8
1976 11.1 87.4 32.5 131.0
1977 15.3 75.5 41,2 132.0
1978 (est) 18.6 94,2 28.2 141.0

(1)

Source: Agricultural Canada - Produetion & Marketing Branch Annual Review

As part of the study team's interviews with B.C. pork processors and
retailers, and from information eontained in the B.C. External Trade Review, we

were able to determine a further breakdown of B.C.'s 1977 and 1978 pork supply.

B.C. Sourees of Pork Consumption

(fresh and further processed sales)

1977 1978 (est).
Millions Millions

Source (of hogs or cuts) Pounds % Pounds %
B.C. 15.3 11.6 18.6 13.2
Alberta & Other Provinces* 0.7 38.4 63.3 44.9
U.8.A, 41.2 31.2 28.2 20.0
Total Fresh or Processed

Locally 107.2 81.2 110.1 78.1
Further Processed Product

from Other Provineces 24.8 18.8 30.9 21.9
Total B.C. Consumption 132.0 100.0 141.0 100.0

* 1978 includes significant shipments from Ontario and Quebee.
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Pork Imports to British Columbia - 1978

Imports to B.C. from the U.S.A. dropped in 1978 from 1977 by 13 million
pounds in carcass equivalent. This represents a drop of 31.6%. The total imports
of pork produets into all provinces of Canada dropped 43% during this same period.
This decrease, however, was taken up by imports from other Canadian provinces
whieh inereased in 1978 by 18.7 million poun&s, or 25%. In mid 1978, Fletchers
shifted the purchases of about 2,500 carcasses per week from the U.S. to Alberta,
when it entered into a long term contract with the Alberta Hog Marketing Board
for the purchase of up to 300,000 hogs per annum. This resulted in a shift in 1978
of about 8 million pounds of purchases from the U.S..to Alberta. Canada Packers
has also shifted some of its purchases from the U.S.A. to Alberta, Ontario and
Quebec. Retailers who have been buying fresh pork from the U.S.A. have curtailed
their purchases to supply of advertised features only, even though there is still
some price advantage in importing U.S. pork. The U.S. product is not usually as
well trimmed and often contains more fat. The ct;ains have decided that during the
current period of high meat prices, they wish to maintain a quality image with
leaner product on regularly priced merchandise.

There is still a significant volume of US imports which can be displaced by
B.C. production. Because of the distances, displacement of the Ontario and
Quebec product is not expected to be more difficult than displacing U.S. ship-
ments, Displacement of Alberta produet, however, will be more difficult.

-In addition to the change in flow of pork to the B.C. market, the methods by
which the produet reaches the consumer must be understood. Most fresh pork is
purchased from retail stores and eaten at home. A small portion of total pork
consumption is eaten away from home, largely in processed form such as ham,

bacon or weiners. Fresh pork is not a major regular menu item in most restaurants
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or fast-food outlets. An experiment is presently under way in Ontario by the Pork
Producers Marketing Board to establish a fast food outlet with menu items

developed around pork. If this venture is suceessful it could increase the demand

. for pork produets in the restaurant trade throughout Canada., Some success in this

area would provide a great assist in the development of markets for pork products,

‘and thus enhance the development of the entire pork industry.

‘The normal channels of distribution for pork produets moving to the major
retail store outlets are either directly from the processor to the retailer or
alternatively from the processor to a distribution or delivery centre owned by a
retail chain.

Approximately 27% of pork produets move to the market place through the
Safeway centralized distribution system and a further 9 - 10% through the
Overwaitea and Federated Co-Op delivery centres. The other 63% goes directly to
retail outlets from the processor. Those retail chains without central handling
facilities try to control the number of deliveries per store by buying from suppliers
with a sufficient produet line to supply all items. A distribution centre provides
much the same function as a wholesaler in that it buys in bulk and distributes its
product according to the orders of individual stores. Only Canada Safeway
operates a complete meat distribution warehouse in B.C. Kelly Douglas operates a
beef processing plant in North Vancouver which is operated in a limited way as a
distribution centre but the majority of their stores receive meat produets directly
from the processors. Delivery centres are simply transfer points where all store
orders are amalgamated for delivery. Delivery centres for meat products are
operated by Overwaitea Stores and Federated Co-Operatives,

Those chain stores not operating distribution or delivery centres still co-

ordinate buying activities for their retail stores, The buying pressures exerted by



Market

Toronto
Winnipeg
Saskatoon
Edmonton
Omaha
Sioux City

St. Paul

(1) Source:

(2)

COMPARISON OF HOG MARKET prICEs(!) (2)
JANUARY 1 - SEPTEMBER 24, 1977

Average Price
per CWT for
Total Period

$60.79
55.95
56.16
56.74
96 .58
56 .38

55.84

Average Daily
Range in Price
For Period

$ .86
.48

.44

Table 11

Maximum Range

for a

Single Day

$ 5.80
4.75
4.05
8.85
1.50

.75

1.00

The Competitive Position of the Canadian Pork Industry,
Howard Fredeen, Appendix E, p.3-4

U.8S. live weight hog prices have been converted to a dressed
carcass basis and adjusted for daily exchange rates.
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the major chain stores require the processors to offer their product at competitive
prices. Thus the processors must be constantly alert to the selling prices of major

cuts in both Alberta and the mid-western United States if they are to stay

. eompetitive and on top of this market.

- Hog Prices

Hog prices are established on a daily basis in each hog market region
throughout North America. Prices paid by slaughterhouses depend upon the supply
of hogs offered for slaughter and the eurrent level of retail consumer demand.
Prices in Canada are usually established by some form of auction system operated
by the producer hog marketing boards. In the U.S. prices are established either by
an auction or an offering system, An offering system exists where a slaughter-
house establishes a price which it is willing to pay for hogs that day and .purchases
all hogs which are offered to it at that price. 'This system is followed in many
areas in the United States including the mid-west, and is also followed in Quebec
and B.C.

Where an auction market system exists either in Canada or the United
States hog prices may vary during the day as each Iot comes up for bid. Usually
these price fluctuations are small although occasionally they ean vary by as much
as $4.00 to $5.00 or more per ewt. in a single day's trading. While priees do vary
between one market region and another (because of loeal hog supply and demand
conditions) the variance between regions does not often exceed 5%.

Table 11, opposite, shows a comparison of daily hog prices at several
markets in Canada and the U.S. over the first 38 weeks of 1977. It demonstrates
the close price relationship which exists among the various market centres. The

Edmonton, Alberta price was the highest of the Western Canadian and U.S. prices
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and showed the greatest variability in terms of daily price ranges. Despite this
price variability, the Edmonton price was within 2% of the average price in each of

the Western Canadian and U.S. hog market centres over the 38 week period of the

. study.

Since Alberta hog prices have been used by B.C. processors as a basis for

'setting B.C. offering prices, it is impoi‘tant to understand how well the Alberta

prices compare with other markets. Several recent studies were done to address
this question. The Harries Report commissioned by the Alberta Minister of
Agriculture reported on price relationships in the Alberta hog market and Dr. H.
Fredeen reported on the competitiveness of the Alberta and Canadian pork
industry.

Both studies recognized that traditional price relationships between Alberta
and Toronto had broken down because Eastern Canada is now self sufficieﬂt in pork
and is no longer a regular market for surplus Alberta production. The main market
setting pressure is now from the U.S.A.

The Harries report had used Omaha and Sioux City terminal market prices
to compare the laid down cost of U.S, pork to the Alberta and B.C. markets. Based
on this data, Harries had concluded that the Alberta market for the period 1974
through 1977 had only occasionally reflected the U.S. equivalent. During the study
team's visit to Jowa, it was determined that the real cost of hogs to a U.S,
exporting plant from the Iowa/Minnesota region was actually $1.00 to $1.75 per
cwt. less than the Omaha and Sioux City market prices. These latter prices reflect
spot market prices paid by small processors for their requirements and are higher
than the prices normally paid by the larger processors who have their own supply
network, After adjusting the U.S. prices used by Harries downwards by a $1.25 per

cwt. live weight, we found that the Alberta market price was within a 5% range of
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its U.S. equivalent during all but five months within the forty-four month period
studied by Harries (January 1974 to August 1977).

Thus, it would seem that the Alberta price has been closely comparable to

" equivalent U.S. wholesale pork prices over this period after adjusting for freight,

exchange, and duty. As long as this holds true, B.C. pork produeers can continue to

'rely_ on the Alberta market price as being a fair reflection of current North

Ameriean hog prices.

B.C. Price History

The price history in B.C. has been based on a processor offering price
system with prices tied to the Alberta hog market price. The offering prices have
been pértially a reflection of the competitiveness of the market and partially g
reflection of the processor's own demand for hogs.

A hog marketing system has not yet developed because of the limited supply
of hogs coming to market on a weekly basis and the small number of slaughterers
who are available to bid for hogs. All hogs now being marketed are sold by the
producers directly to the slaughters,

Until mid 1977, the price paid for B.C. hogs was $3.00 per cwt. over the
Alberta _average‘weekly price. With the temporary elosure of the Intercontinental
Packers Ltd. plant, prices fell to, or below, the Alberta averag;e sinee the other
local hog killing plants were not able to handle all of the available hog kill. When
the Intercontinental plant reopened in November of 1977, it did so on the basis of
an informal understanding with the B.C. Swine Breeders Association. The
Association agreed to assure Intercontinental that there would be at least 600 hogs
per week delivered to their plant for killing, and the company agreed to operate its

hog killing faeilities as long as the hogs were made available. It was agreed that
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Intercontinental would pay the Alberta price for the hogs and that it would pay a

premium of 50¢ per ewt. if the number of hogs delivered to them in a week exceed

500,
The B.C. Swine Breeders Association had to rely on moral suasion to ensure

that its members would provide sufficient hogs to the Intercontinental plant to

-justify its eontinued operation. We understand that the smaller processors started

to offer hog growers additional price incentives of $.50 to $1.00 per cwt. to deliver
hogs to their plants. Currently prices have worked their way back to a premium of
$2.25 to $2.50 per ewt. over the Alberta price. The current price premium is at
least equal to the current cost of shipping in pork cuts from Alberta. This reflects

the development of a more favourable market price position for B.C. hogs.

Hog Priee Cyele

B.C. hog prices have kept very closely in line with Alberta and other hog
market prices, but the general level of hog prices has shown a tendency to
fluctuate considerably over time. The chart on the opposite page shows the price
fluctuation of hog prices in dollars per ewt. over the period from January 1, 1974
to November 1977,

The chart illustrates the range of prices realized during each year and also
the genéral similar trend of Canadian and U.S, hog prices. The U.S. prieces shown
are in U.S, dollars and have not been adjusted for exchange rate differences. In
the 18 month period from May 1974 to September 1975 Toronto hog prices doubled,
rising from a low of $41.00 per ewt. to a high of $83.00 per cwt. Thereafter, they
declined steadily to a low of $52.00 per cwt. in November 1978, before rising again

to the $65.00 per ecwt. level in late 1977.



Table 12
AVERAGE MONTHLY EDMONTON HOG PRICES
PER CWT. JAN 1, 1974 - DEC 31, 1978
1974 1975 1976 1977 1978

Jan $48.86 $52.79 $69.60 $49.80 $60.72
Feb 47 .44 53.95 70,17 54.99 68.96
Mar 43.64 49.22 67.22 55.26 65.24
Apr 38.45 51.10 63.26 49.13 63.81
May 36.22 59.37 64.26 57.23 | 69 .66
~ June 35,87 65.33 - 64.48 60.42 68.43
July 40.37 73.40 63.20 62.19 63.47
Aug 47 .41 74.91 60.39 59.61 65.37
Sept 53.52 82.35 58.77 59.69 74.08
Oect 52.35 77.15 50.23 58.55 77.53
Nov 50.07 70.37 44.75 58.12 77.53
Dec 53.13 70.41 50.69 61.32 76.34
Average | $45.59 $65.03 $60.59 - $57.45 $67.51
Range: High- $53.52 $82.35 $70.17 $62.19 $77.53
Low -  $35.67 $49.22 $44.75 $49.80 $60.72

(I)Source: Price Relationships in the Alberta Hog Market,

Hu Harries & Associates Ltd.,
October 1977, Table 5, p.20,

(2)

1978 Annual Report - Livestock Division - Food Production
and Marketing Branch, Agriculture Canada, Vancouver B.C., p.4.
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The Edmonton prices whieh are not shown on the chart are generallty about
$4.75 per cwt. below the Toronto price. (Fredeen, op.ecit., ;ppendix Ep.) Table 12
shows the average monthly hog prices in effect during this period.
| The price fluctuafions during this five year period have resulted in producers
showing good profits in some months. and large losses in -other months when
revenues fell below the breakeven point. For a full time producer with eontinuous
hog production the average price during the year is the best basis for forecasting
the profitability of a producers operations,

The long term trend in hog prices has been for prices to inerease over time
to reflect the increased cost of hog production. However, the priee changes in any
one year may not keep pace with increases in the cost of production and if an
oversupply of hogs exists, prices may actuelly decline. These trends are shown in
the table below. In 1871 which was a year of North American over-production,
hog priees fell 25%, recovering in 1972 to a little over their 1970 level.

Approximate Average Prices (1)
for Hogs in Edmonton per CWT - 1970/1978

1970 _ $ 28.40
1971 21.25
1972 32.01
1973 49.92
1974 45 .59
1975 65.03
1976 60.59
1977 57.45
1978 67.51

(1) H. Fredeen, op.cit., Appendix E, Table E, (1970-1973 data)

From 1870 to 1977 hog prices in Edmonton increased by about 102%, from
$28.40 to $57.45 per ewt. During this same period farming costs increased by
between 100% to 1109%, with feed costs increasing by 105% and other important

input costs inereasing from 87% to 131%.
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Farm Input Price Indexes (1961 = 100) Costs (1)

Land & Mortgage
Buildings Credit Labour Feed
. 1970 151.4 202.8 167.8 107.6
1977 (Ist gtr.) 283.4 469 .3 381.8 220.5
"Percentage
Inerease 87.2% 131.4% 127.5% 104,9%

Source: Statisties Canada, 62-004

It appealrs that hog producers' incomes did not keep pace with increases in
the cost of produection during this period except for the years 1973, 1975, and 19786.
With the increased average price realization in 1978 to $67.51 per ewt,, producers'
incomes will have again caught up with the increased cost of production.

The outlook for 1979 on a North American basis suggests that there may be
a repetition of the 1971 experience. With producers indieating their intentions to
expand hog produection on a national basis by between 15% to 209% it is likely that
hog prices will fall below the cost of production, as they did in 1971—. Current May
1979 hog prices in Edmonton are about $62.00 per cwt. down from $76.00 per cwt.
in December 1978. If prices fall much below this level, it is likely that producers

will cut back on their planned inereases in hog produetion.

Wholesale Prices of Pork Cuts

Another area where price is important is in the sale and purchasing of pork
cuts. At one time, retailers were prepared to pay a considerable premium for fresh
local pork because of 'its freshness which assured maximum shelf life.

An examination of wholesale prices of fresh and frozen pork euts on the

Vancouver market shows a deelining spread between Canadian and U.S. pork. The
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wide advantage previously held by local fresh pork no longer exists. Pork loins, for
example, carried a local preference of up to 28¢ per lb. in mid 1977, but this has
declined to between 10¢ and 15¢ in recent months with the gap narrowing to 4¢ at
one point. U.S. exporting plants | have made some cutting and trimming
adjustr‘nents to make their produect more acceptable to Canadian buyers but is
generally conceded by the local chain buyers that significant quality differences
still exist. The narrowing spread has primarily been caused by the leverage this
imported product gives a local buyer which he uses on local sellers. The faet that
this product moves in readily and is accessible through a now well-established
marketing mechanism makes this leverage possible, When local production rises to
the level that it displaces the major portion of the U.S, trade, the spread may
widen again. Because the U.S. processors are not aggressively seeking the
Canadian market but rather are sought out by Canadian buyers, and because there
is not present surplus production in the U.S., the displacement of this traffic will
not be too difficult. There will be pressure on prices by local buyers, however,
until significant displacement ocecurs.

Regardless of the volume moving across the border at any time, the easy
access of the local chains to the U.S. market means that prices in other market

areas will have a considerable influence on the price of fresh pork cuts in the B.C.

market.



Table 13

AVERAGE WEEKLY SLAUGHTER OF HOGS
AT INSPECTED SLAUGHTER ESTABLISHMENTS
IN CANADA (1)

(in 000's)
Total Overall
Alta Sask Man Ont Que - West Total
1958 ©26.0 7.7 16 .4 35.8 19.6 50.1 105.5
1959 32.4 10.5 16.4 50.9 26.0 59.3 136.2
1960 25.7 7.8 14.7 41.6 19.2 48.2 109.0
1961 24.0 8.7 14.6 38.4 18.2 47.3 103.9
1962 26.0 7.2 13.1 42.1 20.7 46.3 108.2
1963 21.9 6.8 11.2 45.9 22.9 39.9 108.7
1964 26 .6 6.8 14.4 49.3 23.3 47 .8 120.4
1965 27.5 7.1 14.2 46.9 20.1 48.8 115.8
1966 - 23.0 6.8 13.6 46.9 19.8 43.4 -110.1
1967 27.1 8.9 17.2 52.7 26.4 53.2 132.3
1968 29.6 9.0 17.1 50.7 ' 27.3 55.7 133.7
1969 24.4 9.2 16.9 47.1 28.1 50.5 125.7
1970 29.1 13.8 23.3 52.4 31.4 66.2 150.0
1971 37.9 18.4 29.9 56.7 34.6 B6.2 177.5
1572 36.0 18.8 23.8 53.8 39.0 78.6 171.2
1973 33.9 18.3 23.7 49.3 35.0 75.9 160.2
1974 30.7 18.6 23.0 51.5 40.6 72.3 164.4
1975 23.7 11.5 " 16.6 46 .2 42.4 51.8 140.4
1976(2) 20.9 10.4 15.3 46 .4 44.9 46 .6 137.9
1977(2) ©22.5 10.3. 16.2 50.5 50.1 49.0 149.6
1978 22.7 S 10.9 16.2 58.2 58.6 49.6 166.4
(1)

Fredeen, op.cit., Appendix D, Table P10.

(2) Agriculture Canada - Annual Livestock Review
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II. TRENDS AND DEVELOPMENTS IN THE INDUSTRY

There have been a number of developments in Canada during the 1970's
we believe are significant to the future of the B.C. pork industry.

These developments include:

A decline in hog production in the major producing regions in Western
Canada.

A trend to consolidation of the industry and increases in the size of hog
farms.

A trend to higher cost to establish a hog farm with the introduction of more

intensive, continuing farrowing operations and specialized farm manage-
ment. : :

A trend to improved hog quality, in terms of hog carcass index.

An increased public emphasis on environmental controls in terms of odours,
manure handling, and waste disposal systems.

Changes in the handling of feed sales, feed pricing, and feed freight
assistance. :

A trend to continued inereases in hog production costs.

A reduction in hog slaughtering and processing facilities in Western Canada
and an expansion of slaughtering and processing facilities in Eastern Canada
and in particular in Quebec.

A realignment of marketing patterns in Western Canada for live hogs and
pork products.

Changes in Canada's balance of trade in pork and pork products.

Each of these developments has had an impaect upon the industry and each is

discussed in this report.

Decline in Western Hog Production

Table 13 shows the average weekly slaughter of hogs in Western Canada,

Ontario and Quebec over the last twenty years. The table indicates that Canadian



1971

1978

Change
Increase
(Decrease)
(000's of
hogs)

Percentage
of Change
from 1971

(1)

Source:

COMPARISON OF 1971 AND 1978

HOG PRODUCTION

(000's of hogs)

Table 14

-

Annual Livestoek Report, Livestock and Animal Product Section,
Agriculture Division, Statisties Canada

) Total ' Total
B.C. Alta Sask Man West Ont Que Atl. Canada
71 2015 1246 1331 4663 3136 1927 365 10,091
97 1179 557 843 2676 3026 3045 338 9,085
26 (836) (689) (488)  (1987) (110) 1118 (27)  (1,006)
35% (41%)  (55%)  (37%) - (43%) (4%) 58% (7%)  (10%)
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graded hog slaughter reached an all time high in 1971 when the total Canadian kill
reached 10.1 million head. The previous record high was 8.9 million head in 1944.
Production in 1978 rose to 9.1 million head and the outlook for 1979 suggests an
increase to a record high of about 10.4-million head.

' During the past thirty-five years, there has been a very significant shift in
Canadian hog production from Western to Eastern Canada.

Percentage of Total Canadian Hog Slaughter
Originating in Western Canada

1944 | 65%
1958 47% -
1971 ' 46%
1978 299%

The shift has been the most dramatie in the past seven years from 1971 to
1978. Hog production in the prairie provinces declined by 43% from about 4.6
million head in 1971 to 2.6 million in 1978. Much of this lost production has been
taken up by Quebec which has inereased its hog kill by 58% from 1.9 million hogs in
1971 to 3.0 million hogs in 1978. Both Qntario and Quebec now produce more hogs
than all three prairie provinees combined (see Table 14).

The decline in Western hog production had a number of consequences for the

pork industry in Western Canada. These were:

1) A loss of a good portion of the Eastern Canadian pork market to Ontario and
Quebee processors.

2) A loss of a portion of the B.C. pork market to U.S. processors up until 1978

when the decline in the Canadian dollar started to make U.S. pork less
competitive. .

3) A series of processing plant elosures in Saskatchewan, Manitoba, and
Alberta due to operating losses and an inability to obtain sufficient hogs.
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4) A shift in pork trading patterns. Western Canadian processors shifted from
a surplus to & defieit position in pork produetion and became net importers
of U.S. pork.

5) Increasingly tense relationships between the producer marketing boards and
the processors in Western Canada.

The consequences of this decline for the Eastern pork industry were:

1) The processing industry in Quebec was able to build a number of new
specialized hog killing plants which were more modern than any in Western
Canada.

2) Both the processors in Quebec and Ontario were able to solidify their

- market position in their respective markets making it more difficult for
Western processors to re-establish themselves in these markets.

3) - The hog industry in Quebec had an opportunity to expand rapidly to fill a
production void that was no longer being filled from the West.

The decline in Western Canadian hog production took place most notably in

1975, a year after hog prices had declined sharply in 1974.

A good portion of the decline can be explained by the fact that some
western grain farmers have always viewed hog production as a mechanism for
marketing feed grain. If feed could not be sold for eash, or an adequate cash
consideration, it could always be fed to hogs. The introduction of the new Feed
Grains Policy in August of 1874 helped give domestic feed mills throughout Canada
direct aécess to Prairie feed grain sﬁpplies. This policy and a decrease in prairie
barley production resulted in an increase in prairie barley feed prices of 70% to
75% in 1974. (Fredeen, op.cit. Tables C2.2, F5). This price increase resulted in it
being as profitable for the Western grain farmer to sell his feed grain for cash
father than feeding it to hogs and taking the risk of a decline in hog prices. Thus,
total western hog production fell by 28% in 1975 from 3.8 to 2.8 million hogs.

Even though hog prices recovered in 1975, prairie hog production didn't
increase because the cash selling price of barley, the main hog feed ingredient,

remained high. This jump in barley priees is shown in Table 20a, opposite page 61.



No.of Farms
Reporting
Hogs

(000%s)
1966
1971

1976

1976 as
a % of
1966

Average No. of
Hogs Marketed

per Farm
1966

1971

1976

(1)

Table 15
TRENDS IN AVERAGE SIZE OF HOG FARM UNITS(V
1966 - 1976

B.C. Alta Sask Man Ont Que N.S,

2.9 28.5 27.0 16.0 41.8 30,7 2.1

2.7 26.2 26.1 14.2 30.6 17.4 1.3

1.4 12.2 12.1 5.9 17.4 8.4 .6
63% 43% 45% 37% 42% 27% 20%
15 47 17 37 62 52 37
30 77 48 94 102 111 94
46 89 44 139 146 279 177

Source: Fredeen, op.cit., Appendix C, Table C5.
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Consolidation of the Industry
Fredeen, in his report on the Competitive Position of the Canadian Pork

Industry, noted that there has been a trend throughout Canada to an inereased hog

. farm unit size. From 1966 to 1976, the number of hog producers in Canada

declined by 61% while production increased by 12%. Production per unit inereased

" by 537% in Quebee, 235% in Ontario, and 189% in Alberta.

Fredeen also noted that "sinee 1871, the reduction in the number of hog
enterprises has progressed at approximately the same speed in all provinees, with
no apparent differences associated with the presence or absence of marketing
boards. Table 15 shows the decline in the number of farms reporting hogs between
1866 - 1976, and the average number of hogs marketed per farm. These figures
include farms raising pigs for their own consumption and thus tend to overstate the
number of farms engaged in commercial hog production. The average ﬁumber of
pigs marketed per farm is likewise understated, but the trends are clear.

A primary cause of the faster consolidation of hog produetion in Ontario and
Quebec has been the increase in hog eontracting operations. From 1971 to 1976
the number of "contract" producers in Ontario increased from 2.6% to 4.19% of all
producers and their market share from 8.1% to 13.3% of Ontario production. In
Quebee, contract operations now aceount for about 5% of all hog produection.

Much of this consolidation has come about because of the economic benefits
associated with an inereased scale of operations such as lower capital costs per pig
and better labour utilization.

Nova Scotia, which produces about the same number of hogs as B.C., has
shown the same national trend in terms of a decline in farm numbers and an
increase in unit size of preduction as indicated in Table 16, In 1971, the 68 largest

producers each raised more than 500 hogs per year and produced 68% of the



Table 16
TRENDS IN HOG UNIT SIZE
IN NOVA SCOTIA 1971 - 1976 (1)
1971 ’ 1976
No. of % of % of
Hogs % of Hogs % of Hogs
Marketed Producers Producers Marketed Producers Producers Marketed
1-50 776 76. 7 397 73 -3
51 - 200 112 11 10 49 10 5
201 - 500 59 8 15 27 5 8
501 ~ 1,000 40 4 23 31 6 21
1,000+ 28 3 45 30 6 63
1015 1009% 1009% 534 100% 100%
(1) Source: Fredeen, op.cit., Appendix C, Table CT.
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provinee's hog production. By 1976, 61 producers were raising 84% of the
provinee's hog production. This trend is very similar to that of the B.C. industry.

The trends in Nova Scotia -also indicate that by 1976 the 83% of hog

. producers who produced less than 200 hogs per annum were only contributing 8% of

the province's hog production of 107,000 hogs.
The significance of this trend is that the larger produecers who are more
highly ecapitalized and have greater farming experience are becoming more

dominant in hog production, not only in Nova Seotia but all aeross Canada.

Higher Industry Capitalization

Another faetor affecting the industry has been the trend towards higher
capitalization and the use of specialized facilities for hog production. Improved
methods of production such as specialized.barns for farrowing, weaning; growing
and finishing have been adopted over the past seven years. The move to intensive
continuing farrowing operations instead of the traditional spring end fall farrowing
requires better health control and greater mechanization of feed and manure
handling.

The trend in production facilities is to greater mechanization with total
confinement buildings. These buildings are usually heated, insulated and ventilated
with spe.cific zone control within the buildings to maintain optinjum temperatures
for the size of pig and stage of growth in any one zone. Each of the various stages
of hog growth have very specific heating and ventilation requirements for optimum
produetion, health, and feed conversion.

Statistics Canada computes farm input price indexes for the capital and
operating costs of farm units in Western and Eastern Canada. According to their

statistics the capital cost of a new farm inereased by about 90% to 1009% in the



HOG OPERATIONS IN ALBERTA, 1972 (1)

COST OF FARROW TO FINISH

Farm Size Range (No. Sows) 12 - 36

No. of Farms in Sample
Average No. of Sows

Farrowings/Sow/Year
Pigs Weaned/Sow/Year
Weaning Age {weeks)
Weaning Weight (lbs)
Mortality -

Pre-weaning

Feed lot
Feed/Sow/Day -

Gestation

Lactation

Average Carcass Weight
Feed Conversion
(all feed) liveweight

% Carcasses Above
100 Index

Investment per cwt.
Production (as a % of
costs for large unit)

Labour Hours per
ewt. Produced

Total Cash and Non-cash
Costs per ewt Produced
{as a % of costs for
large unit)

1

58.8

142.0%

2.6

117.0%

Fredeen, op.cit. Appendix C, Table C4.
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seven year period from 1970 to 1976. Continued inflation in Canada since then has
likely increased capital costs by a further 25% to 30%.

Since not only higher capital costs are involved as a result of inflation but

. also additional costs as a result of construeting more specialized buildings, it is

likely that total costs to establish a new hog production unit have inereased by

~about 1509 to 175% since 1970.

While larger production units have a greater total capital investment, it is
possible to obtain somewhat lower capital costs and labour costs per hog by
inereasing the size of the production unit. i

Farm management plays an important role in determining reproductive
performance and piglet survival. Fredeen indicates that management tends to
improve as the size of unit inereases. He indicates that specialist producers apply
greater control over sow feed costs by restricted feeding, have better health
control resulting in lower hog mortality, and by combining management and
geneties these producers achieve better feed conversion and higher carcass grades.
The net result is that larger producers have lower capital costs and labour costs per
hog than smaller producers and hence greater potential for reasonable returns than
non-specialized units.

These observations are supported by an Alberta study carried out in 1972 on
the eost of production for small, medium and large size farrow to finish operations
in Alberta. While the cost figures are now out of date, the operational data is still
indicative of the greater efficiency of the larger production unit, This data is
shown in Table 17.

The table shows that the larger hog farms had a superior operating
performance in almost all areas of hog produetion. They had the highest number of

pigs weaned per sow per year, the fastest weaning age, and a relatively low level of
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mortality. The overall feed conversion ratio was the best on the largest farms and
feed consumption per sow per day was the lowest. The largest farms had the best

ratio of carcass index above 100 and the lowest capital and labour investment per

.hog. Overall production costs of the large units were 14% less than the medium

size and 17% less than the costs experienced by the smaller units.

Healthy, fast-growing hogs can be reared to market weight in 150 to 180
days. By eculling his breeding stock, maintaining balanced rations, and a conducive
growing environment, a producer can reduce by about 10% the time taken to raise
a hog to market weight. When combined with proper feed control it is possible to
reduce feed requirements by as mueh as 15% or $5.00 to $6.00 per hog. Other
production costs ean also be reduced by about 15%.

These cost savings are usually achieved only in the larger full-time hog
operations where the producers have adequate hog farm management ex.perience.

Again, this experience is clear from the 1972 Alberta study.

Hog Quality

In 1968, the grading system of Canadian hogs was changed to an indexing
procedure based on the potential yield of trimmed retail product. Index 100
represented the "average hog carcass and, since pricing was based on index, the
system ;;rovided an economie ineentive for earcass improvement, '

Hogs are normally graded from 88 to 112 carcass index with the majority of
carcasses falling in the range of 97 - 107 én the index scale. The carcasses are
graded after slaughter and the producer is paid on the basis of the index. Since all

prices which are quoted or bid are based on a 100 index, the actual price received

by the producer will be the graded hog carcass index times the producer price.



Table 18

PERCENTAGE OF (1)
HOGS GRADING OVER 100

1969 48.2
1970 50.4
1971 - 54.0
1972 55.3
1973 55.1
1974 60.0
1975 63.5
1976 65.5
1977 66.7

(1) Source: Fredeen, op.cit. Appendix C, Table C14

Table 18a
PROVINCIAL TRENDS IN CARCASS

: : INDEX 1973 - 1977

PERCENTAGE OF GRADED CARCASSES INDEXING OVER 100

B.C. Alta Sask Man Ont Que N.S.
1973 68.8 58.1 54.7. 47.2 53.8 56.0 79.0
1974 75.4 64.3 57.8 54.7 59.8 58.8 80.3
1975 78.0 64.0 63.8 57.8 63.7 62.6 82.3
1976 76.0 67.7 67.4 60.8 64.5 64.7 80.7
1977 80.8 69.3 60.8 60.5 65.5 65.5 78.9
(1)

Fredeen, op.cit., Appendix C, Table 15
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An experienced producer with adequate facilities, good farm management
techniques, and breeding stock can achieve superior performance in terms of hog
carcass index. Sueh performance has an immediate pay-off for the producer in
terms of the priee which he receives for his hogs.

-8ince you recognized that the quality and availability of swine breeding
stock is important to the future development of the industry, you requested that a
separate study be prepared to report on the present status and opportunities for
improvement in the swine breeding program in B.C. Beecause of the technical
nature of this topie, this report was prepared solely by Canadian Bio Resources
Ltd., whose staff members have had first hand experience in swine breeding and
swine herd improvement programs, Their report has been reviewed direetly with
Al Pelter, Head of the Livestock Branch of the Ministry of Agriculture. A
complete copy of the Canadian Bio Resources Consultants Ltd. report, including a
summary of their findings and recommendations, is included as Appendix D to this
report.

Teble 18, opposite, indicates the trend to higher index hogs in Canada from
1969 to 1977.

Performance has varied from provinee to province with B.C. and the
Maritimes showing the highest percentage of over 100 carcass index hogs (Table
18a).

Effective January 1, 1878 the hog indexing table of differentials was altered
to allow indexing of hogs from 180 - 199 pounds, with highest indexes being in the
190 -189 pound range. The "average" carcass was shifted to hogs averaging 160 -
169 pounds compared to carcasses averaging 150 - 159 in the former table. These
alterations in the grading system encouraged producers to increase average weights
of hogs to 171.1 pounds in 1978 (164.4) and hogs weighing over 180 pounds increased
to 28,3% of total slaughter. These adjustments caused packer and producer

representatives to agree to further changes in 1979 which placed the highest
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indexes in the 170 - 179 pound weight range with indexes in the 180 - 199 pound
weight ranges being deereased slightly.

Because of the difficulty experienced by producers in adjusting to the new
1978 index which required them to produce lean hogs to heavier weights, the
numbel of hogs grading over 100 deelined by about 2% in 1978. In B.C. the deeline
was about 7%. The greater decline in B.C. may'be attributable to a number of new

producers commencing production.

Environmental Controis

The 1970's have been characterized by a period of increased public concern
about the quality of life, and the environment within which we live. These
coneerns have manifested themselves in the passage of environmental and pollution
control regulations, affecting most aspects of our business operations ineluding
agricultural operations.

Hog produeers are facing increasing pressure from municipalities over the
establishment, expansion and operation of hog production units. This pressure
eminates from the movement of urban populations out into surrounding agricultural
areas. With inercased population densities, there is increased public econcern about
farm odours associated with waste disposal and manure handling. There is publie
pressure on the municipalities to put in more restrictive land-use building site
regulations which limit the viability of particular types of agriculture including hog
production.

Most of the regulations whieh have been developed or proposed by munici-
palities where agricultural and urban development are coming in confliet relate to
either transferring the problem to other areas by restricting certain types of
agricultural operations such as hog or poultry farms or alternatively assuring that
the farms will be surrounded by so much land that odours from waste disposal will

not be a problem. These solutions have not been very helpful to the agricultural



Table 19

REGULATIONS AFFECTING FARM WASTE MANAGEMENT IN BRITISH COLUMBIA

Act Administrative Body
Pollution Control Pollution Control Branch,
Act, 1967 B.C. Ministry of Environment
Health Act B.C. Ministry of Health

Municipal Act

B.C. Water Act

Fisheries Act

Municipal Counecils

B.C. Ministry of
Lands and Forests

Environment Canada

Implications to Farm Waste Management

Under the Pollution Control Aect, 1967, any operation
involved in the discharge of wastes to the soil, water, or
air must acquire a waste discharge permit from the
Director of Pollution Control. However, livestock and
poultry operations are exempt from this regulation of the

-Act if wastes are managed and applied in a REASONABLE

manner as organic fertilizers to promote crop production.
Normal odours from such farm operations are exempt, as
well., Any farm from which wastes are not being handied
in a reasonable manner may be required to apply for, and
abide by the conditions of, a pollution control permit.

Sanitary regulations under the Health Act may be applied
to farms on matters of nuisance abatement, dead animal
disposal, location of offensive livestock operations, pro-
tection of the public from conditions injurious to health,
and prevention of stream poliution.

Under Section 870 of the Municipal Act, local municipal
councils may pass bylaws prohibiting the creation or
existence of nuisance conditions on any property; and,
under Section 871, may pass bylaws restricting the loca-
tion of livestoeck operations; and under section 702, may
pass bylaws setting out Zones where livestock buildings
will be allowed and setting set-back distances for build-

ings.

Under Section 37 of the Water Act, regional engineers
with the Ministry of Lands and Forests have the authority
to order a cessation to the discharge of any foreign
matter into a stream.

The Fisheries Act prohibits the deposit of any waste of
any type in any water frequented by fish.
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community because on the one hand they have prevented some land suitable for
agriculture _from being developed. On the other hand, where development is
permitted, it is often not viable because of the amount and cost of land required to
establish a production operation.

Table 19 opposite indicates the regulations affecting farm waste manage-
ment in B.C., and the administrative body enforeing these regulations, The
regulations under the Pollution Control Act and the Health act allow the enforeing
bodies considerable diseretion in the application of the regulations. Generally
swine operations are exempt from the application of these regulations provided
that farm wastes are managed and applied in a reésonable m.ﬁnner as organie
fertilizers to promote erop production. The exemption also applies to normal
odours associated with swine farming operations.

The Agricultural Engineering Branch of the B.C. Ministry of Agriculture
prepared a booklet in 1976 for the swine industry environmental committee. This
booklet set out environmental guidelines for swine producers in British Columbia
and specified guidelines for reasonable manure and wastewater handling practices.

The booklet suggested guidelines covering:

1. The layout, location and consfruction of swine buildings and equipment,
2, Swine housing and waste handling systems.

3. Swine manure storage structures.

4, Swine building sanitation.

5. Land disposal of swine manure,

The guidelines incorporated the latest technology then known. The booklet

y

suggested that better waste handling systems would be developed and that periodie

revisions to the guidelines would be required.
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The guidelines have been very helpful in reducing problems associated with
manure handling and waste disposal. However, the cost of compliance with the
guidelines ‘has also been substantial. The capital cost to start a new 100 sow
farrow to finish hog farm has been increased by about 10% or $40,000 for manure
storage and handling systems. The operating cost of a hog farm has also been
increased by about 3% to 4% to finance and operate these systems.

The guidelines issued by the Agricultural Engineering branch of the Ministry
of Agriculture apply throughout the Provinee of B.C. and would be equally
applicable on Vancouver Island, in the Okanagan, as well as the Lower Mainland.
Thus the cost of establishing and operating aceeptable Vmanure handling and storage
systems would be about the same -in each of these areas. The only area in which
these costs might be somewhat lower would be in the Peace River area. Because
of its low population density there is likely to be less coneern and pressure from
the Munieipal governments in the Peace River area to estsblish high standards of
pollution and environmental control for hog farming operations.

Outside of B.C. there is increased pressure on prairie hog producers to also
adapt to higher environmental standards in terms of manure handling and waste
disposal systems. In the United States, the Environmentel Control Protection
Agency is pressuring the U.S, Department of Agriculture to establish higher
standards of environmental eontrol for U.S. hog producers.

At present, B.C. hog production costs are likely about 2% to 3% higher'than
prairie or mid-west U.S, hog production costs as a result of having to meet higher
environmental standards, Over the next five to ten years, this production eost
disadvantage will likely deerease as producers in the prairie provinees and the mid-

west U.S, are forced to adopt more expensive waste disposal and manure handling

techniques.



- 57 -

Feed and Feed Costs

The main ingredient in hog feed rations is normally barley or corn. Most
hogs raised in B.C. and on the prairies are raised on barley. Hogs in Ontario and
the mid-west U.8. are mostly raised on corn (because it is grown in those regions).
Hogs é;rown in Quebec are primarily raised on barley because barley can be

imported at less expense from the prairies than corn from the U.S.

Feed Freight Subsidies

The shipment of western feed grain to Eastern Canada is assisted by a
system of preferential freight rates and in the case of Eastern Quebee and the
Atlantie provineces, by subsidies under the Feed Freight Assistance program

All grain shipped by rail from the prairies to Thunder Bay is ecovered under
the Crow's Nest pass freight rate agreement. This agreement was first established
in 1897 and currently provides statutory rates for the movement of grain to export
terminals at Thunder Bay and Vancouver at a rate of $5.73 per metric ton. This
rate is about one quarter of the rate which would normally be charged if the
railroads were able to set their own tariffs to recover their costs and to earn a
normal rate of return on their investment. The difference between the legislated
rate under the agreement and the railway's cost of shipping the grain is paid for by
the Federal government. However, since no adequate return on investment is
allowed for in the freight rate reimbursement, the railroads have no incentive to
invest in new grain handling ears. This is one reason for the shortage of grain cars
on the prairies, and also explains why most new grain cars are now built for and
owned by the Federal government,

The Crow's Nest Pass freight rates apply to ali grain shippéd from the

prairies to Thunder Bay, be it for export or domestic use. However, on shipments
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to the west coast, the rates only apply to grain shipped for export and current
domestic freight rates are charged on all grain shipments for domestic use. The
result of this poliey is that B.C. livestoek producers get no benefit from the Crow's
Nest rate subsidy but eastern livestoek producers benefit substantially from the
lower feed grain freight rates. A January 1976 report by the Canadian Pork
Council examined the impact of the Crow's Nest Pass rate structure and Feed
Freight Assistance and concluded that these forms of transportation subsidy were
equivalent to a net production cost advantage, Montreal over Edmonton, of $3.85

per ewt. for dressed pork.

In August of 1976, Feed Freight Assistance payments were reduced or
elin;inated to points in Ontario and western Quebec, but were eontinued unchanged
into Eastern Quebec and the Atlantic provineces. The dropping of this subsidy put
the production cost of pork in Ontario and western Quebec on an equal footing with
pork imported from the prairie provinces. The Atlantic provinces and eastern
Quebec could still import western grain for loecal hog production more cheaply than
importing pork from the prairies. Thus Eastern Quebee in particular still had an
incentive to inerease its local hog production.

Approximately 50% of the Western barley originates in Alberta, with 35% in
Saskatehewan and 15% in Manitoba. During the 10 year period from 1966 to 1976,
the average production of barley in Eastern Canada was 25 million bushels per
annum and in Western Canada it was 384 million bushels per annum. (Fredeen,
op.cit,, Appendix F, Table F5),

According to the 1976 Statisties Handbook of the Canada Grains Couneil,
the amount of barley fed to Eastern livestoek increased from 47 million bushels in
1966 to 86 million bushels in 1976. This exceeded Eastern barley production by 58

million bushels. A large portion (about 80%) of the barley imports would have been
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used for hog feed in Quebee. Although Ontario produces over 100 million bushels
of corn per year, it is still only 80% self sufficient in its livestoeck feed
requirements. It relies on imports of corn and barley to make up the balance of its
feed requifements. Thus, it does not have any substantial surplus of feed to sell to
Quebec. Quebec must therefore rely on imports of Western feed grain or U.S, eorn
te meet the major portion of its livestock feed requirements.

The existence of freight rate subsidies for the transportation of grain helped
to encourage an increase in hog production in Eastern Canada, but the real impetus
for this inereased production came as the result of changes to the Federal
government's feed grain policies in August of 1974 and 1976. These policies were

implemented through directives issued by The Canadian Wheat Board.

Canadian Wheat Board

The Canadian Wheat Board (CWB) was established as a marketing agency for
Western Canadian wheat in 1935, In 1943, it was given the power (under the War
Measures Act) to control the marketing of barley and oats,

Thereafter, until 1973, the CWB controlled the marketing of all wheat, oats,
and barley (domestic or export) unless these grains were fed to livestock within the
province in whieh they were produced.

The price of feed grains sold domestically was generally based on compar-
able export prices. Thus, an "off-board" market developed within grain producing
provinees. Off-board grain was sold internally to feeders or feed mills for use as
animal feed as compared to that which was sold through the CWB for export or for
animal feed to grain-defieient provinees.

Because prairie farmers were limited in the amount of feed grains which

they could sell to the Canadian Wheat Board, they tended to feed the grain to their
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hogs or the sell their surplus feed grain to local feeders or feed mills as a means of
realizing some immediate return on their grain production. The feed mills would
turn the grain into feed and sell it to hog producers.

These off-board feed sales were usually at a price 10% - 40% below the
CWB selling price for feed grains to grain deficient provinees. As a result prairie
hog producers could produce hogs on the prairies at considerably less cost than
produeers in Ontario, Quebec, and B.C. who had to pay considerably higher prices
for hog feed.

While the CWB policies helped to support prairie hog production levels, they
did not necessarily allow the farmer to receive the highest price for his grain. This
problem was recognized and in August of 1974, a new Feed Grains Policy came into
effect, and users of feed grains throughout Canada were given direct access to

prairie feed grains., The objectives of this policy were:

1. To provide a fair and equitable base price for feed grains across Canada.

2. To provide relief for the producer against depressed feed grain prices such
as occurred in 1969 and 1970 when producers were foreed, by circumstances,
to sell feed grains at prices below the cost of production.

3. To encourage the expanded production of livestoek and feed grains in areas
of potential across Canada.

At the same time, the Canadian Wheat Board was instrueted to return the
responsibility of marketing domestic grains to the grain trade., It was hoped that
there would be enough competition between grain companies, who were now
responsible for domestie pricing, to automatically create an equitable basis for
pricing without having to resort to a formula system. When the Feed Grains Policy
of 1974 was being prepared, it was assumed that the B.C. or eastern livestock
producer would also have access to U.S. corn if prairie grain prices were out of line

on a corn-equivalent basis.




1870
1971
1972
1973
1974

1875

1976

1870
1971
1972
1973
1974
1975

1976

DEALERS AVERAGE SELLING PRICES FOR HOG FEEDS
INDEXED AGAINST THE PRICES (CANADIAN AVERAGE)
QUOTED JANUARY 1, 1971

Atlantic

1.01
‘1.09
1.08
1.55
2.22
2.25

2.12 ’

1.04
1.07
1.67
1.52
1.97
2.06

2.05

Quebec

.96
1.02
1.00
1.50
2.16
2.16

2.00

.98
1.02
1.00
1.53
1.92
1.96
1.93

Ground Barley

Ontario

.95
.99
.95
1.44
2.10
2,13

1.96

Hog Grower

.99
1.00
1.00
1.54
1.92
2.10

1.89

Prairies

.66
.68
.68
1.05
1.79
1.84

1.74

.76
.86
.84
1.36
1.93
1.87

1.80

Table 20s

1.11
1.10
1.63
2.44
2.55

2.34

Table 20b

1.05
1.08
1.08
1.54
2.08
2.20
2.20
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The introduction of this new Feed Grains poliey had the desired effect. It
inereased the sales of prairie feed grains to grain deficient provinees and it
encouraged an expansion of livestoek produetion in these areas. Feed grain prices,
particularly in the prairie provinees, rose sharply in 1974, and became much more
closely aligned with feed prices in other provinces. (See Table 20, opposite). Since
prairie feed grain producers could now get a much better price for their feed grain,
many farmers ceased growing hogs and instead turned to selling their grain both for
export and to producers in other areas, In 1975, prairie hog production declined by
30%, whereas production in Ontario declined by only 8% and production in Quebec
inereased by 2%.

The effect of opening up the feed grain trade removed mﬁch of the prairies
production cost advantage over hog production costs in feed deficient arcas. After
feed freight subsidies under the Crows Nest Pass Agreement and the Feed Freight
Assistance Program are considered, the actual production cost advantage swung to
Ontario and Quebee hog production away from production on the prairies. As noted
earlier, this situation was partially correct in August of 1976, when Feed Freight
Assistance payments were reduced or eliminated to points in Ontario and Western
Quebec. Sinee then, Feed Freight Assistance payments have been left at these
1976 levels in B.C., eastern Quebec, and the Atlantie provinces. They are no
longer adjusted annually to keep pace with increases in transportation costs.

Further amendments were made to the new Feed Grains Policy in August of
1976 in order to assure the continued use of Western feed grains by Eastern
livestoek producers.

On August 1, 1976, a new pricing formula for domestic feed grains was
implemented. the Canadian Wheat Board became actively involved once again in

the domestic feed grain market through the offering of feed grains to the domestic
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market at prices competitive with U.S, corn landed in Montreal, Under this
system, the domestic price of wheat, oats, and barley is based on a formula that
conFiders the price of U.S. corn and the relative energy and protein values of the
feed grains. The higher protein value of western grains is taken into account
through the inclusion of soybean meal in the formula. Using Montreal as a
reference point, the CWB takes the landed cost of U.S. corn and the soymeal-corn
price ratio on a daily basis and determines the competitive price of wheat, oats,
and barley aceording to a predetermined scale. This price is then adjusted by
deducting transportation and handling costs to arrive at the appropriate selling
priee in store at the Lakehead.

The implications of this policy were that it not only protected eastern
Canadian feed markets for western feed grain producers, but it also assured
eastern hog producers that their feed grain prices would be eompetitive with those
of U.S. hog producers competing with them in the north eastern U.S. hog market
area. Thus the 1976 ammendments to the Feed Grains Policy again contributed to
an increase in Quebec hog production. The impact of these changes on the Quebee
market was much greater than on the Ontario market because of Ontario's 80% self

sufficiency in feed grains,

Establishment of Domestic Feed Grain Quotas

In Mareh of 1979, a new development oceurred when the Canadian Wheat
Board announced that it would be establishing domestie feed grain quotas for the
1975/80 crop yeér'. The quotas are to apply to all deliveries made by grain
producers to grain elevators and railway cars.

The purpose of the quotas is to alleviate some of the problems of congestion

and transportation difficulties which have resulted from the build up of grain
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supplies on the prairies. According to Douglas Muteh of the Canadian Livestoek
Feed Board, the current supplies of all grains on the prairies exceed the capacity of
the grain handling system. The decision by the Canadian Wheat Board‘to establish
non-Board delivery quotas was to help prevent surplus grain from flooding the
Prairie handling system and to allow more balanced producer marketing opportuni-
ties, between grain destined for food consumption or export and feed grain.

This SYS'EEI';'I may help to alleviate some of the grain handling problems on
the Prairies and to bring about a more equitable marketing treatment for grain
producers. However, the major difficulty which eould arise from the establishment
of quotas on the domestic feed grain market is the ereation of a third market
within the Prairies. This would arise if quotas were too restrietive and producers
increased direct sales to other producers and feed mills within the Prairies. Such
an oecurrence would result in pushing Prairie feed grain prices below non-Board
domestie feed grain levels — in effect meaning that Prairie feed grain users would
have access to grain at prices below those available to most non-Prairie users.

Such a development would represent a return to the production cost
conditions which existed prior to 1974. It would likely result in an increase in
prairie hog production and a decrease in the competitive position of the Eastern
Canadian industry, particularly in Quebec. It would have less impact on B.C.
producers than Eastern Canadian producers because the quotas do net apply to
grain hauled by truck direct from farms.. If prairie farm prices of feed grains were
to fall below non-Board domestic feed grain levels, B.C. feed mills would likely
start buying grain direetly from Alberta grain producers hauling it by truek to their
own feed mills. Trucking costs are too high to make this a viable alternative for

eastern feed mills so they would have to continue to rely on rail shipments of grain.



Table 21

AVERAGE MONTHLY HOG GROWER PRICES
F.0.B. MILL DOOR -~ BULK ($/TON)

1978 B.C. Alta. Sask. Man. Ont. Que. Mar.
Jan. 149 128 137 135 149 163 170
Feb. 149 128 139 134 - 148 164 171
Mar. 152 128 128 136 152 167 173
Apr. 154 131 146 138 161 172 178
May 154 _ 132 142 140 163 170 179
June 152 132 144 142 166 170 178
July 151 133 142 142 162 166 159
Aug. 148 130 144 139 158 164 171
Sept. 148 126 142 135 158 165 171
Oct. 145 127 140 134 158 168 172
Nov. 146 129 133 135 166 173 181
Dec. 149 130 135 138 168 176 7 181
Avg. 150 130 140 137 159 168 174

Source: Canadian Livestock Feed Board
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We expect that the implementation of non-Board feed grain quotas will tend
to result in inereased hog production on the Prairies simply as a means of more
quickly marketing feed grains which are restricted in delivery by the new quotas.
If the implementation of the feed grain quota system also results in the develop-
ment of a third feed grain market within the prairies, then prairie hog production

will increase further.

Cwrrent Feed Grain Prices

Table 21, opposite,. shows the average monthly hog grower prices across
Canada in 1978, The table shows that Alberta had the lowest overall feed cost
followed by Menitoba, Saskatehewan, and British Columbia. Hog grower feed costs
in Ontario and Quebec were 6% and 12% respectively higher than feed costs in B.C.

Alberta has the lowest overall feed cost because it produces about 50% of
the barley grown in Western Canada. Based on these 1978 hog grower feed prices,
Alberta hog producers had a 15% feed cost advantage over B.C. hog producers.

The major portion of the difference between Alberta and B.C. feed costs is
accounted for by freight, elevator charges, and brokerage as shown in Table 10a.
The balance may be accounted for by higher labour costs and operating expenses in
B.C. feed mills. In their brief to the Select Standing Committee on Agriculture,
the B.C. Feed Manufacturers Association stated that excluding ingredient costs,
wage costs constitute 57% of the direct cost of production of feed. They also
indicated that B.C. feed mill employees are paid wages which are 36% - 38% higher
than employees in Alberta feed mills. Thus, higher labour costs ecombined with
freight, elevator charges, and brokerage charges account for most of the differ-

ence between B.C. and Alberta feed prices,
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On Farm Feed Mixing

Many hog producers on the prairies mill and mix their own grain to create
their own feed. A simple on-farm feed manufacturing system requires a capital
investment of approximately $25,000 and an inventory investment of approximately
$6,000. This type of facility ean produce a limited range of mash feeds., Farms
that require more complicated feeds or pelleted feeds would require much higher
capital investments and inventories.

Although studies by the University of Alberta have shown that on-farm feed
manufacturing can reduce feed costs by $16.50 per metric ton, such systems would
only be economie for hog producers producing more than 1,000 hogs per year on the
prairies. In B.C. on-farm feed mixing would likely only be economic for the very
few producers produeing 2,000 to 2,500 hogs or more per year.

The reason that a higher level of production would be required in B.C. to
make on-farm feed mixing economic is that a simple mixing system producing mash
feeds would not give a producer the same eontrol over his feed costs and utilization
that a pelleted feed system allows. It has been found that pelleted feeds yield a
better weight gain to feed ratio than mash feeds. Thus farmers on the prairies who
mix their own feeds may save on feed milling costs but get less weight gain per ton
of feed than they would have achieved had they bought pelletized feed, There is
thus a trade off between the cost savings available from on-farm feed mixing vs.
the higher utilization of feed which ean be obtained from pelletized feed. In order
to offset the less efficient utilization of feed, a B.C. producer would have to
produce a minimum of about 800 metric tons of on-farm feed per annum in order to
start saving money on his feed costs. This amount of feed would be sufficient to

produce about 2,000 to 2,500 hogs per annum.
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Trend to Increased Hog Production Costs

In additjon to higher capital costs, there is a trend to inereased farm
operating costs for farms in Eastern and Western Canada. The major operating
costs of a hog farm are feed costs, labour costs, and debt service costs. As
diseussed on page 43, farming costs increased by about 110% in the period from
1970 to 1977.

Hog prices kept pace with or exceeded increases in farm production costs in
three of these years and fell below the increases in productions in the other four
years. In 1878 hog prices again caught up with inereases in produetion ¢osts, rising
137% above their gaverage 1970 level.

While hog prices have tended to increase over time to reflect increased
costs of production they have not always moved uniformly with inereases in
production costs. Because the producers ean exercise very little control over the
price paid for their hogs the only route open to them to inerease their profitability
has been to obtain better control over their production costs. Various studies have
shown that larger hog farm production units have lower capital and operating costs
per hog than smaller hog farm production units. As a result there has been a
continuing trend across Canada to a consolidation of the industry into larger hog
produetion units.

This trend to larger hog farm production units is likely to continue in future
as a means of obtaining lower production costs and hence a lower break even point
on operations than can be achieved by smaller production units. The implication of
this trend for B.C. is that in order to be competitive with Alberta hog producers,
B.C. should encc;urage the development of hog production units which are larger

than Alberta hog production units.



CANADIAN FEDERALLY INSPECTED PACKING PLANTS

B'C.

Alberta

. Saskatchewan

Manitoba
Ontario
Quebec
Atlantic

TOTAL

Hogs

10

SPECIALTY 1977

Beef

12

36

Hogs & Beef

10
14

N

45

Table 22

Total

19

25

26

.

91

)
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The rise in operating costs has also included increases in the cost to
establish and finance new production facilities. These costs ecan now account for as
much as 20% of total production costs. However, once these costs have been
committed, they become relatively fixed. Thus, in a period of rapid inflation, such
as the present time, producers with established facilities have a significant

production cost advantage over new producers starting up new production faecili-

ties.

Slaughtering and Processing Facilities

Except for Quebec, the majority of Canada's hog slaughtering and processing
facilities are now at least forty years old. Many of these facilities are no longer
efficient or cost competitive with new specialized hog processing plants.

Of the 91 federally inspected slaughtering plants in Canada in 1977, only 10
speclahzed in killing hogs. Of these 10 plants, 7 were located in Quebee, 2 in
Ontario, and only one (a very small plant) in Alberta (see Table 22 opposite). Most
all of the hog kill in Ontario and Western Canada takes place at "multi-species"
plants which kill both hogs and cattle.

The faet that the pork industry has been almost totally dependent upon
multi-species plants for hog killing has become of greater significance with the
increase in beef production in Western Canada. Over the past 20 years Canada's
per capita consumption of beef has risen from about 70 to 110 pounds of beef per
year, while our pork consumption has stayed within a range of 50 to 60 pounds a
year (see Table 23). As a result, beef slaughtering has become a much more
significant part of the meat packing company's operations. Beef slaughter on the
prairies has increased steadily since 1958 and has gone from 15,600 head to 47,600
head per week during this period. About 80% of this increase has occurred in

Alberta, with the balance in Manitoba and Saskatchewan.
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PER CAPITA CONSUMPTION OF MEAT IN CANADA

Calendar
Year

1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975

1976 -

Sourcé: Statistics Canada

Beef
1bs.

72.0
68.0
. 65.6
70.0
70.5
71.1
74.3
79.4
83.6
84.0
83.2
85.1
85.6
84.4
89.2
92.5
91.8
94.7
102.1

110.4

Pork
lm.

44.4
49.4
56.7
52.6
50.3
50.1
50.7
51.8
47.9
47.0
54.5
53.5
51.4
58.7
68.3
61.0
57.6
59.9
50.9

53.1

TFahle

23

=

Poultry

lbs.

25.8
27.6
30.3
27.7
31.1
31.0
33.0
35.0
36.6
39.3
40.8
39.9
43.1
45.2
44.5
45.5
46.9
45 .4
42.6

44.7

~——
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In response to this inerease in produetion, the meat packing industry has
built new specialized beef killing and processing facilities and has converted some
of its pork processing faeilities to boxed be.ef operations.

This had no immediate impact on the processors' ability to service prairie
hog producers because up until the past several years, Western Canada had s
substantial surplus of hog slaughtering and processing facilities. This situation may
now have changec-i. When prairie hog produetion fell by 30% in 1975, the processors
reacted by closing down several plants. In a number of instances, facilities in
existing multi-species plants have been converted over to beef use and eannot be
readily converted back to hog killing and processing operations,

The actual throughput of a plant will be limited not only by its killing
capacity, but also by its chilling, cooling and cutting capacity. With the
development of boxed beef programs by Western paecking houses, some cutting
room area previously devoted to pork processing has been turned over to beef
cutting operations.

As a result of plant closures and the reallocation of hog proecessing facilities
to beef processing operations, Fredeen estimated that Western hog slaughter
capacity was reduced by 39% in the period from 1975 to 1977. (Fredeen op.cit.
Appendix D, page 5). Indications are that this trend continued in 1978 with the
closure of another Alberta hog processing plant,

According to Fredeen, 90% of the Western hog kill is now confined to 9
plants in 3 ecities, Edmonton, Saskatoon and Winnipeg. A list of these 9 plants is
shown in Table 24, together with the names of 5 smaller plants which aceount for
much of the remainder of the western hog kill, All of these 9 plants are multi-

species plants with beef processing as well as hog processing operations.



Province

Manitoba

Saskatchewan

Alberta

British Columbia

LOCATION OF LARGE HOG PROCESSING
PLANTS IN WESTERN CANADA

Processor

Bums Meats Ltd,

Canada Packers Limited
Custom Abattoir Ltd.*
J.M. Schneider Ine,

Swift Canadian Co. Limited

Intercontinentsl Packers Ltd.

Burns Meats Ltd.

Canada Packers Limited
Capital Packers Ltd.*
Gainers Limited

Swift Canadian Co. Limited

Fletcher's Fine Foods Ltd.*

Grande Prairie Packers*

Intercontinental Packers Ltd.*

* denotes relatively smaller plant.

Table 24

Plant Loecation

All of
Winnipeg

Saskatoon

All of
Edmonton

Red Deer

Grande Prairie

Vancouver
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In terms of Ontario and Quebee, Fredeen indicates that there has been little
change of any real consequence in hog killing and processing operations in these
provinees sinece 1972.

Although Quebec has expanded its hog killing capacity by thg establishment
of a number of specialized, highly efficient hog killing and proecessing operations, it
has not started up any new plants since 1972,

In Fredeen's opinion the Western Canadian processing industry has made g
major strategic error in neglecting the development of new hog slaughtering and
procéssing facilities in favour of upgrading beef killing and processing facilities,
He believes that unless the packing plants construct new specialized hog killing and
processing facilities they will be unable to compete with the superior effieiency of
modern hog killing and proeessing facilities.

Fredeen points to the situation in the United States which he indicates is
parallel to the situation in Canada. He says:

"The U.S. packing industry has gone this same route. Major packers,
to remain competitive in the beef business, were foreed to upgrade facilities
and expand into the "value added" business of boxed beef which provided
greater control over product quality and offered additional ineentives in
terms of transportation costs and by-product utilization. Preoccupied with
this challenge they ignored the need of the pork industry and the vaeuum
was gradually filled by new independent firms. Today, the large firms
appear to be in full retreat. Unable to compete with the modern teehnology
of the hog kill-process specialists the multi-species plants are in the process
of phasing out their hog operations.

The same strategy is evident in Canada with numerous multi-species

plants discontinuing their hog kill operations. Unfortunately for the hog
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industry, the resemblance ends there. The vacuum created is not being
accommodated by development of specialized hog kill facilities and such
development by new entrepreneurs appears to be discouraged by the
reluctance of existing firms to relinquish any portion of traditional "market
shares™".

This situation must change if the hog industry is to progress in
Canada. O;Jtm oded operations must be replaced — not simply renovated —if
the new technology relating to plant efficieney and product quality is to

assume its proper role."

The coneclusions that we draw from Fredeen's observations of the industry,

particularly in Western Canada, are that:

_1)

2)

3)

The Western Canadian hog processing and slaughtering plants are all multi-
species plants and are not as efficient as a single species hog slaughtering
and proeessing plant.

The Western Canadian processors have been concentrating on the develop-
ment of their beef slaughtering and processing facilities to the detriment of
the development of new pork processing facilities.

Western Canadian processors may not be dedicated to an expansion of the
pork proecessing industry because:

i) they cannot depend on an increasing supply of hogs from prairie hog
producers as a basis of developing new pork markets, including export
markets

ii)  the marketing problems in marketing pork are much more difficult
than in marketing beef since 60% of pork is sold in the form of

further processed product.
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4) If there was a sufficient supply of hogs available in B.C., a new specialized

hog kill and eut plant could be established which could be competitive with

facilities in other provinces.

Realignment of Marketing Patterns

In 1975 the sharp decline in Western Canadian hog production led to a
change in pork marketing patterns for Western Canadian processors. Up until 1975
the processors were producing a surplus of pork which was marketed into B.C.,
Ontai'io, and Quebee. From 1975 to date, Western Canadian hog producers have
not been produecing sufficient hogs to meet Western Canadian needs. As s result,
there was a realignment of Western Canadian pork trading patterns. The nearest
source of pork was the U.S. mid-west, so the Western processors started to import
U.S. pork te augment loeal production. With the deecline in the supply of Western
pork moving into Ontario and Quebee, hog producers in these regions continued to
increase their production to the point where Eastern Canada is now self-sufficient
in pork production. This has effectively eclosed this market as a regular outlet for
surplus Alberta pork production.

With the shift in pork marketing patterns, there was also a shift in price
relationships. The main price setting pressure on prairie hog prices shifted from
Toronto to mid-Western U.S. hog market prices. As the importance of this priee
shift became recognized the Western hog marketing boards incorporated the mid-
west U.S. hog prices into their formulas for establishing the opening offer price in
their dutch auction systems.

These changes in marketing and price setting patterns are important to B.C.

for the following reasons:



Table 25
TRENDS IN CANADIAN PORK TRADE (1)
1960 - 1976
Imports (millions of pounds) Exports {millions of pounds)
From all % from To all % to % to
Countries U.S. Countries U.8. Japan
1960 17.7 99 71.6 66.0 9.5
1965 37.5 76 64.7 85.8 -
1970 26.9 88 72.3 82.9 9.8
1976 197.3 97 85.5 23.0 69.9
Table 26
TRENDS IN U.S. PORK TRADE (1)
1960 - 1976
Imports {millions of pounds) Exports (millions of pounds)
From all % from To all % to
Countries Canada Countries Canada
1860 185 25.0 138 12.7
1965 333 16.0 130 21.9
1970 449 13.0 177 13.3
1976 © 420 - 4.7 416 46,2

(1) Source: Fredeen, op.cit., Appendix B, Table B2.
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1) The decrease in pork marketing opportunities in Eastern Canada for Western
pork producers means that B.C. will be a mueh more important market
outlet for these producers.

2) The close alignment of Western Canadian and mid-west U.S. hog prices
provides improved assurance to B.C. hog producers that they are receiving
competitive prices for their hogs. At the same time it provides assurance to

the local processors that they are paying a competitive price for hogs.

Trends in Canadian Pork Trade

There have been very significant changes in Canada’s trade balance of pork
and pork products over the last twenty years. Fredeen's analysis of total trade
figures shows that Canadian pork imports have tended to increase significantly
since 1960 while Canadian exports have remained relatively unchanged. Table 26
indicates that U.S. pork imports have generally exceeded exports although this gap
is now closing,

While 85% or more of our pork imports have come from the United States,
our share of Canadian pork exports to the United States has declined from 25% of
their imports in 1960 to less than 5% in 1976. In the period from 1970 to 1977 the
major portion of Canadian pork exports shifted from the U.S. to Jdapan and by 1977
over 70% of our pork exports were going to Japan (Table 25 opposite).

Within Canada there has been a regional shift in the balance of export/
import trade in pork particularly since the decline in Western Canadian hog
production in 1974. Table 27 indicates that British Columbia, Ontario and the
Maritimes have continued to be net importers of pork while Quebec, which was in a

deficit position prior to 1975, now produces a surplus of pork,



B.C.

Alberta
Saskatchewan
Manitoba
Ontario
Quebec

Atlantic
Prov.

Source: Fredeen, op.cit., Appendix B., Table B9.

* Notes: (1) B.C., Ontario and the Atlantic provinces showed a deficit in production
of 250.5 million pounds, while the prairie provineces and Quebec showed a

surplus of 142.2 million pounds. Our net deficit of 108.3 million pounds

ESTIMATED PRODUCTION VS, CONSUMPTION

OF PORK BY PROVINCE 1976

Population
2.5

1.8

.9
1.0
8.4
6.3

(in millions)

Consumption

(1bs.)
121.0
88.9
45.4
49.8
404.7

303.1

106.7

1,119.6

Production
(1bs.)

6.8
146.6
- 71,2
107.3
337.1

304.3

38.0

i,011.3

was supplied almost entirely from the United States.

(2) In terms of Canada's 1976 estimated consumption of pork, Canada
relied on the U.S. for approximately 17.6 percent of its pork requirements
(9.6 percent to meet Canada's absolute deficit requirement and 8.0

percent to meet Canada's export commitments),

Table 27

Production
Surplus *
(Deficit)

(114.2)
57.7
25.8
57.5

(67.6)

1.2
(68.7)

(108.3)
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Up until 1975 Western Canada provided most of Canada's pork exports but
since then a larger share of these exports has come from Ont_ario and Quebeec. In
part, these exports have developed because of Eastern Canada's increased self
sufficieney in pork and the Western Canadian processors' inability to supply the
market, Another faetor contributing to the inerease in exports has been the
aggressiveness of Quebec and Ontario processors in seeking new eiport markets for
their pork production, particularly to Japan.

About 5% to 6% of Canada's pork production is now sold to Japan. This
percentage has stayed relatively constant sinee 1975 when Canada's pork exports to
Japan first exceeded 50 million pounds per annum. One of the reasons that
Canada's trade may not have inereased further is that Japan is still about 90% to
83% self sufficient in hog production (Fredeen, op.cit. Appendix ﬁ, Table B1) and
now produces over 15 million hogs per year. Canada's pork exports to Japan now
aceount for about 2% of Japan's pork eonsumption and about 25% of its pork import
requirements.

The outlook for further expansion of Canadian pork exports to Japan is
dependent upon a number of faetors. If Japan's per capita pork consumption
increases, this will create an increased demand for pork. Much of this demand may
be supplied by increased Japanese hog production. However, rising feed, labour,
land and interest costs in Japan may discourage matching inereases in Japanese hog
production capacity. Japan is also experiencing environmental eoncerns similar to
those faced by B.C. hog producers. These environmental concerns may have an
impact on the expansion of Japanese hog production facilities.

Since Japanese labour costs now exceed those in Canadas, we believe the
outlook for‘ inereased Canadian exports to Japan could be promising. In order to
capitalize on such export opportunities Canada must increase its hog production so

that it is no longer a net importer of pork.
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For B.C. with is proximity to Japan and its deficit hog produetion position

the opportunities for expansion of the local pork industry appear very promising.
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Ol PORK INDUSTRIES IN OTHER CANADIAN PROVINCES

In addition to our literature review, members of the study team earried out
about 20 interviews with 15 organizations in the U.S. and Canada, in order to
obtain information about the operations of the pork industry and its trends in these
areas, as a basis for comparison with the B.C. industry and for assistance in
developing a direction for the industry. The organizations contacted are listed in
Appendix C and cover those in Manitoba, Ontario, Quebec and lowa, as well as
Agriculture Canada. Some contacts were also made in Alberta to obtain additional
data,

The purpose of the trip was to obtain information as a basis for eomparison
on hog produetion, processing, and hog marketing in other provinefes. Our material
dealing with the pork industry in the other Provinces is discussed under the
following headings:

¢  Hog Producers
®  Processing Plants

e  Marketing Boards

Hog Preducers

Quebec has increased its hog produetion by about 58% Ssince 1971 to 3.0
million hogs, while hog production in all other provinces deelined. We found that
mueh of this expansion was due to the support of the Quebec agriculture and
processing industries by the Quebec government and support of Quebec hog
producers by the feed companies.

The inerease in Quebee production took place significantly in 1975, with the
introduction of the new Feed Grains Policy and again in August of 1876 when the

new pricing formula for domestic feed grains was implemented. Both of these
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changes led to an expansion of hog production in Quebec financed by feed grain
suppliers.

Because of the expansion taking place in Quebee, we wanted to study the
Quebec industry in order to identify those aspects which may be of assistance to
the expansioﬁ of the industry in British Columbia.

The Quebee hog producers are unique in Canada in that about 70% of the
production is integrated between the hog producer and the feed mill. That is, the
feed mill will either contraet with the producer to grow hogs for a set fee per hog,
plus a percentaé'e of any margin over costs, or else will finance the hog feed
needed for production and contraet for the sale of hogs grown by the producer.
Only .30% of the production is handled by independent hog feeders.

This approach, we understand, got started because of the historic low farm
income in Quebec and the resulting shortage of both investment funds and
ineentive to invest in rural Quebee. The hog growing program appeared to be an
answer to help the Quebec farmers to develop additional eash income and to
provide another source of feed sales for the feed industry.

The Quebec contracts for hogs provide for a base cost for feeding of abou;:
$8.50 per hog, plus a percentage of the margin received over all eosts. Normally
this margin allows for a 50/50 sharing of profits although the arrangements vary
and each feed supplier establishes his own arrangement. The other approach is for
the feed eompany to finance the feed purchases and charge a rate of interest.
There are a variety of rates currently in use in these contraets. They are usually
higher then benk rates, and range up to 2% per month. The farmers pledge their
farms as security for these feed loans. Since the hog contracts ean run between §
months and 2 years, mostly around 1 - 1% years, such a finanecing charge can be a

significant part of a farmer's costs, The study team learned that many independent
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producers in Quebee buy their feed cheaper than those producers who are on
contract. Some of the independents were purchasing feed and feed supplements
from Ontario. We were unable to determine the exact amount of the price
differentials, but they were said to be significant.

The marketing of hogs in Quebec is largely handled by the hog truckers who
are for the most part the same feed dealers who hold hog contracts with the
producers. They -buy the hogs from the producers and sell to the slaughtering
plants for 2 commission which norma]ly would run between $2 and $4 per hog. Such
& commission decreases the net revenue to the hog producer, although it saves
them trucking and marketing costs.

The producer's share in any profit margins could be reduced still further by
higher feed costs levels and interest charges. Because of the volume of hogs they
can arrange for a processor, the trucker hogs get priority for slaughter while
independent producers who truck their hogs direetly must wait for their hogs to be
slaughtered, thus incurring weight shrinkage which could run up to $1.50 per hog.
This helps to maintain the control of the trucking eompanies over hog deliveries in
Quebea.

In contrast, we found that only about 12% - 15% of the Ontario hog
produection is integrated with feed milis. Thus, most Ontario producers are in a
more independent finaneial and operating position. About 80% of the feed used in
the Ontario industry is Ontario grown, and is therefore not subject fo the
continuation of feed freight subsidies either under the Crow's Nest Pass agreement
or the feed freight assistance program.

Most producers on the prairies produce their own feed grain and do not have
to rely on the feed mills for financing. We found that while the feed mills have
assisted in finaneing the expansion of Quebee hog production, they have done so at

the expense of the producers' financial and operating independence.



- 78 -

We found that each of the Provinces we visited were planning increases in
hog production and marketing. Quebec increased its production 14% in 1977 and &
further 16% in 1978, while the Ontario industry in 1978 inereased by 400,000 hogs,
or about 15% over 1977. Indications are that all provinces ineluding the prairies
are planning increased production of hogs by 12% to 16% in 1979. Continuation of
growth of this magnitude will be a significant factor in developing plans for growth
of a similar seale in B.C. However only B.C. is in a deficit position in terms of its
local pork production. The B.C. industry can grow to supply its own market needs
while the other provinces will have to look to export opportunities if they are to

inerease their own production beyond their local market needs.

Processing Plants

We found that there is very little integration between the produeers and the
processors in Quebee, Ontario, and the Western Provinees. In Ontario there are
nine main bidders for the hog marketings, Many of the smaller plants, with
requirements of less than 50 hogs per week are not required to use the marketing
board buying process.

The average killing and processing capacity for the nine large plants in
Ontario is approximately 6,000 head per week, about the same rate as the 8 - 10
largest plants in Quebec, and the 9 largest plants on the Prairies. This size of plant
differs significantly from that of the B.C. industry, in which Intercontinental
Packers, the largest, has a capaeity of 2,000 hogs per week, and all other inspected
plants have a capacity of less than 800 hogs per week.

About 10% of the Quebec volume is cut for export with most of the export
sales going to Japan and the United States. In the plants that we visited, we

estimate that between 30% and 50% of the production was special cuts which were
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destined for Japan. This volume is much more labour-intensive that the domestic
volume, requiring 75 men on the cutting line for Japanese orders compared to 48
for domestic orders. This particular market could be a good opportunity for the
British Columbia industry, particularly in the creation of jobs.

The Quebee plants are unicnized and pay the same union rates that are in
effect in all other meat cutting plants in Canada. In the specific plants that we
visited, the hogs-were supplied from producers located within & 50 mile radius of
the plants. The slaughter efficiency ‘was running between 10 and 11 hogs per man-
hour, which we view as a satisfactory industry performance,

The costs of the plants for slaughtering and cutting are between 7¢ and 8¢
per pound, which ineludes labour, supplies, and all overheads. While specific details
were not available in all plants, the killing costs were about 3¢ per pound, with the
cutting costs at 4¢ ~ 4 3/4¢ per pound.

The Quebec Department of Agriculture has supported the expansion of the
processing industry in Quebee through its financing authority, SOQUIA. This
Authority will lend, or purchase, up to 49% equity in various meat processing

companies in Quebec.

Marketing Boards

The strueture and operations for the marketing of hogs in each provinee
varies significantly. For instance, there are Hog Marketing Boards in Alberta,
Manitoba, Ontario and Quebee. Saskatchewshn has a Hog Marketing Commission.
In each of these Provinces except Quebec, the Boards or Commissions operate =
system to handle sales between the producers and proecessors. In Quebee, the
Marketing Board has just been established in 1977, and as yet is only providing an

information service to the industry.
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In the industry, the Ontario Marketing Board was viewed as the best model
for a responsive yet responsible operation for meeting producers' needs and those
of the industry. The Ontario system seems to work relatively well and is
responsive to market changes. The Board's decisions are participatory with input
coming not only from the producers but from the processors, export customers and
others in the industry. The style of operation of this Board was commented upon
favourably to the study team by industry observers in several provinces, The
philosophy of the Ontario Board is to treat the processors as important customers
requiring fair treatment, which means the offerings need to be as attractive as
possible.

The Ontario system may be working well because Ontario hog production
and marketing has been relatively stable. Ontario production in 1978 was about 3.2
million hogs, an overall decline of 6% since its peak level in 1971, whereas the
decline in the Western Canadian provineces was about 40% during this same period.
If Ontario had experienced a deeline in hog production of the magnitude of Western
Canada, it is likely that strained relations between the industry sections would
have developed as in other provineces.

The Ontario Board operates on a regionalized basis within the provinee, with
12 hog yards and 45 assembly points to assemble hogs for sale and delivery to the
processors. About 80% - 88% of the hogs marketed are handled by these facilities,
with the remainder being shipped direct from the larger producers. The portion of
direct shipments will inerease as some larger producers enlarge their faecilities.
The Western hog marketing boards have also established assembly yards to assist in
the delivery of hogs., The Saskatchewan Hog Marketing Commission established
assembly yards in 1975 to assist in designating deliveries and the Alberta Board
operates five assembly yards. These are located at Grande Prairie, Edmonton, Red

Deer, Calgary and Lethbridge.
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We found that each of the Boards has established a marketing system for
selling hogs. The Manitoba Hog Marketing Board in February 1977 established a
central auction system for sale of all hogs for delivery the following week. The
offerings were based upon the following formula:

40% of Hog Marketing at the Toronto price
40% at $3.00 per hundredweight below the Toronto price
20% at the Omaha price

This auction system was replaéed in June 1978 by a Duteh Auction system,
with the offerings being started using the above formula.

These two systems replaced a teletype auction system whieh operated from
1965 to 1977. The teletype was discontinued because the Marketing Board felt that
a marketing sharing arrangement among the processors had developed over time,
a_nd that priée spreads between the Manitoba and the Toronto prices were becoming
too wide.

The echange in the marketing system in 1977 caused a great amount of
controversy with the packers. The amendment to the system in 1978 was a
compromise which was only implemented after the Board designed system for
marketing hogs was not acceepted by the packers. Even this change did not work
out satisfactorily since the Board refused to guarantee to fill all orders which the
paekers bid on. The result was that the packers ceased buying hogs from the Board
in August of 1978 until a further compromise was reached.

The Saskatchewan system on the other hand, is based upon face to face
negotiations with buyers, including the one major packer in the province, to
establish hog contracts. These contracts are normally for a one to three month
period. Contracts are bid on a plus or minus basis using an amount reflecting the

Ontario, Alberta, Manitoba and lowa prices. The contracts have usually been for
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amounts on the plus side of this base, and have usually averaged somewhere
between the Alberta and Manitoba price. The buyers pay the Commission directly,
and receipts are pooled weekly so that each producer receives the average price
prevailing for the week. Pooling was begun in 1975 to maintain equity for all
producers after two major slaughterhouses closed their plants, following a 40%
drop in produetion. Intercontinental Packers Ltd. was left as the sole major
purchaser, purchasing about 90% of all Saskatchewan production.

The deliveries of Saskatchewan hogs are designated to a buyer by the
Commission to facilitate hog deliveries and the efficient operstion of the remain-
ing plant. Because Intercontinental is such a factor in this market, it tends to set a
price which is about half way between the Alberta and Manitoba price.

The Ontario Board also uses the Duteh Auetion system similar to Manitoba,
but eontinues to operate this system by telex. Since there about 20 hog buyers in
Ontario and only 5 or 6 in Manitoba, there may be less opportunity for market
sharing arrangements to develop. Sinece 1974, prices in Ontario have been pooled
on a weekly basis. The buyers pay the Board which withholds its levies before
caleulating the pool proceeds for growers.

The Quebec Marketing Borad was established in 1977 and at present is
operating in name only, primarily as an information source for the industry., The
members would like the Board to become similar to the Ontario Board, but because
of the position of the feed mills and the hog truckers in the industry, it is untikely
the Board can do this until the producers become financially more independent, or
obtain specifie legislation from the Quebee government giving the Board greater
power.

The Marketing Boards of Alberta, Ontario and Manitoba have programs to

obtain export sales, although these have not yet become a significant factor for the
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industry. The Ontario Board will enter into three way offshore contracts for pork
products based upon a production cost formula developed by Dr. Gerdon Bowman of
the University of Guelph. About 1% of the Ontario volume was sold in this manner
in 1978 and was included in the pools.

Both the Ontario and Manitoba Boards will, as the occasion demands,
purchase hogs for overseas markets. These transactions are entered into in order
to support domestic hog prices where the Boards believe that the processors are
not actively making or entering the market., The animals are custom killed and eut
for the Board. Both Boards have stated these volumes are small, and no profit is
taken on such sales by the Boards,

The Quebec Board does not, as a Board, obtain overseas orders. These
markets, espeeially the Japanese markets, have been developed by the packers who
have been selling through contracts with international speecialty pork brokers.

The Alberta Board does not purchase hogs, but arranges a three-way
contract with the overseas buyer, the packer and the producer. The Alberta Board
has also established several domestic contracts whieh have been negotiated by the
Board direectly with Burns and Fletchers. The details of these domestic contracts
are secret and are negotiated on a contract by contract basis between the Board
and the buyer. The sales proceeds from these contracts are now being averaged in
with the daily Board frading to arrive at the daily pool price. The Alberta Board
only sells to the seven federally inspected slaughterhouses in Alberta. The
domestically inspected and custom slaughterhouses must all arrange for their own
purchases of live hogs. The Board indicates that it is too expensive to service the
smaller processors so the smaller processors must purchase through agents who act

as brokers and bid for hogs from the Board.
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The levies and staffing levels of the Boards also vary widely, and reflect the

activities of the boards.

Marketing Board Levies and Staffing

Cents per Approximate
Hog Staff Levels
Quebee 10¢ no permanent staff
Ontario 75 60
Manitoba 1% of mkt value 35
Sask. 80 14
Alberta 100 50

The total staff estimates are for comparative purposes only. We did not
investigate in detail to determine the number of staff devoted to various activities

such as assembly yards, sales desks, administration, ete.

Comparison with Mid-Western U.S8.A.

We visited two hog killing and processing plants in Iowa to determine trends
and developments in this very important hog producing region. The two plants
visited were the Oscar Mayer plant in Perry, Iowa, and the Farmlands Foods Ine.
plant in Denison, Iowa. Each of these plants kills and cuts about 25,000 hogs per
week (equivalent to Alberta's total current weekly kill).

These companies provided cost information to us on their killing and cutting
costs which indicate that their costs are closely in line with our most efficient
Canadian processors. Union fringe benefits (ineluding social security taxes) amount
to about 30% of their base wage and their base wage is similar to our Vancouver
rates. Thus, the U.S. processors do not appear to have any significant competitive
advantage over Canadian plants at the processing level, provided that a reasonable

level of throughput can be attained.
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We learned that most U.S. plants purchase their hogs by private treaty
arrangements between producers and processors. Both plants visited by us have
established a number of assembly points or company owned buying stations. The
price offered for hogs each day is based upon the Company's judgement of what it
can afford to pay. Both companies indicated that the factors they consider in
establishing a purchase offer price are the previous day's kill, retail orders on hand,
storage stocks, and anticipated offerings for the day. The buying stations are
notified each morning once the price has been established for that day. If
sufficient hogs are not obtained, the offer price will normally be adjusted upward
the following day.

This system seems to work well for both producer and processor. We were
told that most hogs sold in the mid-western United States are grown in Central
Iowa and southern Minnesota. Sales in these two areas reflect the true market
price for U.S, hogs. We learned that the published Sioux City and Omsha market
prices are normally always 1.25 - 1.75 cents per pound higher than the actual prices
being paid by the major U.S. packers. These higher prices are established based on
a relatively small volume of production being purchased at a premium price by the
smaller proeessors. In order to have a proper basis of comparison of U.S., and
Canadian hog prices, it is necessary to use a weighted average of the interior lowa
and southern Minnesota prices.

When these adjusted prices are used, it appears that western Canadian end
U.S. hog prices have been closely in line with one another over the last four years,
Hog producers in both regions are receiving about the same price for their
production and the processors are purchasing their hogs at roughly equivalent costs.

Since the Canadian market is still only a small factor for the U.S. pork

processors (less than 1% of U.S. pork production), they have not yet been
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aggressively seeking our market. Generally spesking, Canadian processors have
been contacting the U.S. processors to satisfy their customer pork needs. Thus,
maintenance of market brands and entry to the retail market have remained with
the Canadian processors. However, the retailers have been importing a consider-
able amount of pork for fresh sales. Since the ‘channels of distribution for bringing

in this fresh pork are now in place, it may take some effort to displace this pork

with Canadian product.



Table 28

PRODUCTION COSTS: ESTIMATES FOR 1977 BASED ON
65 SOW FARROW TO FINISH OPERATION*

Cash and Non—Cash Operating Costs

(per pig marketed)
Ontario Manitoba Alberta
Feed — $ 53.86 $ 53.01 $ 52.84
Labour 12.49 11,64 14.04
Interest 7.55 10.34 7.33
Deprec_iation 7.40 5.38 4.61
FuAel, electricity 1.54 1.00 (maintenance)
Taxes, insurance 1.23 1.13 " 1.67
Vet - medicine 1.20 .80 1.52
Marketing, transport .80 2.00 1.45
Maintenance, other 6.10 6.15 7.61
TOTAL ‘ 92.17 ' 94.45 91.07
% of Ontario Costs 100..00 99.22 98.81

Sources:  Ontario: OPPMB, Cost of Production Formula, 1977

Manitoba: Manitoba Department of Agriculture, Marketing & Product
Division, Economies Branch

Alberta: CRD Report #96, Marketing Division, Economics Branch
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Iv. COMPETITIVE POSITION OF B.C. PORK INDUSTRY

The outlook for development of the B.C. pork industry will be dependent
upon the ability of B.C. hog producers and processors to be competitive in the B.C.
market with their counterparts in other hog p:roducing areas who sell into this
market,

Fredeen, ir-l his report on the Competitive Position of the Canadian Pork
Industry, examined the cost of hog production in the major hog producing regions of
Canada and the mid-west United States. His report indicated that feed costs were
as high in the mid-west U.S. as they were in Canada and that farm labour rates
appeared 1o be reasonably similar across Canada and the mid-west U.8. He found
that while differences did exist in terms of labour efficiency between production
units, these differences reflected variations in design and degree of mechanization.
éomparisqns made between units of comparable size and design did not show any
evidence of regional differences in actual labour requirements for farrowing and
feeding operations.

Similarly, he found that there were large differences between individual
units‘in variable costs other than feed and labour, and in fixed costs, but there was
no evidence of regional variation in average costs. Thus Fredeen eoncluded that
substantial regional differences in production costs did not exist among the major
hog producing regions of Canada and the mid-west United States.

The elose relationship in hog production costs from one region to another is
also demonstrated by a 1977 study of production costs for farrow to finish
operations in Ontario, Manitoba and Alberta. This study was based on a comparison
of costs as of January 1977 for a 65 sow farrow to finish unit. Table 28 opposite

shows that the variance between Alberta, Manitoba and Ontario production costs
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was only about 1%, a difference which is too small to give a definite competitive
advantage to any one producing region,

The only cost element in B.C. hog production costs that should be consist-
ently higher than Alberta costs is the cost of feed. Table 21 opposite page 64
shows that feed costs for hog grower rations were about $20.00 per metric ton
more expensive in B.C. in 1978 compared to Alberta. Table 20 opposite page 61
indicates that fee;j mill selling prices of ground barley and hog grower rations have
been consistently more expensive in B.C. compared with feeds sold in Alberta.
Hog starter and pre-starter rations are about the same price in B.C. compared to
Alberta while breeding stock feed will likely show the same cost differential as hog
grower rations.

We have calculated the effective feed cost premium for B.C. hog producers -
over the past year to be about $6.20 per hog as a result of higher hog grower and
breeding stock feed costs. In making this ealeulation we have utilzied the budgeted
feed eonsumption per hog for grower and sow and boar feed shown in Table 3 and
have converted the sow and boar feed to a feed ration per hog assuming a
production of 18 market hogs per sow per annum. Thus the total feed consumption

per hog on which a premium is normally paid is:

Grower rations 546 1bs.
Breeding stock feed 139 1bs.
TOTAL 685 lbs,

This is equivalent to about .31 metric tons of feed per hog at a premium
cost of $20.00 per metrie ton.
Table 2 opposite page 14 shows the estimated production costs per hog in

January 1979 for a new 100 sow farrow to finish unit in B.C. This table shows an



COMPARISON OF PRODUCTION COSTS
BETWEEN B.C. AND ALBERTA
ASSUMING NO COST DIFFERENTIALS
OTHER THAN FEED COSTS

(costs per market hog)

Table 29a

Varignce
B.C. Alberta Dollars Percentage
Feed Cost $ 62.66 ~$ 56.45 $ (6.20) 10.98
Other Costs 46.99 46.99 - -
Total Costs $109.65 $103.45 $ (6.20) 5.99
Table 29b

COMPARISON OF PRODUCTION COSTS
BETWEEN B.C. AND ALBERTA
ASSUMING NO COST DIFFERENTIALS
OTHER THAN FEED COSTS

(costs per ewt.)

" B.C. Alberta Dollars
Feed Costs $ 37.97 $ 34.22 $ 38.75
Other Costs 28.50 28.50 -
Total Costs $ 66.45 $ 62.72 $ 3.75

Variance

Percentage
10.96

5.98
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estimated cost of feed of about $62.68 per market hog and a total production cost
of $109.65 per market hog. If there were no other production cost differences
between Alberta and B.C. an Alberta producer establishing a similar produetion
unit would likely be faced with feed costs of $56.46 per market hog and total eosts
of $103.45 per market hog. These differences in costs per market hog and per
hundredweight are outlined in the tables opposite.

One area in which B.C. may enjoy a slight production cost advantage is in
energy and building maintenance costs. Because of our milder elimate, B.C.
producers tend to use less energy per hog to heat and air condition their production
facilities. This may result in a cost saving of about 80¢ per hog, or 50¢ per
hundredweight.

For production units of eomparable size, we believe that Alberta hog
producers have a net production cost advantége over B.C. producers of about $3.25

per cwt., as shown below, before considering the cost of delivering Alberta pork to

B.C.

Caleulation of Alberta's
Production Cost Advantage

(cost savings per ewt)
Alberta feed cost advantage $3.75
B.C. energy utilization advantage _(.50)
Alberta's net production cost
advantage $3.25
This difference represents a production cost advantage for Alberta over
B.C. of about 5.1%, which is a significant difference. These caleulations assume
that both the Alberta and B.C. producers are purchasing their feed supplies from a
feed mill. An Alberta producer, mixing his own feed would have a greater

production cost advantage.
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While Alberta has an absolute production cost advantage in feed, this cost
advantage can be p&‘irtially offset by B.C. producers if they establish hog farm units
producing & minimum of 2,000 to 2,500 hogs per annum. Table 17 opposite page 51
shows that larger hog farm units (produeing 2,000 to 2,500 hogs per annum) can
achieve production costs which are significantly lower on a per hog basis than
smaller and medium size hog production units. Since there are still a large number
of small producers in Alberta and the other prairie provinces, B.C. producers, by
concentrating on the establishment of large produetion units, eould be competitive
with these producers. In addition, the establishment of larger hog production units
in B.C. would allow these producers to consider on-farm feed mixing. As discussed
on page 63, such systems could be economie in B.C. for large hog producers, and
could result in lower overall feed costs.

A factor which should be considered in looking at the competitiveness of the
B.C. industry is the cost of importing pork into the province from Alberta or lowa.
On page 34, we show that the eost of shipping pork from Calgary, Edmonton or
Iowa to Vaneouver is between $2.60 to $3.90 per cwt.

Since B.C. pork processors have not been able to obtain sufficient supplies
of local hogs to meet their processing requirements they have been willing to pay a
local preference premium of up to $2.50 per ewt. over the Alberta price to obtain
local hogs. This premium is about equal to the current cost of importing pork cuts
from Alberta for further processing in B.C.

This local preference premium has helped offset the higher cost of produe-
tion in B.C. and has helped to make B.C. producers more competitive with their

Alberta counterparts. This is shown in the table below:
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Alberta's Net Production Cost Advantage
Less B.C. Loeal Premium

(cost savings per cwt)

Alberta's net production cost advantage $ 3.25
Less: costs to ship cuts or earcasses

to B.C. 2.50
Net difference $ .75

This net difference represents a production cost advantage for Alberta over
B.C. of about 1.2% when B.C. processors pay a premium for local production
equivalent to the cost of importing pork cuts from Alberta. This net difference is
less significant in terms of B.C. producer costs and can be offset even further by
B.C. hog producers superior performance in producing hogs with a higher carcass
index than Alberta hogs. (see Table 18 opposite page 53).

' In our opinion, the current local premium price offered for B.C. hogs will
likely exist as long as B.C. processors are short of hogs. Thus, in our opinion, B.C.
hog producers operating large production units ean be competitive with Alberta hog
producers as long as we have sufficient slaughtering and processing faeilities to
handle B.C. hog production. If a shortage of facilities develops, then the price
relationship of B.C. hogs to Alberta hogs will change and B.C. producers will be
less competitive with their Alberta counterparts.

If hog production in B.C. exceeds the ability of processors to handle,
process, and market these hogs into local markets, then the processors will have to
allow for freight costs out to market this excess product in other markets,
According to studies carried out by Hu Harries, Fredeen, and other economists who
have studied the pork industry hog producer prices are influenced by small ehanges

in the supply and demand for pork. As soon as a pork surplus develops in any one
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market area the price paid to the producer in that area tends to fall to the price
prevailing in the nearest deficit market area which can absorb the surplus, less the
cost of freight to ship the pork to that area.

If B.C. production increases to the point where B.C. slaughterers and
processors cannot easily handle the increase in B.C. hog produection, then loeal hog
prices ean be expected to adjust to a hog price which may be somewhat less than
the Alberta laid d;:>wn equivalent.

The exeess volume, however, could be sold in the Northwest United States.
If sold in the Tacoma, Washington market, for instance, the costs of the additional
transportation and marketing would run about $3.30 per hog, or $2.00 per ewt. This
would have the affeet of increasing the net differential between Alberta and B.C.
producer returns to about $5.25 - $6.25 per ewt., as shown in the table below:

Alberta's Net Production Cost Advantage When

B.C. Processors are unable to slaughter, process,
& market all B.C. Producer hogs in B.C,

(cost per ewt.)
Alberta's net production cost advantage $ 3.25
Additional B.C. producer or processor
costs to market surplus hogs or pork to
Alberta or Washington $2.00 - 3.00

TOTAL $5.25 - 6.25

This would be a very significant cost disadvantage to B.C. producers in
terms of their competitive position vis a vis Alberta producers., In terms of
production costs, it represents a differential of 8% to 10% compared to Alberta
production costs. As indicated, this situation is only likely to oceur during those
periods when B.C. hog production starts to exceed local B.C. slaughter capaecity or

the processing and marketing eapaecity of B.C. pork processors.
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Effeet on Hog Price of Net Export Import Position

Concern has been expressed as to the effeet on B.C. hog prices if Alberta
production increases substantially.

Essentially the hog market in Canada reflects the North American market
as a whole, adjusted for exchange rate differences. Whether Canada is in a net
expert or a net import position, fine tunes the price at any given time. In 1978
Canada, largely as a result of increased eastern production, went to a net export
position and prices in Ontario and Quebec declined relative to U,S. prices. At the
same time, Alberta maintained a net import position and hog prices, normally
lower than the Toronto price, are now higher than Toronto.

On a net import position a Canadian market will be higher than the U.S.
price by the amount of freight and duty whereas on an export basis the reverse will
be true and the Canadian price will be lower by the same amount. These net
export or import positions are determined on a regional and not a national basis.

If produetion in Alberta and B.C. together creates a net export situation the
market price in Alberta will decline by the approximate cost of freight and duty to
ship this exeess production to the nearest deficit market area. This will result in a
lowering of returns to the Alberta hog producer by the amount of freight and duty
incurred to market this product.

The price relationship between B.C. hog producers and Alberta producers
should remain the same (i.e. B.C. hog producers should continue to receive a local
preference premium of about $2.50/ewt} but the absolute return to the B.C. hog
producer will be lowered by the same amount as his Alberta counterpart, Thus the
competitive position of the B.C. producer will remain the same relative to an
Alberta producer. Both will see their incomes reduced by a like amount if

production increases to the point where Alberta has substantial surplus production
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and it attempts to market this production within the North Ameriean market. If
this production is marketed outside of North America, to countries such as Japan,
the market price of Alberta hogs will not have to drop to reflect the cost of freight
out. In foreign export contracis, the processor does not have to absorb this cost
which is paid for by the importing country. As a result, the processor does not
have to extract this eost from the producer in the form of lower hog prices.

A situation js likely to oeccur where for some period, Alberta packers
maintain their share of the B.C. market in the face of increaseé produetion in B.C.
In such a seenario the B.C. hog price will drop relative to Alberta and in line with
the U.8, value. However, as long as the hogs are processed in B.C. and not shipped
out alive, the price drop will be tempered by the difference in market value of the
specific surplus cuts rather than the total earcass. In addition there may be an
opportunity. for B.C. processors to access the Pacific Rim market (Japan) and
further temper the price spread.

Therefore, adequate slaughter and process facilities for increased hog
production in B.C. are essential to mitigate market deelines during such periods,
There would also be pressure on the processors to maximize returns by displacing
Alberta pork on the B.C. market and eventually bring the hog priee back to a
normal freight over Alberta level. Since the current hog slaughter capacity in B.C.
is only about 200,000 hogs, it is important to look at the competitive outlook for

B.C. slaughterers and processors,

Competitiveness of Hog Slaughtering & Processing in B.C.
The Select Standing Committee on Agriculture of the B.C. Legislature
Commissioned & report on the Meat Processing Industry in British Columbia, which

was completed by its research staff in December of 1978. This report reviewed a
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number of aspects of the meat processing industry in B.C. including B.C. hog
slaughter and processing capacity,

The report concluded that B.C. processors market about 60% o-f the pork
consumed in B.C. and that they provided almost unlimited scope for the inerease of
hog production within the Province. The B.C. processors currently process and
market the equivalent of more than 500,000 hog carcasses per annum which is
about four times greater than current B.C. hog slaughter. The report recognized
that the major limitation fo inereased hog produetion would be the availability of
sufficient slaughter facilities to handle inereased hog production. Their estimate
of these facilities was consistent with our own i.e. about 200,000 hogs per annum,

The report reviewed the general profitability of the | meat proecessing
industry in B.C. whieh included beef as well as hog processors. The research staff
found that "high volume slaughter and fresh meat operations tend to be the most
competitive and operate with minimal profit margins. The seven B.C. slaughter
and proceés facilities included in the study had before tax profits of 1.25% of sales.
This compared with an average pre-tax profit of 3.4% of sales for four companies
surveyed whose activities were direeted to higher value added products and less to
fresh sales. Generally the report concluded that profit levels were lower than
required for a healthy industry.

This survey of B.C. meat processors also asked them to identify opportuni-
ties and constraints for the inereased use of B.C. meat products. The report
indicated that "seven of the fourteen respondents considered that the best
oppertunities for future expansion would be in increased domestic eonsumption,
three considered interprovineial trade, and four companies were of the opinion that
international trade would provide the best opportunities for future growth in meat

processing." In terms of constraints to growth, "fifteen companies mentioned raw
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materials, five reported problems with labour, one cited government regulations,
and another difficulties in getting finaneing."

The report has demonstrated that B.C. siaughterers and proceséors can be
competitive with slaughterers and processors in other provinees. It also highlights
one of the major obstacles to growth of the slaughtering and processing sectors in
B.C., i.e. the availability of sufficient hogs and eattle for slaughter.

One of the advantages of expanding the hog slaughtering and processing
industries in B.C. is that there is greater labour value added to pork than any other
product. This is because 60% of the animal is further processed in varying degrees.
The SSCA report also showed that companies specializing in further processed

products were generally more profitable than firms specializing in slaughter and

+

fresh meat operations.

Qur review of the meat packing industry in other regions in Canada and the
mid-west U.S. did not produece any evidence to suggest that B.C. was at a
competitive disadvantage to slaughterers and processors in these other areas,
despite their much higher killing and processing volumes. We found that labour
rates in the meat processing industry were almost the same across Canada and did
not refleet much in the way of regional differences.

This is because the meat packing industry is dominated by four or five
national firms who negotiate national labour contracts with the Canadian Food &

Allied Workers Union. These contraets form the basis for wages and benefits in

both the unijonized and non-unionized plants and become trend setters with the

meat packing industry aecross Canada. Thus B.C. meat packing labour rates are
very closely related to rates in the prairie provinees and other parts of the country.
In our visit to lowa we found that U.S. wage rates in the two meat packing plants

visited by us were very close to Vancouver rates and that their fringe benefits,



Table 30

PROFIT AND LOSS INFORMATION SUPPLIED BY
17 MEAT PROCESSING COMPAMNIES IN BRITISH COLUMBIA

(000's of dollars)

1972 1973 1874 1975 1976

Sales (%) 155,209 200,530 238,832 . 237,400 247,608
(%) 100.0 100.0 160.0 - 100.0 100.0
Purchases 117,108 153,830 179,201 175,821 179,000
75.5 76.7 75.0 74.0 72.3
Advertising 124 40 47 213 148
.08 .02 .02 .09 .06

Wages & Salaries :
Including Fringes 18,935 21,657 27,465 27,301 30,455
12.2 10.8- 11.5 11.5 12.3
Packaging 7,605 . 10,427 12,180 13,294 13,123
‘ 4.9 5.2 5.1 5.6 5.3
Transportation 1,008 1,223 1,456 1,448 2,401
' .65 .61 .61 .61 .97
Finance Costs : 807 © 922 1,289 1,210 1,188
.52 .46 .54 .41 .48

Other (Overheads and

.other Process Costs) 7,450 10,025 12,896 16,618 16,589
4.8 5.0 5.4 7.0 6.7
Profit (Before Tax) 2,172 2,406 4,298 1,495 4,704

1.4 1.2 1.8 0.63 1.9

Source: SSCA - The Meat Processing Industry in British Columbia
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ineluding social security taxes, were about 30% of their base wage, This compares
with fringe benefits of about 25% in the unionized meat packing plants in B.C.
according to the SSCA report (ibid pg. 110). Thus it does not appear that any of
the major hog produecing areas have a competitive advantage over B.C. in terms of
plant labour rates.

Table 30 opposite sl-wws the profit and loss information supplied by 17 meat
processing companies in B.C. to the SSCA by major expense category. This table
shows that raw materials (meat costs), wages, salaries, and fringe benefits aceount
for about 85% of proeessor costs, The only two other items of significance are
packagihg costs (5.3% of sales) and overheads and other processing costs (6.7% of
sales).

We have already shown that a B.C. processor can be eompetitive in
purchasing local pork cdompared to the cost of importing pork from Alberta for
processing in B.C. We have also shown that B.C. processors ean be competitive
with labour rates in other hog producing areas since the trend setting pattern for
these rates is negotiated nationally. In terms of packaging, B.C. producers can be
competitive with their Alberta and prairie counterparts since muech of the
packaging material used by the industry is manufactured in B.C. In terms of
overhead costs, our costs should also be competitive with those in Alberta and
other major slaughtering and processing areas.

Thus, given equally efficient facilities, B.C. slaughterers and processors
could be competitive with slaughterers and processors in any other area. We
looked separately at slaughtering and processing faeilities, in B.C. and other areas.

We found that plant efficiency does not necessarily inerease with size of
plant although a certain minimum size of plant (with a killing capacity of 5,000 -

7,000 hogs per week) is required in order to establish a modern and effieient kill
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and cut operation. For instance we found that the produetion cost per hog in the
two Iowa plants visited by us which were killing 25,000 hogs per week were not
significantly lower than in the Quebec plants whieh were killing 6,000 hogs per
week. Thus a comparison of slaughter line speeds and kill rates is not & good
measure of the efficiency of a plant. A better measure of efficiency is the
slaughter rate per man hour. The slaughtering of hogs is labour intensive therefore
& power rail is necessary to move the animals to the work stations at a rate whieh
inspires good use of worker time.

A good kill line will run at 10 - 11 hogs per man hour. Many Canadian and
American lines run at this speed. I-gowever, no B,C. plant presently attains this
level of slaughter efficiency. Too few hogs spread amongst a number of plants
have prevented the attainment of efficient levels of slaughter. Intercontinental
Packers Ltd., which has the largest throughput currently attains a slaughter rate of
6 - 7 hogs per man hour. This plant has the ability with some modifieation to
increase efficiency. The other lower mainland plants such as Kohlers or Borsato's
would require major rebuilding and a substantial investment in new equipment in
order to reach an efficient throughput. They would have to have substantially
larger buildings and would have to invest in such equipment as power rails, high
capacity sealding end dehairing equipment, and additional chilling and cooling
storage capacity., They would also have to invest in additional pollution control
equipment.

In order to be efficient in terms of cutting we found that cutting line speeds
need only match slaughter line speeds in those plants which slaughter daily. A
slaughter and cutting facility eould be competitively efficient by slaughtering and
cutting on alternate days with the same crew. At the same time such a plant

would have the ability to grow to meet the needs of the market.



COMPARATIVE POSITION OF HOG PRODUCTION Table 31

BY REGIONS IN BRITISH COLUMBIA

Advantages - Disadvantages
Fraser - mild climate therefore lower building costs - high land prices
Valley :
- close proximity to market - higher taxes
e lower transportation costs - environmental problems due to high
e less shrink : . urbanization
- competitive feed market (large number
of manufacturers) '
- freight advantage on certain feed items
S.Interior/ - lower land prices ~ limited local market, therefore high
Okanagan transportation to costs alternate markets
- relatively mild climate, lower , - environmental problems associated
building costs with emphasis on land use for tourism and
recreation
Peace River - low land prices - limited local market therefore high
transportation costs to alternate market
- low feed grain prices - harsh winter climate, therefore higher
building costs during winter
- limited environmental problemé - limited feed manufacturing capability entails
individual capital investment for feed
processing
~ government and technical services limited
" within local area
Vancouver - mild climate, therefore lower _ - limited local market therefore high i
Island building costs transportation costs to alternate market

- higher feed prices associated with
transportation costs

- reliance on ferry transportation and associated
higher costs.
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In terms of B.C.'s competitiveness at fhe processing level we do not
perceive this to be a problem. The majority of the pork processed in B.C. into
ham, bacon, sausage and cooked meets is done in the three plants of Canada
Packers, Fletchers, and Intercontinental. These plants are well equipped with
modern machinery and compete favourably with all other Canadian produet
arriving on the B.C. market. In addition, B.C. has two of the largest fancy sausage
manufaeturers in the west which sell their products all across Western Canada and
into Ontario. In total our processors ﬁandle about 550,000 hog carcass equivalents
per annum, with 50% - 60% of this amount being processed into further processed
produet. B.C, production from our three largest processing pl_emts ecompares
favourably with the volume from Alberta plants and competes fully with processed

produet from all other areas.

Regional Advantages of Hog Produetion in B.C.

As part of our study, we considered the comparative advantages and
disadvantages for increased hog production in various regions of the province.
Table 31 opposite lists some of the advantages and disadvantages of the major
potential producing areas within the province.

In order to identify those factors whieh would be most significant in
determining the location of new hog growing operations we prepared an analysis of
some factors which a producer should eonsider in establishing a new hog production
unit.

While a producer cannot exercise any effective control over the price which
he receives for his hogs he can exercise some control over his production costs. He
can also try to improve the quality of his hog produetion. By achieving a superior

performance in terms of hog carcass index, the producer can achieve an above



Table 32

BRITISH COLUMBIA FEED MILL LOCATION
. BY AGRICULTURAL REPORTING REGION

Feed Mill Location
Reference Key

a - Nanaimo Farmers Co-Operative
Association, Nanaimo
Top Shelf Feeds Ltd., Duncan
¢ - Buekerfield's Ltd. (Division Jas.
Richardson & Sons Ltd.)
Abbotsford
Dunecan
Armstrong
Vancouver
- Otter Farmers Institute Ltd.,
Aldergrove
- Surrey Co-Op Ltd., Abbotsford
- Ritehie-Smith Ltd., Abbotsford
- ‘Wall & Redekop Feeds, Abbotsford
East Chiilliwaek Co-Op, Chilliwack
- Burgess Feeds Ltd., Agassiz
- Purity Feeds Ltd., Kamloops
- Sure-Crop Feeds Ltd., Grindrod, B.C.
1 - Golden Rule Feed & Farm Supply,
\ Ltd., Vanderhoof, B.C.
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average return for the same production cost as a producer who only achieves an
average hog carcass index grading on his hog production. The choice of an
appropriate production loeation can help a producer control his produetion costs
primarily by helping the producer to save on transportation costs, to bring feed to
his farm and to ship his hogs to market.

Since feed costs are his most important input cost, a producer should locate
hfs operations in a place where feed supplies are most readily available at
competitive prices. Most regions in B.C. outside of the Fraser Valley, Okanagan,
Vancouver Island and the Peace do not have alternative feed suppliers. Because of
low feed volumes their prices are not as competitive. Table 32 opposite shows that
almeost all of the feed mills serving B.C. are located in southern B.C. in the major
hog producing areas. By conceni;rating hog growing operations in areas well served
by feed suppliers, the producers should be éble to encourage greater ecompetition
for the hog feed business among feed suppiers. They should also be able to reduce
transportation costs for delivery of feed to their farms.

Similarly, because the producer must bear the cost of delivery of his hogs to
market, he should locate in an area where there are a number of other hog
producers, This will assist in the development of a regular hog delivery system at a
lower cost to the producers in a region. Produeers locating in other locations
outside of the major producing areaswould likely find themselves faced with much
higher costs in getting their hogs to market without any compensating saving in
production costs,

These feed and hog transportation problems are discussed in more detail on
pages 28 - 34 of this report. Table 33 on the following page shows the impact of
feed acquisition, transport and hog delivery costs on hog producer costs assuming

that all hogs are shipped to Vancouver for slaughter.




Table 33

COMPARISON OF REGIONAL VARIANCES IN FEED GRAIN ACQUISITION
AND HOG TRANSPORTATION COSTS IN BRITISH COLUMBIA
BEFORE AND AFTER FEED FREIGHT ASSISTANCE

(costs per market hog)
BC Feed Mill Hog Shipping Cost With Add Feed Cost Without
Net Grain Cost to Feed Freight Freight  Feed Freight

Acquisition Cost Vancouver Assistance Assistance  Assistance

(1) (2) | (3)

Peace $ 1.00% $ 7.25 $ 8.25 n/a $ 8.25
North Okanagan 3.99 3.70 7.69 1.80 9.49
Lower Mainland 4.15 1.90 6.05 3.14 9.19
Vanecouver Island 5.13 6.00 11.13 3.60 14.73
Source: {1) Table 10b - opposite page 31

(2) Table page 32
(3) Table page 31

* This cost of $1.00 per hog is the assumed additional cost of shipping feed

supplements to the Peace compared with the cost of shipping supplements to the

other producing regions in B.C. In addition to feed barley whieh is available in the
Peace, hog rations require about 25% by weight of feed supplements which are not
locally grown in the Peace
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This table shows that the Lower Mainland and North Okanagan regions have
the lowest net transportation costs per market hog followed by the Peace.
Vancouver Island costs are significantly higher by about $3.00 - $4.00 per hog than
costs in these other areas. If feed freight assistance were removed, Vancouver
Island's cost disadvantage relative to these other regions would increase to about
$5.00 to $5.50 per hog, an amount which we consider to be quite significant.

While land costs may be somewhat lower on Vancouver Island, they would
not be sufficiently low to offset the 'higher- transportation costs associated with
shipping feed to the Island and transporting live hogs baeck to Vaneouver for
slaughter. In addition, land costs on Vaneouver Island are significantly greater than
land costs in the North Okanagan ‘and Peace River areas.

While we see some opportunities for hog production on Vancouver ksland to
supply local demand, it does not appear that there is any cost advantage in
produeing hogs on the Island to supply the main pork market in Vancouver. The
main areas whieh appear to have a production cost advantage are the Lower
Mainland and the North Okanagan, Thompson areas. As indicated on pages 9 and
10, these are also the main areas where new produeers are starting up operations.

The hog shipping costs shown in Table 33 are based on full truckload
shipments to Vancouver. A producer in an outlying area who ecould not assemble
sufficient hogs to make a truekload lot would face greater transportation costs
unless he couid sell his hogs locally for local consumption. Sinee about 80% of
B.C.'s population is located in the Lower Mainland area snd on Vancouver Island,
the major portion of all hogs produced in the Provinee must ultimately be shipped
to Vancouver, either as live hogs for slaughter or as pork and pork produets for
distribution and sale by the major food retailers. In either ecase, experience has

shown that the transportation cost of getting this pork to market is normally borne
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by the producer. If the producer does not pay the cost directly, then it will be
extracted by the processor in the form of lower hog bid prices. Thus we believe
that it is appropriate to compare production costs in various regions in B.C. as if
all produet was ultimately marketed through Vancouver.

While production costs in the Peace River area appear to be reasonably
competitive with the costs in the North Okanagan, the costs shown in Table 33 do
not refleet the cost of weight loss and deaths en route as a resulf of transporting
live hogs from the Peace to Vancouver. We estimate that these costs would
amount to $1.50 to $2.00 per hog. As a result, it would not be economic to raise
hogs in the Peace River area for marketing into Vancouver although it would be
possible to raise hogs economically in the Peace for marketing in Alberta. Such
production, however, would not be of benefit to B.C. slaughterers and processors.

Another factor which produeers should eonsider in establishing new produc-
tion facilities is the availability of technieal expertise and veterinarian servieces to
provide advise in hog production. Some help ean also come from other hog
producers. These technical support and swine veterinarian services are usually only
found in areas which have sufficient swine populations to support their services.
These specialists can help a producer to increase his income by improving his farm
management techniques and breeding herd health. Both of these factors can result
in better producer returns through the produetion of hogs with higher careass index
ratings.,

We understand that several swine veterinarian specialists have recently
relocated in the Lower Mainland from the prairie provinces as a result of the
increase in hog production in the Lower Mainland. The next area to be serviced by
sueh a specialist would most likely be the Thompson Okanagan area because of the

build up of hog production in this area. The availability of these servieces in the
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Lower Mainland and Thompson Okanagan area plus the competitive cost advantage
of these areas suggests that any efforts to stimulate a major expansion of hog
production should be eoncentrated in these regions.

The major eonstraints to inereased produetion in the Lower Mainland are the
high costs of land and municipal zoning restrictions related to environmental and
pollution control problems. Table 2 opposite page 14 shows that without substan-
tial equity, & new producer would likely be unable to finance the cost of land, new
facilities and working eapital even in a period of high producer prices. Thus in
order to be successful and to survive, a new producer should make every effort to
minimize his production costs by locating in an area whieh offers the best
combination of relatively low feed and transportation costs and good technical and
swine veterinarian support services. In our opinion the areas best suited for such
increased production are the Thompson Okanagan and Lower Mainland regions.

In making these recommendations we have not ignored the small and
medium size produeer in our analysis or those producers in the smaller producing
regions of the province. Rather, we have taken the position that these producers
are fulfilling a local market need and may well be able to do so profitably.
However, expansion of their production will likely be limited to their local market
areas. We have shown on pages 86 - 92 that in order to be competitive with
Alberta hog produecers, new B.C. hog producers should concentrate on developing
large efficient hog production units. These units can provide lower hog production
costs per market hog than smaller units, thus allowing larger B.C. production units
to offset Alberta's feed cost' advantage. We have also shown that the transporta-
tion costs to ship hogs to market in Vancouver can be prohibitive for small
producers in outlying regions of the provinece, although these hogs may be marketed

profitably in their own local area to small local abattoirs. The main market, and
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market opportunity however is in the Lower Mainland. In order to generate a
significant expansion of the pork industry in B.C., it is our opinion that producers
should foeus their attention on the development of large, efficient production units
to meet the pork requirements of Lower Mainland retailers and processors,

We would neither encourage nor discourage small, part time hog producers

or producers in outlying regions from expanding their hog production operations.
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V. OUTLOCK FOR DEVELOPMENT OF THE B.C. PORK INDUSTRY

We have indieated that B.C. hog producers, slaughterers and processors can
be competitive within the B.C. market compared with pork producers in other
provinces who are marketing into the B.C. market. This eompetitiveness is
restricted to production for local consumption and is not such that it gives the B.C.
industry a competitive advantage to market into the prairies in competition with
prairie producers and processors. Despite the fact that the industry appears to be
restricted to expansion to meet B.C.'s own pork market needs, the outlook for
expansion of the B.C. pork industry appears promising. An opportunity exists to
displace much of the pork coming in from outside the Province with local
production. In addition an opportunity may exist for B.C. producers and processors
to export pork to Japan and to develop additional markets for B.C. further
processed pork products, both within and outside of the province.

The speed and extent to which this expansion takes place will depend on a
number of factors. Several key questions are:

1. Will the Ministry of Agriculture eontinue the Farm Income Assurance

Program for B.C. Swine producers?

2. Will one or more processors respond to an increase in B.C. hog

- produetion by constructing new hog slaughter and process facilities?

3. Will new hog slaughter facilities be built in time to avoid a shortage

of such faeilities if B.C. hog produetion continues to expand at its current

pace?

4, Will the B.C. swine producers avoid the confrontation situation which

developed on the prairie between producer Hog Marketing Boards and the

proeessors as the B.C. industry experiences the growing pains and adjust-

ment problems associated with industry expansion?
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Eaeh of these factors will have an impaet on the expansion plans of the
industry.

Provided that the answer to all of these questions is yes, then we think that
it is possible for the industry to achieve substantial growth over the next 5 to 7
years. We indicate below short, medium and longer term objectives which we
believe to be achievable over the next two to seven years. Our rationale for
selecting these objectives is explained later in this report and is dependent upon
the continuation of farm income assurance and the construction of new hog

slaughter facilities.

B.C. Hog Growth Potential
Term Years Objective

(hogs per annum)

Short 1-2 150,000
Medium 3-5 300,000
Long 5-17 400,000 - 500,000

In order to develop the industry B.C. must achieve a substantial increase in

its local hog production.

Farm Income Assurance

On page 12 we indicated that nearly all producers cited the Farm Income
Assurance program as an important consideration in their production operations.
Without this program many indicated that they would not be in the industry or they
would not have expanded their production operations.

We have shown earlier in our report on pages 42 and 43 that hog prices can

fluetuate considerably in a short period of time. These price fluctuations in the
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short term do not always correspond with changes in the cost of production. As a
result a producer can be faced with a period of heavy operating losses, Over the
longer term, however, hog prices appear to keep pace with increases in the cost of
production and a producer who ean survive a period of short term losses ean usually
expect to recoup these losses in future years.

We have also indicated that since start up and capital construction costs
increase each year, a new producer will be faced with much higher fixed costs and
debt service costs per hog than the average costs of other established producers in
the industry. Al of these factors indicate that a new producer is assuming
considerable finaneial and operating risk in establishing a new hog production
operation.

In order to be successful, we believe that a hog producer should have some
limitation on his financial risk, particularly in the start up of new operations. This
risk ean be redueed by having suffieient equity capital in the business to withstand
short term losses and can be partially offset by financial support offered through
the farm income assurance program.

The B.C. Swine Breeders Farm Income Assurance Program, which was
previously in effect, expired in January 1979. The program had covered a five year
period from January 1, 1974 to December 31, 1978 with the B.C. Ministry of
Agrieulture contributing two thirds of the cost of the program and the B.C. Swine
Breeders Association contributing the remaining third., The program established a
base cost of production model based on a model farm unit and undertook to pay
producers up to 75% of any shortfall between their producer returns and the agreed
upon cost of production.

Participation in the program was voluntary, but once a producer had joined

he had to agree to participate in the program until its expiry. Basic costs and
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market returns were calculated on a weighted average of monthly costs and
producer returns. Producers were limited to & maximum of 1,800 eligible market
hogs per annum except in the case of partnerships, corporations, and co-operatives.
In these latter cases the insurable limit could be increased at the discretion of the
Minister of Agriculture,

In order to be eligible for participation in the program, & producer had to
become a member of the B.C. Swine Breeders' Association. All hogs insured under
the program had to be born, raised and marketed in B.C.

The program was very suceessful in its first five years. It provided a good
measure of stabilization to hog producers' inecomes by providing a risk sharing
between the producers and the Ministry of Agriculture. With 75% of any losses
resulting from a sudden downturn in hog prices or upturn in feed prices covered
under the program producers had an incentive to expand their hog production
operations. The farm income assurance program was also effective in encouraging
financial support for new hog production units from the chartered banks and other
financial lending institutions,

We understand that the B.C. Swine Breeders Association has been discussing
the renewal of the Farm Income Assurance program for B.C. Swine Proaucers with
representatives of the Ministry of Agriculture. One of the main features of the
new program being discussed is & change to a 50/50 cost sharing arrangement
between the Government and producers. Another signifieant change being pro-
posed is to increase the insurance coverage to provide a 100% indemnity for any
shortfall in produetion returns below the cost of production determined by the
production cost model.

The new program is to be an ongoing program from year to year with no

definite expiry date. No change in the eligibility rules or maximum insurance
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coverage limits has yet been proposed. Participation in the program would again
be voluntary. A producer could opt out of the program but if he wished to be
reinstated into the program he would not be able to receive full coverage for his
herd for a period of four years.

We think that the coneept surrounding this program is sound and that the
Ministry of Agriculture should assist the industry by continuing the program. We
believe that renewal of the program as proposed would have a strong stimulus for
expansion of the industry. On the other hand, if the program is not continued we
would expeect expansion of hog production in B.C. to proceed at a muech slower
pace.

We also recofnmend that the Ministry review and increase the maximum
eligibility limit per producer from 1,800 to 3,600 - 4,000 hogs per annum in order to
encourage the establishment of larger more efficient hog production units. The
finaneial risks and cost to the Government in maintaining the farm income

assurance program are discussed in a later section of this report.

Outlook For Development
Of New Hog Slaughter and Processing Facilities

If the Ministry of Agriculture agrees to support the continuation of farm
income assurénce for the B.C, swine industry, we believe that this will encourage a
further rapid expansion of B.C. hog produetion. If currént producer plans to
establish and expand hog production facilities are realized, the industry will be
producing over 200,000 market hogs per annum by early 1921.

In the short term, B.C. slaughterers and processors can readily handle this
increased production. Intercontinental Packers Ltd. can process about' 100,000
hogs per year, and could increase this amount substantially if it expanded its

chilling and cooling storage facilities. The smaller processors eould handle 60,000 -
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80,000 hogs or more using their present facilities. However, the smaller processors
would be unable to expand significantly beyond this level because of their lack of
market access at the wholesale and retail level. A

Thus by 1981, if hog production was continuing to inerease, it would be
essential to develop additional hog slaughtering facilities. The development of
such faecilities would be necessary in order to provide a market outlet for B.C. hog
producers hogs and secondly to avoid price and market disruptions which would
likely result from a shortage of hog kiﬁing’ facilities.

One of the short term problems that could oeccur js that hog production
could expand faster than the availability of hog killing faecilities, This could exert
a strong downward price adjustment on B.C. hog prices pushing them temporarily
below Alberta prices. Those producers who could not get their hogs killed loeally
would have to arrange to ship their hogs out of the Province for killing. Such a
market disruption would have a high cost to all producers. Another possibility is
that the processors might not drop the eurrent premium price which they have been
paying for B.C. hogs. However, they might have difficulty in killing all hogs
offered to them and would give first preference to their regular suppliers. The
volume of hogs which the current slaughterhouses can eff ectively market will also
place a limitation on the number of hogs which they can kill and process and still
operate their business profitably.

Any temporary surplus of hdgs would immediately disappear once a new
slaughterhouse started into production. Since we assume that such an operation
would be built to supply existing proeessors' needs it should be able to sell all of the
hogs which it could kill from the start-up of operations. Given the size of plant
which should be constructed to be economie, it could kill all of the hogs available

in B.C. Since there will not be enough local hogs immediately available for the
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new and existing slaughterhouses, competition for hog supplies will likely become
very intense. Unless there was a very rapid increase in the availability of new hog
supplies, market competition amongst the processors for the existing supply of hogs
could be very disruptive to the suecessful development of the industry.

Another faetor which will likely have an impaet on the immediate outlook
for the growth of the B.C. industry is the recent increase in hog produetion in other
producing areas.. As a result of this increased production, hog prices may
experience a cyelical decline. Hog produetion is likely to be less profitable over
the next several years than in the past two.

A new producer entering the industry is likely to experience difficulty in
achieving profitable operations unless hog prices remain at historically high levels,
In such cireumstances a new producer would be very sensitive to any decreases in
hog market prices associated with a shortage of hog slaughter facilities.

Despite the short term difficulties, we believe the long term outlook is
encouraging. By working together we believe that the producers and processors
can develop solutions to these short term industry development problems. Some of
these solutions eould include temporary measures to handle any short term surplus
or shortage of hogs (ineluding exporting or importing live hogs for slaughter). They
could also include measures to bring gbout a rapid increase in hog production prior
to the start up of a new slaughter faecility.

We believe that there is a large role for the government to play in fostering
this expansion. This role lies in assisting the industry to overcome the short term
problems of a temporary surplus followed by a shortage of hog production and in
encouraging the start up of a new slaughter facility.

There are a number of alternatives and constraints to be considered in

developing additional slaughtering facilities. In order to justify the investment in
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new faeilities, the slaughtering and proeessing industry requires very significant
increases in hog production, These raw materials must be assured into the future
and available to the processor on a regular basis in order to warrant the investment
in faecilities and staff.for regular hog slaughter and processing. In addition, the
processor has to have sufficient access to wholesale and retail market outlets to
sell his hog slaughter production, Like the producer, the processor has to be
concerned with relatively high capital requirements, finanecial risk, and profitabili-
ty constraints, particularly in the start up of new production facilities.

What actually happens in terms of inereased slaughter facilities may well
depend on deeisions made by B.C.'s present slaughterers and processors. They
could decide either to expand their existing faecilities, or one of them could decide
to construet a new green carcass (kill and eut operation) or a fully integrated plant,
ineluding processing as well as slaughter.

The minimum size for such a plant to be economic would have to be 2,500 -
9,000 hogs per week, or about 150,000 to 250,000 hogs per annum. Before sueh a
plant is built, a processor would have to have great confidence that the hog
growing industry was going to continue to expand very rapidly in B.C. The
processor would have to take appropriate measures to assure a minimum plant
throughput to reduce start up losses. Part of this throughput could be achieved
through forward hog producer contract growing. A portion would have to be
obtained from the production going to existing processors.

Since the start up of this operation would result in a doubling of the
slaughter capacity within the province, there would have to be very close co-
operation between the producers and processors to minimize the disruption to the
local market. Unless substantial incentives are offered to construet a new hog
killing plant, we believe that private industry may be hesitant to undertake such a

high risk investment.



- 113 -

In the longer term, when hog production reaches 400,000 to 500,000 hogs per
annum, the processors would be faced with the task of displacing pork coming in
from Alberta. Price competition at the primary and retail level would likely
result. Production adjustments would have to be made, or new markets developed
in order to avoid serious marketing problems.

Al this stage, the development of export markets might allow further
inereased B.C. production. A second new hog killing facility might be developed or
the {irst one expanded to keep pace with the inerease in hog production.

While a kill and cut plant would be less expensive to establish than a fully
integrafed proeessing plant it would have to be able to sell its production to
retailers and processors. These markets would take time to develop and could also
lead to additional costs in interplant selling and costs of reinspeetion of pork being
shipped between plants. Thus an integrated processor who had already developed
access to the retail market might be in a better position to construet a new
integrated hog slaughtering and procesing plant.

It is possible that Japanese interests might be willing to finanee part of the
construetion costs of a8 new plant in order to obtain additional sources of pork
supplies for Japan. Recently we read in the Toronto Globe & Mail Report on
Business (June 19, 1979) that the Alberta Pork Producers Marketing Board and two
processing companies Gainers Ltd. and Swift's had entered into a contract with a
Japanese trading company to kill and process 2,300 hogs per week for thé next year
and eight months. The eontract is to be filled by 143 Alberta producers who have
committed a portion of their pork production at a guaranteed margin of $49.84
over feed costs.

If & similar contraet could be obtained for B.C. to eorrespond with the

opening of a new processing plant and an expansion of B.C. hog produetion, such a
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contract could provide an important catsalyst to speed the development of the B.C.
pork industry.

In our opinion any new plant which is built should be located in the Lower
Mainland or Thompson Okanagan areas. These are the only two regions in B,C.
which are likely to develop sufficient hog production to supply a new plant. While
hog produetion in the Peace River area could also be increased it would not be
economic to develop a proecessing plant in the Peace to serviece the main B.C.
market and distribution eentre in Véncouver. A processing plant located in the
Peace might have difficulty in obtaining sufficient workers to adequately man the
plant and it would experience excessive transportation costs in delivering pork to
the Vancouver market. The Okdnagan Thompson area would have the advantage of
lower land costs than the Fraser Valley area but a new slaughterfng and processing
plant establishing in this area might experience difficulty in obtaining sufficient
fresh water supplies for its processing requirements. Health of Animals regulations
prohibit the recyeling of water used in slaughter operations and each hog killed
requires about 15 gallons of water. There might also be a problem with effluent
disposal in the Thompson Okanagan areas which might not be faced to the same
extent in the Lower Mainland, The ultimate choice of plant site selection will have
to receive munieipal and other governmental approvals and these eould take some
time to obtain.

It is our opinion that while several processors might be willing to consider
the establishment of new slaughtering and processing faeilities they would likely
consider the financial risks of proceeding with such a project to be too great unless
they received substantial Government sunpport. They would also have to be sure
that measures were in place to bring about a doubling of hog productioﬂ within two
to three years of the opening of the plant in order for their investment to be

viable.
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If the Ministry wishes to support the rapid expansion of the industry, we
think that it will have to become actively involved in the development of the
industry. Our recommendations for a development strategy for the industry are

presented later in this report.

Cost Estimate to Achieve Industry Expansion

We have obtained estimates of the cost required to achieve the proposed
industry expansion. |

The approximate cost for a farrow to finish 100 sow farm produeing about
1,800 to 1,900 hogs per annum is about $225,000 for farm buildings, machinery and
equipment, excluding the cost of land, livestoek, housing and working capital. With
these assets included, the cost would be about $350,000 to $400,000 in constant
1979 dollars. Thus the capital investment required to obtain a 100,000 increase in
hog production from new production facilities, would be in the range of $19.4 to
$22.2 million. |

By December of this year, B.C. hog producers will have doubled B.C.'s hog
production from 75,000 to 150,000 hogs per annum in the space of about two years.
This expansion has taken place during a period of high hog prices when producers
operations have been quite profitable. In order to expand from 150,000 to 400,000
hogs, the industry must make a further capital commitment of $48.5 to $55.5
million. This very high capital investment wiil only bé made if producers and
financiers have confidence in the long term health of the industry.

In the short term, the processors collectively may have to spend between
$750,000 to $1,500,000 to expand their plant ehilling and cooling facilities to hold
the additional carcass throughput. In the medium term, a very rough estimate of

the cost of a new small 2,500 to 5,000 hog per week kill and cut plant would be $3.0
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to $3.5 million plus the cost of land and working capital. This excludes any
provision for further processing faecilities and includes only limited chilling and
storage capacity. If the cost of land and working capital were included, the ecost of
such a facility would likely rise to $5.0 to $6.0 million, If an integrated hog
slaughter and process plant was built, the cost might increase to $8.0 to $10.0
million. These are only very rough figures. They could change considerably
depending upon the size, slaughter capacity, location, processing equipment, and
design chosen for the plant.

Overall, the combined investment by the producer and processing seetor
would be in the range of $55.0 to $65.0 million in order to increase local hog
production to about 400,000 hogs per annum. Even at that level, we would only be
producing about forty to fifty percent of the province's pork consumption.

The benefits to the Province and the industry in making such an investment
would be the creation of substantial additional employment and the preservation
and expansion of the local meat processing industry.

Every 100,000 additional hogs grown and processed in B.C. will ereate an
additional 40 to 50 jobs in the processing industry as well as 40 to 60 jobs on the
farm. In terms of value added to the B.C. economy, each 100,000 additional hogs

should result in $3 - $4 million in additional wages, services, and benefits for the

economy.

Outlook for Hog Marketing in B.C.

We think that one of the most important factors which could influence the
outlook for the development of the B.C. pork industry is the current efforts of a
number of B.C. hog producers to form a hog marketing commission. These

producers are concerned about the current lack of formal organization and co-
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ordination of 'hog marketing. They are also coneerned about their difficulties in
some instances in getting their hogs to market, There appears to be a general
conecern that the produeers will remain vulnerable to the processors unless they are
formally organized. There is also a belief that they are not being treated equitably
by the processors. Some feel that a more formal marketing system would given
them greater bargaining powers and might improve their income.

Most of these are either real concerns, or could become problems in the
futﬁre as the industry grows and eicperienees the business eycles of the pork
industry.

It is evident that the producers have considerable backing and support for
the formation of a hog producer's commission. We have given careful consideration
to the formation of such a producer oriented commission and believe that the
disadvantages strongly outweigh the advantages in the fbrmation of such a
commission,

Essentially we believe that the formation of a very strong producer oriented
commission might destroy the fragile confidence of the processors which is
necessary for any expansion of the industry. We believe that any organization
which is developed should be a co-operative one of producers, processors, retailers
and Ministry qf Agriculture representatives in order to bring about a balanced
development of the industry.

We have looked at the current hog price system in B.C. and have not seen
any evidence to suggest that a hog marketing ecommission would produce a better
return for producers than the current system.

We have shown that the B.C. pork industry is a very small operation in a
North American market in whieh hogs, carcasses, pork cuts and final products are

continually moved as the market requires, and that prices are determined by the
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offerings from both the U.S. and Canada. Both the local producers and processors
must remain competitive with outside markets, particularly since operating mar-
gins in the meat processing industry are normally less than one percent of sales and
processors and retailers are very conscious or small price differences. Thus
external priees in North America effectively maintain an upper limit on the price
local processors can afford to pay for hogs. B.C. is not in a position where it ean
close its borders to all pork produets to protect its own industry, particularly since
so mueh pork is sold in the form of further processed products. Thus the B.C.
industry has to be competitive with the best operations in North Ameriea, and must
be in a position to adjust hog prices to keep in line with hog prices in other market
areas.

One advantage that B.C. producers have over their Alberta eounterparts is
their cost savings in not paying commissions to a Marketing Board. The operations
of a commission cost money which must come out of producer returns. The
average marketing board commission cost for selling a hog through the Manitoba or
Alberta hog marketing boards is about one dollar per hog., B.C. hog producers are
able to take advantage of the hog market price set by the Alberta system without
having to pay this marketing board charge.

B.C. processors have shown a willinghess to pay a local premium for hogs
provided that the premium is related to hog prices in other markets. Currently
B.C. processors are offering a local preference premium which'is at least equal to
the shipping eost to bring pork cuts in from Alberta. This affords a measure of
price protection for the loeal processors which allows them to remain competitive
with pork products supplied from other markets. Sinece pork products can be
brought into the province by the national proeessors and the major retail food ehain
stores, it is essential that the local processors be able to maintain a eompetitive

position in the local pork market.
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The national processors have surplus proeessing capacity available for use in
Alberta and Saskatchewan. Consequently, they could shift their B.C. processing
production out of the provinee if they found they could no longer operate
competitively in B.C. due to marketing or other regulations.

We have considered a number of alternatives to the present market
arrangements between producer and processor, ranging from the present situation
to full supply management control. These alternatives are:

- free market through spot purchases and treaty arrangements between
producer and processor
- marketing desk to match offerings and purchases

- various auction arrangements to handle all offerings and marketing of
hogs

- pooling of sales proceeds from hog sales
- periodic price setting through producer/processor negotiations

-  supply and price management in marketing hogs to processors.

Under the circumstances of the industry, the study team is in agreement
that neither supply and price management, nor negotiated price setting, nor pooling
of sales proceeds would be in the best interests of the entire B.C. industry. Such
producer oriented hog marketing arrangements, we feel, might focus only on
producer problems to the relative exclusion of the problems of other sectors of the
pork industry. Experience with hog marketing boards in western Canada has shown
that they have encountered serious difficulties in making their formal hog
marketing systems work effectively. This has created a good deal of uncertainty
for both producers and processors and has been a coneern to all parties involved in
the industry. The lesson to be learned from the marketing problems of other areas
is that they can best be addressed only by full co-operation and prior discussion

with all segments of the industry.
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The other alternatives of providing an auction marketing system or a sales
matehing desk, we feel, are not warranted by the present size of the industry and
the relatively small number of processors and major producers. As the industry
increases in the number of major producers, the benefits of these alternatives
could be considered further against the eosts of providing the marketing service.

Experience in other.western provinees has shown that producer oriented hog
marketing schemes have built up heavy administrative staffs which are costly to
the producer. There are over sixty einployed by the Alberta Hog Marketing Board
and over thirty-five employees employed by the Manitoba Hog Marketing Board.
The administrative costs of such systems have to ultimately be paid by the
producer. In developing our recommendations, we have taken care to limit the
activities in B.C. so that the industry can avoid the establishment of similar costly
systems and staff.

Any changes in the present marketing system should be introduced only
after a full discussion with the producers, the processors, the retailers and
representatives of the Ministry of Agriculture's marketing branch. The purpose of
these discussions would be to determine the full implications of any change in the

present marketing system and to assess the costs and benefits to all aspects of the

industry.

Recommended Industry Steering Committee
Consequently, we are recommending the establishment of a Pork Industry
Steering Committee, comprised of representatives of all segments of the industry.

The Committee would have only limited powers to enable it to undertake three

activities:



- 121 -

- gathering, assembling and dissemination of data of sales and prices
- co-ordination of assembling of hog shipments

- co-ordination of the development program of the pork industry.

The Committee should be funded only to the extent needed to carry out
these activities. While future powers or assistance may be needed to assist the
industry during periods of price or supply disruption, we firmly believe that

producer supply management, and producer price setting sechemes should be

avoided.

Proposed Committee Activities

The first activity is the cé:—ordination of the plans to expand and develop the
industry. This role should be undertaken by the Industry Committee, since the
development will only come about through the efforts of all parties interested in
the industry. The planning activities for the development of the industry will soon
be of eritical importance.

The second is the monitering of the hog sales on a weekly basis. To do this
the trading slips for all sales to inspected plants need to be forwarded to one
organization to be checked, aceumulated a{ld the data disseminated in summary
form to producers and processors,

The third is that the co-ordination of the hog transport facilities, especially
from outlying areas of the province, should be introduced in order to reduce the

hog transport costs to the producers in those aress.

Proposed Committee Organization
The proposed steering committee should represent the entire industry, and

thus should constitute representatives of the producers, processors, retailers and
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the Ministry of Agriculture. The problems to be faced by the Committee will be
ones of industry eo-ordination and planning involving a good understanding of the
overall industry. To make the Committee most effective, we suggest that it be
made up of not more than five to seven members. The Committee should include
one or more members of the producers, the processors and retailers, as well as a
representative of the Marketing Board and Economics Branch of the Ministry of
Agriculture,

Some of the activities of the Cémmittee, such as data gathering, ete., might
be delegated to staff of the Swine Breeders Assoeiation.

We have set out three major activities for the commission initially, We
foresee, however, that during a period of oversupply of hogs, which may ocecur for a
period prior to the construection of a new slaughtering facility, the Committee may
deem it necessary to obtain subsidies or levies to assist the industry during such
periods of disruption. The approaches to be taken by the Committee would be
determined by the circumstances in the industry at that time. We feel that any
action taken by the Committee should be carefully developed to meet the needs of
the entire industry.

We would see such & Committee being established under the Natural
Products Marketing Act. If such a steering eommittee cannot be established under
this Aect because of any limitations in the Act, then we recommend changes be
made to the Legislation to allow the formation of such an Industry Steering
Committee.

Failing this, we recommend as an interim measure that if the produecers
proceed ahead to establish a producers' hog commission, they should appoint
several of their members to an Industry Steering Committee. We recommend that
they should also hold off on the exercise of any of the powers given to them under
the Act until the Industry Steering Committee has had an opportunity to determine

the full implieations of any change in the present marketing system.
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VL. STRATEGY FOR DEVELOPMENT OF THE B.C. PORK INDUSTRY

Earlief' we indicated that there are significant opportunities to expand the
B.C. pork industry. These opportunities can be enhanced if the Provincial
Government is prepared to offer reasonable assistance and encouragement to
producers and processors and all parties are prepared to work together to ereate a
climate conducive to long term investment in the industry. Without a climate
conducive to investment, we think thé industry is uniikely to realize its develop-
ment potential,

We have prepared specific recommendations to improve the industry eli-
mate, to provide assistance to produeers and processors, and to obtain retailer co-
operation for the encouragement of increased B.C. pork production. Our focus on
improving the industry climate is based on our belief that one of :che most
important factors affecting investment decisions is confidence in the long term
outlook for an industry. Before either producers or processors will invest in an
industry, they require an environment which is conducive to stability and long term

planning.

Industry Climate

The next several years will be a eritical period for the development of the
B.C. pork industry. The Ministry of Agrieculture must determine to what extent it
wishes to support the long run development of the industry and the cost whieh it is
willing to bear in the short term. We assume that the Ministry will want to support

the industry and will want fo create a climate which is conducive to investment
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and development. In order to do so, we recommend that the Ministry establish a
program of short term and long term assistance for the development of the
industry. This program should be specifieally designed to encourage the establish-
ment of new hog production facilities, and the expansion of existing faeilities to
efficient production levels. The program should also be designed to enlist the
support of the processing and retail sectors, and to encourage the expansion of the
slaughtering and proeessing sector.

Since the industry must continue to be competitive with pork producers and
processors in other provinees and the mid-western U.8., all policies developed
should be designed to encourage only the most efficient levels of operation for an
individual hog producer or proceésor.

Government assistance to the industry should be co-ordinated through the
Pork Industry Steering Committee. We believe that the ereation of this body is
necessary to assist in the eo-ordination of the development plans of the industry,
and to assure that the interests of all parties are considered in implementing the
development plan. We have indicated that there will be a number of problems
encountered in the expansion of the industry whiech will require the support, co-
operation and goodwill of all parties involved in the industry. It is our opinion that
the formation of a Pork Industry Steering Co‘m mittee should help to avoid muech of
the confrontation which has developed between producers and processors in other
provinces. It would also help the industry to quickly reach its development
potential by creating an atmosphere of co-operation and planning within the
industry.

In addition to the establishment of such an industry committee, we
recommend that the Ministry of Agricuiture provide increased recognition to the

B.C. Swine Breeders Association as a voluntary organization representing B.C. hog
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producers. This organization already represents most hog producers since member-
ship in this organization is necessary for participation in the farm income
assurance program. We believe that those hog producers who feel & need for an
organization or association to represent their interests can accomplish this through
partieipation in and support of the B.C. Swine Breeders Assoeiation. The
Association in furn could appoint members representing the producers to the
Industry Steering Committee.

The Pork Industry Steering Committee could initially delegate its data
gathering activities to the staff of the Swine Breeders Association. To fund such
activities, the Ministry could agree to provide a payment of twenty-five to fifty
cents per hog for all B.C. hogé slaughtered by federally inspected processors.
Assuming a federally inspeeted B.C. kil of 140,000 - 150,000 hogs in 1979, this
would produee revenues to the Committee of between $35,000 to $75,000. If a
fifty cent level of funding were provided, the Committee would have about $75,000
available to support its activities in 1879. This should be sufficient to allow the
Committee to collect, organize and disseminate the data. Some of these funds
could be passed to the Swine Breeders Association to establish its own office and to
hire a swine specialist manager to assist the producers, and to promote the
activities of the Association. These reveﬁues could also be used to support
produeer education programs and to assist the co-ordination of hog production and
transportation within the Provinee.

In order to improve the stability of the industry and to provide a climate
conducive to long term planning, we recommend that the B.C. Markets Branch of
the Ministry of Agriculture host semi-annual meetings of representatives of the
industry. The purpose of these meetings would be to discuss problems of mutual

concern and to improve co-operation between various sectors of the industry
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including producers, processors, and retailers. Since the procesors do not héve a
B.C. industry association, these meetings could also help to bring the processors
together,

The B.C. Markets Branch of the Ministry of Agriculture should be asked to
work with local retailers and the Industry Steering Committee to promote the sale
of B.C. pork and pork products. Retailers could be requested to label and feature
fresh local pork as B.C. product and to label U.S.A. pork as imported product. In
this way, it might be possible both at the consumer and retail level to enecourage
the purchase of B.C. pork produets. The B.C. Markets Branch could also work with
the processors and retailers to test and develop new pork produets and to monitor
demand at the retail level. This research could help to develop new markets for
pork and pork products.

If B.C. hog production and pork supplies are rapidly inereased, there could
be periods of excessive price competition between various processors competing
for additional market share in the retail market. Price cutting and discounting
might be encouraged by the retailers in order to obtain market promotion speeials,
While such practices are normal in the industry an excessive amount of price
discounting could cause all processors and many producers to operate at a loss for &
period of time, Such a situation would not be desirable for the long term health of
the industry. Thus the co-operation of the retailers and proeessors should be
sought in avoiding it.

In addition to general measures to improve the industry climate, there are
special measures which we believe the Ministry should consider to assist producers

and processors.
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Assistance to Producers

We recommend that the Ministry of Agriculture establish a policy objective
to increase B.C. hog production from 100,_000 to 400,000 hogs per annum by 1985.

In order to obtain that objective, we recommend that the Ministry use the
Farm Income Assurance program and a program of low interest loans to eneourage
the start-up of new hog operations by at least one hundred new full-time hog
producers, each managing a 100 to 160 sow, farrow to finish hog production unit.
Existing producers, operating below this production level, should be encouraged to
expand their operations up to a more efficient level of production. However, since
there are only about forty farmers produeing more than four hundred hogs per
annum, expansion from this group will be limited. Thus any major inerease in hog
production will have to come from new hog producers.

The Ministry should encourage expansion to take place in existing pﬂodueing
areas. Conecentration of the industry in the Fraser Valley and Okanagan areas
would be desirable in order to reduce feed and freight costs and to enable the
establishment of an efficient transportation system for shipping live hogs to

market. Conecentration of the industry should help to reduce the farmers feed cost

by encouraging more feed mills to specialize in the sale of hog feeds, and to be

more competitive in their feed pricing. Co'ncentration of the industry will also
encourage the establishment of adequate support services. Swine veterinarian
specialists and farm equipment companies offering hog farming equipment are
likely to locate in those areas with suffieient hog production to support a full time
business. While we have indieated that production could also be encouraged in the
Peace River area, the majority of production from this region would be more
economically shipped to Alberta for processing. Thus it would not be available to

support the local processing industry. Since the processing industry creates at
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least one new job for every direct job ereated in hog farming, we believe that the
Ministry should encourage inereased produetion where it will also support the B.C.
processing industry.

In order to encourage increased B.C. hog production, we recommend that
the Ministry continue its support of the farm income assurance program for hog
farming operations. The program should be based on a 100% indemnity in the
shortfall of producer returns to production costs (based on the model farm unit) in
order to encourage a maximum expansion of hog production, and should also be co-
ordinated with plans to enlarge B.C. hog slaughtering capacity. The Ministry
should also consider & program of finaneial support to assist in the start up of new
full-time hog production facilities and to expand existing facilities. Consideration
could be given to increasing the level of finaneial protection’under the farm
income assurance program to cover debt servieing costs on new or expanded farms
during their first five years of operation. With this kind of income assurance in
place, new producers would be encouraged to invest in the industry. In order to
encourage a concentration of hog production, we recommend that this special
program be made available only to full time hog producers establishing or
expanding operations in designated areas of the Provinee. As further assistance to
producers, consideration should be given to subsidizing the cost of environmental
control equipment required by municipalities to reduce the problem of odour
control in the spreading of hog manure waste, since the cost of hog manure storage
and handling equipment do not coﬁtribute directly to the producers income. We
understand that the Alberta Ministry of Agriculture is now paying 40% of the cost

of pollution control equipment for Alberta hog producers, and a similar program

could be adopted in B.C.
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Since some munécipalities actively discourage or even prohibit the establish~
ment of new hog farms, the Ministry should consider measures to assist new
producers to gain municipal approval for their construction. These measures could
be developed around the Minimum Distance Separation Conecept (MDS) which tries
to reduce the land use confliets which oecur between ggricultural and non-
agricultural use of land.

The concept fries to protect both the rights of agricultural and non-
agricultural users of land by preventing encroachment of one land use upon the
other. It gives recognition to the faet that commercial agriculture within the
Agriclt{xral Land Reserve should be given adequate protection from non-farm users
and that urban areas should be protected from the nuisances which may arise from
handling animal wastes associated with livestock production,

The program works on a set of formulae which regulate the distance
between livestock buildings and other non-farm users such as residential and
industrial development. So far the concept, which was first adopted in Ontario, has
only been used experimentally in B.C, in the munieipality of Chilliwack since May
of 1978. However, it appears to be working successfully to alleviate some of the
problems involved in potential conflicting uses of land.

It appears that the minimum distance setback formulae could be used by
municipalities, regional distriets, agricultural advisors, and the Agricultural Land
Commission as a guideline to review any applieation for a change in land use. We
recommend that the Ministry of Agriculture promote the use of the MDS concept
within other Government Departments involved in regional planning and within the
municipalities, and regional districts affected by inereased livestock production.

The Ministry of Agriculture could also help improve the climate for

establishing new hog production units by working with the munijecipalities to try and
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reduce the amount of zoning restrictions which are applied to land within the
Agricultural Land Reserve. These zoning restrictions can effectively prevent land
from being used for any income generating purpose by leaving it tied in the
Agricultural Land Reserve while at the same time restricting its use for farming
purposes. In order to avoid this conflict between municipal regulations and the
policies of the Agricultural Land Commission it would be desireable to see the
Agricultural Land Commission Act amended so that restrictive zoning within any
Agricultural Land Reserve area would have to first receive the approval of the
Agricultural Land Commission.

In order to provide education and advice to hog producers, encouragement
should be given to the University of British Columbia and the Com munity Colleges
in the agricultural regions of the province to offer programs of iﬁstruction in hog
production management. The Engineering Branch of the Ministry of Agrieulture
should be asked to study the latest development in major hog produecing areas and
countries such as Holland, Denmark, and the mid-western United States in order to
introduce the latest technology and facility designs to B.C. hog producers, As a
result of their review the Agriculture Engineering Branch should update their 1976
publication on environmental guidelines for Swine producers in B.C. incorporating
the latest developments in swine production technology and environmental guide-
lines for hog producers. One area requiring further study is on application rates of
liguid animal wastes as a fertilizer substitute in erop production.

We understand that the Ministry of Agriculture is about to engage a
consultant to study alternative sources of feed for swine production. Any
recommendations arising from this study which result in lower feed costs to B.C.

hog producers will improve their competitive position vis a vis Alberta hog

producers.
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The Ministry shc;uld encourage the Pork Industry Steering Committee or the
B.C. Swine Breeders Association to establish a central information system to co-
ordinate the assembly of information on hogs ready to go to market. Producers
could indieate the number of hogs they would have available each week and the
slaughterers would know where they could obtain hogs. This knowledge would help
the producers to co-ordinate and combine shipments and would help the slaughter-
ers to plan their staff requirements to match antieipated kill requirements.

By providing direct support to producers through the farm income assurance
program and by working to reduce the amount of restrietive zoning inhibiting
increased swine production the Ministry of Agriculture should help create a climate
conducive o a rapid expansion of B.C. hog production. Such increased production
will also help to create a climate which is conduecive to an expansion of the

processing sector,

Assistance to Processors

If the Ministry of Agriculture wishes to support a rapid expansion of hog
production in B.C., it will be essential to have additional hog slaughtering facilities
in B.C. by early 1981.

The major factor which will inhibit expansion of B.C. hog killing operations
is the size of facility required. We have indicated that the minimum size for sueh
a facility to be efficient should be a killing capacity of 125,000 to 250,000 hogs per
annum. Such a facility could either be a "green carcass", Kill and cut plant selling
cuts to other processors for further processing, or a fully integrated processing
plant carrying on a full line of further processing operations. |

In order to encourage the establishment of such g plant, we recommend that

the Ministry provide a minimum of one million dollars in financial assistance to any
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qualified processing company which agrees to construet such a facility in the
Province by 1981. The only restrictions which we would place on the plant is that
it should have the equipment and capacity to handle a minimum of 200,000 hogs per
annum, and that it would undertake measures in conjunction with the producers to
bring about an increase in B.C. hog supplies. The availability of such a facility
would help spur further expansion of hog produection because hog producers would
be assured of sufficient killing capacity to handle their expanded production.

We recognize that the start-up of a new hog killing plant will result in a
substantial disruption of normal hog marketing patterns. To alleviate this, we
recommend that the Ministry of Agriculture consider the subsidizing of freight
costs to bring up to 100,000 hogs from Alberta, during the first year of operation
and 50,000 in the second year for slaughter in the plant to augmént the supply of
B.C. hogs available for slaughter. The amount of any freight subsidy should be
limited to the amount of the processors' net cost for hogs at his plant in excess of
current 1oéal hog prices. The major portion of any government support for the
processing industry should be direeted to the construction of larger scale, efficient
slaughter and processing facilities which could remain ecompetitive in B.C. with
other North American facilities.

Since it will take at least a year to plan the construction of a new
slaughtering plant and to obtain the necessary governmental approvajs it is
imperative that planning efforts begin almost immediately if a new slaughtering
plant is to be in place by 1981, ‘

The initial stages of this planning process should be lead by diseussions
between the Ministry of Agriculture and various processors to determine what
incentive they would require in order to construet a new slaughtering plant in B.C.

These discussions should be ecarried out on a confidential basis between senior
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officials in the Ministry of Agricuiture and Eeonomic Development and processors
or other qualified parties who might be willing to build a suitable slaughtering
facility. Arrangements should be made to support the establishment of whichever
facility requires the least amount of funding after giving consideration to the size
and type of plant to be built and jobs to be created.

The Pork Industry Steering Committee should be kept advised of the general
state of these negotiations -but no full disclosure of these negotiations should be
made until the Government has signed an agreement with one of the parties. The
plans for expansion of the industry should be lead by the Pork Industry Steering
Commiftee with the assistance of the Ministry of Agriculture. The plans for
expansion of hog. production in B.C. beyond the 200,000 hogs per year level should
be carefully co-ordinated to eoincide with the start up of additional slaughtering
facilities.

Concurrent with the planning for additional slaughter faecilities the Ministry
of Agriculture and the Ministry for Economice Development should begin discussions
with Japanese trading companies and other interests to assist in the development
of export contracts for pork and pork products. These discussions should be earried
out in conjunction with the Pork Industry Steering Committee so that producers,
slaughterers, and proecessors can work together in planning ways to profitably

satisfy the export market potential.

Costs and Risks to Government

The major financial risks to the Government in supporting an expansion of
hog produetion in B.C. would be the following:

1. Increased costs to support the swine producers farm income assur-

ance program.
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2, Costs of support to encourage the establishment of new hog
slaughtering facilities in B.C.
3. Special subsidization costs to help alieviate short term problems in

the growth of the industry (i.e. subsidizing the eost of freight out or in to
offset temporary problems of hog surpluses or shortages caused by the
growth of the industry).

4. Capital costs associated with encouraging an expansion of hog
production in B.C, ineluding capital grants to producers to subsidize the cost
of environmental control equipment.

5. Minor development costs to help establish the Pork Industry Steering
Committee.

6. Costs associated with adminisirative and legislative support for

developing and maintaining programs to expand the industry.

The most significant of these costs would be the risk of having to provide
major financial support under the farm income assurance program if producer
prices fell below the cost of produetion.

We have shown that a B.C. hog producer locating in the Lower Mainland or
Thompson Okanagen areas can be competitive with a new producer in Alberta, but
we have also recognized that the new producer's cost of produetion will be higher
than the average of all producers in the industry (because of the higher capital cost
of land, buildings, equipment and finance costs associated with new construetion).
Thus, in the short run (for a period of 3 to 5 years) producers' production costs
might well be in excess of their returns.

Assuming the averaged dressed weight of a hog carcass is 165 - 170 1bs., new
producers would face a financial operating loss of $1.65 to $1.70 per hog for every
one cent drop in the producer hog price (which is currently around 65¢ per pound)

below their cost of production.
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If the Ministry‘ was successful in encouraging hog producers to expand
produetion by 100,000 hogs and the price received for these hogs averaqu 10¢ per
pound below the cost of production, the loss to the industry would be about $1.65 -
$1.7 million dollars per 100,000 hogs per annum. All or & portion of this cost might
be borne by the Government under the farm ineome assurance program. While we
cannot prediet what loss, if any, will occur, we feel that it is highly unlikely that
any loss would exceed 10¢ per pound for any period of more than several years.

The cost of support to encourage the establishment of new hog slaughtering
facilities in B.C. might work out to about $250,000 per annum if amortized over a
ten year period. The cost of special subsidization to help alleviate short term
development problems in the industry might work out to about $50,000 per annum
if amortized over the same period of time.

There is no current system in place of which we are aware to allow the
ARDSA program to fund the capital eost of farm equipment or environmental
control equipment. However, if such a program were in place, and 100 percent of
producers' pollution control equipment costs were subsidized, the initial cost of
such equipment would be about $2.0 million to equip facilities for the production of
100,000 hogs per annum. This cost, amortized over a ten year period would work
out to about $200,000 per annum.

The development costs to establish and operate the programs necessary to
expand the industry and to fund the activities of the Pork Industry Steering
Committee should cost less than $100,000 per annum.

Thus, under fairly pessimistic assumptions the cost to the industry in
expanding production by an additional 100,000 hogs would be about $2.3 million
annually. Offsetting this cost, would be the additional value added within B.C. by

this inerease in B.C. production, slaughtering and processing activity of about $3.0
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million per annum. Since even under fairly pessimistie assumptions this activity
would proide a small net benefit to the B.C. economy, we think that an expansion

of the industry should be supported.

Conclusion

While there are a number of short term problems to be overcome, we think
the opportunities for expansion of the B.C. pork industry are very encouraging. We
recommend that the producers, processors, and Ministry of Agriculture staff join
together to establish a Pork Industry Steering Committee as detailed in our report.
This Committee, in conjunction with the Ministry of Agriculture, should implement
a five year development program to achieve an expansion of B.C. hog produetion to
the 400,000 to 500,000 hogs per year level,

While we reeognizé that each aspeet of the industry operations may not be
profitable over each of the next several years, we believe that the long term
outlook is very favourable to a substantial increase in B.C. hog production, on a
profitable basis.

We therefore recommend that the Ministry of Agriculture develop the short
term programs to support the industry and to start up new producer operations, We
believe these operations should be established as soon as possible to bring stability
to the industry and to strengthen the local pork processing industry. Once B.C. hog
production has reached the 400,000 to 500,000 hogs per year level, the industry

should be capable of supporting its further expansion.



Appendix A

CANADIAN BIQ RESOURCES CONSULTANTS LTD.

PRIMARY RESOURCE SCIENCES, MANAGEMENT & ENGINEERING

February, 1978

To: B.C. Hog Producer

Dear Hog Producer:

Attached please find a copy of an Information Request Sheet in regards to
information you required for the B.C. Hog Industry Study being conducted by our
firm. We would ask for your eco-operation in compiling this .information and
returning it to us as soon as possible, using the enclosd self-addressed envelope,

This information will be kept in striet confidence and will be part of the
study that will hopefully improve the swine industry in B.C.

For any producers who receive this request but are not producing hogs at the
present time, we would appreciate receiving information for those years, listing on
the form that you were produeing hogs and a brief note as to why you gquit
producing hogs.

Your co-operation is appreciated.

Yours truly,

J.T.R. Husdon, Study Manager

JTRH:mw
attach.



Appendix A
B.C. HOG INDUSTRY STUDY
' INFORMATION REQUEST SHEET

Producer's Name - Age
Is hog production your main source of income? Yes No
If No, please check other source of income

Dairying Poultry Off-Farm ____

Beef Field Crops
Are you presently producing to the full extent of your

facilities? Yes No

If No, what expansion could you achieve without construeting further facilities:

Sow herd inerease, Number

Finishing Pig increase, Number/year
Do you have plans for expansion Yes No

If Yes, sow herd increase, Number

finishing pig inerease, Number/year

What are the major problems associated with your operation? Please comment.

Marketing

Transportation

Waste Disposal

Adequate Return

Please comment on the importance of Income Assurance to your operation.




HE N P N Ay M BN S SN N N N BN BE I e S B Ee
B.C. HOG INDUSTRY STUDY

Information Request Sheet

PRODUCER'S NAME

ADDRESS PHONE NUMBER
Number of Pigs Sold Pigs Sold To ' Feed Supply
Producer's
Location
Year Weaners Finished ° Weaner Pigs Plant Name Local Not Loeal Other
1973
1974
1975
1976
g
o
=g
[=H
1977 P
b




B.C. ABATTOIRS

Full Federal Inspection (5)

Borsato Meat Ltd.

Coastpac Meat Ltd.*
Intercontinental Packers Ltd.
Lawrence Meat Packers Ltd.
Richmond Packing Ltd.*

Domestie Inspection (7)

Island Meat Packers Ltd.

d & L Meats Co. Lid.*

E. Johnston Packers Ltd.*
Kohler's European Ssusage Ltd.
Scotl's Meats Limited*

Hertel Meats

Non-Inspected¥

Fraser Valley - Langley, Abbotsford, ete.
Dunecan
Courtenay
Chemainus
Creston
Salmon Arm
Fort St. John
Kelowna
Oliver

Blaek Creek
Vernon

Others (including Smithers, Enderby, Vanderhoof,
Nanaimo, Kamloops, Merritt, 100 Mile House,

Williams Lake, ete.

Appendix B

Langley
Abbotsford
Vancouver
Dawson Creek
Richmond

Vietoria
Surrey
Sardis
Aldergrove
Agassiz

Port Alberni

B DD B B B QOG0 L 0o

*These firms specialize in beef, veal and lamb slaughter and are not

involved in hog slaughtering and processing.

**None of these small non-inspected abattoirs account for & significant

volume of hog slaughter.



Appendix C

INTERVIEWS OUTSIDE B.C.

(R. Towsley(]') and R. James(z))

Manitoba Hog Marketing Board

Agriculture Canada -
Livestock Produection & Marketing Branch
Food System Branch

University of Guelph -
Dr. L. Martins, Agricultural Economist

Ontario Pork Producer Marketing Board

Meat Packers Council of Canada, Ontario & Alberta Offieials
Union Provinciale Agricole, Montreal

J.P. Vermette Swine Farm, St. Simon, Quebec

Ralston Purina, Longuiez, Quebec

Saillison Olympia Ltee. Processing Plant, St. Simon, Quebee
H. St. Jean Et Fils P_rocessing Plant, St. Hyacinthe, Quebee
Quebec Department of Agriculture, Marketing Braneh

Oscar Mayer Plant, Perry, lowa

University of lIowa, Dr. M. Skadberg, Agricultural Economist
Farmland Foods, Ine. Co-Op Processing Plant, Dennison, Iowa

Alberta Hog Marketing Board

(1) Foodwest Consultants Lid.

(2)

Canadian Bio-Resources Ltd.
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SUMMARY

The information on carcass gradings shows that British Columbia produces
hogs that are of a higher quality than those produced in other Western
Canadian provinces. However, this information does not reflect
differences that may exist in feeding programs or growth rate of pigs.
Con51derable effort is being put forward by governments and producers
in competing regions on improvements in swine breeding stock. There-
fore, it is'important that this apparent carcass quality advantage
does not diminish the attention that should be paid toward swine breed-
ing stoqk improvement programs if British Columbia is to remain in

a competitive position with other regions.

The expanding hog industry in British Columbia requires large numbers
of breeding stock to meet the reguirements for new operations and re-
placements for existing operations. Tt is estimated that the industry
will require approximately 3,000 gilts and 130 boars to meet the re-
placement requirements during 1979. In addition both gilts and boars
will be required for new operations that commence operation. Although
British Columbia has a relatively small population the availability

of breeding stock_compares favourably with the three prairie prov-
inces. Of the three major breeding stock companies in Western Canada
two have their headquarters and main operations in British Columbia.
However, there are only a few purebred breeders in the province com-
pared to the other western Canadian provinces which is a constraint

on the availability of proven, high quality boars.

The breeding stock companies-are the major source of animals for new
operations. However, a survey of British Columbia producers and

an examination of the total requirements for replacement stock in-
dicates that the majority of the producers select replacements from
within their own herds. If this selection is to be done effectively

producers must have a proven breeding stock development and selection
program.
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The swine R.0.P. program which is jointly sponsored by the British
Columbia Ministry of Agriculture and Agriculture Canada provides an
excellent tool whereby producers can identify outstanding breeding
stock animals and improve the performance of their herds. This
program is only used to a very limited extent in British Columbia
which indicates that producers in this prévince are generally not
taking advantage of the opportunities available to improve hog pro-
duction performance. 1In many instances producers, following an
initial examination, disregard the program since they feel that the
amount of work involved does not justify the apparent benefit.
There are examples in British Columbia where producers have been
persuaded to use the R.0.P. program and through careful supérvision
by British Columbia Ministry of Agriculture personnel have obtained

results that convinced them of its benefit and as a result they have
continued to use the pProgram.

Therefore, it is evident that "on farm" promotion is reguired if
R.0.P. improvement programs are to be established in British
Columbia. This involves a Ministry of Agriculture person working
with the producer to set up the basic record keeping, a numbering
system for the hogs produced and assisting him during the initial
stages. Once the producer is involved in the program and can see

the benefits it is expected that the role of government personnel
would be minimal.

The establishment of the R.0.P. program would also enable producers
to compare the quality of breeding stock offered by the wvarious
breeding stock Ccompanies. It would also provide a basis for the ex-

pansion of the breeding stock industry through the entry of new
producers.

As part of this overall breeding stock improvement program the
establishment of a swine herd health program patterned on the Alberta
program would be very useful. It would allow producers direct access
to the R.0.P. test station in Alberta and provide a basis for compar-
ing the herd health status of breeding stock supplies. |
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At the present time the export of breeding stock is carried out

by some of the breeding stock companies on their own initiative.

The establishment of recognized R.0.P. and herd health programs and
a coordinated promotion effort by government zgencies could no doubt
increase the level of sales. However, at the present time this is

not a major priority because of the demand for breeding stock within
the British Columbia hog industry.

The recommendations of the study team were as follows:

1. The British Columbia Ministry of Agriculture should
actively promote the use of the R.O.P. swine breeding
stock improvement program for producers who wish to

raise their own replacements and by breeding stock
companies.

2. The British Columbia Ministry of Agriculture should
appoint a swine specialist who would have as one re-
sponsibility the promotion at the farm level of the R.O.P.

swine breeding stock improvement programs.

3. That the éritish Columbia Ministry of Agriculture re-
instate and increase the levels of rebates available
under the former boar purchase program. The exact
level of these rebates should be recommended by the
Provincial R.O.P, Committee and should be substantial
enough to provide a proper incentive to producers to
purchase performancé tested boars. This program could
be short term in nature (up to three years) on the basis
that once producers become familiar with the value of

performance tested boars the program will no longer be
required.
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That the British Columbia Ministry of Agriculture through
the Veterinary Branch initiate a swine herd‘heaith program
for producers in British Columbia.

That the British Columbia Ministry of Agriculture estab-

lish a working committee comprising of members of the

British Columbia Swine Breeders Association and representa-
tives of the appropriate departments within the Ministries

of Agriculture and Economic Development to initiate an

export development and enhancement program for swine breeding
stock produced in British Columbia.
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CHAPTER 1

INTRODUCTION

The study team of Canadian Bio Resources Consultants Ltd., Robin
Smith Consultants Ltd., and Woods, Gordon § Company were selected

to conduct a study on the pork industry in British Columbia,

During the initial stages of this study the ARDSA management
committee identified the need for a supplementary study on the
present status of livestock improvement in regards to the hog
industry in British Columbia, and the opportunities for improvement
within this area of the industry. Canadian Bio Resources Consultants
were selected to carry out the supplementary study and to prepare

a report on this area that was to be submitted as a separate report

from the overall peork industry study.

Livestock improvement through such methods as record of performance
testing on farm and purchase of performance tested boars is an
important aspect in the improvement of production performance in
the hog industry. Throughout North America governments and
producers alike are involved inamultitude of programs to achieve
livestock improvement and if the British Columbia industry is to
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remain in a competitive position producers in this province must
be involved in livestock improvement programs. During the past
five years there has been an increasing sophistication in hog
production in Western Canada. In the past prairie farmers have
generally fed hogs as a means of marketing excess grain, parti-
cularly during times of low grain prices. However, with the high
cost of modern facilities that are now the norm within the industry,
hog producers are now forced toc commit themselves to continuous
production. With this large investment in production facilities
the producer must ensure that the hogs he raises are capable of
producing maximum profits.

The majdr characteristics that govern the production efficiency of
a hog are feed conversion, growth rate and carcass quality at

time of slaughter. These characteristics are highly heritable

and modern producers can capitalize on this heritability by iden-
tifying superior replacement animals from within their own herd

or by purchasing superior animals from other producers based on
performance testing.

The testing of swine in Canada to identify outstanding animals
started in 1928 with the inauguration of the advanced registry
policy for purebred swine and the appointment of an advanced
registry board as an advisory body to the Canada Department of
Agriculture. The advanced registry board established qualifying
standards and regulations in regard to the advanced registry policy
which were accepted and approved by the Department of Agriculture.
The testing of performance quality in swine received encouraging
support from swine breeders Ehroughout the country and in 1935

the Canada Department of Agriculture initiated the construction of
test stations across Canada for the testing of purebred pigs.
These test stations allowed the pigs to be tested under similar

conditions so that comparisons could be made on a naticnal basis.
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The majority of the hogs slaughtered in British Columbia are graded
under the Canada Agriculture Products Standard Act. Under this
grading system two physical measurements are made of the hog carcass
which provides an indication of the lean content of the carcass.
Using 100 as the base, carcasses are assigned an index above or
below the base and are paid a premium by using the index as a
percentage of the market price.

A comparison of the index of hogs graded in British Columbia, Alberta,
Saskatchewan, and Manitoba is shown in Table 1.1. This table shows
that British Columbia produced hogs have graded consistently bettér
than hogs produced in the'prairie provinces, On first examination
this would indicate that British Columbia breeding stock is of

higher quality than that produced in other Western Canadian provinces.
However, in examining these figures the type of feeding program used
must be considered since this will influence carcass quality. 1In

the prairies feed prices are lower than in British Célumbia and as

a result producers there have generally not been as concerned with
controlling feed input to growing hogs to optimize production. In
British Columbia with high priced feed most producers limit feed

to their hogs to obtain optimum feeding efficiences which results

in improved carcass quality. As a result persons concerned with

the production of hogs in British Columbia should not be complacent

in regards to livestock improvement programs on the basis of these

carcass index comparisons since they may not represent the actual
situation or the future situation.

This report examines the present programs available for livestock
improvement within the hog industry in British Columbia and
opportunities for enhancement of these programs. Alsc examined

are sources and supply of hog breeding stock and the associated
opportunities and constraints.
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TABLE 1.1
WESTERN CANADIAN PROVINCIAL TRENDS IN CARCASS INDBX1
% of indexed carcasses indexing 102 or above
B.C. ALTA. SASK. MAN,
1973 - 68.8 58.1 54,7 47.2
1874 75.4 64.3 57.8 54,7
1975 78.0 64.0 63.8 57.8
1876 76.0 67.7 67.4 60.8
1977 80.8 69.3 60.8 60.5°
% of indixed carcasses indexing below 100
B.C. ALTA. SASK. MAN .
1973 16.2 24.6 27.6 33.0
1974 11.8 20.1 25.0 26,7
1975 10,0 - 19.7 20.4 24.0
18976 11.4 17.9 i7.6 2l.4
1977 8.0 17.2 22.7 21.9

Source: Competitive Position of the Canadian
Pork Industry, H. Fredeen.

Based on number of pigs indexed at inspected establishments within
e¢ach province,



SCOPE AND OBJECTIVES

This study was undertaken with the following specific objectives
in mind:

- to determine the present quality situation of B.C.
produced hogs;

- to determine and describe the major sources of hog breeding
stock in Western Canada;

- to determine and describe sources of hog breeding stock for
British Columbia producers;

- fo examine governmént sponsored hog breeding stock improvement
programs in affect in Western Canada;

- to recommend the role of the British Columbia Ministry

of Agriculture in improvement programs for hog breeding
stock in British Columbia.

METHODS

The examination of livestock improvement opportunities in British
Columbia involved a review of pertinent literature and comprehen-
sive interviews with government personnel, and producer representa-

tives in British Columbia and other provinces of Western Canada.



CHAPTER 2

LIVESTOCK IMPROVEMENT PROGRAMS

Livestock improvement programs in Western Canada are for the most
part conducted under the Federal-Provincial Record of Performance
swine program. These Record of Performance or R.O.P. programs are

jointly administered in each province by the Federal and Provincial
Departments of Agriculture.

Under the swine improvement progranm producers can performance test
boars at government Record of Performance Test Stations or they

can home test the performance of boars and gilts on their own farms.

Record of Performance Test Stations

The Federal Government operates eight Record of Performance Swine
Test Stations, usually referred to as R.0O.P. Test Stations,
throughout Canada with Western Canada stations located in Manitoba,
Alberta and Saskatchewan. 1In Alberta there are two swine testing
stations with the most recent one being constructed in connection

with the artificial insemination centre near Edmonton. At the



time that the second station in Alberta was constructed it was
recognized that this station should be located in British Columbia
since no facilities were available in this province, However,
because of the larger hog population in Alberta it was decided to
construct the facility in that province but to allow British
Columbia producers to have full access. The Federal Government
in fact provides a freight assistance program to assist producers
to place pigs on test in this station. However, British Columbia
producers are at a disadvantage in terms of using this facility
because of the physical constraints concerned with moving pigs
long distances to the facility and the herd health restrictions
that are placed on pigs entering the facility.

The Veterinary Services Division of the Alberta Department‘of
Agriculture administers a herd health program for hog producers

in that province. Since herd health has a direct effect on herad
efficiency it is extremely important that both the breeding stock
producer and the commercial producer maintain the highest possible
standards of herd health, Under this program four unannounced
clinical inspections of the herd are made every year by an Alberta
Department of Agriculture veterinarian or a private veterinary
bractitioner contracted by the Alberta Department of Agriculture.
Heads and lungs of slaughter pigs are also examined periocdically
as a check for respiratory diseases. All herds using the Alberta
R.O0.P. Test Station must be enrolled in the Alberts swine herd

health program or receive special waiver of this requirement by
the R.0.P. Committee.

Similar programs are in effect in both Alberta and Saskatchewan
but in British Columbia producers must institute such a program
at their own expense. This herd health reguirement has been a
major obstacle to the entry of British Columbia producers into
the R.0.P. Test Station in Alberta.
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Under station testing the emphasis is on boar performance testing

and due to space limitations sire progeny tests are carried out
only on a limited basis.

In addition to the government R.O.P. Test Stations some of the
major breeding stock companies carry out comprehensive testing
programs. In British Columbia a major company has recently in-
stalled a private testing facility that can performance test boars
and progeny 'to the same standards as the R.0.P, Test Stations.

At the present time this facility serves the needs of two British
Columbia purebred herds.

Boar Performance Test

Individual boars are tested to determine their comparative merit.
The test commences when a group of boars (two to four) reach the
approximate average weight of 30 kg and concludes when the group
reaches the approximate average welght of 90 kg.
test for boars provides the following data:

The performance

a) adjusted back fat to 90 kg live weight,
b} adjusted age to 90 kg live weight,

¢) average daily gain omn test,

d) feed consumed per kg of live weight.

In addition to the performance test the boars must meet a required
performance standard, which is determined by the Provincial R.O.P.
Swine Committee, that ensures that they are of good type and free

of physical defects. Any boars not meeting these requirements are
slaughtered. '



Sire Progeny Test

The sire progeny tests involve the testing of two market pigs from
each of four dams all from the same sire. These market pigs may
be female or castrated males. The test commences after the pigs

have reached approximately 30 kg and continues through to 90 kg
live weight. The traits that are assessed are as follows:

a) adjusted age to slaughter,

b) feed consumed per kg live weight,

c) carcasses evaluation including market index.
All measurements are corrected for sex and weight and performance
information is issued quarterly for the sows and boars that are

involved in the sire progeny test.

Home Herd Testing

iome herd testing involves the weighing and ultrasonic measurement
of back fat of all potential breeding stock produced by the
participating breeder. This program is jointly administered by
the Federal and Provincial Departments of Agriculture and involves
regular visits to producers' farms to carry out the weighing and
ultrasonic measurement of the pigs entered in this program,

The program is standarized across Canada and every province is
participating. The traits evaluated are:

a) adjusted back fat .to 90 kg live weight,

b) adjusted age to 90 kg live weight.
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Agriculture Canada provides the participating producers with

herd summary reports which supply the following test datd and
averages:

a) averages by litter for all animals weighed and probed
by sire and dam and by breed,

b) up-dated sire averages by breed listing the number of
progenies tested and their averages,

c) herd averages of all animals tested during the three
month period.

1977 Testing Activity

In 1977, 3,239 boars (6.4 percent increase over 1976) completed
test at the R.0.P. Test Stations across Canada. In addition,
45,572 animals (33.7 percent increase over 1976) were tested under
the home herd test program. The animals tested under home herd
test involved 15,069 boars and 30,503 gilts. A summary of testing

both at home and station tests for 1977 by province is shown in
Table 2.1.

An examination of Table 2.1 indicates that considering relative

hog population size British Columbia participation in R.0Q.P. was
quite high compared to Alberta. The sow population in Alberta

is approximately 14 times greater than British Columbia yet Alberta
only tested three to four times as many pigs. However, there

were only seven British Columbia participants in the R.O.P. program
compared to 57 from Alberta. This indicates that the program is
not widely used throughout the B.C. industry.

British Columbia Enhancement Programs

To promote the use of swine performance testing the British Columbia




TABLE 2.1

SUMMARY OF TESTING BY PROVINCE - HOME TEST AND STATION TEST 1977

i PERCENT OF
NUMBER TOTAL BREEDERS
OF TOTAL . PIGS TESTED BREEDERS STATION
BREEDERS PIGS TESTED PER BREEDER - TESTING TESTING
) 1 2

Province H/T S H/T S H/T S

Prince Edward 20 4 850 31 43 8 20 20.0
Island

Nova Scotia 22 14 3417 232 155 ° 17 23 60.8
New Brunswick 7 0 676 0 97 0 ’ 7 0.0
Quebec 75 37 8559 523 114 14 ’ 75 49.73
Ontario 128 75 15905 1062 124 14 131 57.2
Manitoba 42 28 C 4327 252 103 9 45 62.2
Saskatchewan 36 30 3518 476 98 16 42 71.4
Alberta 57 30 5588 561 98 19 60 50.0
British Columbia 7 2 1710 102 244 51 7 " 28.5
Newfoundland 2 0 1014 0 507 0 2 | 0.0
CANADA 396 220 45564 3239 115 15 412 53.3

SOURCE: Canadian R.O.P. Annual Report
1 2

H/T - Home Test S - Station Test

“TT
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Ministry of Agriculture has initiated two programs:

1) Scale Purchase Program - the Ministry will rebate 20
percent of the purchase price (to a maximum of $140.00)
on the purchase of livestock scales that are used by

producers to carry out performance selection work.

2) Boar Purchase - the Ministry will rebate a portion of
the purchase price of high quality performance-tested
purébred boars. Under this program producers who
purchase R.0.P, Station Tested boars of a specified
quality are eligible for a rebate of $50.00 and $30.00
for specified quality boars from Home Test. In addition
the producer is eligible for transportation assistance
up to maximum of §50.00 for transporting a boar from
point of sale to his farm.

To be eligible for this program:

- Station Tested boars must have a recognized station
index of 110 or better.

- Herd Tested boérs must have an index of 110 or more
calculated on the basis of backfatand days of age
to 890 kg.

NQOTE: On December 31, 1978 the boar policy program was terminated
on the recommendation of the B.C. Swine Record of Perform-
ance Advisory Committee. The rationale for this recommendation
was that the Committee felt that the resources of the Ministry

would be more usefully spent in development of the Record
of Performance Program.




CHAPTER 3

WESTERN CANADA BREEDING
STOCK SOURCES

* BREEDING STOCK SOQURCES

There are a number of methods for establishing and maintaining a
production breeding herd:

1. The purchase of gilts, sows and boars at livestock shows,
and auctions, .

2. The retention of home raised gilts and the purchase of
boars from government sponsored R.0.P, test stations.

3. Puxchase of gilts, sows and boars from either private
individuals or breeding stock companies.

4, The use of artificial insemination and the retention of
home raised gilts-and/or boars.

Each of the above methods have their advantages and disadvantages,

and producers use them according to their personal preferences.

Since up to one-third of the sow herd must be replaced every year,
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the producer must be sure of a constant supply either from his own
herd or from another source.

Most producers today use cross-breeding in order to optimize
production through the use of hybrid vigour. Most commonly, a
cross—-bred female (two or three-way cross) is bred to a purebred
boar, In order to raise and select his own replacement gilts,

the producers must maintain good records. If he wishes to maintain
hybrid vigour, he will have to 'keep a small purebred nucleus herd
within his larger herd. This is tine consuming but does save the
premiums that swine breeders charge for their stock. Some producers
are doing this successfully in Western Canada, and others have

found it difficult to maintain their sow inventory and have reverted
to purchasing gilts to fulfill all or part of their replacement

requirements. Boars are nearly always purchased from specialized

breeding stock producers.

Swine Show Sales

There are several swine show sales across the prairies every year.
A majority of the participants in these sales are purebred breeders
and these sales provide a source of gilts, sows and boars for the
commercial producer. In Alberta, for instance, there are sales

in Edmonton, Calgary and at the Albeita Pork Congress in Red Deer.
British Columbia has no show sales, although boars and sows are
sold at livestock auctions throughout the province. However,

this latter source is unreliable in relation to supply, disease
control and quality.

R.0.P. Test Station Boars

These stations are an excellent source of performance tested boars

for the pork producer. These boars are sold by auction regularly
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throughout the year. 1In 1977 the Canadian R.O.P. Test Stations
sold a total of 804 boars for an average price of $487.46.
The sales of boars out of R.O0.P. Test Stations in the prairie

provinces is shown in Table 3.1.

Breeding Stock Farms & Companies

A major source of gilts and boars are the breeding stock farms
and companies., This is particularly so with those producers
starting production or planning a major expansion. At present,
premiums for "commercial" production gilts vary anywhere from
$20.00 to $80.00 over slaughter market value depending upon the
quality of the pig and the vendors involved. Purebred boars

fetch a higher premium still, which is demonstrated by the average
price of $418.00 for boars sold out of the Edmonton R.0.P. Test
Station in 1977.

Over the pést 10 years there has been a very definite trend towards
the purchase of sow replacements rather than home production.
There has been a corresponding rapid increase in the number of
individuals and companies that are active in the breeding stock
business. Three companies with operations in British Columbia
and Alberta have the capability of marketing in excess of 8,000
gilts per annum. It is also estimated that the balance of breed-
ing stock farms in British Columbia and Alberta could supply an
additional 6,000 gilts. It should be noted that a considerable
number of these gilts are sold in Saskatchewan and Manitoba

which reduces the supply to British Columbia and Alberta.

Artificial Insemination

Artificial insemination, either fresh or frozen is an excellent
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TABLE 3.1
STATION TESTED BOAR SALES 1977
ALBERTA, SASKATCHEWAN AND MANITOBA
MANITOBA SASKATCHEWAN ALBERTA
Yorkshire 16 56 162
Landrace 1 3 8
Lacombé 1 12 21
Duroc Jersey 15 15 22
Hampshire - - - 5
Crossbred - - 4
Berkshire 1 - -
TOTAL 34 86 222
AVERAGE PRICE $402.79 $471.63 ~ $418.49
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source for new blood lines within a herd. Frozen semen is avail-

able from a commercial enterprise in Ontario, and has been used

by a least two purebred breeders in British Columbia. Fresh

semen, although not produced in British Columbia.is available fromthe
Artificial Insemination Station at Nisku, Alberta. This station has only
just come into operation, but should be capable of producing semen from
a4 wide selection of boars in the near future. Fresh semen must

be used within three days, and therefore could present a logistical
problem for .British Columbia producers.

BREEDING STOCK REQUIREMENTS AND AVAILABILITY

Requirements for Breeding Stock in Western Canada

To calculate breeding stock requirements in Westerh Canada, sow
population figures were taken from the 1976 Agricultural Census

of Canada. It was assumed that in order to maintain stable herd
numbers, one-third of the sow herd would have to be replaced per
annum due to non-breeding gilts, unproductive sows, age and mortal-
ity. It was also assumed that one boar would be required for every
350 sows, and the former would have a herd life of 2% years,

These figures are shown in Table 3.2 and the total sow replacement
requirements for British Columbia and Alberta in 1976 were estimated

at 30,860 animals, and the boar requirement was estima ted at 1,235"
animals,

From Table 3.2 it can be seen that estimated annual sow replacement
Tequirements in Alberta and British Columbia are in excess of 30,000
and thus is can be deduced that over 50 percent of sow replacements

are home produced since sow replacement from "off farm" sources,

as noted earlier, are estimated at approximately 14,000 head.

With assistance of the British Columbia Swine Breeders Association

a survey was made of a representative number of British Columbia
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TABLE 3.2

1976 SOW POPULATIONl AND CORRESPONDING BREEDING STOCK REQUIREMENTS

WESTERN CANADA

MANITOBA SASKATCHEWAN  ALBERTA 'B.C. TOTAL

Sow population 64,075 51,271 86,222 6,356 207,924

Estimated sow

replacements

required per

annum 21,358 17,090 28,741 2,119 69,308

Estimated boar
population 2,136 1,709 2,874 212 6,931

Estimated boar

replacements

required per

annum 854 684 1,150 85 2,773

1 Statistical Source

1976 Census of Canada: Agriculture
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sow herds. Of the 56 herds surveyed, with an average herd size of
70 sows, 18 purchased replacement breeding stock from outside
sources. Without an extensive study in the prairie provinces it
is impossible to estimate how the above ratio in British Columbia
compafes with those three provinces. It is apparent however that
a majority of British Columbia producers raise their own replace-
ment gilts and the major demand for "off farm" produced gilts is
in the establishment of new herds.

Sources of Breeding Stock in British Columbia

Despite the relatively low hog population in British Columbia,
the availability of breeding stock compares favourably with the

three prairie provinces. Although there are few purebred breeders
in the province, two of the major breeding stock companies, namely
Cargill Ltd. and R § H Farms Ltd. have their production units in

the Fraser Valley. It is estimated that these two companies have
the capability to produce over 6,000 gilts per annum. In addition,
Pig Improvement Canada Ltd., who are also a major breeding stock
company, has established a multiplier herd in British Columbia which
will increase the supply.

Historically the majority of the gilts produced by these breeding
stock companies have been shipped to the prairies with some to the
United States and other export locations. Export sales have been
made by Cargill Ltd. to the Phillipines and by R & H Farms Ltd. to
Hong Kong.

The purchase of breeding stock from these sources and other breeding
stock farms can vary according to conditions in the hog market. When
market prices and profits are high there is a heavy demand for breed-
ing stock due to expansion. In times of low market prices there is

a tendance on the part of producers to revert to the system of on-
farm replacement of breeding stock.

Although a majority of replacement gilts are home produced, most

producers purchase their boar requirements from outside sources.
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TABLE 3.3
NUMBERS AND BREEDS OF BOARS HOME TEST IN
ALBERTA AND BRITISH COLUMBIA 1977
BRITISH
ALBERTA COLUMBIA
Yorkshire 1,197 93
Landrace 89 --
Lacombe 220 3
Hampshire 22 --
Duroc 155 116
Commercial g1 : 13
Chester White 2 -
TOTAL 1,766 230
Number of Breeders Testing 57 7

Source: Federal/Provincial
of Swine 1977.

Record Performance
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These boars must come from either:

a) purebred and crossbred boar producers, or
b) auction markets, or
c} R.O.P. Test Stations, or

d) artificial insemination.

There are, at present, only four operations in British Columbia
that are actively selling boars, and it appears that there is a
strong demand for healthy performance tested boars.

Most breéders who are acfively selling boars are enrolled in the
Federal/Provincial R.O.P. home testing program. 1In order to
the availability of boars in British Columbia in relation to
Alberta see Table 3.3. This table 1ists the number and type of

boars home tested in British Columbia and Alberta for the year
1977.

compare

It should be noted that over one-half of the boars home tested

in British Columbia were raised by one producer. Many of these boars
are shipped for sale outside of the province to the prairie provinces
or the United States and other export locations.

British Columbia producers who wish to purchase boars from an

R.O.P. Test Station must travel to Alberta and with the distances

involved, it is unlikely that this will occur very often. However,

there is no data available to indicate how many station tested boars
are purchased by British Columbla producers.

Summary of Breeding Stock Availability in British Columbia

The availability of start-up and replacement gilts from breeding
stock companies compares favourably with the situation for the
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prairies. However, there are very few purebred breeders in British
Columbia compared to Alberta. An indication of this is that in
1977, Alberta had 37 breeders on the R.0O.PD. Home Test Program
whereas British Columbia only had seven.

Due to the relatively low pig population in British Columbia, the

availability of sound breeding stock at public sales and shows is
low.

As discussed previously 70 percent of British Columbia producers
raise their own gilts, and if this is to be done successfully,

there must be a good source and supply of boars. There is an
extreme shortage of good quality boars produced in British Columbia
and in addition to this, a British Columbia producer must travel

to Alberta in order to. purchase boars from an R.0.P. Test Station,

Although artificial insemination is a good source of new blood lines
ror a herd, low conception rates and inconvenience can make it too
expensive for the commercial producer.




CHAPTER 4

DISCUSSION

On the basis of carcass grading information hogs produced in British
Columbia would appear to be of a higher gquality than those produced
in other Western Canadian provinces. However, when examining these
figures differences in feeding programs and growth rate of the pigs
involved must be considered since they can affect the carcass quality
of market hogs. Producers in British Columbia must be aware that
throughoutlthe other provinces of Canada and the United States con-
siderable effort is being put towards breeding stock improvement and
if the British Columbia industry is to remain competitive it must be

in a position to take advantage of breeding stock improvement programs.

At the present time the hog industry in British Columbia is under-
going considerable expansion. In 1978 the province produced approxi-
mately 100,000 hogs that were slaughtered in government inspected
plants which represented an increase of over 23 percent compared to
the 1977 total. Indications are that on the basis of the number of
new producers who entered or are entering the business, the 1979 total
production will be considerably higher and will probably be in the

150,000 head range. On the basis of this production level assuming
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15 hogs marketed per sow and a 30 percent annual cull rate the
British Columbia industry will need approximately 3,000 ‘replace-
ment gilts per year. Using the same production levels and assuming
one boar for each 30 sows and a boar head life of 23 vyears, the

industry will require approximately 130 replacement boars per year.

In addition to this replacement demand for breeding stock the ex-
pansion that is occuring in British Columbia and throughout Western
Canada is also creating a demand for breeding stock. As discussed
in the previous chapters 'this theoretical demand for replacements
and the demand from expansion exceeds the amount of breeding stock
available from purebred breeders or breeding stock companies. As

a result a large number of the replacement breeding stock will need
to come from within the producers own herd. If producers are to ob-
tain optimum production efficiences they will need to have a proven
breeding stock development and selection program.

The swine R.Q.P. program which is jointly sponsored by the British
Columbia Ministry of Agriculture and Agriculture Canada provides

an excellent tool whereby producers can identify outstanding breeding
stock animals and improve the performance of their herds. This
program is only used to a very limited extent in British Columbia
which indicates that producers in this province are generally not
taking advantage of the opportunities available to improve breeding
stock performance. In many instances producers, following an initial
examination, disregard the program since they feel that the amount

of work involved does not justify the apparent benefit. There are
exXamples in British Columbia where producers have been persuaded to
use the R.O.P. program and through careful supervision by British
Columbia Ministry of Agriculture personnel have obtained results

that convinced them of its benefit and they have continued to use the
program,

Therefore, it is evident that "eon farm" promotion is required if

R.0.P. improvement programs are to be established in British Columbia.
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This involves a Ministry of Agriculture person working with the
producer to set up the basic record keeping, a numbering system for
the hogs produced and assisting him during the initial stages.

Once the producer is involved in the program and can see the benefits

it is expected that the role of government personnel would be

“minimal.

The British Columbia Ministry of Agriculture has provided two programs
to promote the use of the R.0.P. program by hog producers. As noted
previously in this report the rebate on purchases of home and station
tested boars has been rescinded because of a lack of producer interest.
This lowrproducer interest was apparently due to the limited amount
of rebate available. As part of an expanded R.0.P. promotion program
by the Ministry the use of a 5ubstan£ial rebate program for the

purchase of home tested boars should be very worthwhile. Such a

rebate program could be limited to three years to provide an incéntive

to hog producers to use R.O.P. boars. Once the producers become
familiar with the advantages of these boars they should continue to
use them. The rebate would also enable the boar producer to obtain

a price for boars that would reflect the costs of operating the R.O.P.
program.

For‘an.R.O.P. program to¢ be successful it is apparent that additional
personnel are required within the British Columbia Ministry of
Agriculture principally in the person of a swine specialist. This'
swine specialist would be responsible for various aspects of swine
production in British Columbia and would be in charge of promotion
of livestock improvement programs. An important part of this promo-
tion would -be the preparation of information on the economic advant-
ages of the R.O.P. program in terms of improved efficiency of pro-
duction., The farm economic branch would be useful participants in
the preparation of this information which should then be circulated
to producers. From a brief survey of British Columbia Ministry of
Agriculture regional offices it was evident that the District Agri-

culturists are not presently in the position whereby they can promote
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these types of programs. Once the programs are well established

it would be expected that regional personnel would be in a position
to assist new producers or to prqvide continuity for existing pro-
ducers.

The R.0.P. program would also be of benefit to the breeding stock
companies in the province by providing a uniform method of com-
paring the quality of their respective breeding stock. At the present
time there is no real basis for comparison since only one of the
major breeding stock suppliers is actively involved in the R.O.P.
program. This supplier operates a test facility similar to the

R.0.P. test station in Alberta for boar performance testing,

With the current trend towards larger, higher capitalized operations
the demand for replacement breeding stock will increase as producers

concentrate on production and rely on outside sources for replacements.

" This has been an observed trend in other hog production regions and

it is expected to occur in British Columbia. The establishment of

an R.0.P. program would help to meet this demand since it would serve
as a basis for the expansion of the breeding stock industry through
the entry of new producers. Such an expansion should improve the
supply and competitiveness of the breeding stock'industry. However,
it must be recognized that the establishment of a breeding stock

farm invelves higher capital and operating costs than a hog production
unit. During periods of high market prices and/or expansion within
the industry demand for breeding stock is high and the breeding

stock farm is able to sell all of its suitable stock at premium
prices., At other times the breeding stock farm is faced with having to
sell breeding stock at premiums that do not reflect costs or to send

a portion of the suitable breeding stock to slaughter.

There is a need within the British Columbia hog industry for the
establishment of a swine herd health program similar to the one
outlined in this report that is in effect in Alberta. The lack of
an organized swine herd health program in British Columbia provides

L
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a deterent to those persons who wish to place pigs in the R.O.P.
Test.Station in Alberta. The lack of a program is also a constraint
to the commercial producers because there is no basis for comparison
of the health standards of breeding stock farms by prospective buyers.
Therefore, herd health program similar to that used in Alberta would

be of benefit to breeding stock producers and commercial producers
as well.

Another aspect of the breeding'stock industry examined during the
pPreparation of this report was the opportunity for export sales.

As noted, British Columbia breeding stock companies have made some
export sales on the basis of their own initiative. These export
shipments can be expanded but the following constraints or limitations

would have to be overcome if British Columbia is to become fully
competitive:

- the current domestic demand is utilizing all of the present
supply and this demand will have to be satisfied before

export sales are actively sought after by the breeding stock
companlies,

- an active R.0.P. program would have to be in effect so that
prospective buyers could identify the quality of breeding
stock available,

= & swine herd health program that would be recognized by

foreign governments, agencies and producers must be in place,

- a coordinated promotion program on the part of the Provincial
and Federal governments would have to be initiated to acquaint
prospective buyers with the breeding stock available. The
British Columbia Ministry of Economic Development have pro-
vided some marketing assistance to breeding stock companies
in the province. However, an overall program of promotion.is

required if an impact is to be made.
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The trade prospects that may result due to the recent changes in
the attitude of the Peoples Republic of China are very interesting

and could provide a large market_for British Columbia breeding stock

companies. However, the constraints and limitations noted previously

would have to be overcome before these prospects could become sales

opportunities. A working committee representing the applicable de-

partments within the Ministry of Agriculture, the Ministry of Develop-

ment and the British Columbia Swine Breeders Asscciation should be

established. to initiate an export development and enhancement program.



CHAPTER 5

RECOMMENDATIONS

‘The following are the recommendations of the study team based on

the information gathered during the study.

The British Columbia Ministry of Agriculture should actively
promote the use of the R.0.P. swine breeding stock improve-
ment program for preducers who wish to raise their own re-

placements and breeding stock companies.

The British Columbia Ministry of Agriculture should appoint
a swine specialist who would have as one responsibility the
promotion at the farm level of the R.0O.P. swine breeding

stock improvement programs.

That the British Columbia Ministry of Agriculture reinstate
and increase the levels of rebates available under the former
boar purchase program. The exact level of these rebates
should be recommended by the Provincial R.0O,P. Committee and
should be substantial enough to provide a proper incentive

to producers to purchace performance tested boars. This
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program could be short term in nature {up to three years)
on the basis that once producers become familar with the

value of performance tested boars the program will no longer
be required.

That the British Columbia Ministry of Agriculture through-
the Veterinary Branch initiate a swine herd health program
for producers in British Columbia.

That the British Columbia Ministry of Agriculture establish
a working committee comprising of members of the British
Columbia Swine Breeders Association and representatives of
the appropriate departments within the Ministries of Agri-
culture and Eccnomic Development to initiate an export
development and enhancement program for swine breeding stock
produced in British Columbia.






