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CANADIAN FEED GRAIN POLICY. By C. E. Bray, Foreign Demand
and Competition Division, Economics, Statistics, and Cooperative Ser-
vice, U.S. Department of Agriculture. Foreign Agricultural Economic
Report No. 144.

ABETRACT

Canada’s feed grain policy is analyzed in order to interpret how the
policy, as amended in 1976, may be affecting the competitive position.
of U.S. corn in eastern Canada. Given the new price relationship
between U.S. corn and feed grains produced in western Canada,
according to cconometric analysis in the report, the U.S. share of Can-
ada’s feed grain imports will have declined to 10 percent for [976/77.
This contrasts with 23 percent in 1975/76, and an average of 37 percent
since 1970/71. In fact, for the first three quarters of 1977, U.S. corn
exports to Canada were valued at $22.7 miilion, running 50 percent
behind the year-earlier value.

Key words: Canada, feed grains, policy, corn, U.S. agricultural exports.
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FOREWORD

This study describes and analyzes recent developments in Canadian
feed grain policy. These developments are of interest to the United
States because of the substantial quantity of U.S. corn exported to

Canada, and the volume of bilateral trade in livestock and livestock
products.
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SUMMARY AND CONCLUSIONS

The latest phase of Canada’s feed grain policy is a factor making
Canadian feed grains more competitive with U.S. corn in eastern Cana-
da. Since August 1976, when the corn-competitive policy was imple-
mented, the price of feed grains produced in western Canada has
declined relative to the price of U.S. corn landed in Montreal, Given
this new price relationship, according to the analysis in this report, the
U.S. share of Canada's feed grain imports will have declined to 10 per-
cent for 1976/77. This contrasts with 23 percent in 1975/76, and an
average of 37 percent since 1970/71.

Eastern Canada, a feed grain deficit area, but with a farm economy
based largely on livestock production, has traditionally imported
wheat, oats, and barley from western Canada and corn from the
United States,

In calendar 1976, U.S. corn exports to Canada were valued at £75
million, accounting for 5 percent of ail U.S. farm exports to Canada.
For the first three quarters of 1977, corn exports were valued at $22.7
million, running 50 percent behind the year-earlier value. Volume was
als¢ down about 50 percent to 235,000 tons. Most of the COTn €Xports
80 to eastern Canada, although there has been an increase in shipments
to British Columbia in recent years.

Canada’s feed grain policy has undergone three stages of devel-
opment since 1973, with the result that marketing of domestically used
feed grains, which had been under complete control of the Canadian
Wheat Board (CWB), now extends to the private grain trade. In the
CWB market, prices are determined by the board, and in the nonboard
market, prices are market determined.

Each stage of the policy’s development has been characterized by
implementation of a price-finding mechanism for feed grains produced
in western Canada,

From October 1973 to May 1974, the price of feed grains produced
in western Canada and sold in eastern Canada was based on an aver-
age of monitored prices for feed grains sold on the nonboard market in
western Canada. Then from August 1974 to August 1976, this price-
finding mechanism was replaced by one that based prices on devel-
opments in the Winnipeg Commodity Exchange. It became evident that
the prices for western feed grains were above the price of U.S. corn,
which was based on world market conditions, and that eastern Cana-
dian livestock producers were substituting U.S. corn for feed grains
produced in western Canada.

In August 1976, the CWB began to offer western-produced feed
grains in eastern Canada at a price “competitive” with U.S. corn.
Although the feed grains could still be purchased through the non-
board market, the CWB prices, in effect, became the ceiling prices,
reflecting a change in the competitive position of U.S. corn in the east-
ern Canadian market,
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CANADIAN FEED GRAIN POLICY

by C. E. Bray
Foreign Reglonal Analyst
Foreign Demand and Competition Division
Economics, Statistics, and Cooperatives Service

INTRODUCTION

This study describes Canada’s feed grain policy in each of its three
phases of development-—the Interim Policy {October 1973 to August
1974), Phase I (August 1974 to August 1976), and Phase II (August
1976 to present). Particular attention is focused on Phase II in order to
analyze its effect on the competitive position of U.S. corn in eastern
Canada.

The study deals only with Canadian feed grain policy in relation to
the Canadian domestic market for feed grains. Canada ic treated as
two major regions: western Canada, which generally has surplus feed
grain production, and eastern Canada, which imports feed grains from
western Canada (wheat, oats, and barley) and from the United States
(corn} to supplement local production. It is assumed in this study that
the U.S. share of ¢astern Canada’s imports of feed grains is determined
mainly by the price of U.S. corn relative to the prices of western Cana-
dian feed grains.

In 1976, U.S. corn exports to Canada were valued at $75 million
and accounted for 5 percent of the total value of U.S. agricultural
exports to Canada. Indications are that U.S. corn exports to Canada
will have decreased in 1977. Exports for the first three quarters of (977
were about 50 percent below the year-earlier level. An unspecified
quantity of the corn shipments to Canada are believed to de used for
industrial purposes. The major Canadian market for U.S. corn is east-
ern Canada, although there has been an increase in shipments to
British Columbia in recent years.

This study should be useful in understanding how the Canadian feed
grain policy operates, and how that policy may affect U.S. exports of
feed grains 1o eastern Canada.

An understanding of Canadian feed grain policy is also important in
assessing Canadian competition with the United States in the livestock
industry. In 1976, U.S. livestock and meat exports to Canada
accounted for 12 percent of total U.S. agricultural exports to Canada
and 30 percent of U.S. agricultural imports from Canada. As an input
into livestock production, feed grains are a major determinant of Cana-
dian livestock production costs.
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BACKGROUND

Western Uanada is made up of four Provinces—the Prairie Prov-
inces (Manitoba, Saskatchewan, and Alberta) and British Columbia.
The Prairie Provinces are the main grain producing regions of Canada.
They are characterized by extremely cold weather in winter, (0° F on
the average, with lows of -40° F),! strong winds which result in high
evaporation rates and soil erosion, and variable precipitation which
makes conservation of moisture from winter snowfall essential. The
frost-free period averages 100-120 days. The short growing season,
combined with variable precipitation, limits the choice of crop produc-
tion primarily to grains, oilseeds, and forage. British Columbia is a
mountainous Province characterized by mild climate and heavy rain-
fall. The mild winter temperatures are conducive to production of a
wide range of crops, particularly fruit.

Eastern Canada is made up of six Provinces—Ontario and Quebec
(the Central Provinces), and New Brunswick, Nova Scotia, Prince
Edward Island, and Newfoundland (the Atlantic Provinces).2 The rich-
est yielding croplands in Canada are located in the sonthwest corner of
Ontario and along the St. Lawrence River in Ontario and Quebec,
where climatic conditions are relatively less severe than those of the
Prairie Provinces. The frost-free period along the St. Lawrence is gen-
erally over 100 days, facilitating the production of soybeans and winter
wheat, which cannot be grown as well in other parts of Canada. Geog-
raphy, soil, and climate are considerably less conducive to agricultural
production in the Atlantic Provinces than in the Central Provinces (8).?
One of the major commercial crops in the Atlantic Provinces is
potatoes.

The Canadian population is mainiy located in eastern Canada,
mostly in Quebec and Ontario. Over half of the Canadian farms, how-
ever, are located in western Canada. At the time of the 1976 census,
eastern Canadian farms averaged 82 hectares, considerably smaller than
the western Canadian average farm size of 332 hectares.

Over the past 16 years, farmland has been steadily decreasing in
eastern Canada and increasing in western Canada. In 1961, farmland in
eastern Canada intaled 15.5 million hectares, or 22 percent of total
Canadian farmland. By 1976, it had decreased 3| percent to 10.7 mil-
lion hectares, or 16 percent of total Canadian farm area. Farm area in
western Canada accounted for 78 percent of total Canadian farm area
in 1961, and by 1976, it had increased to 56.5 million hectares, or to 84
percent of the total.

Livestock production is extremely important to the eastern Canadian
farm economy, accounting for about two-thirds of the area’s farm
receipts. Sixty-two percent of Canadian hogs, 61 percent of Canadian

! -18° € on the average with lows of -40° C,

INewfoundland will not be included in this report because of the lack of available
data on the Province.

Htalicized numbers in parentheses refer to references listed at the end of thiz report.
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pouitry, and 37 percent of Canadian cattle were on eastern Canadian
farms on June 1, 1976 (table 1).

In eastern Canada, farm income from crops derives mainly from
crops other than feed grains, such as potatoes, fruit, vegetables, tobac-
co, and soybeans. Production of oats, barley, and wheat is limited,
accounting for only 2 percent of eastern Canadian farm income in
1975, and for 3, 15, and 4 percent of total Canadian wheat, oat, and
barley production, respectively (table 2). Some Ontario winter wheat is
exported. The most important grain produced in eastern Canada is
corn. Almost all of the corn produced in Canada, in fact, is produced
in Ontario.

The farm economy in western Canada is highly dependent on
income from grain and oilseed crop production. Ninety-seven percent
of total Canadian production of wheat, 85 percent of oats, and 96 per-
cent of barley was produced in western Canada in 1976. Only 34 per-
cent of western Canadian farm income derives from livestock produc-
tion. Nevertheless, western Canada accounts for over iwo-thirds of
Canadian cattle production.

Barley is the major grain used for feed in western Canada. In
1975/76, feed use amounted to 54 percent of western barley produc-
tion. Feed use of oats equaled 72 percent of the area’s production of
oats, and feed use of wheat accounted for 13 percent of wheat produc-
tion.

From 1966/67 to 1976/77, eastern Canada produced between 3.3
and 4.6 million tons of feed grains (table 3), with increases in corn and
barley production accounting for the growth in total production
(table 2). Area planted to corn increased from 325 hectares in 1966 to
670 hectares in [976. The expanded area, combined with increased
yields due to the introduction of new corn varisties suited to the Cana-
dian growing season, resulted in a more than doubling of corn produc-
tion between 1966 and [976. OQai production is second in quantity pro-
duced to corn production. Area planted to oats as wel] as oat
production, however, declined significantly from 1966 to 1976,

Partly because of the availability of local supplies, corn and oats are
the major grains used for feeding in eastern Canada. Feed use, howev-
er, is not completely supplied by local production. From 1966/ 67 to
1975/76, between 32 and 52 percent of eastern Canadian feed use of
feed grains® was met through imports of grain, either from western
Canada (oats, bariey, and wheat) or from the United States {corn).

During 1966/67-1975/76, eastern Canadian imports of feed grain
from western Canada amournted to 29 percent of eastern Canadian feed
use of feed grains, and imports of corn from the United States
amounted to 12 percent,

‘Oats, barley, and corn, in corn equivalent, assuming that only minor guantities of
winter wheat produced in eastern Canada are used for feeding,

3




Table l-~Livestock on farms, Canade, 1966-76

.

Catile . Hogs : Poultry 2/

Eastern : Western : Total : Eastern : Western Total : Eastern : Western Total
: _FCanada : Canada : _Canade 3/ : Canads :  Canada :  Canade 3/ :  Canada :  Canads ; Cenada 3/

e T M111507 B8 momm—m——m = —————-———————H111100_HOES-~mrmememrmm ——mm——-————--Willion birds
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Survey date changed from June 1 to July ) in 1973 for poultry, in 197L for hogs, and in 1575 for cattle.
Hens and puliets or'y.
Data for eastern end western Canada may aot add to tolal Caneda because of rounding.

Sourses: Skatisties Canada, Livestogk and Animal Produeis Statistics and Quarterly Bulletin of
Agricultural Statistgics, warious issues.
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Table 2--Area and production of principal feed grains, Canada, 1966-T6

. Wheat Oats
tear :Bastern : Western : Total s 3 Fastern : HWestern : Total

:Cenada 1% Caneda : Canada 2/ ; : Cgnade  : Canads  : Caenada 2/

: 1..000 hectares
Area: H
1966 : 162 11,854 12,016 973 2,222 3,195
1967 : 182 12,007 12,190 B899 2,087 2,986
1868 1 165 11,7h3 11,908 815 2,193 3,007
1969 1 167 9,935 10,101 725 2,228 2,933
1970 . 165 h,887 5,052 £32 2,153 2,785
1971 ;16T 7,687 7,85k STT 2,187 2,764
1972 : 175 8,465 8,6h0 559 1,911 2,470
1973 : 180 9,395 2,575 537 2,173 2,711
197k . 205 8,729 8,934 502 1,969 2,h7L
1975 . 230 9,249 9,479 505 1,906 2,411
1976 : 859 10,881 11,1%0 h59 2,012 2,471
Production ; 1,000 metric tons
1966 : 59 22,058 22,516 1,7h2 3,97h 5,716
1967 : 459 15,679 16,137 1,608 3,046 h,653
1568 : L8 17,241 17,689 1,553 3,907 5,500
1969 : 430 17,837 18,267 1,283 b,130 5,413
1970 : 468 8,557 g,02h 1,127 4,318 5,k
1971 ; Wiz 13,970 1h,h12 1,08k 4,521 5,605
1972 Ity 1k,032  1b,514 913 3,715 L,629
1973 : 456 15,703 16,159 771 h,270 5,041
197h : 588 12,707 13,295 B21 3,107 3,928
1975 : 708 16,370 17,078 870 3,596 4,466
1976 P77 22,752 23,583 726 k234 k,960
Footnotes at end of table. Continued......
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Table 2--Area and production of principal feed grains, Cenade, 1966-T6-Cont.

Barley . Corn

Year ! i

:Eastern : Western : Total :Enastern : Western : Total

;Canada  : Capada Canada 2/ :Canada : Canada : Canada 2/

: 1,000 Hectares
Area: : g
1966 y 122 2,398 3,019 325 1 326
1967 : 138 3,148 3,287 352 2 354
1968 : 143 3,440 3,583 389 1 390
1969 @ 157 3,630 3,787 398 1 400
1970 : 168 3,836 00k LgR 1 hgg
1971 : 191 5,466 5,658 567 4 571
1972 : 186 4,876 5,062 532 5 537
1973 : 177 4,662 L ,B3g 52k [ 530
1974 : 1Th 4,601 b, 775 589 2 591
1975 ;183 4,286 L h&8 630 5 635
1976 ;182 b ,157 b, 339 E70 5 615
Production 1,000 Metric Tons
1966 ;2 6,168 6,450 1,682 3 1,686
1967 : 328 5,177 5,505 1,876 i 1,883
1968 : b0 6,688 7,009 2,074 3 2,076
1969 : k13 7,670 8,08k 1,880 3 1,883
1670 : hha 8,448 8,389 2,630 k 2,634
1971 : 528 12,571 13,099 2,935 11 2,946
1972 : 73 10,812 11,285 2,511 18 2,528
1973 : h2e 9,797 10,22L 2,781 22 2,803
1974 : Lk1n 8,391 8,80p 2,572 5 2,577
1875 i 469 9,051 9,520 3,626 19 3,645
1876 ¢ 41y 9,88k 10,363 3,650 25 3,675

1/ Primarily winter wheat. 2/ Columns may not add to totsls because
of rounding.

Source: Canade Grains Council, Statistical Handbook, Winnipeg, 1976.
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Table i-—Esstern Canadian producticn, use, and imports
feed grains, im corn equivalent, 1966/67-1976/7T 1f

] . B H Imports from
Production . Feed use : Totel western Canada

3f . imports . Y

Tmports from
the United States
5f

1,000 mebrie tons

1966/6T7 4,725 1,765 1,234
ISET/EE 5,025 1,950 1,2h3
ig6s/6g Tk 5,369 1,932 1,129
196970 : L,518 2,L07 1,763

170471 4,920 1,995 1,728
1971/72 ¢ 5,500 1,718 1,542
1972773 = 5,267 2,71k 1,8L6
i973/Th - 6,038 2,620 1,627
1974/75 - 5,693 2,35Y 1,559

1075/76 1,115 1,550 1,198
19758477 : n.a. n.a. n.a.

1/
2/
3

5/

Dats, barley, and corn.

Source: Statistics Cenada, Quarterly Bulletin of Agricultural Sitatistics, verious issues.

Source: [.5. Department ¢f Agriculbure, Canadian Market Study, FOCD Working Paper. Econ.
Res. Serv., Aug. 1977

Sauree: Canadisn Livestock Feed Board, Annual Report--Crop Year 1975/76, Montreal, 197T.

Sauree: [Cerived from Statistics Cenada, Imports by Country, waricus issues.

g PR




FEED GRAIN POLICY

Interim Policy

Prior tc 1973, the Canadian Wheat Board was the sole outlet for
Prairie-produced feed grains destined for interprovincial or inter-
national trade. In eastern Canada, Prairic grains were available only
from the CWB. In western Canada, however, feed grains were also
available directly from producers within any one Province in the intra-
provincial nonboard markets. Prices in the nenboard markets were at
times bzlow the CWB initial price because feed prain producers with
iarge stocks and limited CWB delivery quotas were willing to take a
lower price in order to sell their grain (). Changes were made in the
Canadian feed grain policy in an effort te achieve an equal price for
feed grains in eastern and western Canada and reduce the diserspancies
which existed between the CWB price of western feed grains and the
prices which prevailed in the nonboard markets in western Canada {(%).

In October 1973, an interim feed grain policy was introduced as a
step toward free interprovincial trade. Under the policy, restrictions on
interprovincial trade of feed grains were removed in the Prairie Prov-
inces. The CWB still maintained control of Prairie-produced feed
grains sold for export and for domestic use elsewhere in Canada. The
CWB price at which Prairie-produced feed grains were sold domes-
tically, however, was tied to the price of feed grains sold on the non-
board markets in western Canada {6). The CWB price was determined
from a weighted average of prices paid by feed mills and large livestock
and pouitry producers in a designated area. The weighted average was
determined every 2 weeks through a survey conducted by the Agricul-
tural Products Board (APB).* Handling and marketing charges associ-
ated with moving the feed grain into terminal position at Thunder Bay
were determined by the CWB and the Canadian Livestock Feed Board
{CLFB) and included in the Thunder Bay base price (/4}.

Under the interim pelicy, feed grain producers had three options for
selling their grain. The first was to sell to the local nonboard market.
Prices on these local markets have only recently been monitored by the
APB in the Prairies.

The second option was for the producers to deliver their grain to the
CWB under their delivery guota for the CWB final price, which consis-

5The APB is a part of the Federal department of agriculture (Agriculiure Canada). It
was established to buy aad sell agricultaral products, to improwe producer prices, and to
obtain food for Canadian food aid programs.

%The CLFB is a Crown Corporation established by the Livestock Feed Assistance Act
of 1967, It reports to the Parliament through the Minister of Agriculture. Its mandate is
10 ensure that there are feed grains and feed prain storage to meet the needs of fivestock
feaeders in eastern Canada and British Columbii, and to ensure reasonable stability and
fair equalization of {ced grain prices in those areas, It also administered the Feed Freight
Assistance Program.




ted of an initial and final payment.” The CWB initial price is a guaran-
teed floor price, usually set at less than the anticipated finat price for : i
the crop year, and producers receive it when they deliver the grain (6). :

Producers may also receive a final payment after the crop has been
sold. The CWB pools its gross revenue from the sale of grain, and dis-
tributes to producers in a final payment, in proportion to their deliv-
eries, that which remains in the pool after the CWB operating costs
and initial payments to producers have been deducted {n.

Producers also had the option of selling grain to the APB fora price
: which was halfway between the CWRB inijtial and estimated final prices.
1 The APB price was considered a final price and did not entitle produc-
' ers to participate in the CWB final payment. The AFB program was
established to stabilize the nonboard prices upon which the feed grain
prices for the rest of Canada were based. The APB guaranteed that it
would buy all grain offered, in order to support prices on the nonboard
: markets in periods of limited CWB delivery quotas (/0). The APB did
' not compete with the CWB in the sale of feed grains, however. Quan-
; tities purchased by the APB were stored and then made available to
j the CWB on request. Because of the market conditions for feed grains
which existed when the interim policy was in effect, producers did not
extensively use the option of selling to the APB (2).

Livestock feeders in eastern Canada could buy western Canadian
grain only through the CWB, and the price at which it ‘was offered in
Thunder Bay was based on the prices at which feed grains could be
bought locally in western Canada.

Phase |

The interim policy did not ensi're that the established price for feed
grams was less than the price oi U.S. corn. It became evident that the
prices of western feed prains, which were based on local market condi-
ticns in western Canada, exceeded the price of U.S. corn, which was
based on world feed grain market conditions. As a result, western feed
g grains were being replaced in the eastern market by U.S. corn imports
: (14).

In May [974, a long-term feed grain policy was announced, and
between then and the time the policy became effective in August 1974,
the CWB offered western feed grains for sale at prices “related”™ to the
i price of U.S. corn in eastern Canada.?

The long-term feed grain policy came into effect in August 1974,
The stated objectives of the policy were to provide “fair and equitable”
prices for feed grains across Canada, to provide relief to feed grain
producers against relatively low feed grain prices, and to encourage .
growth of livestock and feed grain production across Canada according

i L

2omo

*The CWB final price is the inftial payment plus the final payment {in dollars per
unit),
. ¥The CWB did not define how its prices were related (o corn. It can he inferred, haw-
3 ever, that western feed grain prices were reduced in relation to the U.S. corn price to lev-
els possibly equal te, if not less than, the U.S. corn price.

9
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to the natural endowment of the factors of production, and to the suit-
ability of production in various regions.

Users of feed grain were given access to western-produced grain. The
remaining restrictions on the interprovincial movement of feed erains
were removed, and responsibility for domestic merchandising o/ feed
grains produced in the Prairies, which had previously been entirely
under the charge of the CWB, was extended to the private grain trade.
Western elevator companies were permitted to purchase and seil feed
grains in the domestic market. Responsibility for the licensing of feed
grain handling companies, brokers, and others who purchased feed
grains for consumption cutside the Prairies was delegated to the
CLFB. The CLFB was given the power to intervene directly as a buyer
and selier of feed grains in the nonboard grain transfer business (J0,
i4).
The CWB retained control of the sale of feed grains for export and
for domestic nonfeed purposes. The CWB also remained in control of
the coordination of feed grain transportdtion In addition, the CWB
was obligated to assure delivery of grain, for domestic purposes, to
Thunder Bay within a specified amount of time after ret:f‘wmg a
request for delivery. The CWB could use “switched grain” to assure
delivery and efficient use of railroad equlpment (6). Grain switching
involved the paper exchange of nonboard grain in country elevators for
CWB grain of like kind and grade already in terminal position in
Thunder Bay. At times, it proved easier for the CWB to switch gram
rather than move it to terminal position in time for grain compantes to
fuifill contracts (/1).

To assure the availability of feed grains in eastern Canada and a
degree of stability of feed grain prices, a reserve stock of 272,000 tens
of feed grain was set up in Thunder Bay. The stocks were accumulated
by the CWB. A committee made up of members of the Canadian Grain
Commission (CGC),? the CILFB, and the CWB was established to
determine the conditions under which the stocks could be released.
Storage and interest charges on the reserve were paid by the Federal
Government (6).

The Winnipeg Commodity Exchange, which refiects Canadian feed
grain market conditions in its prices, replaced the APB-monitored pric-
ing system as the price-finding mechanism for nonboard feed grains.
The nonboard market thus became defined as the market in which
prices were determined on the Winnipeg Commodity Exchange. Tra-
ding in domestic feed grain futures at the Winnipeg Commeodity
Exchange began on July 25, 1574 (14).

Provisions were made for the CWR to impose quotas on deliveries
of nonboard grain to elevators. These quotas have never been used.

3The CGC, established by the Canada Grain Act of 1971, replaced the former Board
of Grain Commissioners. The CGC is part of Agricelture Capada. The Commission
supervises the handling, inspection, weighing, and storage of grain. It is responsible for
fixing maximum tariffs for charges made by licensed elevators and for establishing grain
grading standards.
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The CGC placed a restriction on the maximum amount of elevator
space that can be devoted to nonboard grains. No more than 10 per-
cent of the total facilities of any one elevator company, or no more
than 20 percent of the total capacity of any single elevator, may be
allocated to nonboard grain {13).

It was also announced in 1974 that steps would be taken to modify
feed freight assistance in eastern Canada. No changes were imple-
mented, however, until 1976,

During phase I of the feed grain policy, producers had the choice of
selling their grain to the CWB, in amounts up to their gquota, for a
CWB-determined initial price (including the possibility of an additional
payment based on CWB net returns), or selling their grain in the non-
board market at market-determined prices {15).

Feed grains were availabie to the eastern Canadian market through
several channels—the Winnipeg market, at a price based on Winnipeg
futures; the CWB, at a price determined by the CWB; and by direct
purchase from western Canadian grain producers.

Eastern Canadian livestock feeders did not have direct access to
Prairie grains until the harvest of the 1974 crop. The CWB then made
grains available to the private grain trade through the Winnipeg
Exchange in amounts specified by the CLFB as hecessary to meet non-
Prairie feed grain requirements. In mid-September 1974, western
elevators began to acquire stocks of nonboard feed grains and offer
them for sale. The private grain trade was not able to supply ail the
feed grain required outside the Prairies, however (6). The CWB sup-
plied 34 percent of the commercial feed grain supplies in Canada in
1974/75 and 22 percent in 1975/76 {3).

Phase 1

The feed grain policy was further modified on August 1, 1976, The
CWB once again offered feed grains at Thunder Bay at a price “re-
lated” 10 the price of U.S. comn in eastern Canada (/2). In contrast to
previous periods when the CWB did this, a specific procedure or for-
mula for determiration of the “corn competitive”i® price of western
feed grains was developed by the CLFB and the CWB, and widely pub-
licized, partially in an effort to legitimize CWB pricing practices to
castern Canadian livestock producers. The CWB moved to a pricing
formula which was based on the price of U.S. corn in Montreal,
because the prices of Canadian feed grains determined cn the Winnipeg
Commodity Exchange were averaging higher than the price of U.S.
corn, which had the potential of reducing the proportion of the domes-
tic market supplied by domestic production {5},

“Core competitive™ was not defined by the CWB, It can be inferred, however, that
the anticipated effect of the formula was at least a reduction in the price of western feed
grains relative 1o the price of (1.5, corR, if not in fact the achievemi at of prices for west-
ern Canadian feed grains equal to or less than the U.S. corn price.

I




The CWB price is in effect the ceiling price for western Canadian
feed grains. Feed grains can still be purchased from the Winnipeg or
focal markets, but nonboard market prices for feed grains have to
remain less than CWB feed grain prices or the CWB will become the
only source of western Canadian feed grains (7). Since the CWB price
is based on the price of U.S. corn, the Chicago Board of Trade rather
than the Winnipeg Commodity Exchange is in cffect the price-finding
mechanism for Canadian feed grains.!!

A formula is used to determine the CWB price for western feed
grains. It is based on the relative feeding vatues of western Canadian
feed grains and U.S. corn as derived from the value of energy and pro-
tein contained in each of the individual grains, In addition to oats,
wheat, barley, and corn, the formula incorporates soybean meal as an
indicator of the value of protein (4). The value of units of protein and
energy are determined from the relationship between the prices of soy-
bean meal and U.S. corn in Montreal, The feeding values of western
Canadian oats, wheat, and barley in refationship to corn, therefore,
vary according to the market price of corn and soybean meal, which
are used together to achieve an energy balance in feeding rations com-
parable to that which would have been achieved il wheat, oats, or bar-
ley had been used instead (table 4).

The CWB maintained a degree of flexibility in the formula by indi-
cating that the price of wheat, barley, and oats can fluctuate by +2 pet-
cent for wheat and barley and 4 percent for oats from the actual
prices for these grains derived from the formula.

If the price of soybean meal in Montreal, for example, is $282.19 per
ton and U.S. corn in Montreal is $130.69 per ton, the meal/corn price
ratio is 2.2:1. Taking the values from table 4 for wheat, barley, and
oats in relation to corn for a 2.2:1 soybean meal/corn price ratio, the
derived Montreal prices for Canadian feed grains are;

Wheat = 106 percent of $130.69 = $138.53/ton
Oats = 90 percent of $130.69 = $1i7.62/ton’

Barley = 95 percent of $130.69 = $124.16/ton

Once the “corn competitive™ prices for western Canadian feed grains
have been determined for Montreal, the CWB selling price for the
grains in Thunder Bay is found by deducting the cost of transportation
and handling from Thunder Bay to Montreal, as follows:

Wheat = $138.53 - $10.65 = $127.88/ton
Qats $117.62 - $9.55 = $108.07/ton

Barley 5i24.16 - $9.92 = $114.24/ton

i"The Montreal price of U.S. corn is determined from prices on the Chicago Board of
Trade plus transportation and handling charges to Montreal converted to Canadian dol-
lars and an 8-cent-per-bushel import duty.




Table h——Relationship between the wvalue oF Canadisn domestic
feed grains and the value of U.S. corn in Montreal

Ratio of soybean i Feed grain prices expressed as & percentage
meal price to §.S. : of the price of U,§. corn in Montreal
¢orn price, Montreal : :

Wheat ; Dats ; Barley

11k 95 100
109 g2 o
106 a0 35
10h 89 o2
102 88 93

100 86 g1
9g 86 91
a8 85 iy
g6 ay 89
gk Bz 87

L0
.5
.23
O
.8
.6
.5
e
.23
L0

Source: Peter R. Perkins, "New Feedgrain Pricing Mechanism,"
Grain Facts, Vol. VIII, No. 2, Aug. 27, 1976, pp. 9-12.
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The inclusion of soybean meal in the pricing formula means that a
change in the price of soybean meal will result in a change in the price
of grain offered by the CWB ir Thunder Bay, even though there has
not been a change in the price of U.S. corn in Montreal (7).

Feed Frelght Assistarice

Feed freight assistance is a subsidy paid on the cost of transporting
western grains to points east of Thunder Bay. [t was first introduced in
1942 as a temporary measure to assist livestock producers outside the
Prairie regions in obtaining feed grains to keep up production to meet
wartime needs for meat (/6). In 1966, the feed freight assistance pro-
gram was placed under the jurisdiction of the CLFB. Annually, the
CLFB calculated the cost of transporting western feed grains to various
eastern points, then set the feed freight subsidy such that the private
cost of transportation of feed grains was approximately equal for all
locations {6). From [966/67 to 1975/76, an average of 2.5 million tons
of .zed grains were moved under the subsidy program at an average
annual Government cost of $20.4 million.

The feed freight rate subsidy was a subject of considerable contro-
versy between western and eastern livestock feeders. Since the cost of
transportation of feed grains—but not livestock—was subsidized, the
feed freight assistance program was seen as a factor encouraging live-
stock production in eastern Canada at the expense of western livestock
producers. Higher transportation costs for livestock products relative to
feed grains were seen to encourage production close to final consumer
markets—i.2., in eastern Canada—since if other production costs were
the same, producers near the market would have lower total produc-
tion and marketing costs. For Prairie livestock producers, a major nat-
ural advantage is the availability of feed grains at lower than average
transportation costs (/6). Thus, it was argued that feed grain price dif-
ferentials in eastern and western Canada should reflect transportation
charges, and where transportation was subsidized, offsetting subsidies
should be available on meat {5).

In 1976, the Government announced that the feed freight assistance
was contrary to one of the stated objectives of the feed grain policy—
Le., to encourage growth of livestock and feed grains across Canada
according to natural factors and suitability of production in various
regions. Subsidies were removed from the shipment of western Cana-
dian feed grains to most points in eastern Canada west of Montreal,
with reductions for shipments to central Quebec and the Atlantic Prov-
inces. Funds released by this modification are to be used over a 5-year
period in Federal projects to assist in developing feed and livestock
E?g)ustries in the provinces where the freight was removed or reduced

But the removal of the subsidy on feed grain transportation did not
raise the price of western grains in eastern Canada, because to establish
the Thunder Bay price, the CWB now deducts the entire cost of trans-
portation from the formuja-determined Montreal price. Under the feed
freight assistance program, a subsidy of approximately $6.00 per ton
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was deducted from the price of western feed grains in Montreal. Since
the removal of the feed freight assistance program in 1976, approxi-
mately $10.65 per ton for wheat, $9.55 for oats, and $9.92 for barley
has been deducted from the formula-determined Montreal prices. The
effect of such an increase in the subsidy is to provide even more incen-
tive to produce livestock in eastern Canada.

Payment of the feed freight subsidy seems in effect to have shifted
from a direct Federal Government payment to an indirect payment by
Prairie feed grain producers in the form of possible lower prices for
feed grains sold domestically. The full impact of this shift on the Prai-
rie feed grain producers’ income cannot be quantified, however, due to
the price pooling arrangement for all grains sold domestically or for
export by the CWB, and the fact that not all the feed grain sold
domestically is sold through the CWB.

U.S. AND WESTERN CANADIAN
COMPETITION IN EASTERN CANADA

There are two major issues underlying the Canadian feed grain poli-
cy—the domestic issue of competition between western and eastern
Canada in grains and livestock, and the international issue of com-
petition between Canada and the United States in grains and livestock.
In the market triangle of western Canada, eastern Canada, and the
United States, there are two grain-surplus areas (western Canada and
the United States) and one grain-deficit area {eastern Canada). Tradi-
tionally, western Canada has supplied wheat, barley, and oats to east-
ern Canada, and the United States has supplied corn.

The first stated objective of Canada’s feed grain pelicy reflects the
issue of regional and interiiational competition in feed grains, The first
objective is to provide fair and equitable base prices for feed grains
across Canada. Fair price has been defined as a price that is com-
petitive with the price of U.S. corn landed in eastern Canada (the
landed price includes transportation and handling charges and an 8-
cent-per-bushel tariff). An equitable price is defined as an equal base
price for feed grains across Canada (6). According to these definitions,
feed grain prices under the feed grain policy will be equally based in
castern and western Canada, and will be reduced in relation to, if not
in fact made equal to the price of the major competitive grain—U.S.
corn—in the deficit area. As mentioned above, the Canadian feed grain
policy is presently in its third stage since the introduction of the interim
policy in 1973, During the interim period, prices were based solely on
nonboard market conditions in western Canada. From August 1973 to
July 1974, the average price of barley and oats in Montreal {in cotn
equivalent) was $7.00 and $15.00 per ton above the price of U.5. corn,
respectively. The wheat price in corn equivalent was almost equal to
the price of U.S. corn during the period.
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During Phase 1, feed grain prices were based on the Winnipeg Com-
modity Exchange and reflected domestic supply and demand conditions
for feed grains. Operation of “he Canadian nonboard market was
iargely influenced by the existence of the CWB, which traded grain at
prices that were not entirely market determined. Periods of price
inversions, during which nearby futures prices for feed grains were
lower than cash prices, developed because the price relationships
between nonboard determined prices to producers and CWB initial
prices to producers induced producers to sell their grain to the CWB
(§4). In 1974/75, 11.8 percent of marketed feed grains went through the
nonboard market; in 1975/76 producers sold 12.3 percent of their total
marketings to the nonboard market (3). Prices of feed grains in Mon-
treal in 1974 and 1975 were affected by conditions on the Winnipeg
Commodity Exchange, as well as by disruptions in grain transportation
in 1974/75 as a result of labor strikes which lasted approximately 146
days (2).

The Montreal price of barley (in corn equivalent) during 197475
averaged $7.83 per ton higher than U.S. corn; oats were $19.75 per ton
higher, and wheat $15.92 per ton higher. The differentials between the
U.S. corn price and western Canadian feed grain prices (in corn equiv-
alent) declined somewhat in 1975/76. The price of barley exceeded corn
by an average of $6.28 per ton; oats by $16.00 per ton, and wheat by
$13.89 per ton.

In Phase Il of the feed grain policy, the CWB further influenced the
operation of the nonboard market by setting ceiling prices for feed
grain sold in Canada. The Montreal price of barley (in corn equivalent)
during 1976/77 averaged $116.12, oats averaged $119.83, and wheat
averaged $116.54. The price of corn averaged $105.49.

- The second objective of the policy—to provide relief for the pro-
ducer against depressed feed prain prices—indicates an ongoing con-
cern for the economic welfare of feed grain producers and is one of the
reasons behind the Western Grain Stabilization Act.

The third stated objective of the policy—to encourage growth of
livestock and feed grain production across Canada according to the
natural endowment of the factors of production and the suitability of
production in various regions-—seems to also deal with regional com-
petition in grains and livestock, When analyzed in the context of inter-
national competition in these commodities, however, the third objective
loses some significance. It is argued that western Canadian livestock
producers are close to supplies of feed grains. Thus, their cost of pro-
ducing livestock from Prairie-produced grain is less than the cost to
producers in eastern Canada using the same grain source. This gives
western livestock producers a natural competitive advantage over their
eastern counterparts.'? Inclusion of transportation costs in the price of
western Canadian feed grains sold to livestock producers in eastern

ZNatura! advantage need not be restricted te this definition, howsver, because once
the livestock product is produced, it must be transperied to eastern Canada, where most
of the population lives.




Canada would, therefore, according to this reasoning, discourage live-
stock production in eastern Canada.

Eastern Canada has an alternate source of feed grains in U.S. corn,
however. Thus, including the full cost of transportation in the price of
western feed grains would impact on whether eastern Canadian live-
stock feeders used western Canadian feed grains or U.S. corn. Eastern
Canada could continize producing livestock with U.S. corn at the
expense of western Canadian feed grain sales. Thus, the issue is not
necessarily natural competitive advantage between eastern and western
Canada in the production of livestock, but the competition between
western Canada and the United States for the eastern Canadian feed
grain market. If transportation costs were reduced on the price of west-
ern feed grains sold to eastern Canada,’? or if any action was taken to
keep western feed grain prices low in eastern Canada, factors con-
tributing te the natural competitive advant»ge accruing to livestock
producers in western Canada would be removed, but the use of western
Canadian feed grains over U.S. corn in eastern Canada would be
encouraged.

This argument was tested by means of an econometric model to
quantify the effect of Canada’s feed grain policy on U.S. corn exports
to Canada. It was assumed that feed grains vsed in eastern Canada are
supplied by eastern Canada, western Canada, and the United States. It
was also assumed that the U.S. share of eastern Canada's imports is
det~vmined mainly by the delivered price of U.S. feed grains relative to
the delivered price of western Canadian feed grains,

In view of the lack of perfect substitutability between U.S. and west-
ern Canadian feed grains, however, it appears that (in addition to rela-
tive prices) eastern Canadian corn production would affect the U.S.
share of eastern Canada's feed grain imports, and that eastern Cana-
dian wheat, barley, and oat production would affect western Canada's
share.

The following equation was used to estimate the U.S. share of east-
ern Canada’s feed grain imports:

Y=f(X,, Xy, X3)
where ¥ = U.S. share of eastern Canadian feed grain
imports {(percent).

X, = Price of U.S. corn, c.i.f., Montreal, dollars
per ton.

X, = Price of western Canadian wheat, barley,
ard oats, c.i.f., Montreal, simple average in
corn equivalent, dollars per ton.

X3 = Eastern Canadian corn production, 1,000
tons.

Pl fact, transportation costs are deducted from the formula-determined Montreal
price of western Canadian feed grains under the present policy.
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Table 5--Data used in the rexression snslysis

Imports of .5, : Imports of western i U.S. corn : Western Cenedian : Eastern Cenasdian
eorn : Capadian feed grains: U.5. share : pripe : feed grain price : corn producticn

},000 metric tons },000 petric tons Percent Doliars Dollars per metric 1,000 metrie tons
per metric ton ton

1968/69 : 803 1,130

57.00 63.38 2,07k
1969472 : 6Ll 1,763

67.40 71.96 1,88

[ =
(=29
[=+3W ]

1973771 : 267 1,728
1971/72 H 23 1,542
1972/73 : 868 1,845
1973/Th : goi 1,627

£7.80 T2.03 2,630
57.10 g2.94 2,935
T8.Lgo g90.482 2,511
123.70 136.10 2,781
140,20 15L.52 2,572

(R FLRW N
L =) A L
oy o o =

1974775 : 7895 1.552

1975/76 : 352 1,198
1976/77 H H.A. H.4.

123.80 1kk .92 3.626
105.%9 1i7.k9 3,650

1=~
—
=
o n
O~

H.A. = Not aveileble. .

1/ Includes only corn which cleered customs in eastern Canadisn Provinees. Sgurce; Statistics Canada, Imports
by Ceuntry, varicus issues.

2/ Freight-assisted shipments of western feed grains to emstern Canadian Provinees, in corn equivalent. Source:
Statistics Canads, Coarse Grains Review, warious issues.

3/ Column 1 divided by the sum of columns 1 and 2 times 100.

4f We. 3 corm, c.i.f. Hontreal. Scurce: Cansdien Livestock Feed Board, Annuel Heport ,
yarious issues.

5/ Simple average of DGC {different grades combined) feed wheat, no. 1 feed opts, and no. 1 feed berley, each in
corn equivalent, Montreal, excluding tnhe freight essistance subsidy. BSource: Canadimn Livestock Feed Board,
Annuel Report, varicus issues.

ﬁf Source: Gtatistics Canede, Quarterly Bulletin of Agriculturel Statistics, various issues.

T/ Estimated




The parameters of the above equation are estimated by ordinary
least squares regression, giving the following resulis:

V585347~ 1.63231X, + L68124X, —0.0208475X,
(t) (2.37) {2.68) (2.80)
(© 5.3) (6.1} (-1.9)

R?=082 R*=068 CV.=22 DLW =223

Data used to estimate this equation are given in table 3.

Results of the analysis indicate that a change in the price of western
Canadian feed grains (c.i.f. Montreal) relative to corn will significantly
affect the U.S. share of eastern Canada’s imports. For example, a 3-
percent decline in the price of western Canadian feed grain imports, &ll
else remaining equal, will reduce the U.S. share by one-third.

The price of western Canadian feed grains has in fact declined in
relation to the price of U.S. corn in Montreal since the introduction of
Phase 11 of the feed grain policy. This has contributed to a projected
decline in the U.S. share of the eastern Canadian import market from
22.7 corcent in 19753/76 to 10.0 percent in 1976/77.

U.S.-Canadian competition in livestock is a natural outgrowth of
U.S.-Canadian competition in feed grains. Livestock and livestock
products comprise a major proportion of U.S.-Capadian trade. Feed
grain prices are an important cost in livestock production. Higher feed
grain prices could have an impact on Canada’s trade with the United
States in livestock and livestock products. The corn price is an
important factor in U.S. livesiock production costs, against which Can-
adian livestock producers must compete as importers and exporters.
Under the CWB pricing formula for feed grains, the U.S. corn price is
now also a major determinant of the cost of livestock production in
Canada.
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