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ABSTRACT

THE EFFECTS OF PUBLIC LAW 480 ON CANADIAN

PRODUCTION, STORAGE, AND EXPORT OF WHEAT
by Jerome M. Stam

Canada and the United States have long been giants
in the production of wheat. They have been even more dominant
in the world export market in recent years--exporting
approximately 65 percent of the world total of wheat and
wheat flour annually. The huge amount of production and
export creates a complex marketing problem. In addition,
the past decade saw both countries once again plagued by
a large wheat surplus. Special plans and programs were
pursued in each country to reduce the wheat surplus burden.
Among the United States' measures is The Agricultural Trade
Development and Assistance Act (commonly known as Public Law
480) enacted in 1954. This was an attempt to lower United
States surpluses by extending special concessions and
privileges to importing countries. In many instances, United
States wheat exports, under the provisions of Public Law 480;

have been cited as injurious to Canada. The purpose of this
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study is to determine if wheat surplus disposal activities
by the United States, carried on under Public Law 480, have
harmed Canada, and to delineate the nature and extent of the
resulting harmful effects, if any, more clearly than they
have been to date.

If Public Law 480 affected the Canadian wheat economy,
certain changes should become evident. Changes that might be
expected to occur are unusual variations in Canadian wheat
acreage; carryover, production; trade patterns, and wheat
prices. Both national and international wheat trade data
were used to test hypotheses regarding changes in the
Canadian wheat economy because of Public Law 480 wheat exports.

The major findings of this study are that the surplus
disposal activities by the United States, conducted under
Public Law 480, have lowered Canada's proportion of sales to
an eighteen-country group. These eighteen countries were
cited in the literature as areas where Canadian wheat exports
had suffered due to Public Law 480 wheat exports. Actual
sales declined for 1954-57 but were at pre-P. L. 480 levels
for 1958-60. Thus 1958-60 injury can only be expressed as a
percentage decline in wheat imports from Canada as these nations
received Public Law 480 wheat. After Public Law 480 was en-

acted, imports from Canada a8 a percentage of total commercial
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imports increased while commercial imports from the U. S.

declined more rapidly than imports from Canada in the eighteen-
country group. When West German and Japanese figures were
subtracted from the eighteen-country totals, the data indi-
cated that Canadian wheat sales had declined both on a per-
centage and actual quantity basis in the face of Public Law
480 competition. The reference for "injury" to Canada in

this study is to a previous "normal" period and not to what
might have happened if the United States had followed an
aggressive cash sales and reduced price policy with regard

to wheat.

Much less conclusive evidence of loss to the Canadian
wheat economy was given by the study of Canadian wheat pro-
duction, carryover, and export patterns. Effects on the
Canadian wheat economy, due to Public Law 480 wheat sales,
are more clearly expressed by the decline in Canadian wheat

exports to specified countries.
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CHAPTER I

INTRODUCTION

Considering the Problem

The cultivation of grain has long been one of man's
major activities. Wheat and wheat products are staple food
items in many nations, and the production of wheat involves
millions of farms in practically all countries of the world.
World wheat developments have played a large role in the
entire world scene, because wheat is the backbone of agri-
culture in many lands.

Canada and the United States have long been giants
in the production of wheat, accounting for 20-25 percent of
the annual world total. They have assumed an even more
dominant role in the world market by exporting approximately
65 percent of the world total of wheat and wheat flour
annually. This tremendous amount of production and export
poses a huge marketing problem, both foreign and domestic
in nature.

Imbalance had existed in the world wheat economy



before the past decade.l The last period considered "normal"
in the North American wheat economy ended in 1914. In short,
since 1914 there have been periods of maladjustment of
varying magnitudes in the North American wheat economy.

Wheat production tended to exceed domestic consumption plus
exports in both the United States and Canada during the
1920's. The situation was reversed by the drought conditions
of the 1930's, which lowered production, but by 1940 a

wheat surplus situation had again arisen.

The 1950's saw a surplus problem of significant
magnitude develop in both countries. Three important causes
of the increased production of wheat during thié period
appear to have been increased summer fallowing, adoption
of new varieties, and adequate precipitation.2 The increased
production was in excess of tha% demanded at prevailing
prices, resulting in an accumulation of massive unsold
stocks in both countries. Because of United States and

Canadian dominance in the world wheat market, the surplus

conditions are essentially a North American problem.

1Wilfred Malenbaum, The World Wheat Economy 1885-1939,
Harvard University Press, Cambridge, 1953.

2R. L. Gustafson, "Two Regressions on Changes in Wheat
Yields in the United States, 1945-54 to 1957-60" (A mimeograph
of a preliminary study), Department of Agricultural Economics,
Michigan State University, East Lansing, p. 2.



During the past decade, pressures were intensified
to expand exports with the development of new and more
aggressive methods for disposing of surpluses. Canadian
and United States policies in regard to the production and
marketing of wheat have basic differences. Canadian-American
relations suffered as policy differences with regard to wheat
became a widespread concern. Many factors suggest that the
North American wheat surplus will be of the long-term nature.

It is of concern that the imbalance in the North
American wheat economy has grown during the past decade and
of greater concern that the end is not yet in sight. A
major concern of agriculture in the export markets of the
next several years is wheat. For many years wheat has been
a major agricultural export of North America, but it is a
relatively more important part of Canada's total exports,
than it ié of U. S. total exports. Canada has exported 60
percent of her wheat production for some time. Some years
the percentage has been much higher.

F. W. Burton explained Canada's dilemma 25 years
ago, but his comments still apply.

Because of the nature of her resources and her

situation, Canada depends chiefly upon production in
quantity of a few staple commodities for export to

those regions having less specialized resources and
more diversified economies. Canada is thus subjected,



willy-nilly, to a violent alternation of boom and
depression by the fluctuation of demand in her foreign
markets. . . . Wheat throughout Canadian history has
played a changing but usually important role . . . since
wheat is a commodity of great importance to two large
groups of people, its consumers and its producers, it
has been at nearly all periods of history the object

of special government policies.3

The Canadian wheat economy is unique in several ways.
Wheat is relatively more important, both to agriculture and
the economy, in Canada than it is in the United States.

In 1956, for example, wheat accounted for 19.6
percent of cash income from farm marketings in Canada,
but only 5.9 percent in the United States. In the same
year, total farm marketings amounted to 7.3 percent
of gross national product in the United States and 8.9
percent of GNP in Canada. Wheat marketings in the
United States amounted to only .4 percent of GNP in
comparison with 1.8 percent of Canada's GNp. 4

Also, a smaller percentage of annual production is absorbed
by the domestic market in Canada than in the United States. .
This means that Canadian producers are more dependent upon
export markets than are United States growers. Thus any
displacement of Canadian wheat sales will have a greater

effect upon Canada's economy than a similar displacement would

have in the United States.

3 0 . . " S
F. W. Burton, "Wheat in Canadian History, " Canadian

Journal of Economics and Political Science, Vol. III, May,
1937, p. 210.

4W. E. Hamilton and W. M. Drummond, Wheat Surpluses
and Their Impact on Canadian-U.S. Relations, Canadian-American
Committee, January, 1959, p. 7.




Large-scale subsidization of wheat exports would be
much more difficult in Canada than in the United States.
This fact is very significant. The total sum involved
in subsidizing United States exports may be large, but it
represents only a relatively small part of national income
and consequently is a "fairly minor national burden.“5 For
Canada to subsidize wheat exports to the same degree as the
United States would require a large part of its resources
and place a greater burden on its people.

Canada is an industrialized nation, but is still
dependent upon her wheat exports for an important portion
of her foreign exchange earnings. Canada can, but has not
chosen to sell much wheat for non-convertible currency and
loan a major portion of that currency, at reduced interest
rates, to the countries concerned for long periods. Neither
has Canada chosen to or felt that she could afford to give
much wheat away, either directly in the form of disaster
relief or indirectly through private welfare agencies.
Canada has decided that she must obtain dollars for most of
her wheat exports. On the other hand, the United States has
exported large quantities of wheat under various special

programs. This is not to say that the United States can

51bid., p. l0.



afford such programs indefinitely, but to simply note that
she evidently thought them to be useful in the past.

Helen C. Farnsworth, in her study of the present
world wheat economy points to policy differences.6 She
states that the surplus exists in the U. S. at great public
expense, but in Canada exists mainly at the risk of wheat
producers themselves, since the Canadian government only pays
storage costs for Canadian Wheat Board holdings in excess of
178 million bushels at the beginning of every crop year.
Farnsworth believes that increased United States and Canadian
production, due to a technological revolution, is the culprit
causing a surplus condition.7 She neglects the favorable
precipitation factor that Gustafson includes in addition to
technological considerations.

Past figures have indicated that the Canadian farmer
has received less than the United States support price for
wheat. It is argued that the U. S. price support program

has encouraged production and these prices have greatly

6Helen C. Farnsworth, "Imbalance in the World Wheat
Economy, " Journal of Political Economy, February, 1958, p. 4.

7Ibid., p. 7.

8R. L. Gustafson, "Two Regressions on Changes in Wheat
Yields in the United States, 1945-54 to 1957-60," (A mimeo-
graph of a preliminary study), Department of Agricultural
Economics, Michigan State University, East Lansing, p. 2.




lowered the domestic use of wheat as livestock feed. Thus
the situation is further aggravated.

Feelings in Canada mounted against the United States
wheat program during the 1950's. After the enactment of
Public Law 480 in 1954 and the resulting rush of disposal
activities, events moved toward a climax. Canadians began
protesting about U. S. wheat policies. The popular press
carried many news items about the growing antagonism of
Canada toward the United States at this time.

Agriculture is the one big soft spot in the
economy; and there's a staggering--for Canada--carry-
over of wheat. Moreover, Canada depends heavily on
foreign trade.

So Ottawa tends to point a guilty finger at the
U. S. disposal program. At the least, according to
Trade Minister C. D. Howe, it is "having a disturbing
effect upon commercial markets."9

Subsequent events led to revisions of some United
States practices in 1957. Helen C. Farnsworth analyzes the
whole period since the first U. S. disposal programs and
resultant Canadian protests as follows:

The positions of American administrators was

and has remained exceedingly awkward. On the one
hand, they have faced domestic pressures from mount-

ing wheat stocks and from Congressional demands for
expanded exports. On the other hand they have been

9“Canada.Blames Drop in Wheat Exports on American
Disposal Program," Business Week, August 27, 1955, p. 114.




in no position to push competitive pricing strongly
in the export field since that would mean fighting the
unsubsidized (or modestly subsidized) wheat producers
of Canada, Australia, and Argentina with export sub-
sidies drawn from the unmatchable American Treasury.

The deep-lying resentment of other exporting
countries against American subsidies is one of the
most important "facts of life" in the world economy
today. Official representatives of competing exporting
countries have continually contended that the world's
wheat surplus difficulties are primarily attributable
to the unsound American wheat program, that the United
States government should therefore hold or get rid of
its surplus wheat in a way that would not shift to
competing countries any part of the cost of its errors,
and that any extension of American commercial exports
beyond their traditional level represented unfair
trading and an infringement of American obligations
under GATT.

Under these circumstances, American administrators
turned to increased negotiation and co-operation with
Canada. But this did not help much. Most historical
price and export patterns for wheat favor the Canadians.
And no trustworthy modern economic guide exists for
determining appropriate Canadian-American price relation-
ships, or the "fair" or even "normal" share of each
country in the world's present commercial export trade.
Moreover, the resulting close co-operation between the
world's two major wheat exporting nations has been
looked upon with suspicion, bringing occasional
charges of "cartel pricing." It has presumably raised
prices to commercial importers and strengthened the
desires of importing countries to minimize their
dependence on foreign wheat.

Erik Mortensen of the Danish Ministry of Agriculture
outlines the actions of the United States that have caused

alarm in countries producing agricultural commodities that

10Helen C. Farnsworth, "The Problem Multiplying Effects
of Special Wheat Programs," American Economic Review, May,
1961, pp. 361-362.




must compete with United States surplus commodities in

world markets.

If a former exporter through his domestic price
support measures, based on a misleading parity concept,
has priced himself out of the world market, he will
still claim his "normal" share, and consider dumping
exports justified. If his ability to compete has
improved in other fields, agricultural or industrial,
he will at the same time defend his expanded trade in
such commodities. That is a happy cross-breed of
static and dynamic concepts, allowing him to eat the
cake and to keep it. A similar difficulty arises
regarding measurement of the "additional consumption”
which should justify sales on concessional terms in
aid of development. There is no objective base of
comparison.ll

Mortensen also states the view of Canada with regard

to the world wheat markets.

As an important and traditional producer of wheat,
dependent on the export market for the sale of 60
percent of her production, Canada has repeatedly
emphasized its vulnerability to any economic or
political forces contributing to instability of
international wheat markets.l2

Thus many opinions have been expressed about the

present wheat situation. Britnell and Fowke probably best

expressed the dilemma of the research worker in this area

by writing that, "In no other area of agricultural policy

11_ . . . .
Erik Mortensen, "Impact and Implications of Foreign

Surplus Disposal on Developed Economies and Foreign Com-
petitors--the Competitor's Perspective," Journal of Farm
Economics, December, 1960, p. 1057.

12

Ibid., p. 1057.
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are facts so susceptible to diversity of interpretation as

. .1
are those relating to wheat and wheat marketing. 3 Thus

the problem of accurately determining the effects of United

States wheat disposal activities upon the Canadian wheat

economy is likely to be difficult.

Objectives

The primary objective of this study is to examine

United States wheat surplus disposal activities and the

impact they have had on Canada. Thus the objectives are

as follows:

1.

To examine the impact of Public Law 480 on Canadian
wheat export volume.

To determine the influence of Public Law 480 on the
world pattern of Canadian wheat exports.

To relate such changes in export volume to Canadian
wheat production.

To investigate the changes in production and exports

on the volume of Canadian wheat stored.

13G. E. Britnell and V. C. Fowke, Canadian Agriculture

in War and Peace 1935-50, .Stanford University Press, Stanford,,
1962, ,pp. X and xi.
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The Hypothesis

The major hypothesis of this study is that wheat
surplus disposal activities by the United States, carried
on under Public Law 480, have harmed Canada and that the
nature and extent of resulting harmful effects can be more
clearly demonstrated than they have been to date. A sub-
hypothesis to be tested is that such injuries were greater
in the period 1954-57, than in the period 1958-60.

Opinions vary on the causes of Canada's wheat
difficulties. Some have argued that Canada's surplus
conditions resulted from increased wheat production, rather
than unfair marketing competition. The majority, especially
of Canadians, have indicated that the United States disposal
program is the cause of Canada's difficulty.

The previously stated objectives of this study are
tested as hypotheses to determine the validity of the major

hypothesis stated above.

Importance

The past decades have seen both Canada and the United
States plagued by wheat surplus problems at various times.
The 1950's saw the wheat surplus problem grow more acute in

both countries. Each nation's problem was large enough
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initially, but add to this the complexities of the inter-
actions involved between the two countries as each tried to
solve their problems, but through separate policies. It

is little wonder that each of the world's largest exporters
should be concerned with the other's policies involving
wheat.

Canada has been struggling with a great surplus
accumulated from the bumper crops of the early 1950's. The
Canadian surplus reached its peak in the summer of 1957 when
all available storage was filled with 765 million bushels,
even before the 360 million bushel crop of that year was
harvested. After 1957, the surplus was reduced by smaller
crops and larger export sales.

The United States enacted the "Agricultural Trade
Development and Assistance Act of 1954," more commonly known
as Public Law 480, during this decade. Special conditions
were offered to obtain outlets for any surplus agricultural
commodity. The President was to take reasonable precautions
to safeguard usual marketings of the United States under the
act. In 1957 this section was revised to state that future
sales should not "unduly disrupt world prices of agricultural
commodities or normal patterns of commercial trade with

friendly countries." During the period July 1, 1954, through
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December 31, 1960, a total of 1,436.8 million bushels of
wheat and flour were handled under Public Law 480. This
huge quantity is certainly of significance to Canada.
Public Law 480 programs have a direct effect on
domestic agricultural policies. It is important to note
what some of the influences of this program have been.

Basically, it must be remembered that the export
programs are a function of domestic agricultural
programs resulting in supplies in excess of those which
will clear the market at prices established. Funda-
mental to the situation has been the decision by the
United States to carry out policies of aid to its
agricultural producers. This aid has taken the form
of price supports maintained by a government supported
storage program.l4

Wheat is a major commodity involved under this program.
It is interesting to note the following:
Undoubtedly P. L. 480 acts as a release valve
for pressures which might otherwise bring change
in domestic programs. Any attempt to eliminate or
reduce P. L. 480 (unless substitute legislation
were instituted) would likely result in modifications
of domestic programs.l

If P. L. 480 were reduced in magnitude or eliminated,

this would have many effects upon the domestic wheat economy.

14Elmer L. Menzie, Lawrence W. Witt, Carl K. Eicher,
and Jimmye S. Hillman, Policy for United States Agricultural
Export Surplus Digposal, Tech. Bull. 150, University of
Arizona Agricultural Experiment Station, Tucson, August,
1962, p. 84.

15Ibid., p. 85.
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If other portions of the U. S. agricultural policy remained
the same, then one would expect additional wheat stocks to
accumulate. This would require additional storage costs and
would result in increased pressures to have the stockpiles
removed. If direct subsidies were used to make this wheat
competitive in the world market, additional costs would
ensue and there would be repercussions from abroad. Thus
the complete cure for Canada's complaints about P. L. 480
wheat exports, might be worse than the disease. This is
important to keep in mind throughout much of the following
analysis.

It is also important to note that P. L. 480 is not
the only possible way with which to cope with the U. S.
surplus situation. According to Menzie, et al., "there are
three major choices of alternatives to solve the surplus
problem."16 These are respectively "supply management, "
permitting "prices to seek whatever level is necessary to
clear the market and accept whatever level of income this
provides to agricultural producers,"” and lastly attempting
"to expand demand by increasing food and fiber consumption

at home and abroad so as to use the excess production."l

16Ibidol pc 98-

171pid., p. 98.
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P. L. 480 is an important part of the last alternative. It
follows from this that it is important to determine the extent
and manner in which P. L. 480 has affected the Canadian wheat

economy. This is the problem that needs an answer.

Method of Procedure

The study began with an extensive review of the
previous literature that is relevant to the problem. This
was an objective study of popular and professional writings
in many primary and secondary areas concerning the problem.

A knowledge of the Canadian and American views concerning the
wheat surplus and Public Law 480 was the goal.

The method of analysis evolved from the relative
strengths and weaknesses revealed by the data. If Public
Law 480 has affected the Canadian wheat economy, certain
changes should become evident. Changes that might be expected
to occur are unusual variations in wheat acreage, storage
(carryover), production, trade patterns, and wheat prices.
Prices would seem to be a good indicator superficially, but
further investigation reveals an interesting and important
fact. Helen C. Farnsworth states that, "Publicly quoted
wheat prices (government controlled) have not been permitted

to reflect the underlying maladjustment, but it has shown
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up clearly in other disturbing symptoms."18
American administrators have attempted to ship Public
Law 480 products as additions to normal commercial sales.
In the period following 1952-53, Public Law 480 commodities
decreased in price relative to non-Public Law 480--farm
products and to non-farm products, indicating either that a
general surplus condition existed in these commodities or
that P. L. 480 activity was tending to depress prices. But
wheat appears to have escaped the general downturn in prices
of surplus agricultural products. Helen Farnsworth conducted
a detailed study of wheat prices for the decade of the Fifties
and notes that: ". . . the record of United States 'commercial’
export prices . . . indicates that American administrators
have kept the subsidized 'commercial' export price of No. 2
Hard winter wheat at an almost constant level since 1955-56."19
waever; she points out that after 1953-54 the United
States increased the subsidy and reduced the price below the
International Wheat Agreement maximum thus leading to a price

decline during the years 1954-56.20

18Helen C. Farnsworth, "Imbalance in the World Wheat
Economy, " Journal of Political Economy, February, 1958, p. 1.

lgHelen C. Farnsworth, "American Wheat Exports,
Policies . and Prospects, " Food Research Institute Studies,
Stanford, Vol. I, No. 2 (May, 1960), p. 250.

201bid., pp. 245-247.
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The real problem involving a price decline of a
Public Law 480 commodity is to determine if the decline 1is
due to Public Law 480 disposal efforts or merely a general
surplus condition in the world market involving several
countries. Add to this the difficulty in obtaining a true
world price when other nations are also involved in special
sales, manipulating exchange rates, trading bilaterally and
using other devices. The problem is so great that methods
other than price analysis seem to be more appropriate in
approaching this problem.

The basic hypotheses tested in this study are stated
under the objectives. The study is one of comparison
and trend analysis. Levels of production, storage and
export of Canada are noted before the passage of Public
Law 480 and the trends are compared as the United
States exports, under provisions of the act, increase.
Thus production, storage, and export of Canadian wheat are
analyzed as to changes in volume, if any, due to the Public
Law 480 wheat disposal program.

The use of trend data has several underlying impli-
cations, especially with regard to policy. The use of
trend data implicitly assumes that U. S. and Canadian

policies, regarding wheat, are static over time. This is
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not true in reality as policies change from time to time and
many of these changes alter the statistics in some manner.
Data used in this study are secondary. Sources are
mainly governmental in nature. The primary problem in
analyzing the data was in finding the most effective way
to compare and present the trend information so as to
convey a meaningful, yet unbiased picture of the situation.
Various sub-hypotheses arose as research progressed.
The implications of recent Canadian trade with the Communist
Bloc is an example, but many sub-hypotheses have policy
connotations that depend on various beliefs and valuations.
Since many of the beliefs and valuations are conflicting,
the sub-hypotheses are difficult to test. They become
possible to pursue only if an objective or logical analysis
of the beliefs of the United States versus Canada can be
presented. However, the degree of effect, if any, of
United States surplus disposal activities on the Canadian

wheat economy remained as the basic problem to examine.



CHAPTER II

HISTORICAL ROLE OF GOVERNMENT

The development of production on new lands thousands
of miles from market, the instability of prices, the expanding
volumes of trade created complex domestic and export marketing
problems in the past. While government has helped build
transport facilities, the surplus problems brought major
government intervention in wheat marketing itself. Both
the American and the Canadian governments took action, but
used different methods. Some form of governmental partici-
pation in the marketing of wheat became taken for granted
in both countries. This provides an opportunity to observe
different governments and their approaches to a similar
agricultural marketing problem. Thus it becomes necessary
to study the past role of government in the Canadian and
American wheat markets in order to effectively analyze the

present situation and to understand how it evolved.
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Historical Development of Wheat Markets

Development of the U. S. and
Canadian Wheat Economies

North America has been an important factor in the
world wheat market for many years. The wheat industry grew
slowly and steadily in the United States as settlement pushed
westward. Wheat areas became very specialized, with four
major production areas developing. These are the durum and
hard spring wheat areas of the Northern Great Plains, the
hard winter wheat area of the Southern Great Plains, the soft
winter wheat area east of the Mississippi, and the white
wheat area of the Pacific Northwest. The U. S. wheat industry
was well developed by the turn of the present century.
Canada; on the other hand, developed as an important wheat
producer somewhat later than the United States--largely after
1900. It developed mainly in the three prairie provinces
of Alberta, Saskatchewan and Manitoba. The United States'
wheat economy developed slowly, whereas Canada's rose
spectacularly. It was as sudden and striking a development
as has occurred in all agricultural history. With the
introduction of the Red Fife variety, adapted to shorter

growing seasons, Canada's wheat production grew in great
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steps. After 1900 Canada began to quickly take a place
beside her neighbor as a major wheat producer.

The development of wheat economies has many similar
parallels between the two countries. Granting such differences
between the countries as varieties grown, much of the basic
growth and development can be traced together.

The first development in the history of the North
American wheat economy, was that of simply finding land suit-
able for wheat. 1In some cases it was an accident to discover
that soil and climatic conditions favored the growth of wheat,
but in most cases it was not, because wheat can grow on a
wide range of soils and in various climates. A sufficient
supply of labor was made available largely through immigration
as settlers pushed into the virgin areas. Initial production
of wheat in most new areas was accomplished using small
amounts of capital, but a new technology had to be developed
to conquer the virgin land. Technology developed quickly,
not only for growing wheat, but for harvesting it as well.

The mechanization of the North American wheat industry was
rapid during the period 1840-1940. Each new innovation
spread rapidly and soon the technology was the most advanced
in the world.

Production and marketing grew in importance as land,
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labor, capital, and technology expanded and developed.
Domestic marketing systems were established, and because

the North American population was unable to consume much

of the production, export markets had to be found. The
development of a complex wheat marketing system, however,
required certain prerequisites. The most fundamental of
these was the development of a storage and transportation
system. Elevators, railroads and ships were of paramount
importance. Thus, in addition to the mechanism for the
movement of wheat from its point of production to its markets,
there developed the mechanism to carry out its sale. To

aid both buyer and seller; inspection and grading systems
were established. The sale mechanism came to be handled
through the grain exchange, broker, and speculator. Wheat
Pools developed in Western Canada. They were the result

of effort to establish cooperative sales methods on the

part of the producer. Cooperative marketing efforts

were undertaken in both countries at various times. As

the wheat markets grew, milling became a very specialized
segment of the market. Such a complex wheat marketing system
as developed in North America, with many individual decision
makers; made it necessary to provide those concerned with its

operation a constant and reliable source of information and
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data. Thus, such useful information as crop forecasts and
cost statistics became available and important, especially

to the farmer.

Early Environment of the U. S.
and Canadian Wheat Markets

A brief description is necessary of the respective
early market environments, so as to facilitate comparison
with later government influenced markets. Both governments
originally tended to take the view that wheat should be
marketed by private traders through an open market system.21
Each became more committed to this position as time progressed,
with the result that both wheat economies developed and
flourished in an environment which had the perfect market
as an ideal. In short, laissez-faire governmental policies
were pursued during the period before World War I. The
complex organizational matrix of marketing channels,
institutions and functions developed in this environment.
Farmers in wheat producing areas were concerned particularly

about wheat marketing methods and wheat prices during this

21 .
W. E. Hamilton and W. M. Drummond, "Wheat Surpluses

and Their Impact on Canada--U. S. Relations," Canadian-
American Committee, Sponsored by National Planning Assn. (USA)

and Private Planning Assn. of Canada, January, 1959, pp. 12
and 15.



24

time. During the first 30 years of the present century most
of the efforts of the farmer concentrated on finding methods
of reducing marketing costs and getting the highest price

at home in relationship with the world price. In other words,
wheat farmers wanted to reduce the margin received by the
middleman and receive prices on the farm that were closer

to existing world wheat prices.

The first governmental action in both wheat markets
was caused by World War I. The emergency conditions caused
by the war forced both governments to intervene in the
markets for approximately three years. A government agency
attempted to stabilize prices, increase production for export,
guarantee prices and prevent wheat prices from rising above
the guaranteed level. The emergency measures were discontinued
after the war in both countries. Thus government had only
entered the wheat markets in a temporary way. In 1929,
Congress created a Federal Farm Board to stabilize and
support farm prices, but it was an almost immediate failure.
Government was finally forced to enter the United States
wheat market "permanently" by the drought and depression
conditions of the 1930's. The Canadian government, however,
avoided "permanent" entry into the market until the early

1940's largely because the Wheat Pools were used in the
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first attempt by groups of producers to organize marketing
without the aid of government. Canada established a Wheat
Board in 1935 as an optional marketing channel to the open
market system. However, it required a succession of large
wheat crops to cause the Canadian government to become
irvolved on a consistent basis in the early 1940's. Thus
both markets were essentially free of government action
until fairly recent times. A bargaining relationship
existed in both markets, with government performing only
certain minor tasks. That is, government performed only
such duties as establishing wheat grades, inspection, and
crop forecasting. Thus the wheat markets saw only limited

government intervention.

Development of Governmental Wheat Policies

The vast majority of wheat farmers are utterly
dependent on its production and price, for they tend to be
very specialized in wheat production with few or no alterna-
tive income sources. The farmer is not concerned with the
share contributed by wheat to total farm or national income
in either country, but is vitally interested in what wheat
means to his individual farm. Climate greatly limits the

alternatives to wheat farming in the main Canadian wheat
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area, but is limiting to a lesser extent in the United
States area. For the majority of wheat farmers it is the
major source of income. However, large areas of the United
States that are now producing wheat, are also adapted to
other crops. Wheat problems are both important and complex
at the producer level, and are even more so at the national
and international levels. Despite the fact that wheat is
such an international problem, both countries have tended
to treat it primarily as a national problem. Nevertheless
in recent years there has been considerable successful

cooperation between the U. S. and Canada.

Wheat Programs in Canada

Canadian domestic use of wheat is relatively small,
so the wheat marketing policy has always been essentially
one of export. Since the government is responsible for
foreign trade policies, wheat has been an important concern
of government.

As noted, the government first intervened in the
wheat trade during World War I. The government established
a Board of Grain Supervisors, in June, 1917, and gave it
power to fix wheat prices and determine wheat movement

from local elevator to the purchasing agent. Futures
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trading was suspended at Winnipeg until 1919. The government
wanted private trade to flourish after the war, as it had
before the war. Postwar conditions were different, however,
the board soon discovered.

The Canadian government created a Wheat Board at
the beginning of the 1919-20 marketing year. Its power
differed from the Board of Grain Supervisors in that it
took title to all wheat marketed; paid the grower a fixed
amount per bushel and issued certificates for the additional
sums that might be obtained from the sale of the wheat. The
Board sold the wheat throughout the year at negotiated
prices. The certificate holders were then paid the total
proceeds of sales, less the certificates. The 1919 crop was
thus marketed by a state-operated, compulsory marketing pool.

The government believed that unusual conditions no
longer existed in 1920, and left the wheat market to
return to "normal"” for the 1920 crop.

The producers, however, had been satisfied with the
government's action and did not wish it to leave the wheat
marketing picture. A surprising conflict developed.

Three years of complete control of Canadian

wheat marketing by the Dominion Government had
done nothing to alter the official viewpoint that

grain should normally be marketed by means of the
open market system. With the growers, however, it
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was a different matter. The possibility and
comparative efficacy of a new system of marketing had,
as far as they were concerned, been amply demonstrated.
In the months which followed the restoration of open
market trading in 1920 the price of wheat fell drasti-
cally. It was easy to argue that the Board, had it
been continued, might have prevented or at least
significantly tempered the decline. The growers
accordingly were determined not to remain longer

at the mercy of theopen market system. From 1920

to 1923 they fought persistently to have the Wheat
Board re-established. They abandoned the fights
eventually only when repeated governmental rebuffs

had finally convinced them that the fight was

hopeless and when at the same time they came to
believe that an alternative solution lay within

their own power to put into effect. This alternative
was that wheat might be marketed by cooperatively
organized producers' pools without reliance on the
futures market.22

Thus, there followed a series of provincial pools
and the development of a Central Selling Agency designed
to aid cooperative marketing without a futures market.
The pools proved to be a poor substitute for a government-
operated compulsory pool. The price collapse of 1929
caused the government to intervene and convert the Central
Selling Agency into a public marketing agency. The purpose
was an attempt to save the Canadian grain trade from ruin.
The 1929 agency was later discontinued and the

government again established the Wheat Board in 1935, as

22G. E. Britnell and V. C. Fowke, "Wheat Marketing
Policy in Canada," Journal of Farm Economics, Nov., 1949,
P. 630.
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an optional marketing channel to the open market system.
Farmers thus had a choice of either selling wheat in the
open market or through the Wheat Board. Beginning in 1938,
production and carryover returned to normal in Canada. Then
a succession of good harvests caused the Wheat Board to
acquire large stocks, along with other problems. Finally,
the government gave the Wheat Board a monopoly of Canadian
Wheat marketing.

On September 27, 1943, the Dominion Government
announced a complete change in wheat policy which
may be summarized under five heads:

1) The discontinuance of wheat trading on the

Winnipeg Grain Exchange;

2) The raising of the fixed initial price to
producers from 90¢ per bushel to $1.25
per bushel for No. 1 Northern Wheat:

3) The purchase by the Board, on behalf of the
Dominion Government, of all stocks of unsold
wheat in commercial positions in Canada on
September 27th, 1943;

4) The closing out of the 1940-41, 1941-42 and
1942-43 Wheat Board Crop Accounts on the
basis of closing market prices on September
27th, 1943;

5) The use of Government-owned wheat (Items
3 and 4 above) to meet requirements under
Mutual Aid and to provide wheat for sub-
sidized domestic purchasers.23

This war induced action was caused by the fact that
most foreign buying at the time was government purchasing

on an annual contract basis. There was no strong desire

—

231pid., p. 639.
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after the war, either by farmers or their government, to
return to a completely open-market system.

The 1943 change made it possible for the Canadian
government to formulate wheat policy, for the postwar period.
Thus the Canadian governments first consideration was to
supply wheat in maximum quantities to meet European food
needs.24 The government has striven for long-run market
stability for the wheat economy. The 1946 United Kingdom
Wheat Agreement was an implementation of this policy. It
resulted in a five year national pool for Canadian wheat.

In November, 1957, The National Grain Advance
Payments Act went into effect. The Wheat Board was authorized
to make an advance payment on grain in storage at places other
than in elevators. The producer was required to make
application, and was paid 50 cents per bushel. Individual
payments were limited to a maximum of 3,000 dollars.

The Wheat Board is at the present time responsible
for marketing all wheat, barley, and oats produced in a

"designated area." This area includes Alberta, Saskatchewan,

24W. E. Hamilton and W. M. Drummond, "Wheat Surpluses

and Their Impact on Canada--U. S. Relations," Canadian-
American Committee, Sponsored by National Planning Assn.
(usa) and Private Planning Assn. of Canada, January, 1959,
p. 13.
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Manitoba, and parts of British Columbia and Ontario. The
vast majority of all Canadian wheat is produced within this
area.

Canada, at present, has a complete state trading
program for wheat. The Wheat Board buys wheat from the
farmers and the government underwrites the Board's losses,
if any. Purchased wheat is offered for sale in domestic
and export markets. Prices for wheat are guaranteed initial
prices. Thus, producer price supports are in the form of
government fixed minimum prices, which are based on the
general production and marketing situation. The Board's
grain buying and selling operations have for some years
enabled it to make additional payments to farmers.

Canada does not limit wheat production. No production
or acreage controls are imposed on farmers. The control of
internal marketing includes periodically assigned farmer
delivery quotas for wheat. The quotas are geared to the
country's available storage capacity, but there is no
permanent limitation on the amount that he can market
ultimately. All wheat grown is allowed to go to market
Sooner or later. A period of increasing surplus production

and large supplies tends to induce voluntary reductions

in wheat acreage. This is because the quota system produces
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marketing delays that are annoying to producers exceeding
their quotas and on-farm stocks require farmers to reduce
production or build new storage facilities.

Exports of wheat are not subsidized by Canada, but
flour exports are subsidized to certain countries. The
Canadian government will reimburse the Wheat Board for the
carrying charges on the portion of its stocks which exceeds
178 million bushels (the average carryover for the 15 years
prior to the 1955-56 crop year) at the beginning of a crop
year. There are also laws which provide for the financing
of deficits, if any, in the Wheat Board's operations.
Canada's imports of wheat are limited to very small

quantities by licensing.

Wheat Programs in the United States

The United States government first intervened in the
wheat market during World War I, as in the case of Canada.
The emergency conditions caused the government to be con-
cerned with efforts to stabilize prices, increase production
for exports, and guarantee prices. The Chicago Board of
Trade resumed trading on July 15, 1920, after the emergency
mea sures had been in effect approximately three years.

The 1920's were a period of farm agitation for
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increased farm prices and incomes. Wheat prices declined
in the postwar period. As in the case of Canada, United
States producers also sought further government intervention.
But, the U.S. government wanted no more to do with the wheat
market, than did its Canadian counterpart of this time.
President Calvin Coolidge twice vetoed proposals that Congress
had passed, which were intended to make it possible for
United States producers to export at the world price and to
receive a higher price in the domestic market. In 1929,
Congress created, and the President approved, a Federal Farm
Board to stabilize and support farm prices. Wheat was at
first held off the market by Board loans, but direct pur-
chases were resorted to later. The Farm Board was an almost
immediate failure, because of sharp price decreases. There
was widespread dissatisfaction with the results of the
prevailing economic order in agriculture. Farm people wanted
to regain their income position by creating conditions in
the agricultural markets which would raise farm prices.
Government again entered the wheat market in the
1930's. The Agricultural Adjustment Act of 1933 was one
of many emergency measures enacted to revive the U. S.
€conomy. Policy makers wanted an economy with market

ch gracteristics and an income distribution different from
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what had been in existence. Reduced farm production was

to be used to increase farm prices and incomes. Thus, farm
prices were the key issue, with parity prices being the
main symbol. Unspecified higher farm prices and higher

farm incomes were the goals. Consumers were to be protected
despite action to raise farm prices.

The Secretary of Agriculture was authorized to reduce
acreage or production, of any basic agricultural commodity,
to enter into agreements with and to license processors
of agricultural commodities, and to obtain revenues by
levying taxes to be paid by the processor.

For wheat, the objectives of the law were to
be pursued through the voluntary domestic allotment
plan: (1) payments were to be offered on the 1933,
1934, and 1935 wheat crops to producers entering
into contracts to reduce acreage only in 1934 and
1935 (since the 1933 crop was nearly ready for
harvest when the Act was passed). (2) Payments
were to be 30 cents per bushel on about 54 per cent
of the national production, (the proportion of
the total crop which had been used as food in the
U.S. in immediately preceding year), and the pro
rata share of each contracting wheat producer.
(3) Contracting producers were to reduce acreage by
not more than 20 per cent from plantings in 1930-32.
(4) To provide funds for payments to producers, a pro-
cessing tax was to be levied on the first domestic
processing of wheat for domestic human consumption.Z25

25John A. Schnittker, "Wheat Problems and Programs

in the United States," North Central Regional Publication
118, .Research Bulletin 753, University of Missouri, Columbia,
1960, p. 9.
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The processing tax was to provide a fund from which
to make payments to producers who had reduced acreage. The
payments were an incentive for producers to reduce acreage,
thus indirectly lowering production and raising prices.

Agriculture faced new challenges during the 1930's
as drought and depression plagued the United States. The
wheat supply situation was seriously affected and as a con-
sequence the United States became a net importer of wheat in
1934—36.26
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