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The Prairie Farm Assistance Act was established in 1939 to
assist agriculture in western Canada, The program provided for
payments to farmers of a maximum of $500 when the yield of wheat
was zero to four bushels per acre and a maximum of $300 when the
yield was more than four but not more than eight bushels per acre.
4 levy of one per cent was made on sales of grain through commer=-
cial channels and the money so raised was available for the pay-
ment of benefits, Additional funds required were obtained from
the central treasury. Up to and including the crop year 1951-52,
more than 143 millien dollars were paid in benefits and collections
under the one per cent levy amounted to 64.3 million dollars.

The operation of the program has raised questions as to its
effect on resource allocation and on farm income stability. In
addition, the actuarial structure of the insurance aspect of the
Act and the effectiveness of the operating machinery warrented
study, Basic data were obtained on all of the townships which
had benefited under the Act between 1939 and 1949, These numbered
nearly five thousand. Also, nearly 5,500 records on individual
farms in a sample of 59 townships in Saskatchewan were used.

Compared with a model crop insurance program, the program
of the Prairie Farm Assistance Act lacked some of the important
requirements. The program involved continuous and substantial
subsidies. Also, between farms there was an inverse relationship
between risks and levy or premiums, Farms receiving the largest

benefits paid the smallest premiums and vice versa.



Under certain conditions the program tended to promote misal=
located resources as exemplified by the payment of benefits to farms
on submarginal land, In addition, the payments were not large enough
to improve resource allocation by removing the causes for risk aver=
sion on the part of farmers and capital rationing on the part of
lenders. The amount of stability provided was not sufficient to meet
what is considered to be minimum stebility requirements, Other limi-
tations included the double tax on ineligible grain producers, the
exemption of flax from the levy and lack of uniformity in the pro-
vision of benefits in the eight to twelve bushel category when the
price of wheat drops below eighty cents per bushele

In order that crop insurance functions can be more fully pro-
vided, it is recommended that, with the approvel of the farmers,
certain changes be inoorporated into the Act, These includes a
generally higher levy and one which takes into account the different
categories of risk which exist between areas; maximum payments to
farmers should be increased to provide a greater amount of stability
and to remove causes for misallocated resources; payments to farms on
submarginal land should be made conditional upon following certain
practices; the levy should be placed on flax; all producers should be
made eligible, or, exempt those from the levy who are ineligible for
benefits; and the price policy feature of the Act should be made uni-

form for all categories.
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I. INTRODUCTION

The Prairie Farm Assistance Act first came into operation for
the crop year August 1, 1939 to July 31, 1940, The measure was
designed to relieve the burden of distressed conditions in western
Canada. Under the Act provision was made for payments to farmers in
case of crop failure and for collection from farmers of a one per cent
levy on all wheat, ocats, barley and rye sold to help pay for the program,

The Prairie Farm Assistance Act was introduced following a decade
of conditions which placed an unbearable load on the shoulders of the
fermers, and on municipal and provincial governments, The mi‘n feature
of these conditions was the extremely variable and generally low crop
yields. The average yield of wheat in Saskatchewan for the ten-year
period from 1929 to 1938 was less than ten bushels per acre. In one
year (1937), the average yield for the province was only 2.7 bushels
per nr..‘l/ Large sections of the province had no crop at all, Drought
was the main reason for this particular failure. Other natural hazards
which took their toll of crops during this period were rust, grass=
hoppers, sawflies and others of lesser importance. The variability
and low level of these yields are shown in the following table on wheat

yields.

1/ Annual Report, Saskatchewan Department of Agriculture, Regina,
1939, p. 54, The yields referred to are obtained by dividing harvested
yield by total seeded acreages
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In addition to the generally low level and variable yields
indicated in Table 1, there is also much yield variability within
crop districts, Each district comprises several million acres.
While the average yield in some years may not have appeared to be
seriously low, many areas within the district had a complete crop
failure. Such differences resulted from variations in local con=-
ditions of rainfall, plant disease and insect infestations, Average
yields for crop districts, therefore, do not show the variability
within areas, Crop failures were, therefore, even more serious than
might be 1ﬁiented by average yields for crop districts. This aspect
of yield variability is an important one in consideration of crop in-
surance schemes.

The other main characteristic contributing to the plight of
western agriculture during this period was the extremely low level of
agricultural prices. The agricultural sector of the ecohomy suffered
even more than other sectors in this respect. The average farm price
for wheat in Saskatchewan for the period from 1930 to 1939 was only
60 cents per bushel and was as low as 35 cents per bushel in 1932,
The average price for oats in the same period was 22 cents per bushel
end in 1932 went as low as 13 cents per bushel.

Prices of livestock and livestock products were similarly lows
Cattle sold for as little as a cent per pound and the ten-jyear average
farm price for the most common grade of steers in Saskatchewan from
1930 to 1939 was less than three cents per pound, The average price

of hogs in the same period was seven cents per pound and in 1932



averaged three cents per pound. y The index of wholesale prices based
on 1926 equals 100 for all commodities was 77 while that of farm pro=-
ducts was 69, In 1932, the year of lowest prices, the index of whole-
sale prices for all commodities was 67 while that of farm products was
only 48, The index f6r field products in 1932 was 41. -3-/ Thus, prices
of all commodities and particularly those of agricultural products fell
to very low levels during this decade.

The combination of these factors, low yields, and low prices,
resulted in an unprecedented burden being placed on the farmers, muni-
cipal and provincial governments and others whose prosperity was
linked with that of the farmer. These conditions resulted in the
accumulation of large debts on the part of the farmers and municipal
and provincial governments.

Tax collections by municipalities were meagre during this period.
In 1939, collections in rural municipalities in Saskatchewan were only
29 per cent of the current levy and arrears. This figure was as low as
8.5 per cent in 1937, Accumulated arrears of taxes were 62 million
dollars in 1936 and would have exceeded 70 million dollars in 1937 if
the debt cancellation program resulting in the cancellation of 21

million dollars of tax arrears had not taken place.

Annual Market Review, Marketing Service, Canada Department
of Agriculture, Ottawa,

;j conomic Annalist, Canada Department of Agriculture, Ottawa,
Volume XIII, No. 4, 'Novolbor 1943), p. 58,



of the inadequate tax collections, municipalities had

to borrow to the full extent of credit available. In Saskatchewan,
seed grain and relief loans from the provincial government exceeded
16 million dollars in 1939, Net debenture debt was over four
million and loans from banks for seed grain and relief totalled
nearly 27 million dollars, Aid and relief advances receivable in
1939 amounted to more than 71 million dollul.y

Local governments in the other prairie provinces faced similar
but somewhat less severe financial difficulties. Saskatchewan had
the largest area affected by drought in the three provinces and was
likely the hardest hit.

The farmers themselves fared no better. Farm mortgage debts
in Saskatchewan amounted to 188 million dollars in 1936. In additionm,
there were 12 million dollars in farm debt covered by lien. Direct
relief, agricultural aid, arrears of taxes, debts to implement com-
panies and banks and other types of debt brought the total estimated
agricultural debt to 525 million dollars. At the same time, cash agri-
cultural income in Baskatchewan was less than 52 million dollars in
1’31.§/ The value of agricultural land in 1936 was about 616 million
d-llnr..y Thus, the agricultural debt was nearly as great as the
value of the land and agricultural debt had, therefore, assumed very

serious proportions.

4/ Figures on financial aspects of rural municipalities obtained
from Annual Reports, Saskatchewan Department of Municipgl Affairs,
Regina,

;/ Britnell, G.E., The Wheat Econ s University of Toronte Press,
Toronto, 1939, pp. 88-89.

g/ Census_of Prairie Provinces, 1936, Dominion Bureau of Statistics,
Ottawa, 1938, p. 696.



Even with such large amounts of credit and substantial relief
payments, the standard of living of the farm family had dropped to
chronically low levels. The repeated drought years devastated farm
gardens and the diet comsisted chiefly of meat, bread and potatoes.
The maximum monthly food allowance for a family of five under the
Saskatchewan Relief Commission in 1933-34 was ten dollars plus one
98 1b, bag 6f flour. Under various agencies this allowance rose to
twenty dollars in 1937 with no separate allowance for flnur.y The
Federal Minister of Agriculture stated that medical men had seen
signs of scurvy and that it was apparent that there had been a short-
age of vegetables and fruit in the diet of people on rolief-g/

Clothing requirements were met almost entirely by cash expendi-
tures and for this reason only the bare essentials of work clothing
were obtained. Homes and furnishings, too, were such as to provide
only the essentials of shelter and living., Very few farm homes had
electric power or running water., There was little time or money for
leisure. From the time spring operations began until “freeze up"
there were only long days of hard work and no opportunity for holi-

Y

days or recreational activities.

7/ Food Schedule for Rural Mimicipalities, Villages and Towns,

Bureau of Labour and Publie Welfare, Department of Municipal Affairs,
Regina,
8/ The Hon. J.C. Gardiner, as reported in the Regina Leader Post,

September 23, 1937.
2/ For more detail on living conditions during this period see

Britnell, G.E., op. cit., Chapter 7.



The other prairie provinces faced similar but somewhat less
severe conditions, In Manitoba, in 1936, farm mortgages amounted
to 51 million dollars and debts covered by liens amounted to 2.3
million dollars. In Alberta, mortgage debts amounted to 108 million
dollars and in addition there was over 5.5 million dollars in farm
debt covered by lhll.!‘-g/

In the face of these and other credit requirements, the Federal
Government was called upon to provide financial assistance, Nearly
one million dollars was provided for the purchase and distribution of
foodstuffs in drought areas of Saskatchewan and Alberta from 1937 teo
1939, Land settlement assistance amounted to over one-half million
dollars. Direct fedd dnd fodder relief amounted to over three million
dollars in 1936-37, more than twenty million in 1937-38 and to more
than eight million dollars in 1938-39., Federal expenditures in con=-
servation works and Prairie Farm Rehabilitation amounted to five
million dollars between 1935-36 and 1938-39.E/

In spite of the considerable credit and relief assistance that
wes forthcoming, the assistance provided was emergency assistance of

a temporary nature and it was evident that an adequate long-term

1_07 Census of Prairie Provinces, Dominion Bureau of Statisties,
Ottawa, 19364
Cameroen, Marjorie R., and Frank Shefrin, Federal Agricultural
Assistance Pro Canada, 1901-1951, Economies Division, Canada
Department of Agriculture, Ottawa, April 1952.



solution had to be found for the problems arising out of the unstable
agricultural economy. The establishment of the Prairie Farm Assist-
ance Act was a measure designed to provide a more permanent solution
to the problem.

In presenting the Bill to Parliament, Mr. Gardiner, the Minister
of Agriculture, pointed out that the proposal provided for per acre
payments to farmers rather than per bushel payments. Per bushel pay-
ments he said did assist farmers who had crops but did nothing to
assist farmers who had no crop. The Act was designed to assist farmers
who had crop tdlun.l—z/

With regard to the one per cent levy, Mr. Gardiner compared the
Act with pension and unemployment insurance schemes for employees.

He stated: 1—3/ " ... the proposal is a measure to take one per cent of
all grain that comes to the terminals, sell that grain, put the money
in a fund and then, if necessary, contribute to that fund from the
Treasury in very much the same way we do now in our schemes for pro-
vision of insurance payments to unemployed under an employment scheme."

Speeking again on May 5, 1939, in support of the Bill, the Minister
of Agriculture gave reasons why wheat growers should receive this con-

sideration, He stateds 14/

;3/ House of Commons Debates, Ottawa, 1939, pe 2625.
13/ Ibid., p. 2626.
14/ Ibid., p. 3641.
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I would base it partly upon the fact that these subventions
have been paid to others but even more than that I would
base it upon the fact that this very year we are providing
in the Estimates now before this House an amount of 27
million dollars the greater part of which will be spent in
the industrial areas of the east and the extreme west for the
purpose of maintaining in those areas where industry is es-
tablished the labour that is necessary in order to operate
those plants in time of prosperity. That is as much as we
have ever asked in any legislation brought into this House.
That money is paid out most in relief for no other purpose
than to maintain men who are employed in our factories prior
to the period of depression, producing commodities which were
sold both within and without this country. It is paid to
maintain them until such time as these people may be able to
produce again and sell to advantage the products of industry.
I repeat that if it is a proper thing for the Dominion Parlia-
ment to vote money for that purpose it is & proper thing for
this Parliament to provide money to maintain upon the farms of
the wheat producing areas of the west those farmers who in
years gone by produced so much wealth and made it available
for the purchase of goods coming from all sectioms of this
country thus maintaining men in employmemt in industry through-
out these years., I maintain that we should do this in order
that if difficult years should return we may have in the west
men who would produce those foodstuffs which will not only enter
greatly into our trade but become essential for the preservation
of those who may be called upon at some time in the not too far
distant future to defend this and other parts of the Empire.

This was the setting in which the Prairie Farm Assistance Act
was born. The Act was passed on June 3, 1939 to become effective
for the first time in the 1939240 crop year. Up to and including
the crop year of 1951, more than 143 million dollars had been paid
to western farmers under the Act, ‘Pnymnta have been made wvery year
except for the 1942-43 crop year. Saskatchewan has received the
largest benefits under the Act, the payments to this province amount=

ing to more than 103 million dollars, Alberta, including the Peace
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River Block of British Columbia, has received the next largest share
with nearly 36 million dollers., Manitoba has received a little more
than three million dollars, and the highest payment was 20,5 million
dollars in 1949, Payments have averaged about 11,9 million dollars
per year for each year that the Act has been in operation,

Collections from farmers under the Act in the form of the one per
cent levy have amounted to 64.3 million dollars up to and including
the 1951-52 crop year. More than one-half of this, about 35.2 million
dollers came from Saskatchewan, 18,6 millicn came from Alberta and about
10.5 million from Manitoba.

Administrative expenses up to and including the 1951 crop year
were & little more than four million dollars. The largest admini-
strative expenses were incurred in the 1947-48 crop year and amounted

to nearly one~half million dollars.

Objectives _of the Stud

A program of this kind which involves an expenditure of nearly
twelve million dollars and levies of about five million dollars per
year implies a number of problems, It is immediately evident that,
as a group, western farmers receive benefits which are more than
double the costs of the scheme to them. The question arises as to
the justificetion for this redistribution of income, A similar
question arises within the group of farmers themselves. The appli-
cation of a one per cent levy on grain sold and payments to farmers

experiencing crop failure is a type of erop insurance. “he appli-

10



cation of a uniform levy and rate of payments over large areas which
differ in their susceptibility to crop failure and in average crop
yields raises questions as to whether the incidence of costs and
benefits are equitable between areas within the region covered by
the plen,

Another aspect of the program relates to the possible effect of
these payments on farms and on farm practices. It has been claimed
that the Prairie Farm Assistance Act is copducive to larger wheat
acreages, A program, which in some areas, makes payments consider-
ably in excess of the cost to farmers of those payments also gives
rise to claims that the program keeps submarginal farms in grain pro-
duction when in the normal course of events such land would revert to
some other use.

Another aspect of inquiry concerns the effect of the Act in pro-
viding a reasonable measure of stability and security to the farm
family, The aggregate payments to farmers under the Act are con-
siderable. The aggregate figures, however, do not indicate the extent
to which the payments to individual fermers stabilize their income,
They do not show the extent to which the needs of farmers are met in .
erop failure years, or more specifically, they do not show the pro-
portion of cash farm expenses or living expenses which are provided by
these payments.

A large program of this kind imposes administrative difficulties,

The general purpose of the Act is to provide assistance to farmers who
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need it, The yield of wheat has been selected as the indicator of
need and the average yield of wheat in a small area has been selected
as the basis for indicating individual needs within that area, These
tools which are used to implement the basic purpose of the Act need
to be examined for limitations and effectiveness, Finally, an
appraisal of the Act allows a consideration of alternatives. This
consideration is confined mainly to alternatives within the general
framework of the Act, It would also examine crop insurance experience
in the United States for the purpose of determining which of the
features of insurance there, would find useful application to western
Canada,
More specifically, the objectives of this study may be enumerated
as follows:
1. To determine the incidence of costs and benefits of the program
operating under the Prairie Farm Assistance Act,
2. To determine the effect of payments under the Act on farms and
farm practices.
(i) Resource allocation: to determine the effect of payments
to farmers under the Act onj;
(a) 1land use;
(b) resettlement;
(¢) capital movements and rationing.
(ii) Stabilizing farm income.
(a) Proportion of cash farm expenses covered by Prairie
Farm Assistance Act payments;
(b) proportion of cash living exponses covered by Prairie

Farm Assistance Act payments
(c) the effect of price level on (l) and (b).
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To determine the effectiveness with which the program accomplishes
its stated purpose.
(1) To determine adequacy of average township yields in determining
needs of individual farmers within that block.
(ii) To determine adequacy of wheat yields as an indicator of need
for assistance under the Act.
(iii) To determine flexibility in definitions of farm units to
maximize benefits under the Act.
(iv) To determine adequacy of yield information obtained.
(v) To determine the adequacy of the price poliey feature of the
Act,
A consideration of alternativese
(1) To indicate desirable adjustments in the Act in the light
of specific economie and social objectives.
(ii) To show a comparison of the program under the Act with the
previous relief program,

(iii) To indicate the place of crop insurance on the prairies.

Source of Data

Records of the Prairie Farm Assistance Act administration provided

the major source of primary information used in this study. Various
farm survey records obtained by the Economics Division, Canada Depart=
ment of Agriculture and the Farm Management Department, University of

Saskatchewan provided additional primary data. Books, reports and

publications published by various agencies were also useds



Two types of information were obtained from the files of the
Prairie Farm Assistance Act administration. The first was summarized
informetion for each township which had received benefits under the
&ct. A township is an area six miles by six miles and contains 36
sections of land each of which contains 640 acres. The following in=
formation was recorded for each of the 4,968 townships that had re-
ceived benefits under the Act between 1939 and 1949.

1) Year or years of payment;

2) number of farmers paid;

3) total amount paid;

4) category of payment; and

5) legal description of the township.

The second type of Prairie Farm Assistance Act information was

that concerning individuel ferm units. A sample of farms in Saskat-
chewan was selected and the following information was recorded. for
each farm,

1) Location of the farm; _

2) year of benefit;

3) land use;

4) number of quarter sections leased for pasture;

5) ecategory of payment or refusal;
6) grain productiong

7) ecattle, sheep and hog numbers; and

8) Prairie Farm Assistance Act payments.

Five thousand four hundred and fifty such records were obtained
for the five year period between 1945 and 1949, These records in-
volved about 2,500 farms since some of them were recorded in succes-

sive years.
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Method of Study

The first type of information referred to above - township data -
provided general background information on the size and extent of the
program, It provided data on numbers of farmers obtaining payments, on
the amount and category of those payments together with the geographic
location of the beneficiaries. It also provided information which per-
mitted the calculation of an index of payments for each of the 4,968
townships which had benefited under the Act during the ten years it
had been in operation up to and inecluding 1949,

Some of the more detailed analyses, in particular that pertaining
to relation between costs and benefits to specific groups of farmers
and that pertaining to the establishment of farm budgets, were based
on the second type of information referred to above - information on
farm units, Since there were about 300,000 farms in the prairie pro-
vinces it was necessary to select a sample of farms on which to carry
on this phase of the analysis, Saskatchewan has been the largest pro-
vincial participant in the program, having received the largest bene~-
fits and having paid the largest part of the one per cent levy., In

addition, yield information, soil surveys, and land classification data

15

were more readily available in this province. It was, therefore, decided

to select the sample of farms in Saskatchewan. Farm unit data were not
available for the years previous to 1945 and was therefore recorded

only for the years 1945 to 1949 inclusive.



The principle observed in selecting the sample was to obtain a
group of farms which would be representative of the major kinds and
types of farms in Saskatchewan. At the same time, the sample was to
be representative of the various kinds of benefit received under the
Act, Descriptions of farms and assistance experience were classified
on a township basis. The unit of selection was, therefore, the town-
ship. Townships had an average of about forty farms,

Because of the limited number of farms which would be included in
the sample, it was considered that the farms selected would likely be
more representative of the majority of the farms if some of the off-types
were not included. Localized types of farms or settlements of farms
which were different in their characteristics than the large majority
of farms were not includeds These were first isolated by excluding those
townships with less than fifteen, or more than fifty farms per township
in the prairie area and those with less than thirty, or more than seventy
farms per township in the park area, Because of the more extemsive type
of agriculture existing in the prairie area, farms were larger and for
this reason there was a difference in numbers of farms per township in
the two areas.

The lower limit on numbers of farmers per township was established
to exclude those townships which were only partially occupieds In some
localities in the prairie area there were areas of wasteland, ranches
and community pastures., In the park area there were localities which
had not been wholly settled or developed and which may also have con=

tained wasteland, In these cases the number of farmers per township

16



was small, The inclusion of some of these townships in the sample
would have given more than proportionate weight to these types of agr-
culture.

The upper limit on numbers of farms per township was established
to exclude from the sample those townships where generally because of
social custom there happened to be an unusually large number of farmers
per township. In the park area, there was an additional factor ac-
counting in some cases, for a large number of farmers per township.
After the initial settlement phase had been completed, farmers held
small units and had not yet enlarged them to the point where there could
be considered to be a normal type of agriculture. Since this type of
development was a small part of the total it was considered that the
inclusion of some of these townships in the sample would have given
more than proportionate weight to these types of organization.

A third class of township was also eliminated., This group con~
sisted of those townships in which the number of farms varied greatly
from year to year. They may have been characterized by an unstable
settlement pattern or they may have been townships in which there was
& possibility of them not having been classified as "part townships"
under the Act, Variation in some cases, too, was due to the fact that
farmers were classified some years as eligible for benefits and other
years as not eligible. This would have given rise to some variation

in numbers of farms per township.
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There were 2,295 townships in Saskatchewan that received benefits
under the Act at least once during the five year period 1945 to 1949,
Of these, 192 were eliminated from the total by establishing the lower
limit, 49 were eliminated with the establishment of the upper limit of
farm numbers per township and 44 were eliminated because there was a
variation of ten or more farms in the township from one year to the
nexts These totalled 285 and subtracted from the totel leave 2,010
townships to be represented by the sample,

To this point, the process of sample selection has been concerned
with eliminating the extremes, The sample, of course, is not repre=
sentative of that group of farms, The next phase of sample selection
was concerned with obtaining a representative sample from the remaining
townships, These townships were first classified according to number
of times payments were received and by index of puymnt.1_5/ From this
cross-classification, modal groups of townships were selected, covering
the whole range of payment experiences Three hundred and fifty-five
townships in some of the intermediate degrees of payment experience
were eliminated in the selection of these modal groups. Under pro=
visions of the Act, payment could be made to groups of farmers in
one of two ways, They could be made to all farmers of a township or

they could be made to farmers within a "block" of that township. The

15/ The "index of payment" is an index of the amount of payments
that farmers have received under the Act, It takes into consideration
the amount as well as the number of times that payment has been receiveds
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block varied in size from one-quarter to three-quarters of the area of
the township. Of the total number of townships receiving some payment
during 1945 to 1949, nearly one-half of them had payments made to only
a block of farms within those townships. It is very difficult to ob-
tain most kinds of statistical data for parts of townships. Also, there
is no reason to believe that farms in townships where "block" payments
had been made were any different than farms in townships where payments
had been made to the whole township, Furthermore, this phase of the
study was concerned with the relation between payments and costs to the
farmer and with the effect that the Prairie Farm Assistance Act program
would have on stability of farming., For these reasons, townships
which had payment to only part of their farmers were not included in
the sample. Although this excluded those blocks in which the average town=-
ship yield tended to be near eight bushels per acre, townships within thé
whole range of payment experience were included in the samples The number
of townships eliminated for having experienced only partial payment in one
or more years was 1,101, This left 554 townships from which the sample was
taken.

Although the sample was selected from 554 townships, it would be con-
sidered to represent the whole range of farm characteristics except the
285 "extremes" that were excluded early in the process of sample selection,
The 355 farms eliminated in the selection of modal groups with respect to
payment experience represented various intermediate degrees of payment
experience and the 1,101 townships eliminated because of payments being
made to only blocks within them were similar to townships receiving full

payments except in respect to the size of the area receiving payment.



The 554 remaining townships were then stratified according to
payment experience, soil zone, which includes a general geographiec
climatic and soil characteristic stratification, soil productivity
and more specific geographic location, Fifty-nine townships were
randomly selected within the strata. This represented 9.4 per cent
of the 554 townships or 3.4 per cent of the 2,010 townships which
they may be considered to represent,

A third aspect of the study was concerned with determining the
adequacy with which average wheat yields indicate the need of indi-
vidual farmers and for this purpose another sample of farms was
selected. This aspect of the study was undertaken to determine the
proportion of individual farmers who had actual yields within the
category in which they were paid. Because categories of payments to
farmers were determined by the average yields of groups of farms, in-
dividual farms had yields outside of the yleld payment category in
which the group was paid.

The degree to which yields of individual farmers fall within the
category in which they were or were not paid could most readily be
determined by examining those townships, of which only a part, quali-
fied for payment. Records for these townships would show not only
how many farmers receiving payment had yields outside of the payment
category but also how many ineligible farmers not receiving payment
actually had yields within an eligible category. Records of town=-

ships in which all farmers qualified for payment would not give any
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information on numbers of ineligible farmers, who have in reality,
yields within the eligible range.

This sample, therefore, was selected only from those townships to
which payment was made to only some of the farmers. In Saskatchewan,
nine townships were in this category four times in the four years they
received benefits under the Act during 1945 to 1949, Five townships
were in this category four times in the five years they received bene-
fits and two townships were paid as part townships five times in the
five years they benefiteds Out of these groups, four, two and one

townships, respectively, were randomly selected for study.
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II. A DESCRIPTION OF THE PRAIRIE FARM ASSISTANCE ACT l»/

Although the Prairie Farm Assistance Act has been amended several
times since its inception in 1939, these changes will not be described
in detail here. Rather, the Act will be outlined as it édperated in
1953, It will, however, be necessary to refer, from time to time, to
some of the more important changes which have occurred during the perioed

it has been in operation,

Basis of Awards

The average yield of wheat in a township or block is the basis
on which awards are made, If the average yield of wheat in a town-
ship or block is such that thé area is eligible for payment, then all
farmers within that area receive awards irrespective of their individual
yields., There are three categories of awardss
1, If the average yield of wheat in a township is more than

eight and not more than twelve bushels per acre, the award

is ten cents per cultivated acre for each cent or fraction

thereof not exceeding ten by which the average price is less

than eighty cents per bushel. Average price is defined here

as the average of the daily closing prices of No. 1 Manittoba

Northern Wheat in store at Fort William-Port Arthur between

The Prairie Farm Assistance Act, S5.C. 1939, C. 50, passed June
3, 1939, as amended, and Regulations passed under the Act, See Appendix
I for a copy of the Act as recorded in Chapter 213, Revised Statutes of
Canada, 1952,
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the 31st day of July and the first day of November. The maxi-

mum award that can be made in this category is one dollar

per acre.

2. If the average yield of wheat in the township is more than
four and not more than eight bushels per acre, the award
is one dollar and fifty cents per cultivated acre.

3. If the average yield of wheat in the township is not more

than four bushels per acre the award is two dollars and

fifty cents per cultivated acre. &

In the zero to four bushel category the minimum award is $200. A
farm must have at least twenty-five acres under cultivation in order
to qualify for this award unless the farm is in the development stage.
A farmer must have at least one-half of his cultivated land in the
eligible to.'n-hip to qualify for the minimum award of $200. For farms
in the four to eight bushel category the maximum award is $300 and for
farms in the zero to four bushel category the maximum award is $500.

Awards payable under the Act are exempt from the operation of any
law relating to bankruptcy, or insolv ency or to garnishment or attach-
ment and are not assignable either at law or in equity. The farmer
is thus assured of some minimum amount of money in a orop failure year
to meet his most pressing expenses.

In the Act, as originally passed, the average yleld of wheat in
the township was the basis on which awards were determined. Experi-

ence indicated, however, that there were too many farmers within
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eligible townships who had yields in excess of the yield categories

in which they were paid. Also, within those townships whose yields
were sufficiently high to make then ineligible for awards, there were
too many farmers with yields below eight bushels per acre but who could
not be given awards because the townships were ineligible. Thus,
yields within townships were considered too variable to provide a
reasonable degree of justice by having an area as large as a township
serve as the basis for award. The Act was successively amended to make
provisions for awards on the basis of smaller areas.

The Act now provides that where a block of contiguous sections of
land, within an eligible township having an area of not less than one=
sixth of the township and the side that lies along the boundary of an
ineligible township, is determined to have an average yield of more
than ten bushels per acre, such block of sections of land is ineligible
for award, On the other hand, where a block of contiguous sections of
land, within an ineligible township having an area of not less than
one-sixth of the township and a side that lies along the boundary of
an eligible township, is determined to have a yield of eight bushels
of wheat or less per acre, such block of sections of land are eligible
for award as though it were a complete township. A&n isolated block of
land not contiguous to an eligible township is required to have an
area of not less than one-half of the township with a yield of eight
bushels of wheat or less per acfe to qualify for award. Thus, the

size of the area for which average yields are calculated and on which




categories of awards are determined, has been reduced from a town-
ship (36 square miles) in size to only six square miles. There is,
therefore, the likelihood of a closer relationship between yields

of individual farmers and the average yield in the case of six square

mile areas than in the 36 square mile areas.

Restrictions on Awards

Awards can be made on only one-half of the cultivated land of the
farmer, and on a maximum of 200 acres. If a farmer owns land in more
than one township the maximum acreage on which he can receive award
in the township in respect of which the award is made, is in the
same proportion to 200 as the number of acres of cultivated land that
the farmer has in this township to the total number of acres of culti-
vated land that he has in all eligible townships. Thus, a farmer who
has land in two or more townships having different categories of award,
will receive awards for the land in each township according to the pro-
portion of such lands to his total cultivated acreage.

Certain lands are excluded from benefiting under the Act. These
are farms operated as Experimental Farms, market gardens, farms used
for ranching purposes, farms operated by Indians within Indian reserva=-
tions, farms declared submarginal and ordered evacuated under provisions
of provincial statute, irrigated land on which the yield per acre is
more than twelve bushels of wheat or the equivelent value of other
crops, or any farm unit containing more than fifty acres of irrigable

land that forms part of en irrigation system except when the yield per
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acre on the irrigable portion of the land in it is twelve bushels or
less of wheat or the equivalent in value of other crops.

The owner or tenant is not a farmer for the purposes of the Act
unless he is the owner or tenant of a farm from the first day of May
until the first day of November in the same year, unless he lives in
the spring wheat area and his primary occupation is farming from the
first day of May until the end of the crop season, unless he is res-
ponsible for farm operations and the disposal of the procesds of the
farm and if renting from a parent unless he has a written lease
executed prior to the first day of May of the year of the award.

An amendment of June 1950 provided that all lands disposed of
after 1940 by the Federal, provincial or municipal governments were
not eligible for awards under the Act, except land granted to veterans
under the Soldier Settlement Act or the Veterans'Land Act, 1942. The
Minister of Agriculture said that in general the amendment dealt with
" ... lands which up to a certain date everybody considered were mot
good enough either to homestead or to buy".y The amendment was
passed so that the Act would not provide encouragement for the placing
or maintenance of this generally submarginal land in cultivation. The
reason for the 1940 cut-off date was that the western provincial govern-
ments had stopped homesteading on Crown lands in 1940. A later amend~
ment passed in April 1953 excluded northern Manitoba and northern

ﬂ The Saskatoon Star Phoenix, Saskatoon, May 3, 1950,
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Saskatchewan from the provisions of the 1950 amendment since good
new agricultural land was being settled in this area. The intent of
the 1950 amendment was to exclude submarginal lands from benefiting

under the Acte

How the Program is Financed
In order to help pay for the Prairie Farm Assistance Act program,

a levy of one per cent is made on sales of wheat, oats, barley and rye.
Only grain grown by Indians in Indian reserves is not subject to this
levy. The price for grain is on the basis in store at a terminal
elevator and deductions of charges for freight, elevetion, inspection,
weighing and cleaning are made before calculation of the levy. Such
deductions are placed in the Prairie Farm Emergency Fund. Money from
this Fund is used to pay awards to farmers who experience crop failure.
Any additional amounts required for this purpose are paid out of the
Consolidated Revenue Fund., Advances out of this Fund are to be repaid
out of the Prairie Farm Emergency Fund without interest, All admini-

strative, including travelling and other expenses, incurred under this

Act, are to be paid out of moneys provided by Parliement for this purpese.

General
When no wheat is seeded in a township, the yield of rye, oats,
or barley whichever predominates is used as the index for the purpose
of determining the eligibility of the township. Where rye is taken

as the index, the yield per acre of rye is deemed to be that of the
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yield of wheat. Where oats or barley is taken as the index, two-
thirds of the yield per acre of oats or barley is deemed to be the
yield of wheat.

The above presents the principal characteristics of the Act
as it now operates. There have been some important developments
which in some respects make the Act considerably different than it
was when originally set up., Some of these have already been referred
to and other changes, which are pertinent to the analysis, will be

indicated during the course of the dissertation.
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IIT, AGRICULTURE IN THE PRAIRIE PROVINCES

Climate

The agriculturally settled portions of the Prairie Provinces form
a part of the physiographic unit known as the Interior Continental Plain
or Great Plains region, This region can be divided into two general
areas, the open treelese plains or prairie area and the park area which
is characterized by varying degrees of tree cover from isolated groves
to solid forest cover., This distinction is significant because of the
differences in climate and agriculture in the two areas. The park area
is more humid than the prairie area. Although the difference in rainfall
between the two areas is not great, there is a large difference in moisture
available for plant growth. Higher temperatures prevail in the prairie area
and these, together with warm dry winds, give rise to a considerable loss
of moisture by evaporation. The amount of moisture remaining for plant
growth is even less than the limited amount of rainfall would suggests
The extent of plant growth depends largely, then on the amount of moisture
available, The difference in rainfall and soil moisture efficiency between
the prairie and park area results in different farm practices and types
of agriculture in the two areas, Agriculture in the prairie area is more
extensive and consists mainly of wheat production and some ranching, In
the park area, grass and coarse grains grow well with the result that a

mixed type of farming is more in evidence than in the prairie area,






Table 2 gives information on the climate at representative points in
Saskatchewan., The soil zome climatic index is a composite figure
taking precipitation, temperature and evaporation into eonsideration,
It is direotly related to soil moisture efficiency. Thus, the scil
moisture efficiency at Melfort is double that at Swift Current even

though there is not a great difference in average precipitation,

Table 2.~ Climatic Data for Representative Stations in Saskatchewan.

Average annual Soil zone
Average annual precipitation climatic

Area and Station temperature 1 (April-October)® index 1
Fo inches
Prairie areas
Swift Current 38 11,33 3 30
Regina 3s 11,35 3 44
Park areaj
Prince Albert 32 11,99 3 59
Melfort 31 12,10 4 60

1 Mitchell, J., H.C. Mess and J.5, Clayton, Soil Survey, Soils
Department, University of Saskatchewan, Saskatoon, Saskatchewan, N,. 12,
1944’ Pe 20,

2 Champlin, M,J.y E.Go Boothy R.0, Bibbey and C.G. Wayell,
Rainfall Records for Saskatchewan, Field Husbandry Department, University
of Saskatchewan, Saskatoon, Saskatchewan, Bulletin 18, pp. 9-10,

3 44-year average 1906-1949,

4 34-year average 1916-1949,
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PRAIRIE SOIL MAP
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& s0il zone map for the prairies appears in Figure 1., B8oil
zones 1 and 2 are in what is called the prairie area and soil zones
3y 4 and 5 are in what is called the park area.

There is a wide variety of soils within the prairie provinces.
They range from sand-dunes and rock outcropping§ to heavy clay.
Generally, the heavier the soil the more productive it is because of
the higher.moisture holding capacity and drought resistance. Nearly
all of the prairie area in Saskatchewan has been classified as to its
suitability for wheat production. Land Class I represents submarginal
land, Land Class II represents marginal land and Land Classes III, IV,
and V represent various grades of supramarginal land, According to
this classification 11,2 per cent of the total improved Ared is Land
Class I and 27.4 per cent is Land Class II, The percentages for the
above margin Land Classes of III, IV, and V are 36,6, 14,3 and 10,5
reapoctivoly.l/ This classification indicates the wide variation in
soil and economic productivity within the prairie area.

The topography of the prairie provinces is generally smooth. The
broad plain has an elevation of 3,000 feet to 3,500 feet in the Rociy
Mountain foothills and slopes eastward and northwazd a few feet per

mile to less than one thousand feet on the eastern border.

1/ Unpublished material, Economics Division, Canada Department of
Agrieulture, Saskatoon, Saskatchewan,
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Type eof Farming
These physical features together with the economie implisations

of location and the general relationship of prices determine to a

large extent the types of agriculture which exist, Figure 2 shows

the type of farming areas in the prairie provinces. The map shows

the predominance of wheat in the prairie economy. The wheat specialty
area covers most of the agricultural area and, in addition, wheat
occupies an important place in the mixed and livestock farming areas.
Thus, it is seen that the prairie provinces, Saskatchewan in particular,

depend largely on a wheat economy.

Table 3.~ Gross Revenue by Source for the Prairie Provinces, 1950,

m—

Province
Source Manitoba Sagkatchewan __ Alberta

= million dollars -

Grains 97.2 240,93 12745
Hay and forage 1.5 2.4 6.9
Potatees, roots and other

field crops 2.4 0.3 6.5
Vegetables 0.5 0.2 0.7
Cattle 2709 5346 87.4
Dairy products 14,0 15.4 20,3
Poultry and eggs 6.6 5.7 7.6
Swine 9.5 10.6 34,5
Horses, sheep and wool 0.9 1.9 4,9

Sources Census of Canada, 1951, Volume VI, Part II,
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Table 3 shows the significance of the various enterprises, 1In
each of the provinces, grain provided the largest single source of
revenue, In Saskatchewan, the receipts from grain were about two
and one-half times that from all other sources, In Alberta, receipts
from all other products were greater than from grain, Livestock
assume & more predominant role in Alberta than in the other provinces
because of ranching in the southeast cormer of the province and in the
feothills area and because of the mixed farming sarried on in the irri-
gation areas. Livestock have an important place, too, on the mixed
farms in the relatively large park belt area including the more recently
developed Peace River block, Manitoba was between these two positions.
The sale of cattle (mainly beef) was the second most important source

of revenue im each of the three provinces,

Land Use and Farm Size

Table 4 presents information on the use of land in the prairie pro-
vinces, A large proportion of the land is of no agricultural importance.
Only about one-quarter of the land area is occupied by farms, the remainder
consisting of forests, water and barren waste, The farms, however, are
large in terms of acreage operated and farms in the prairie area are con-
siderably larger than those in the park area, Another significant feature
presented in the tabdble is fhe relatively large amount of land in summer-

fallow, This feature of keeping part of the land temporarily out ef erop
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produstion serves to replenish moisture reserves and to control veed;.
In the prairie area, replenishment of moisture is more importent and
in the park area the primary function of summerfallow is to control
weeds.

Grain crops were the most important product in the prairie pro-
vinces, Acreage of the principal c¢rops is shown in Table 5, In
Maniteba the acreage secded to wheat was not much greater than that
secded to each of the coarse grains, In Alberta and Saskatchewan,
however, the acreage secded to wheat exceeded that seeded to cats and
barley by a considerable amount,

Table 5.- Acreages per Farm of Wheat, Oats and Barley in the Prairie
Provinces, 1951,

_'w

Province Wheat Oats Barley
- acres =
¥anitoba 44 3l 39
Saskatchewans
Prairie area 213 30 36
Park area 79 33 20
Alberta 76 34 24

Sources Census of Canada, Volume VI, Part II, 1951,

Cattle were the second most important source of income for farms
in the prairies. The number of cattle per farm varied from nineteen
in Alberta to eleven in the park area of Saskatchewan., There was an

average of thirteen head in Manitoba and twelve in the prairie area
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of Saskatchewan, Many farms in the prairie area did not have any
cattle at all, Nearly thirty thousand Saskatchewan farmers reported
having no cattle in 1951 and most of these would be in the prairie
area, The existence of ranching within the prairie area raised the
average number of cattle per farm in this area to a higher figure
than was found on most farms,

Provincial averages for sizes of farms do mot show the wide
variations which exist., This is shown in a distribution of farms by
size in Table 6, The distribution can be understood more clearly
when it is recalled that the quarter section is the unit of land.
Farms are, therefore, generally 160 acres in size or multiples
thereof.

In Manitoba and Alberta, one-quarter section farms predominate.
In Saskatchewan, the farms are somewhat larger with one-half section
farms predominating, In the prairie area of Saskatchewan there are
also a large proportion of three, four, five and six quarter section
farms,

| Such a range in size of farms and in other characteristics gives
rise to a wide variation in income, Table 7 shows the distribution of
farms acoording to total value of products solde The year 1950 was a
1ittle above aviérage with respect to ylelds and comsiderable above
average with respect to prices, Even under these favorable conditions,
a large mumber of farms in each area had very low total sales of between

$250 and $1,200, The largest number of farms in each area had gross
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sales between $1,200 and $2,500 and considerable numbers had sales

in excess of this amount,

General Characteristics

The general characteristics of these farms then are the rather
large acreages relative to sizes of farms elsewhere, Reliance is
placed mainly on wheat for income with cattle providing an important
secondary source., In spite of the large areas farmed, income is only
moderate and on a large number of farms it is very low,

The economy of these provinces is chiefly agricultural. In
Manitoba, 28.2 per cent of the people live on farms. In Saskatehewan
and Alberta these percentages are 48.0 and 36.7 per cent, respectively.
These are high compared with the national average o« 20.8 per cent or
with 15,3 per cent for Ontario, the nation's most industrialized
province. Although the percentage of people living on farms is high,
considerable reduction in this proportion has taken place over recent
yoars. The reduction represents a shift in people out of agriculture
and alse a growth im population generally. The movement of people eut
of some agriaultural areas is more significant than may at first be
apparent, Not enly has there been a reduction in numbers of farms but
thig reduction has taken place at the same time that additional farms
are being established in new areas. In Manitoba in 1931, 36.6 per cent
of the people lived on farms, In Saskatchewan, the corresponding figure

was 61,2 per cent and in Alberta it was 51.3 per cent, These figures
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show the trend toward larger farms and alse the provinces important
reliance on agriculture. They also peint to what may be restraining
factors on adequate population and resource adjustment, Employment
in other occupational pursuits is mot as readily available as in more
industrialised sections of the country,

The main feature of the year to year operation of these farms is
uncertainty - uncertainty with respect to production and uncertainty
with respect to price. The uncertainty of price is a problem faced
by farmers everywhere and it is probably not much greater in the
prairie provinces than elsewhere. The Federal Government has in-
augurated policies which, to some extent, have removed some of the
uncertainties from price fluectuations, The problem of production.
uncertainty, however, remains, It is a physical phenomenon due largely
t0 weather conditions., Nothing can be done to remove the basic cause.
Although production and conservation practices can be implemented which
will to some extent reduce the seriousness of inadequate seasons of rain-
fall, there is little scope for even nearly adequate remedial measures in
this way. Recegnition of this fact implies that serious declines in in-
come can be alleviated only by the provision of reserves. Such reserves
must ®f mecessity be substantial. Instabilities of this area are not
characterized by good years alternating with poor years but by the
"bunching® of good years and then poor years. That farmers themselves
can not or do not provide adequate reserves for this purpose is evidenced

by the financially bankrupt circumstances in which they have been found.
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It is also shown by the large amounts of relief and assistance which

it has been found necessary to previde from time to time, It would
seem, then, that some form of orop imsurance would provide the means

by which farmers might build up reserves to carry them over the years

of inadequate income,



IV, CONSIDERATIONS IN THE ESTABLISHMENT OF CROP INSURANCE

The Need for Insursnce

Much has been written concerning the subject of crop insurance
for the high risk areas in the Great Plains of the United States and
Canada., On one thing there appears to be unamimous agreement, some
kind of crep insurance is desirable and necessary. T.W. Schultz
stated ;4 “Some form of crop insurance should be provided for farm-
ing areas dependent upon crops for most of their income and wherever,
by nature of the area, yields fluctuate widely." Black and Kiefer
concluded that g/"No doubt the best way to handle the instability
arising from crop failures is by means eof insurance.” D. Gale Johnson
arrived at a similar conclusion §/s "Where yield uncertainty is im-
portant, an adequate solution can be found only in yield insurance.”
After a considerable amonnt of study at the North Dakota Agticultural
College, Schickele said 5/ * ... expand and improve crop imsurance ..."

Studies in Canada have in general arrived at similar conclusions,

1/ Schultz, T.W., &griculture in an Unstable Economy, McGraw-

Hill Book Company, Inc., New York, 1945, p. 217.

Black, J.D., and M.E. Kiefer, Future Food and Agriculture
Polisy, McGraw-Hill Book Company, Inc., New York, 1948, p. 96.

Johnson, D, Gale, Forward Prices for Agriculture, The
University of Chieago Press, Chiecago, 1947, p. 232

Schickele, R.W., Panel on Crop Ismsurance and Farm Income
Stabilization, Towards Stability in the Gread Plains Economy, The
Agricultural Experiment Station, University of Nebraska, Lincoln,
Bulletin 399, 1950, p. 71.




In a study eof crop insurance in Saskatchewan, Hansen stated, §/

"The state ... must provide a method whereby the individual may

secure a measure of security against total or partial crop failure,
due to causes beyond individual control ...® A Committee onm Crop
Insurance in Saskatchewan stated that 9/ ® «+o the prodblsm of crop
insurance merits the careful attention of all those wheo are interested
in a stadle agriculture.”

In Manitoba, the Committee on Crop Insurance recommended, Z/
*From the standpoint of the farmer, municipal and provimcial govera-
ments, and all industries dependent on a stabilized and prosperous
agriculture, we are satisfied that a system of crop insurance is
highly desirable for Manitoba, We are convinced ... that a erop
insurance scheme is practicable for this province.” A somewhat
different view is presented by Motherwell in a study of crop
insurance in Saskatchewan. He says 8/ “After reflection on the
American experience, especially regarding the operation of the
scheme in high risk areas, bearing in mind the amount of partiei-
pation over the countiry generally and the inability of many districts

to pay premiums, and after recalling the yleld experience ef southern

Hansen, W.J., Crop Insurance, Economics Division, Canada
Department of Agrisulture, progress report, wjpublished manuscript,
1937, p. 90. )

6/ Preliminary Report of Committee on Crop Insurance,
Saskatchewan Department of Agriculture, Regina, 1936, pp. 1=2,

7/ Crop Imsurance in Manitoba, Report of the Maniteba Crop
Insurance Committee, Manitoba Economic Survey Board, Wimmipeg,
1940, p. 10,

8/ Motherwell, R.E., A Study of Crop Insurance, Report of the
Saskatchewan Reconstruction Council, Appendix 3, Regina, 1944, p.40.
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Saskatchewan, one is forced to conclude that Crop Insurance for
this province is posaible but its practicability is much to be
doubted”. In this reference to crop insurance, Motherwell had in
mind a program in which farmers would be required to earry the full
load for a ceverage of 60 or 75 per cent of average yield., He did
support the principle on the basis of a contributory scheme for a
smaller coverage. 2/ In addition, various farm organigzations have
signified their support of erop insurance im principle.

Such widespread and generally unqualified support of the
prineiple of crop imsurance in the high risk area of the Great
Plains indicates the existence of convincing reasons for that
support. ?ho reasons are both social and economic in nature.

Welfare Considerations. Probably the maim reason why erop
insurance is eonsidered necessary is because of the extreme hard-
ships experienced by farm families and of those whose incomes are
intimately affected by those farmers in a year or succession of
erop failure years. The hardships experienced are serious enough
so that society in general has accepted the moral obligatiom to
assist by way of relief, if necessary. If erop imsurance will help
to lessen the impact of ocrop failures on the families comcernmed then

this in itself would constitute sufficient grounds fer its imstitution,

9/ Motherwell, R.E., Ibid., p. 67.



Economiec Censiderations. Im addition to the desirability

for crop imsurance from the aspect of welfare there are a number
of significant economic advantages to be derived from a : program
of oerop imsurance. These advantages exist mainly in the sphere of
greater efficiency in the use of resources. A basis assumption ef
most production economic theories is that the maximizing of income
is the motivating foroce of economic activity. ‘he maximiging of
returns, on the part of individuals, the theory goes, involves ob-
taining the most efficieat use of resources.

Discerning students who have studied the economy in the high
risk area of the Great Plains maintain, however, that maximizing
income is not the only goal and probably not the main goal.lg/
Rather, the prime objective is safety. Farmdérs first of all seek
to insure that they are able to overcome extremely unfaverable con-
tingencies rather than to maximize a long run level of net farm
income, It is only within the framework ef a produstion program
designed primarily to provide for survival that the goal of high

income is given expression,

10/ 8ee Kelso, M.M., Knowledge for What in the Northern Great
Plains, Journal of Farm Economies, Volume XXXII, No. 3, (August 1950),
p. 354, Schickele, R., Fhrme£;-1hgptttions to Income Uncertainty,
Journal of Farm Economics, Volume XXXII, No. 3, (August 1950), ppe356=3T4.
Barber, Lloyd E., and Philip J, Thair, Institutional Methods of Meeting
Weather Uncertainty in the Great Plains, Journal of Farm Economics,
Volume XXXII, No. 3, (August 1950), pp. 394-396. Johnson, D. Gale,
op. cit., Chapter 4, and Heady, Earl O., Economics of Agricultural
Production and Resource Use, Prentice-Hall, Inc., New York, 1952,
Chapter 17,




The uncertainty of weather, and comsequently of yields gives
rise to inefficient use of resources in various ways. Because of
this uncertainty, farmers do not know how much the production will
be until it is realized. A4 knowledge of the relation between
physical output and input is required in order to plan the most
officient use of resources. Since this relationship is unknown
(output being determined more by weather than by the nature and
amount of physical input) production plans must be based on pro-
bability expectations. The expectations may be based on some
concept of average yields or they may be weighted by the experi-
ence over recent years, the most recent possibly being given the
most weight. In any event, results will differ widely, in many
cases, from the expectations on which the production program was
based. In a very favorable year, a produstion program based on
expectations of average yields would mot provide as effieient use
of resourses as one based on expectations of high yields. Inefficient
use of resources occurs whenever production plans are based on ex-
pectations which are different than the actual output obtained.
Examples of decisions with respect to which a reasonably accurate
prediction of output is necessary im order to allow near optimum
resource use ares the acreages to be secsded to various crops, the
acreage to be left in summerfallow, the amount of fertiligzer to be

applied and the numbers of various kinds of livestock to be kept.



The second group of factors which do not allow maximum resource
efficiency and which arise out of the uncertainty of weather are
those which the farmer himself imposes in order to avert drastie
declines inimcome. They are the means to his first objeotive of
safety and survival, and involve the sacrifice of what would be
optimum resource allocation if his goal were maximum returns. Pro-
bably the most common method by which a farmer hopes to provide some
measure of safety is by diversifying his enterprises, Diversification
of enterprises allows diversification both with respect to inputs and
products. Diversification of inputs allows flexibility im that non-
cash items may be substituted to a greater degree than in cases where
production is concdntrated in a single enterprise. The incorporation
of a livestock enterprise, for example, into the farm business allows
a more even and fuller utilization of labor throughout the year and
because of the increased acreage in grass it reduces seasonal peak
labor requirements associated with a single crop enterprise.

Farmers diversify in products produced so that if onme predusct
fails the other may provide sufficient income to avert the serious
consequences that would result in the event of the failure of the
single product. Variation in the sum of several products, each
having equal variation, is less than the variation im a single pro-

duct unless the variation in the several products is perfectly

correlateds Recegnition of this fact has led many farmers to the

practice of diversification. In addition to the "well planned”
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diversification, that diversification which prevides maximum safety,
and this in itself may lead to less than maximum efficiency of
resources, there is a certain amount of diversification per se.
This kind of diversification would lead to an even more inefficient
use of resources than the former., An example of diversification
would be the growing of different kinds of crops. Different crops
such wheat, oats, barley and flax are dependent largely on weather
for satisfactory yields., Unfavorable weather affects each crop in
nuch the same way. To the extent that yields of these crops are
affected in the same way, diversification not only does not add
stability but represents, in many cases, malallocation of resourcese
Probably the most common example of diversifisation is the
maintenance on farms of small herds of livestoeck and small flocks
of poultry. In most cases, these enterprises would not be con-
sidered efficient by any standard. Absence of the fear of drasti-
cally reduced crop yields would allow dispositiom of the inefficient
enterprises. The above observations concerning diversification are
not made without recognition of the fact that on certain kinds of
farms diversification allows complementary and supplementary relation-
ships between enterprises and thus provides the most economic uses of
aveilable resources. Diversification of this type, however, is more
adaptable in areas characterized by more stable and predictable weather
conditions and where returns from alternative crops and enterprises

are likely to be more nearly equal,
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An additional kind of diversification on some farms is in the
maintenance of a relatively high degree of liquidity. This is known
as internal capital rationing. More assets are kept in a liquid form
for contingencies than would be necessary in an area characterized
by more stable weather conditions, Such assets may be kept in the
form of idle cash, bonds or in stockpiles of food. In any case, the
assets earn less than they would if they were invested in more pro-
ductive goods such as machinery, livestock or land, It is likely,
however, that this form of diversification does not constitute an
important one for most farms, Sehultzll/indicated that it would
require about $25,000 in financial assets, or $100,000 in total
assets, by the farm family on optimum sized farms in the northera
plains states to “survive" a series of lean crops of the kind that
oscurred in the thirties. He observed that lg/"It is hard to be~
lieve that a typical farm family can command so large a collection
of resources under existing conditions"™,

A further step taken by farmers to avert repayment commitments
on debt is the substitutien of labor for eapital, Although the mar-

ginal return to capital would im the leng run be greater than its

marginal cost, farmers prefer to substitute labore Then in a year of

Schults, T.W., The Economic Organization of Agriesulture,

McGraw-Hill Book Company, Inc., New York, 1953, p. 333.
12/ TIbid., pe 333.
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erop failure they would mot be faced with payments on debt, The
existence of uncertainty tends to promote the use of excessive
amounts of labor and the use of too little capital for maximum
efficiency.

Both hired labor and family labor are different than capital.
The expenses asscociated with hired labor can be disposed of quicklye
Family labor is the residual eclaimant on income and the share going
to family labor san be reduced to the point of providing only bare
essentials, Debt commitments, on the other hand, require a fixed
payment each year.

The main reason wvhy farmers resort to these safety measures is
because they are not able to borrow in periods of low income. If
eapital were available there would be no reason why they should not
borrow in periods of erop failure and at the same time concentrate
on obtaining maximum long rum returns. The absence of available
capital presents the third way in which weather uncertainty, and
the consequent inmsecurity of the farm family, prevents the optimum
resource allocation, It is commonly referred to an external or
involuntary capital rationing,

In contrast to the actions taken by farmers to avert drastically
lew incomes, this phenomenon refers to activity taken by lenders in
the face of uncertainty in order to avoid serious losses in years
of ecrop failure. Lenders are not willing to lend money to farmers

at the going rate of interest even though in the long run the capital
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investment made by the farmer would provide a return in excess of
the interest rate. The impact of capital rationing on resource
allocation is similar to the effects of actions taken by farmers to
avert the burden imposed by debt, Because of the inability to bor-
row for the purchase of machines, farmers must substitute labor teo
a greater extent tham comparative returns from investments in labor
and ecapital would justify., Also, where mechanization would allow
operation of larger units, the under-employment of machines due te
capital rationing would again represent less than optimum use of re-
sources, Capital rationing also prevents farmers from purchasing
additional land even though the returnms would more than pay interest
coats.lé/

Three general effects of uncertainty om resource allocation
have been discussed. The first indicated the inability of an entre-
preneur to allocate his resources in an optimum manner if he did not
know what his yields or products would be. The second and third
factors dealt with measures taken by farmers and by lenders to pro-
vide a greater element of safety in the face of uncertainty. The
measures were taken to eliminate the extremely low incomes rather

than to maximize income, They resulted in a misallecation of

13/ Fer more detail on effects of uncertainty on resource
allocation see Johnson, D, Gale, op cit, Chapters IV and V, and
Heady, Earl O., Opg eit, Chapter 15,
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resources not only within agriculture but also with respect to
labor and capital, between agriculture and other segments of the
economy., If a program of crop insurance would provide the neces-
sary security inm those years when farm income is very low them it
would at the same time remove the motive for misdirecting resoureces
from those uses which provide maximum returns to those which pro-
vide for a greater element of safety,

Other Considerations, In addition to hardship imposed on farm
families and uneconomic adjustments with respect to resource use,
the instability caused by crop failures results in further costs to
societys Each of these would be ameliorated by effective crop in-
surance, A& crop failure, and especially a series of crop failures,
results in an abnormal number of foreclosures. The foreclosures re-
sulting from erop failures involves a loss to the farmer, the eom-
munity and often to the lender himself, Apart from the hardships
and the readily apparent costs of processing foreclosures there is
also an economie cost involved in replacing one farmer with another.

The economic position of a large segment of the economy alseo
has an effect on the general economic health of the nation, Far-
mers with purchasing power provide employment for pecple in other
segments of the economy and in years of crop failure this impetus

to economic activity is lacking., Although this aspeot of cost is

often ever-emphasiszed it is nevertheless true that farmers of the

plains area comstitute an important element in the national economy
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and that widespread failures have the effect of lowering general
economie activity,

Another important cost to society of widespread crop failure
is the relief that must be supplied.l4/ Chapter I indicated the
major relief activities of various govermments during the 1930%s
to allay the distressing effects of erop failure and depression,
Crop insurance would providd the means of reducing or eliminating

these costs to society and to the farmers concerned.

Other Stabilizing Factors
Although high priority is given to orop insurance as a means

of alleviating many of the difficulties imposed by erop failures,
it is recognized at the same time that orop insurance itself is

not a cure-all, Farmers and governments must be prepared to take
other steps in this regard as well, Schultzlé/ groups the organi-
sational improvements into two categoriess those to reduce yield
instability and those to adjust to instability, He holds little
hope for much to be accomplished by way of sliminating existing in-
stability in yields, Among things that can be done are:

14/ TYor a discussicn of these costs see Thair, Philip J.,
Stebilizing Farm Income Against Crop Yield Fluctuations, Agricultural
Experiment Station, North Dakota Agricultural College, Fargo, North
Dakota in cooperation with Bureau of Agricultural Economics, Bulletin
No, 362’ 1950, PPe 10-11,

15/ Schultz, T.W., The Economic Organigation of Agriculture,
pPre 327=334,




1. Clese out areas that are particularly vulnerable to crop
failure. The purchase of submarginal areas by public agencies would
be part of the program,

2. A4dapt new and better techrnology. This would include use of
droushf-rosiatant crops, dryland farming, disease-resistant plants
and animals and medern insecticides.

3¢ Apply water where feasible., The extent to which irrigatioen
could be used in the overall picture, however, is limited.

In the group of improvements that might be made by way of ad-
Justment to instability Schultz lists the following:

l. Embed the costs of yield imstability inte the value of the
1and.1¢/

2. Develop firms that specialize ir earrying partioular risks.

a) Develop firms specializing in yield insurance;
b) Landlords have assumed and could be further en-
couraged te agsume risks by buying land and

renting to operators. The community preference

16/ Schultz makes much of this point. See also Schultz, T.W.,
Agriculture in an Unstable Economy. pe 217, and Schults, T.W., The
Great Plains Quest for Stability, Towards Stability in the Great
Plains Economye pe 96 In spite of the emphasis on this peint, the
proposal would be difficult te implement, Even if it were possible,
all it would do is to reduce repayment commitments on the land where
farmers were in debt, Other than this saving, it would not, of
course, provide the family with any money with which te carry them
through the crop failure years.
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for family farms and the increasing importance
of machinery and equipment would limit possible
results along this lines

¢) Develep farms with suffiocient assets to carry them
through difficult years. The amount of assets
required, however, is generally too large for the
family to accumulate,

In a North Daketa .tudy,}l/ Thair indicated that crop insurance
by itself did mot provide sufficient stability to prevent income from
dropping below defined levels, It did, however, contribute much to-
ward stability, and insurance together with one or more of emergency
credit, grain storage and cash reserves could achieve the desired
objectives.

Crop insurance must, therefore, be examined with the recognition
that although it is an important device and probably the most im-
portant device by which some measure of stability may be introduced
in high risk areas, it cannot provide all of the stability desired.
Other measures must also receive consideration, It is mot the pur-
pose of this study, however, to appraise them, Since this study is
concerned with the insurance aspects of stabilization it was con-
sidered desirable to make explicit recognition of the supplementary

methods of stabilization,

1,1/ Thair, Philip J., OEocito



It is evident that there is nearly unanimous agreement that
some form of crop insurance should form part of the stabilizationm
program for the high risk areas of the Great Plains. Naturally,
some contrary views arise when details of a particular plan are
discussed, It is also abundantly clear that economis and welfare
considerations make the implementation of some form of crop in-
surance highly desirable. There is evidence, too, that there is
much general agreement as to the requirements of a conceptual or
theoretiscal model of a crop insurance program, Practical realities,
however, point te imcompatibilities within the requisites of what
might be considered a model program, It would seem rather point~
less then to dwell teo long on the refinement and presentation of
the conceptional model when practical difficulties prevent the im-
plementation of such a program, A more fruitful appreach is con-
sidered to be that of first outlining the desirable characteristies
of a erop insurance program and then giving consideration to prac-
tical inconsistencies within that model, placing some priority on
those characteristics, and finally arriving at a program which has
as many of the desirable characteristics as possible and which, at
the same time, takes sufficient cognizance of practieal realities so
as to make the program possible of implementation, The balance of

this chapter is directed toward that end,
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Some Features of a Theoretical Model of Crop Imsurance

The general features of an “ideal" crop insurance program are
summarized below and considered later in more detail,

1, Participation should be voluntary., This is based on the
principle that imdividuals should be allowed as much freedom as
possible,

2o The program should have as wide a coverage every year as
possible., Only in this way can imsurance principles be employed.

3¢ The program should not subsidize inefficient farmers since
this represents a direct cost in the form of payment to those far-
mers but also an indirect cost in the form of misallocated resources.
In the long run, then, premium payments on each farm should equal
benefits derived.

4, The plan should be self-supporting, except possibly for
administrative expenses, since sufficient precedence exists for come
sidering the administrative costs as a part of general administration.
A continual and substantial subsidy to one segment of economy im=
volves a misallecation of resources and, therefore, a cost to the
general economy, It also involves an interferemce with distii-
bution of imcome which raises questions of "justice™ between the
groups involved,

Se The program should provide an adequate degree of stability

to the families' level of living,
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6. Administrative costs should not be too high.
T« The above points imply a further desirable feature which
should probably be made explicit. That is, the program should not

involve costs in the form of misallocated resources.

Practical Considerations

If it were possible to implement a program having the above
charascteristiscs, the problem of erop insurance would be solved. In
reality, however, there are incompatibilities within the above and
other obstacles to its use as a framework for a crop insurance pro-
gram, It is in deciding which of the above features to retain and
which of them to alter or sacrifice altogether, that difficulties
and disagreements arise.

The first two points may be taken together since they are clesely
related and appear to be incompatible. It must first be recogniszed
thatAyiold variability is so great in the high risk areas of the
Great Plains that premium rates are necessarily high, Heisig in-
dicated lﬂ/ that in some areas, the annual premium rates were as
high as 40 or 50 per cent of the guaranteed yield on a 75 per cent
basise This was in the United States under the Federal Crop Insur~
ance program, He added further that "it is roproeentntfvb of the

rates in large areas of the Great Plains'.lg/ When confronted with

18/ Heisig, Carl P., Income Stability in High Risk Farming
Areas, Journal of Farm Economics, Vole. XXVIII, No. 4, (November
1946), Pe 968.

;g/ Loc, eit,
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rates that high or nearly that high, many farmers would not con-
sider themselves to be in a position to take part in the program,
Thair has shown that in North Dakota, participation has been lowest
in areas of highest risk and highest in areas of lowest ri-k.gg/
Many who have studied the question have attributed the failure of
the Federal Crop Insurance program in the high rish areas of the
United States in a large part to the low participation that has been
obtainod.gl/ Halorow, however, preferred a voluntary contract be~
cause of “social-political” reasons, Black and Kiefer expressed a
contrary view, They concluded that 33/ “gystems of compulsory in-
surance may prove to be necessary in the end",

In woestern Canada, the Prairie Farm Assistance Act has been in
operation since 1939 and rarely if ever has the ¢ ompulsory feature
of the one per cent levy been criticized. The fact that substantial
subsidies are involved is no doudbt partly the reason for the absence
of oriticisms in this respect but even in Manitoba, the only pro-
vince where premiums exceeded benefits over the period involved, the

compulsory feature of the levy is not criticized. Rather, criticism

3_9/ Thair, Philip J., Og‘cit. Pe 19,

21/ Thair, Philip J., Ibid, p. 19. Halcrew, Harold G., Astu-
arial Structures for Crop Insurance, Journal of Farm Economics, Vol.
XXXI, No, 3, (August 1949), p. 419, and Schultz, T.W., The Economis

or; gation of Agriculture, p. 334,
2 Black, John D, and Kiefer, Maxine E., op, ¢it. p. 334,
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is directed mainly toward the actuarial structure. Zé/

A further pertinent point to this question is that the economy
as a whole stands ready, as they have in the past, to assist farmers
ormy other group who experience emergency. Because of its readi-
ness to do this the nation may be Jjustified in expecting that far-
mers make some effort on their own behalf through means of a form of
crop insurance te meet these likely contingencies.

A lucid presentation of how choices are made rationally between
eonfliocting values is given by Hatha'ay.gﬁ/ Freedom to participate
or not to partiscipate in a crop insurance program conflicts with
another desired goal, that of security. The attainment of maximum
satisfaction involves choice. In this case, the freedom of being
allowed to decide whether or not to participate may be of less value
to farmers as a group than the value of increased sesurity and sta-
bility, The marginal cost invelves the loss of some freedom and
the marginal retura is inoreased security. If the former is less
than the latter, the rational choice is clear. Since high partici-
pation in a program is ieoolaary, since it is not likely to be ob~
tained in a voluntary scheme and since the farmers of western Canada
apparently consider the loss of this freedom as being of lesser
value than the value of security obtained a ommpulsory system is

preferred.

23/ See The Fimancial Post, Toronto, December 26, 1953,
Hathaway, Dale E., Agricultural Policy and Farmers®' Free-
dems A Suggested Framework. Journal of Farm Economics, Vol XXXV,
No. 4, (November 1953), pp.496-503,
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The third point, that having to do with the establishment of
actuarial rates for individual farms involves problems of a different
kinde The first of these relates to the difficulty of establishing
actuarial rates. The second problem is that of determining the
most effective way of applying the rates which have been established.
With respect to the first of these questions, a sonsiderable amount
of research work has been done. One of the major conclusions of this
research has been that more of such work is necessary, Numerous
studies have indicated that there appears to be no systematic pat-
tern of yields and that the weather factor is “... an uncertainty
of a kind that seems to preclude actuarial determination of annual
budgetable sosts of weather risks".gé/ In studies of tree-ring
growth, one covering 534 years and another sovering 152 years, it
was concluded te be impossible to work out a definite pattern of
yields 26/ pBecause of unpredictability of weather and for other
reasons, Schults stated that there has beem too much stress on

placing crop insurance on a wholly self-supporting baais.gZ/

25/ Schickele, R., Farm Business Survival under Extreme
Weather Risks, Journal of Farm Ecomomics, Vol, XXXI, Neo, 4, Part
2, (November 1949), p. 931,

26/ Halerow, Harold Ge, Problem of Farm Business Survival -
A discussion, Journal of Farm Economics, Vel, XXXI, Part 2,
(November 1949), pe 951.

Schultz, T.W., Agriculture in an Umstable Economy, Pe218,



The unpredictability of weather means that premiums equal to

benefits can be established only by chance, It is obvious then that

in some periods, subsidies would be involved and that actuarial struc-

tqroo aimed at equalizing premiums and benefits over time must be
based on approximations.

The second question, that of determining how the premium and
benefit rates should be applied, is resolved into whether individual
actuarial rates should be established or whether premium and bene=-
£it rates should be established for areas., Ideally, benefits should
equal premiums for each farm in the long run. Two difficulties
arise, Individual premium-benefit rates allow the inefficient far-
mer to obtain benefits for poor majagement as well as for natural
hasards o Secondly, premium rates are difficult to obtain for in-
dividual farms, The Federal Crop Insurance Corporatiom sold in-
surance on the basis of individual rates for a few years but de-
cided it was not practical because of inaccurate or inadequate
data and by 1946 nearly all insurance was sold under uniform
county~wide premium rates. At present the premium rates under the
Federal Crop Insurance program are established on an area basis
and benefits are determined on the basis of individual yields, In
order to prevent individuals benefiting because of mismanagement
rather than adverse conditions, restrictions are placed on who may
participate. Individuals with poor risk records are not allowed

to participate in the program,
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A plan in which both the premium rate and benefits are
determined on an area basis has the advantage that the farmdr
using sound management practices wi th consequent increases in
yields would not be penalized because of his practices. 4
farmer with declining yields because of mismanagement also would
not receive windfalls since the average yield for the area would
be such that the area would mot qualify, The acceptability of
area insurance would depend largely then on the extent to whicsh
homogeneous areas could be delineated, In order that the program
is equitable between farms, the areas would have to be homogeneous
with respest to susceptibility to crop failure.

In a comprehensive study Halcrow found that an insurance pro-
gram based on individual premium and benefit rates was adaptable
chiefly for low risk areas, He also found that area yield insurance
was the most appropriate for high risk crop regions of the Great
Plains and, therefore, recommended studies to delineate areas and
to calculate premium-benefit schedules for these aroas.zg/

Barber and Thair arrived at similar conclusionss They naid:gg/

28/ Halorow, Harold G., Actuarial Structures for Crop Insurance,
Pe 441. See also Halerew, Harold G., Panel on Crop Insurance and
Farm Income Stabilization, Towards Stability imn the Great Plains

Economy, pe T4e
29/ Barber, Lloyd E., and Philip J, Thair, op. cit., pp. 398=399,
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Under each of the several insurance plans that have been
used, indemnity payments have beon determined separately
in terms of the yield experience of each insurable unit,
This method inherently has the effect, at each coverage
and rate level, of attracting participation from farmers
whose yield probabilities are poorer than average while
discouraging participation from farmers who have better
than average probabilities of attaining the imsured yield
level ...

As an alternative method it is suggested that indemnities
be determined upon the basis of average yields over rela-
tively homogeneous areas, Such a revision would remove
the basis for adverse selesctivity, as the yield prespests
on a particular farm would have no influence on whether
ean indemnity is received ...

It is conceivable that in many cases the fluetuations in
individual farm yields would run counter te the fluctua-
tions in the area mean yield, The stabilizing effects of
such a program would depend in a large degree upon the

extent to which areas could be delineated, throughout which
the correlation between individuel farm yields and the area
mean yield is highs This is a matter that must be determined
empirically,

The fourth point in the list of characteristics in the "“ideal”
insurance program was that it should be self-supporting. The reasoms
for this were that continual subsidies to a segment of the economy
would tend to place or maintain resources there which could not be
economically justified and that subsidies would involve a disturbance
in the distribution of income, Reference has already been made to
the impossibility of accurately determining actuarial rates over time
and that subsidies in certain periods must occure These would at
least partly be balanced by surpluses of premiums in other periods,

There is a wvalid argument for the allowance of some subsidy from
other standpoints, From the standpoint of alternative costs, the cost

of a crop insurance program involving some subsidy is likely to be
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considerably cheaper to society in general than costs in the form
of relief and assistance which would be forthcoming from society

in the absence of that program, In view of the stand taken on
compulsory insurance, and in view of the very high costs of insur-
ance in some areas, some subsidies may be necessary in the initial
phase of an insurance progrem, Public policy is formulated in a
political economy and for this reasom it is necessary that the
program has the support of the people concerned. No program would
have the least possible chance of being implemented which suddenly
and forcefully imposed premium rates of 30, 40, or 50 per cent of
the average yielde The establishment of premium rates considerably
below these levels would still bring about some desired adjustments
in resource use and at the same time it would not jeopardize the
possibilities of implementing the progrems The establishment of
premium rates below the actuarial rate would involve some subsidy
at least in the initial stages, but it may represent a not too costly
method of "purchasing" desirable economic adjustments in the use of
agricultural remources,

The fifth point dealt with the provision of an adequate degree
of stadbility. The term "adequate™ provides only a subjective basis
of appraisal. It is difficult to indicate what would be an adequate
level of imoome, Ideally, it should cover necessary cash farm ex-
penses and necessary living expenses. Necessary cash farm expenses

can be determined within reasonable limits in an objective manner
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but evalueations of what constitutes necessary living expenses are
again highly subjective. It is probably necessary to consider them
in the light of actual need, the degree to which the program is
self-supporting and the degree to whiech economic and population ad-
justments have been made in relation to resources available. Im an
entirely self-supporting program the “critical level™ of living might
well be established as the average over a period of years. Im a pro-
gram involving some subsidy it would justifiably be expected that the
income necessary for living expenses should be somewhat below the
average level of income in the area, Also, in a type of agriculture
where there are misallocated resources, including over-population,
the allowance for living expenses should be somewhat below the
average so as to provide some incentive for bringing about the
desirable adjustments, The least that a program should provide is
an amount which would cover the basic requirements of food, shelter
and clothing.

The sixth point relates to administrative costs. It is possible
to conceive of refinements which would entail an extensive and ex-
pensive administration, Possible advanteges of changes in the insur-
ance program must be weighed against the additional administrative
costs which they may involve. Compulsory insurance for which pre-
miums and indemnities are determined on the basis of area yields
would be much simpler amnd cheaper to administer than insurance

based on individual rates of premiums and indemmities. Administrative



costs of the Federal Crop Insurance in the United States in 1939
and 1940 were $26.44 and $15.14 per contract, respectivoly.ég/
Administrative costs of the Prairie Farm &esistance Act in western
Canada have been less than two dollars per farm, Assistance under
this Act, however, was entirely different in nature to insurance
provided under Federal Crop Insurance in the United States so that
the costs are not comparable. The figures do, however, set what
might be considered preactical limits to the administrative costs of
an insurance program,

The final point, that having to do with the effects of a crop
insurance program on resource allocation has already been mentioned.
The point already made was that it would be pdlitically impossible,
within the framework of our democratic institutions, to foreefully
and suddenly impose premiums equal to indemmities, For this reason
and for the welfare consideration of what such a cost would imply,
it would be necessary to have premiums somewhat less than indemnities
in some areas, This would mean that there would be a tendency toward
less than optimum resource allocation, The imposition of a higher
premium $han that at present existing would mean, however, that it
'ould.provido desirable adjustment toward the goal of optimum re-~

source allocation,

30/ MocCarty, Dale E., Wheat Yield Insurance, Journal of Farm
Economics, Volume XXIXI, No. 3, (August 1941), p. 667,

69



Characteristics of Practical Model of Crop Insurance

The "ideal® program of crop insurance has undergone many altera-
tions to bring it within the realm of practical reality, In summary,
the revised model progrem would appear as followss

l. In order to obtain as wide a coverage as possible and for
other reasons indicated above, the insurance program should be
compulsory.

2, Premium and indemnity rates should approach actuarial
conditions in the long run but some subsidies for certain periods
are not censidered too serious a fault, Premium and indemnity
rates between farms, however, should bear as close a relationship
as possible to relative risks involved.

3, Highly subsidized programs should be avoided because
they misallocate resources, disturb income distribution and exist
in what may be an insecure position due to the possibility of funds
suddenly disappearing.

4, The program should provide sufficient stability so that
the farm family has at least the basic essentials of food, shelter
and clothing,

5S¢ The program should be of such a nature that it is easy and
inexpensive to administer.

6. The program should represent at least a step toward desirable
goals, The fact that a program is not the means to the fimal gogl is

not sufficient grounds for its rejection,
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It is considered that a crop insurance program meeting these
qualifications is one which is possible to implement and at the
same time has maintained the maximum desirable features possible.
It is also considered that in spite of the sacrifice of some of
the desirable features of the model that the "remains" represent
a worthwhile program, The succeeding chapters are directed toward
an appraisal of the extent to which the progrem of the Prairie

Farm Assistance Act meets or might be altered to meet these

qualifications,
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Y. INCIDENCE OF COSTS AND EENEFITS OF THE PROGRAM UNDER
THE PRATRIE FARM ASSISTANCE ACT

The ket under which the Prairie Farm Assistance program operates
is officially called "An Act to Assist Agriculture in the Prairie
Proxinces®™, Nowhere in the Act or in the regulations under which
the Act is administered is reference made to the word insurance.
There may be some question then as to the appropriateness of deter-
mining wvhether or not the program observes insurance principles,
This question is largely resolved, however, gince both assistance
and insurance functions are provided., Furthermore, these two
funotions ean be separated. Each has different objectives, The
assistance function is based largely on welfare considerations
while the insurance function is based largely on economiec considera~
tions. 8ince the program performs insurance functions, these
functions can appropriately be examined to see the extent to which

they follow insurance principles.

General Principles of Imsurance
Insurance generally is based on the principle that the premiums

whieh the insured contribute equal the indemnities plus costs of
administration, l/ There are involved, however, different risks for

different individuals. Classes of risks are, therefore, established,

In schemes involving governments and welfare there are many
precedents for the govermment to assume administrative costs.
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Individuals having approximately the same risk are placed in a
risk class and each one im the class pays the same premium, In
life insurance, classes are bagsed mainly on the age of the insured.
In fire insurance, the type of structure, location and proximity to
other buildings determine to a large extent the risk class and
premium rate which applies.

The ¢lasses of risk which are established are rather broad
and there are differences involved in the risk of indi viduals
within those classes. The differences between classes, however,
is much greater than that within classes and, therefore, there is
a closer relation between risks and premium rates for individuals
than would be possible without the classification. Even in life
and fire insurance where losses for various classes can be pre-~
dicted with a great deal of accuracy, there is no attempt te
appraise and establish individual premium rates. Rather, indivi-
duals having similar risks are placed in classes and the rates
established for those classes apply to all individuals withinm
them, regardless of minor differences in risk for individuals
within each class,

These then are the commonly accepted principles of insurances
that the insured are placed in classes for which risks and premiums
are the same; that admittedly there are minor "injustices" withiam
those classes, and that indemmities plus administration costs (with

reservation of above) are equal to premiums, The purpose of this



chapter is to examine the program of the Prairie Farm Assistance
Act in order to determine the extent to which these principles

applye.

4n Index of Payment
Much of the available data on the program of the Prairie Farm

Assistance Act were on the basis of townships. With respect to
benefits, information on benefits in dollars and on numbers of
times that townships have received benefits was available. Per
comparative purposes, these measures of benefits have limitations.
Comparisons of benefits in dollars between townships do not take
into account differences in numbers of farms, differences im culti-
vated acreage per township and the fact that im some years only a
part of some towmnships received benefits. Therefore, it would be
possible for two townships to have received the same dollar benefits
over a period of years and beczuse one towmship consisted of more
farms and more ocultivated land the rate of benefit to this township
would have been much lower, The use of the figure “number of times
benefits received” also has limitations for comparative purposes.
This figure did not make any distimection for categories of benefits
or for payments to parts of townships. If part of a township had
received benefits, then the township as a whole is counted as having
received benefits. The number of times that fownships have received
benefits, therefore, does not serve as an adequate indicator, for

comparative purposes, of the relative benefits obtained.
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It was considered desirable to establish an index of payments
which would show the relative rates of payments te the various
townships. This imdex took imto consideration both number of times
' that townships received payments and the categories in which they were
" paide At the same time it recognized that only parts of townships
were sometimes paide This index is defined as the per cent of maximum
possible per acre payments to a township. During the period under con-
sideration, 1939 to 1949 imeclusive, payments were made in tem of these
years, No payments were made for the 1942 crop year, The maximum per
acre payment that any township oould receive in those ten years was
$25.00 (10 times $2.50 per acre). In order to convert this to an
index figure of 100, it was multiplied by 4. Thus, calculation of
this index of payment for each township involved determining the per
acre payments for the ten years involved, Payments made in the 0-4
bushel category were $2.50 per acre and in the 4-8 bushel category
woere $1.50, During the early years of the program there were also
categories of 0-5 and 528 bushels per acre. From 1939 to 1941, pay-
ments were also made in the third category, 8-12 bushels per acre,
because the price of wheat was below eighty cents per bushel.

A further distinction was alse necessary. Payments were oftea
made to enly parts of townships, Up to 1949, this "part township"
could be as small as one-quarter (9 sections) of the township or as
large as three gquarters (27 sections) of the township. For 1949 the

size of the area csuld be between one-~sixth and five-sixths of the



area of the township., For the purpose of calculating the index of

payments, payments to peirtc of townships were considered as being

one-half of that paid to full townships, The following is the basis -

on which per acre payments to townships were calculated.

Payments to full townshipss Per acre payment
atego bushel r &cre ‘dollara)
O=-40r0=-5 2.50
4.1- 8 or 501“3 1.50
8¢1-12 in 1939 1,00
801-12 in 1940 0090
8.1-12 in 1941 0.70

Payments to part tewnkhips:

O=-4 0r0-5 1.25
4.,1- 8 or 5.1-8 0.75
8.1-12 in 1939 0,50
8.1-12 in 1940 0.45
8.1-12 in 1941 0.35.

The per acre payments for the ten year period to each of the
townships having received benefits under the Act were calculated inm
this way and then multiplied by 4 to convert them to the index. The
index, then, represents the per cent of the maximum possible payment,
The indexes of payments for the townships in the Prairie Provinces
are shown in Figures III, IV and V. For purposes of illustrati on the
indexes have been placed inte five categoriess 1-5, 6-24, 25-43,
44-60 and 61-100, The first category excludes any tewnship which
received full payment., The last category inecludes only those tewn-
ships which received payments seven or more times out of temn. Most
of them (264 out of 288) received payment eight or more years out of

the ten,
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Figure III
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The index of payments maps indicate that large payments have
been made in some areas while other areas have been paid nothing
or very little. When it is considered that the one per cent levy
applies over the whole area, it is readily apparent that there is
little relation between the amount collected by the levy and the
amount paid in benefits for the various groups of farms. This
becomes even more apparent when average yields are taken into cone
sideration, The average yield is higher in areas receiving no or
1ittle benefits so that the levy im dollar amounts is higher for
these areas than they are for areas receiving large benefits.

Figures III, IV and V show the distribution of townships in
broad classes by index of payments, A more detailed breakdown of
this distribution is provided in Table 8. This table shows that the
largest single category ef townships is that which has received only
one payment or that which has the lowest index of payment. There
were, however, a large number of townships which received high pay-
ments, Nearly one-third of the townships (1,575 out of 4,968)
received some payment in five or more years in the ten year period,
Nearly onme-fifth (915 out of 4,968) received more than 50 per cenmt
of the maximum possible benefits during this ten year period. These
are high rates of benefits and they give some indication of the levy

or premium rates required to put the program om am actuarial basis.
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The table shows, too, that there is correlation between number
of times payment received and index of payments. There is, however,
considerable overlapping. In the group of townships which received
payments six times, for example, the index of payments groups ranged
from 11 to 60 with the highest concemtration of townships in the
31-40 group. Similarly, the range in number of times payment received
for townships in the 31-40 index of payment group was from four to
nine with the largest number of townships having received payment
six times,

Further details on benefits in Saskatchewan under the Act are
provided in Tables 9 and 10.

Table 9 shows that in Saskatchewan the largest group of farms
were in the lowest index of payments group. The payment to this group,
however, was relatively small, At the other extreme, farms in town-
ships having an index of payments of 70 and over, numbered only 1,623,
Payments to these farms, however, were much greater than to the nmearly
19,000 farmers in the lowest index of payments group. The average pay-
ment per farmer increased rapidly as the index of payments rose. Not
only did farms in the higher index of payments groups get more pay-
ments but the payments per year or rates of payment were alse higher.

Somewhat similar comparisons can be made in Table 10, The 893
farms in townships which were paid in tem years out of tem, received
nearly two and one-half million dollars while the 14,621 farms in town-

ships receiving enly ome payment received less than two million,
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Table 9.= Prairie Farm Assistance A¢t Payments in Saskatchewan,1939«49,
Aecording to Index of Payments

——— —————
— e ————————

Index of Number of
Payments Farmers Paid Total Payment Average payment
| - dollars -

0- 9 18,841 24890,690 153
10 - 19 15,889 7+192,060 453
20 - 29 11,442 10,872,080 950
30 - 39 13,167 17,270,890 1,312
40 - 49 12,924 21,684,530 1,678
50 - 59 9,301 19,127,180 2,056
60 - 69 4,768 11,637,460 2,441
70 - 79 1,302 3,467,370 24663
80 - 89 321 909,830 2,834
411 Farms 87,955 95,052,090 1,081

Table 10.,~ Prairie Farm Assistance Act Payments in Saskatchewan,1939-49,
According to Number of Times Payment has besn Received..

Number of Average

times pay- Number of Average payment
ment received  farmers paid Total Payment  payment per year
- dollars -
1 14,621 1,926,190 132 132
2 10,920 3,060,050 280 140
3 8,331 4,793,990 575 192
4 6,983 6,047,850 866 216
5 9,134 10,491,950 1,149 230
6 12,115 17,425,080 1,438 140
7 12,214 21,418,720 1,754 251
8 8,521 17,780,370 2,087 261
9 4,223 9,692,920 2,295 255
10 893 2,414,970 2,704 270
411 Farms 87,955 95,052,090 1,081 219
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The average payﬁpnt per farm per year for the former group was
$270 while that of the latter was only $132., Total individual
awards in the $en year period were 581,120, These were made up
of 22,534 awards in Manitoba; 409,691 in Saskatchewan; and 148,895
in Alberta, including those ef the Peace River District of British

Columbia,

Relation Between Payments and Soil Productivity

One of the factors which could be expected to influence the
number and amount of payments to an area is the preductivity of the
soil, In Alberta, information on soils was available in certain
areas, 3/ The soils were mapped on the basis of physical features
into classes ranging from 2 to 8, Class 2 soil represented the best
grade and Class 8 the poorest, Information on Prairie Farm Assistance

Act payments by soil type is shown in Table 11,

Table 1l.,- Payments Under the Prairie Farm Assistance Act According
to 8o0il Class, Alberta, 1939-49,

S80il Clas
2 and 3 4and 5 6,7, and 6
Number of farmers paid 1,627 1,812 1,093
Total payment (dollars) 2,618,420 3,051,620 2,057,240
Average payment (dollars) 1,609 1,684 1,882

See Land Class Map of Sullivan Lake Sheet, and Seil Rating
Map of Mjlk River Sheet, Prepared by the Department of Soils,
University of Alberta, in co-operation with the Experimental Farms
Servise, Dominion Department of Agriculture (P.F.R.A.).
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The average payment per farm increased from $1,609 for farms
on the best soils to $1,882 for farms on the poorest soils, Although
there was a difference of $273 per farm it shows that even farms on
good soils were subject to numerous erop failures.

In Saskatchewan, in addition to a comprehensive soil classification
map, there are economic land classification maps., The economic classi-
fication covers most of the prairie area and regional maps are included
in a number of roportl.z/ Table 12 shows payments by the predominant
economic land class, Land Class I represents the poorest land for vwheat
preduction and Land Class V the best,

For the classified area, the table shows the effect of land class
on the amount and numbers of times that payments have been received,
Gonorﬁlly, the poorer the land the larger was the proportion of farms
receiving mumerous and large payments, None of the townships pre-
dominantly in Land Class ¥V received payments more than six times,

More than 13 million dollars were paid to farms in townships whicsh
were predominantly Lénd Class I, This class of land is considered

submarginal for wheat producstion, About 26 million dollare were paid

3/ The reports represent cooperative projects of the Economics
Division, Canada Department of Agriculture and the Farm Management
Department, University of Saskatchewan, Saskatoon, Hope, E.C., and
C.C, Spence, An Economic Classification of Land in Fifty-Six Munieipal

Divisions, South Central Saskatchewan, Technical Bulletin 36, 19413
S8pence, C.C., B. Mysak and R.A., Stutt, &n Economic Classification eof

Land and Its Relation to Farm Income, Eyebrow-Lacadena Area, Saskatchewan,
19413 Stutt, R.A., and S. Mysak, Economic Classification of Land ia

the Weyburp~Estovan Area, Saskatchewan, 19433 Spence, C.C. and E.C.Hope







to those farms in townships classed: predominantly as Land Class II,
which is considered marginal for wheat production, The average pay-
ment per farm declined progressively from $1,965 for farms in Land
Class I to $834 per farm in Land Class V. The difference would have
been even greater if all townships in the classified area had been
included. A number of townships in Land Class V received no payment
at all and, therefore were not included im the table. An average
payment for all farms in Land Class V would be smaller than the
$843 for only those Class V farms which had reseived payments, All
of the townships in Land Class I, oxco§t those used for ranching
purposes, received at least one payment,

Even acknowledging the important relation between quality of
land and payments under the Act, there are substantial payments to
farms on the best land, Nearly one million dollars were paid to
farms in townships predominantly classed as the best for wheat pro-
duction 1# the province. In spite of the superior drought resistant
quality of this land, weather conditions were sometimes so unfavorable
as to result in crop failure, In Manitoba, soil or land classification
had not been developed to the stage which would allow a similar analysis

for that province,

An Eoonomic Classification of Land and Its Relation to Farm Types and

Income, Blucher=Colonsay Area, Saskatchewan, 19483 Stutt, R.A., An
Economic Classification of Land in the Elrose-Rosetown-Conquest Area,

1948; Stutt, R.A.y A Farm Business Study with Partisular Reference to
the Relation of Farm Types and Land Class, Cory-Asquith-Langham Area,

Saskatchewan, 1949; Stutt, R.A., An Economic Classification of Land




The above indicates that payments under the Prairie Farm Assist-
ance Act have not been evenly distributed, In general, tﬁey have been
the greatest in southwest Saskaichewan and in southeast and east cen-
tral Alberta., Within these general areas there were differences due

to soil type and differences in weather conditions,

Relation Between Payments and Levies According to
8b11 Productivity

Unfortunately, & regional breakdown of funds raised by means of

the one per cent levy was not available, Such a detailed breakdowm
would have allowed comparisons of levy and payments or premiums and
indemnities for small homogeneous areas, The only breakdown as te
the source of the one per cent levy was by provinces. Even this
shows that the levy in Manitoba produced about 7.7 milliom dollars
from 1939 to 1949 while payments amounted to only 2.6 million dellars
during the same periode The levy or premiums, therefore, amounted to
295.8 per cent of the payments or indemities, A similar comparisom
for Saskatchewan shows that the levy produced about 26,3 million while

payments amounted to more than 95 million dollars for a levy-payment

in the Govenlock-Eastend-Maple Creck Area, Saskatchewan, 1951j
Riecken, T.0. and M.E. Andal, A Farm Business Study in the Fox Valley-

Esgton-Kindersley Area of Saskatchewan, 1952; and Zeman, J., 4n Economie

Classification of Land and A Study of Farm Organizatiom of the Biggare
Kerrobert-Unity Area, 1953,
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ratio of 27.6 per cent, Corresponding figures for Alberta were about
14,1 million, 27.6 million and a levy-payment ratio of 50,9 per cent,
Thus, evea the breakdown fer large provincial areas, wherein much
averaging of differences in levy-payment ratios have already taken
place, shows the absence of any actuarial relationship between the
levy and payments.

The establishment of the relationship between the - levy and pay-
ments for much smaller than provincial areas was considered funda-
mental te an appraisal of the insurance feature of the program. Al~-
though statistics were not adequate enough to allow an accurate com-
parison, there were enough so that approximetions could be made.
Information on payments to each township was available so that eb-
taining this figure presented mo difficulty., The figures on the
amount of money raised by the levy were not aveilable fer each town-
ship or any other small area and they had to be calculated, Since
the levy amounted to one per cent of the value of grain sold, this
process involved obtaining an estimate of the value of grain sold in
each township or area.

The productivity of soil was shown in Tables 11 and 12 to be
related to the rate of benefits. Since ylelds and the levies are
inversely related to benefits and at the same time related to soil
productivity, the separation of farms into homogeneous soil groups
would be one basis of grouping individuals with similar risks. All

of the soil types in Saskatchewan have been given comparative ratings
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based mainly on their suitability for growing 1heat.2/ These range
from 19 tq 87 and the townships so reted were placed into ten cate=~
gories., Category one included the best soil and tem the poorest,
The problem then was to show the relation between the levy and the
benefit in each of the ten soil categories.

Individual farm records in the 59 sample townships were used in
this analysis. These "Cultivated Acreage Report™ records covered the
period 1945 to 1949 inclusive and included for each farm the following
pertinent informations grain produstion, numbers of livestock, grain
aocreages, and payment receiveds In general, the procedure used to de-
termine the value of grain sold from each area was to calculate total
grain production, subtract estimated feed and seed requirements and
apply the market price to the balance. Ome per cent of this amount
would be approximately equal to the levy for the area,

The amount of wheat, oats, barley and rye ttho greins on which
the one per cent levy is made) produced was available from records of
the Prairie Farm Assistance administration only for those years in
whieh the townships received payments. For other years, the production
of grain had to be estimateds For these non-payment years the acreages
in the various grain crops were assumed to be the same as those in
the nearest payment year, If a non-payment year for a township
occurred between two payment years, then the average in the non-

payment year was considered to be the average of the acreages in the

-4/ mtch‘ll, Jo’ H.C. Moss and J.S. cl&yton, Op. ¢it., PP, 196-197.
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two payment years for which this information was available,

In the non-payment years there was also no information on yields.
Annual estimates of yields for various crops were available, however,
on a nmicipalé/ buio.é/ As later analysis will show, average yields
based on estimates of the Supervisor of Statistics were a little
higher than average yields obtained in records of the Prairie Farm

Assistance Administration, In order to maintain a uniform yield
level for payment and non-payment years, one bushel per acre was sub-
tracted from average yields obtained from the Supervisor of Statistics.
Estimates of acreages and yields obtained in this way were used to
determine the amount of grain produced in those years for which pro-
duction data were not available from Prairie Farm Aéaista_nce &ct re-
cords.

The next step in arriving at amounts of grain sold was to deduct
seed requirements. Date on acreages of the various crops were available
for years in which payment was made and acreages for other years were
estimated as described above by interpolation and extrapolation, By
applying per-acre requirements to these acreages, an allowance for

seed was estimated.

5/ A municipality normally consists of mine townships. Although
mmicipal yields need not necessarily be the same as that of individual
townships within those municipalities due to variability of soil and
other conditions, the municipal yield data were the best available.

6/ The yield data for municipalities were obtained from unpub-
1ished data of the Supervisor of Statistics, Saskatchewan Department
of Agriculture, Regina, Saskatchewan,
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Estimates of feed requirements were besed on numbers of live-
stock on farms, MNumbers of various classes of livestock were indi-
cated on the farm records and these again were available only for
those years for which payment was made. For other years, the numbers
of livestock were assumed to be the same as those im the closest year
for which that infermation was available. Grain used for feed for
each year was calculated on the basis of estimated requirements for
each class of animals, For cattle this was considered to be 20.8
bushels of barley or the equivalent of 29,7 bushels of oats per head.
For hogs the corresponding figures ef barley and oats were 26,0 and
36,05 and for sheep, 2.0 and 2,8 bushels, respectively. If the
aggregate production in any year did not cover these feed and seed
requirements, it was assumed that the feeding level was reduced to
a level that would restore a balance between production and con-
sumption. The balance of the grain produced was considered to be
sold.

One per cent of the value of grain sold was deducted from the
proceeds of the sale and transferred to the Prairie Farm Emergency
fund, This levy was made on the price to the farmer .at the local
elevator. The Port Arthur-Fort William prices for wheat, oats,
barley and rye are shown in Table 13.

Deductions fer handling charges were made in accordance with

those shown in Table 14,



Table 13.-Prices of Grain at Pert Arthur-Fort William, 1945-1949

No. 2 Northern 3 C.W. ( 5"1'0') . 3 CoW, 2 C.W,

Year Yheat Barley Oats Rye
= dollars per bushel -

1945 1,803 0,798 0,615 1,709
1946 1,803 0,848 0.651 2,498
1947 1,803 1,247 0.811 3.545
1948 1.803 1.192 0,766 1,700
1949 1.803 1.388 0.815 1.449

Table 14.- Elevator Handling Charges for Grain,1945-1949,

Grain
Year Wheat Barley Oats Rye
= cents per bushel -
1945 3,0 35 3.0 S.0
. 1946 3.0 4.5 4.0 5.0
1947 3¢5 6.0 5.0 5.0
1948 4.5 Se5 4.5 Te25
1949 4.5 4.5 35 S5e5

Sources The Saskatchewan Wheat Pocl and Its Ascomplishments. The
Saskatchewan Wheat Peol, Regina, 1952, p. 44.

Freight rates on graimn to Port Arthur-Fort ¥illiem from Saskat-
ehewan ranged from 18 cents to 25 cents per 100 pound-.Z/ The 22
cent freight rate runs through the cemter of the province and this

rate was ulid in obtaining the freight charges on grain., The farm

v

7/ Freemsn, T,H,, W.E, Thomson and C.H, Chappell, The Saskat-
chewan Rural Land Assessment System, Saskatchewan Department of
mcim “f‘ir', Rﬂsiu, 1950’ Pe 164.
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prices for grains om which the one per cent levy was made are showmn
in Table 15, The applicatien ef these prices to the estimated quanti-
ties of graim for sale provided the value figure for grain sold, Ome
per cent of these values represented the amount collected from farms
in the various townships as “premiums® for crop failure benefits., A
comparison of the levy with the Prairie Farm Assistance Act payments
gives the levy-benefit or premium-indemnity ratio, Table 16 shows
these ratios according to soil productivity,

Table 15. =Farm Prices Before One Per Cent Levy for Grains,1945-1949.

Year Wheat Barley Oats Rye
- dollars per bushel -

1945 1.641 - 0658 0.510 1.536

1946 1,641 0,698 0,536 2.326

1947 1.636 1.136 0.686 3,372

1948 1.626 1,032 0,646 1,505

1949 1.626 1,238 0,705 1.272

In general, the levy-payment ratio declined as the productivity
of the soil declined. Farmers on the best soil paid about $150 in
levies for each $100 received in benefits, On the other hand, those
on the poorest soils paid about §7 in levies for every $100 in bene-
f£its received, 8o0il categories 2 and 9 did not fit into the trend
and this may be due to the effect of their distribution between the
park and prairie areas. A higher proportion of these soils in the
prairies than of the other scils would tend to lower the levy-payment

ratio for these two groups,



Table 16.-Relation Between Soil Productivity and Levy-Payment
Ratio, Prairie Farm Assistance Act, 1965-1949 inclusive

———— ————

Soil Category Levy-Payment Ratio

- per cent -

1l 152.,6
2 31.4
3 62.2
4 43,9
5 18.7
6 13.6
7 11.4
8 9.8
9 6.0
10 T¢l
Al) Soils 15,8

Relation Between Payments and Levies According to
Index of Payments

Probably a better basis of obtaining homogeneous groups of far-

mers for calculation of this ratio is to group them according to index
of payments, On this basis, they would be grouped according to the
benefits they have received under the Act, This would automatically
take into consideration the differemces in soil, location, weather and
other factors which have an influence on the levy-payment ratie. The
relation between index of payments and levy-payment ratie appears in
Table 17,

Farmers in the prairie area whe have received between 1 and 29
per cent of maximum pessible benefits under the Act have contributed
in the form of the levy about 85 per cent of the benefits they have

received, As the rate of benefits increased, the proportion covered
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by the levy rapidly decreased, and farms which received 90 per cent
or more of possible maximum benefits only paid $1.20 for every $100
in benefits, A somevhat similar situation existed in the park area
where the levy-payment ratio ranged from 53,6 to 6.8 per cent,
Table 17.-Relation Between Index of Payments and Levy-Payment

Ratie, Prairie Farm Assistance Aot, 1945-1949,
’ inclusive.

Index of Levy~Payment
Payments Ratioe
- per cont -

Prairie Area: 1 - 29 85.0

30 - 49 14,3

50 = 69 6.9

70 =« 79 343

80 - 89 2.4

90 and over 1.2
Park Area: 1-29 53.6

30 - 49 9.3

50 - 69 6.8
Averages both areas 16.8

This analysis shows that between groups of farms which are
homogeneous with respect to experience under the Prairie Farm Assis-
tance Act there are very large differences in the levy-payment ratios.
To the extent that the pregram is ome of imsurance, it fails to meet
the required test of equal levy-payment raties for various groups of
farms as set out in the previous shapter.

A limitation of the information in the previous tabdble is that

the yields on which it is based are only for a five year pericd, A



longer period would have been desirable but data for a longer period
were not available. This limitation does not apply so much to the
table itself, since the relationship established for the five years
will not change much with changing yields over a longer period. That
is, if a township in the 90 and over index of payment category has a
sories of good crops in the next five years, it would simply shift to
a lower category and the relationship established in Table 17 would
still hold,

The limitation would apply more in the application of these ratios
to specific townships, That is, if it were decided to establish actu-
arial premium and indemmnity rates on the basis of imnformation in Table
17 and Figures III, IV and V, the rates would be applicable only te
the extent that the index of payments data in the figures are repre-
sentative of longer term conditions, Reference has already been made
to the difficulty of establishing the yield variability which is likely
to prevail in the future. In spite of this difficulty, however, Table
17 together with Figure IV is a step toward classifying farms into
similar risk categories and in indicating approximate actuarial struc-
tures for the program in Saskatchewan, They may also apply in Alberta
and Manitoba,

The relationships established in Table 16, however, would change
whenever the yield level and variability changed from that existing in
1945-49, It is likely, however, that the relative levy-payment ratioes
for the various soil productivity categories would not change dras-

tically on this account,
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The yield level for 1945-49 can be compared with those of other
periods, Although such a comparison can not serve as a basis for re-
oatgbliahing the levy-benefit ratio shown in Table 17, due to the im-
portance of yield variability, they do give some indication of the pro-
bable range in average yields and of probable general effects on the
ratio. The average wheat yield in Saskatchewan for the period 1945-49,
the period on which Tables 16 and 17 are based, was 12.9 bushels per
acre. During the low ylelding period of the 1930's, the average yleld
was 10.4. A period of relatively good years, 1940-44 had an average
wheat yield of 17,5 and the long time average yield from 1908-1945
was 14,9, Therefore, it might reasonably be expected that the long
torm average yield and therefore the levy, if price remains the same,
might be somewhat higher than that shown in the tables. The yield of
other grains in the period 1945-49 had about the same relation to their
leng time yields as did wheat.b/

In addition to the limitation imposed by some non-representative-
ness of yield, Tables 16 and 17 are subject to limitations imposed by
non-representativeness of grain prices. The average farm price of
wheat during the period 1945-49 was more than $1.60 per bushel. This
was higher than the average annual price for any year since 1919 and
4t is probably higher than prices which will prevail for any long period

in the future. 8ince the one per cent levy was made on the value of

8/ These yield data were obtained from Handbook of Agricultural
Statistics, Dominion Bureau of Statistics, Ottawe, 1951, ppe 9, 21,

33 and 44,
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grain, the levy during this period will have tended to be greater
than it would have been over a longer period of time., The price of
wheat during 1945-49 was nearly twice as high as the average price
during the five year period immediately preceding it and it was 2.7
times as high as that prevailing during the period 1930-39, The
average price for the period 1908-49 was $1.00 per bushel. Thus, the
levy per bushel of wheat during 1945-49 was 63 per cent higher than
the levy would have been on the basis of these long term prices. The
average price of oats was 67.4 per cent higher during 1945-49 than
during 1908-49, The corresponding percentages for barley and rye
wore 79.2 and 231, rospectivoly.g/ The levy per bushel for these
grains was also much higher during 1945-49 than would be on the basis
of average long term prices.

Considering both yields and prices for the 1945-49 period im re-
lation to their long term levels it is possible te conclude that the
long term levy=benefit ratio is likely to be somewhat lower than those:
shown in Tables 16 and 17, As has been mentioned previously, however,
it is not possible to indicate how much lower it might be. Although
the levy can be determined to a large extent on the basis of average
yields and prices, the amount of benefits depend om the variability ef

crop yields rather than on the average.

Referring again to Table 17, it is noted that levy-payment ratio

N

9/ Les, eit,
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index of payments groups. Probably the main reason for this is be-
cause farms were larger in the prairie area. No payments were made
for any cultivated acreage over 400, A much higher proportion of the
farms in the park area would have come in under this limit and, there-
fore, have received larger benefits per acre than farms larger than
thise A further point in this connestion is that the sample was se-
lected from townships which had received benefits under the Act, 4
larger proportion of the townships in the park area than in the
prairie area had received no payments. From these townships there have
boon levies but no payments, The table then is not representative of
the whole park area or the whole prairie area but enly of these town-
ships from which the sample was selected.

The average levy-payment ratio in Table 16 was 15.8 and in Table
17 it was 16.8. This difference arose out of computational procedure.
It will be recalled that in calculating feed requirements, where there
was not sufficient grain produced to meet estimated feed requirements,
it was assumed that the feeding rate was reduced to the amount of feed
available, In sorting townships by index of payment, those with a
high index of payments (erop failures every year) would have reduced
amounts of grain for feed so that the average calculated feed require-
ments for all townships in this wort was less than estimated require-
ments and, therefore, there was more to be solde In the breakdown by
soils (Table 16) some of the high index of payment townships were
averaged with others se that in each group there was sufficient grain



produced for estimated feed requirements., Thus, for all the town-
ships in the breakdown by soils there was a larger amount of grain
considered to be used for feed and a smaller amount sold.

It was pointed out on page 89 that taking aggregate figures of
levy and payments for Saskatchewan that the levy amounted to 27.6
per cent of payments. Tables 16 and 17 present an average for the
sample of about 16 per cent. The difference arose because the sample
was selested only from townships which had received benefits while
the aggregate figures included levies obtained from all townships,
including those which had received no payments. Also, Tables 16 and
17 are calculated for the period 1945 to 1949, The aggregate ratio
of 27.58 per cent was for the period 1939 to 1949, The aggregate

ratio for the period from 1945 to 1949 was less than 25 per cent,

101



VI. EFFECT OF THE PROGRAM ON RESOURCE ALLOCATION

4 large program of this kind is likely to have some effect on
the way in which resources are used. If there are substantial amounts
of misallocated resources because of the Act, they represent an im-
portant real cost to the economy. A difficulty in an appraisal of
this kind is the fact that there are many things probably more impor-
tant than the existence of the Act which affect farmers' decisions
regarding the allocation of resources. There are also many things,
other than the Act, which affect decisions made by people other than
farmers regarding the disposition of resources within and outside of
agriculture. The whole price structure, past, existing and expected,
plays a major role, Government legislation and programs involving
oredit have an important role in affecting the allocation of resources
within agriculture, and between agriculture and other segments of the
esenomy, Customs and institutions affect decisions with respeet te
resource use. The people themselves who make the decisions probably
are not aware of the extent to which each affect their decisions, It
is unlikely, too, that a farmer when asked what he would do in the
absence of the Ast, would give an answer entirely consistent with his

actions if actually confronted with the situation, Determination of

the effects of the Prairie Farm Assistance Act on resource allecation

mast be based, therefore, to a large extent on deductive reasoning
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rather than on empirical proof, Empirical data might well serve as

evidence of reasons for certain activity but they can hardly serve as
proof. This chapter, then, will be devoted to analyzing and present-
ing probable tendencies which the Act would have in affecting the use

of resources,

Establishment of Budgets for Representative Farms

The effect of the Act on the allocation of resources would de-
pend, to a large degree, on the relation between farm income, and
income obtained under the Act, The relative sizes of these incomes
depend, in turn, on the characteristics of the individual farms, The
characteristics of farms vary widely and it is, therefore, necessary
to confine the analysis to a few representative ones. Among the im-
portant factors which have effects on farm income are size of farm,
prices and crop yields. Budgets were established for farms repre-
sentative of various sizes, price and yield levels.

Farm 8ize. A distribution of farms in the 59 sample townships
by size is shown in Table 18,

This distribution shows that in the prairie area about 37 per
cent of the farms were one- and two-quarter sections in size., Most
of these were half=gection farms, Nearly 40 per cent were three-
and feur-quarter section farms, About 23 per cent of the farms were
more than one section in size. In comparison, the 1946 Census of
Saskatchewan indicated that nearly 45 per cent of the farms in this

area of Saskatchewan were ene- and two-quarter section farms, 40.5
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per cent were, three-, four- and five-quarter section farms and about
13 per cent of the farms were six-quarter sections and larger. These
figures include very small farm holdings which, from the standpoint of
this study, would not be considered farms.

Table 18.=Percentage Distridbution of Farms by Sizes,
59 Townships, Saskatchewan, 1945-49,

Number of Quarter
Sections Prairie Area Park Ar

- per cent of total -

1 9.6 29,5

2 2743 3560

3 20,5 17.2

4 19.2 9.1

5 9.8 4.5

6 5e9 2.8

7 29 0.8

8 1.9 0.4

9 1.4 0.2

10 1.4 0.3

No information 0.1 02
Total 100.,0 100.0

In accordance with the distribution of farm sizes in the prairie
area, it was considered that half-section farms, one-section farms,
and one-and one-half section farms would adequately represent the main
group of farm sizes found in the population,

The distribution of farms by size was consideradly different in
the park area, In the sample group of farms, about 65 per cent were
one= and two-quarter sections and about 26 per cent of the farms were

three- and four=quarter sections in size, Less than nine per cent






were five-quarter sections and over in size, For the park area, the
1946 Saskatchewan Census shows in comparison that 70.4 per cent of the
farms were one- and two-quarter sections in size, 23 per cent were

three-, four- and five-quarter sections in size and slightly less than

three per cent of the farms were six-quarter sections and larger. Thus,

in this area, 97 per cent of the farms were five-quarter sections or

smaller., Accordingly, it was considered that one-half section and one
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section farms would represent the main groups of farm sizes in this aresa.

Price Level. The general level of prices has an important effect
on the relation between farm income and payments under the Ast. Im
general, farm prices tend to fluctuate to greater extremes and more
rapidly than other prices. Prairie Farm Agsistance payments, on the
other hand, are fixed regardless of the general level of prices.
There is one exception. Payments are made to farmers in the third
category, eight to twelve bushels per acre, when the price of wheat
falls below 80 cents per bushel, Payments in this category amount to
ten cents per cultivated acre for each cent, not exceeding ten, that
the price in store Fort William-Port Arthur for No. 1 wheat is below
80 cents. Because of deductions for freight, handling and grade, this
represents an average farm price of about 60 cents per bushel., Pay-
ments under this section of the Act were made only in the early years
of its operation whem the price of wheat was very lewe

Except for this special category, pa;neutu to farmers bear no re-
latienship to the price of wheat or to the price level in general.

Thus, in & period of low prices, payments under the &st would



constitute a higher proportion of total income than it would in a
period of high prices.

The effect of the Act on resource allocation, therefore, depends
to some extent on the general level of prices. In order to consider
this effect, farm income was examined in relation to Prairie Farm
Assistance payments under conditions of low, medium and high levels
of prices.

The period chosen to represent a low price level was that from
1930 to 1939, This is a level which has actually been experienced
and probably represents the lowest extreme to which prices might fall
for a short period of time. The period chosen to represent a high
level of prices was that of 1943 to 1949,

The selection of an intermediate level of prices was based on
what might be considered to be a long time average level of prices,
It is impossidle, of course, to predict what prices will be in the
future. Schultz expressed the vio';/'hich may now be partially ob-
solete, that prices of agricultural products will continually tend to
be depressed relative to prices of other products because of a de-
c¢line in the rate of population growth, rapid techmnological advances
in agriculture and a low income elasticity of farm products. A4

roportzz to the President of the United States presents a contrary

1/ Behults, T.W., dgriculture in an Unstable Economy, pp.81-84.

Resources for Freedom, A Report to the President by the
President's Materials Policy Commission, Washington, 1952, pp.73-7S.
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view. This report projects the 1950 average relationship between
agriculture and other sectors of the economy to 1975, & similar
position é/ was taken by the Governor of the Bank of Canada who
presented the opinion that the current favorable position of the
relative prices for raw materials may be a continuing one. Boger 5/
expressed a similar view., Because of increases in population and
high levels of defence spending, he predicted that 1960 farm prices
would be about eight per cent above 1952 levels.

On the basis of the above, the intermediate level of farm prices
used here was somewhat above the long time average and is repre-
sented by the level prevailing from 1939 to 1949, The use of this
level of prices has the further advantage of being the price level
actuaily in existence during the period in which the Act has been
in operation. Relationships which are established with the use of
this intermediate level of prices will be those that existed during
the period in which the Act has been operating., For comparative pur-~
poses, the average Saskatchewan farm prices of grain for each of these

perieds are showm bolov.é/

3/ Towers, Graham, Some Aspects of International Trade. 4n
address to the Investment Dealers of Canada, St, Andrews-by-the-

Sea, New Brunswick, June 13, 1952.

Boger, L.le., &gricultural Outlook for 1960, Michigan Farm
Economics, Department of Agricultural Economics, Michigan State
College, June 1953,

Handbook of Agricultural Statistics, op, cit., ppe 9, 21,
33 and 34,



!%ggg Qgﬁg Barley 3*2

1930-39 0.60 0.22 0631 0.37
1939-49 1.18 0.49 069 1.22
1943-49 1.50 0.61 0.88 1.70
1908-49 1.00 0.38 0.53 0.84

Average Yields. The relation between farm incomes and payments
under the &ct is affected further by the yields of graim. Average
yields, in turn depend on soil productivity, In setting up budgets
for farms in the prairie area a typical soil was selected. Weyburn
loam was chosen as a typical and average quality soil type. The
average 1921-49 and 1921-50 wheat yields for this soil as determined
in different surveys was 13 bushels per acre.ﬁ/ In the park area, farm
business Burvyeys 1/ have shown that the average wheat yield for the
period 1932 te 1941 was 24.8 bushels per acre on summerfallow, 20,4
on stubble and 30,6 on new breaking. Since, however, new breaking is
becoming less common the assumed yield was taken as the average of
stubble and summerfallow yields which was 22,6 bushels per acre.

The average yields for other grains were based on the relation-
ship between wheat yields and other grains as established on a municipal
basis by the Statistics Branch, Saskatchewan Department of Agriculture,
These data Q/ showed that for the period 1918 to 1947 in the prairie

6/ Unpublished data, Economics Division, Canada Department of
dgriculture.
7/ Stutt, R.A., and H, Van Vliet, An Economic Study of Land

Settlement in Representative Pioneer Areas of Northern Saskatchewan,
Economics Division, Canadea Department of Agriculture in co-operatien

with Department of Farm Management, Umiversity of Saskatchewan, Ottawa.
Technical Bulletin No, 52, June 1945, p. 46.
8/ Unpublished.
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area, oat yields were 1.97 times and barley l.41 times that of wheat.
In the park area, oat and barley yields were found to be 1,78 and 1,40
times that of wheat, respectively., The yield of rye was assumed to be
the same as that of wheat,

Incomes based on yields in “crop failure" years is probably more
significant in this discussion than incomes based on average yields.
Payments are made in crop failure years, and the relationship of the
payments to farm income in these years is the significant one. As
indicated previously, there were two categories of payments, ome for
an average wheat yield between four and eight bushels per acre and
the other fer an average wheat yield between zero and four bushels per
acre. Accordingly, the ylelds for these categories were assumed to
be the mid-point within each of the respective ranges, that is at
six and two bushels per acre, respectively. The ylelds of other
grains in these categories were assumed to have the same relationship
t o wheat as established above.

Farm cash living expenses, like farm receipts and expenses, vary
considerably between farms and between areas. Living expenses are
flexible and are usually the residual items of the financial picture.
In addition, living levels are usually adjusted from one period teo

another depending en general prosperity.
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Living Expenses. Cash living expenses have been determined for

a number of areas in the prairie provinces.g/ The living expenditures

for these areas were adjusted for changes in the index of farm living

costs to the periods, 1930-39, 1939-49 and 1943-49, The average annual

cash living expenses for these areas, adjusted for price changes to
the periods indicated were $836, $1,061 and $1,145, respectively for
an average size family of 4.5, For west central Saskatchewan, the
average of 1943 and 1947 cash living expenses adjusted to the three
base periods were $854, $1,084 and $1,170 for an average size family
of 4,6, 8Since the figures for west central Saskatchewan are close to
the overall average and since they are comsidered to be more repre-
sentative of Saskatchewan conditions, they are used in subsequent
analyses.

Although in normal years larger farms would allow increased ex~
penditures for living, in years of crop failure, these expenditures
would both tend to be more nearly equal, Thus, expenditures for
living were assumed to be equal for the various sizes of farms in the

two areas,

9/ MacNaughton, M.k, J. W, Mann, and M, B, Blackwood, Farm
Family Living in South Eastern Saskatchewan, 1947-48, Economics
Division, Canada Department of Agriculture, Ottawa, 1950, p. 8, and
MacNaughton, M.A. and - M.E.Andal, Changes in Farm Family Living in
Three Areas of the Prairie Provinces, from 1942-43 to 1947, Economics
Division, Canada Department of Agriculture and Department of National
Health and Welfare, Ottamm, in co-cperation with the Universities of
Alberta and Saskatchewan, Ottawe, Technical Bulletin 69, February
1949, pp.30-38.
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The general considerations of farm sizes, prices, yields and
living expenses have been discussed above. A large number of other
and possibly more minor considerations were involved in the estab-
lishment of these budgets. These have to do with land use, dispesi-
tion of grain, machinery and building requirements and various ex-
penses and receipts, The details of how these were calculated are

given in Appendix II.

Effect of the Levy
Turning to the specific question of the effects of the Aot on

resource allocation, the question of the levy might first be con-
sidered. Theoretically, it might be considered that since there is
a levy on grain sold as such, the levy can be avoided by feeding
grain to livestock and that there might be a tendency to promote the
production of livestock. Astually, the levy is so small that such
a diversion in production practice probably is not even given con-
sideration, The uncertainty of price and yield prevents precise
calculations of alternative returns possibilities and the ome per
cent levy on grains would have no appreciable effect in diverting
grain through livestock, Similarly, the part of the funds raised
through general taxes is such a small part of the total that its
collection would have no appreciable effect on resource allocation,
It might be noted that there is no levy on sales of flax. There

is again the theoretical possibility that land might be devoted to

flax production at the expense of other grains but again the
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differential is so small that other factors such as prices far out~
weigh it, Any effect onm resource allocation will, therefore, come
about through the disposition of Prairie Farm Assistance Act payments

te farmers,

Effect of the Payments
An important feature of the payments is that they are made on an

acreage basis rather than on a per bushel besis, In addition to the
desirability of this method from the standpoint of providing income to
those who need it, it also avoids disturbing the relative price struc-
ture between crops., There is no reason to expect, therefore, that a
farmer would seed relatively more wheat, oats, barley or rye. Since
seeded grass is considered as cultivated land there is also no reason
to expect that land would be taken out of this crop and seeded to
grain, S8imilarly, summerfallow is classed as cultivated land under
the Act so that there is mo reason to expect that the Act has any
offoct on the amount of summerfallow in relation te other erops.

For farms with a cultivated acreage below 400, there would be
a tendency to increase the cultivated acreage, since payments are
made on an acreage basis up to a maximum of 400 acres. The disturbing
feature of such a tendency is that the extension of cultivation would
likely be confined to poor land because the betier land presumably
would already have been under cultivation. It is impossible to
measure empirically the extent of this tendency because of the com-

plications and complexities of other factors. The incentive in terms
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of possible benefits for increased cultivated acreage up to 400

is 75 cents per acre if the wheat yield in the township is four
to eight bushels and $1.25 per acre if the yield is between zero
and four bushels per acre., Information on acreages is shown in
Table 19 for townships in the sample which received benefits under
the Act in every year between 1945 and 1949, There were 12 such
towmships in the 59 townships included in the sample, There was
some decrease in the acreages of wheat, oats, and barley and in-
creases in the acreages of rye and summerfallow during this period.
The percentage of cultivated land, however, remained essentially
the same,

Table 19.- Land Use in Sample Townships which Received Payments Every
Year During 1945-49,

Total Per cent
Summer- culti- Total culti-
Year _ Wheat Oats Barley Rye fallow vated farmed vated

- acres =
1945 165 37 23 21 126 382 561 68,1
1946 176 32 31 29 127 387 560 69.1
1947 156 27 30 45 114 386 562 68,7
1948 161 21 24 69 117 392 562 69.8

1949 159 19 17 40 168 412 509 68,8

Thus, with regard to the effect of the Act om resource allocation
within farms, there is the likely tonaoncy to increase the amount of
submarginal land im cultivation on farms with less than 400 acres of
csultivated land, This tendency probably exists only in areas where

benefits are received often, To the extent that the increased



cultivated area is devoted to grain, malallecation of resources
occurs. To the extent that the extra cultivated land is seeded
to grass, increased productivity will occur. Im view of the
limited acreage seeded to grass in these areas it is considered
that most of the increased acreage would be devoted to grain,
Consideration of the effect of the Ast on resource allocation
between farms and between agriculture and other segments of the
economy involves examination of the relationship between income
benefits under the Aot and income from farms., The relation between
income benefits and living expenses is also probably important in
determining whether or not the farmer abandons his farm. None of
these single relationships operates to the exclusion of the others
in determining whether a farmer may move to another farming area or
to another occupation, It is also difficult or impossible to

determine the extent to which these relationships are considered by

farmers in deciding whether or not they move from their present farms.

Again, probable tendencies may be apparent, Tables 20, 21 and 22
present information on the size of Prairie Farm Assistance Act pay-
ments in relation to incomes and living expenses for the typical

farms represented by the budgetse
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Table 20.~ Prairie Farm Assistance Act Payments as Percentage of
Gross Farm Receipts Under Varying Conditions of Prices

and Yields.
Area and Farm Price Level
size 1930-39 1939-49 1943-49

average wheat yield of 2 bushels per acre
= per cent -

Prairie areas

4 section 273 112 92

1 section 267 98 79

13 sections 189 70 56
Park areas

4 section 99 35 27

1l section 131 42 35

average wheat yield of 6 bushels per acre
- per cent =

Prairie areas

% section 43 21 16

1 section 37 17 13

1} sections 26 12 9
Park areas

4 section 33 14 11

1l section 32 14 11




Table 2l.- Prairie Farm Assistance Act Payments as a Percentage of
Cash Living Expenses Under Varying Conditions of Prices
and Yields

Area énd farm Price Level
size 1930-39 1939-49 _1943-49

average wheat yield of 2 bushels per acre

- per cent -

Prairie areas
4 section 37 29 27
1 section 58 46 43
13 sections 58 46 43
Park areas
% section 29 23 21
1 séction 47 37 35
average wheat yield of 6 bushels per acre
= per cent =
Prairie areas
% section 22 18 16
1 section 35 28 26
1} sections 35 28 26
Park areas
4 section 19 14 12

1l section 28 22 21
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Table 22.- Prairie Farm Assistance Act- Payments and Returns to
Capital and Operator's Labor under Varying Conditions

of Prices and Yields.

drea and farm P.F.A.A, Returns to Capital and Operator's labor
size __payment 1930-39 _1939-49 1943-49
average wheat yield of 2 bushels per acre
= dollars =
Prairie areas
4 section 317 =508 =637 =655
1 section 500 ~956 =879 -882
1} sections 500 -1,219 -1,094 -1,083
Park areas
4 section 250 =538 =296 =159
1 section 405 -1,021 =724 =658
avorage wheat yleld of 6 bushels per acre
- dollars -
Prairie areas
4 section 190 =381 =102 47
1 section 300 =450 284 640
14 sections 300 =512 571 1,103
Park areas
% section 150 -428 -5 234
1 section 243 =726 =26 256

Table 20 shows that Prairie Farm &ssistance Act payments are

relatively large compared with gross farm receipts on the basis of

a two bushels per acre wheat yield.

The payments represent a

greater proportion of total receipts for low price levels, small

farms and for farms in the prairie area than for high price levels,



large farms and for farms in the park area. For the 1930-39 price
level, the payment amounted to from 99 to 273 per cent of the gross
farm receipts, It seems reasonable to expect that in areas where
such benefits are received frequently it would provide a significant
incentive for keeping people on their farms,

In the four to eight bushel category and except for the situation
of low prices, the payments are not particularly large in relation to
gross farm receipts., In instances of both yields, however, they are
relative figures and although the payments are large in relation to
gross farm receipts, the farm receipts themselves are small. In spite
of the fact that the payments are nearly three times as large as farm
receipts in some.cases, they do not provide sufficient income to meet
1iving expenses. Table 21 shows that in the zero to four bushel cate-
gory, the payments provide up to 58 per cent of cash living expenses,
Because living expenses were assumed to be the same for different
sizes of farms in crop failure years, and since payments are smaller
fér a one-half section farm than larger ones, the percentage of cash
1iving expenses covered by the payments is less for the smaller farms,
The fact that from about one=third to somewhat over one-half of living
expenses are covered by the pa}ments would seem to provide a reasonably
good incentive.for keeping resources on the farms, The general pro-
portion of about one-quarter in the four te eight category would not

be as nearly as strong an incentive for retaining resources in their

present use,

118



The substantial benefits in relation to farm receipts appear
to be less significant when shown in relation to net farm returns
as in Table 22, The return to capital and operator's labor is the
return that the operator has for the work he has put into the farm
plus the return on his invested capital, and it is the amount he
would have for living expenses if the farm were free of debt, On
the basis of the two bushel yield in the prairie area, the Prairie
Farm Assistance Act payments not only provide nothing for living
expenses over and above farm expenses but also do not in most cases
remove any more than one-half of the negative net return. In the
case of a six dbushel yield, farm returns are high emough so that,
except under conditions of low prices, the payments can be applied
toward living expenses,

The reaction of farmers to reduced income in a crep failure
year is different than that implied in the above tables, In some
way receipts must equal expenditures, In the first place, living
expenses will be reduced, Although the $1,170 allowance on the
basis of high prices is a modest one, it will be reduced of meeessity,
possibly by about 25 per cent, The allowance for cash farm expenses
has already been reduced in the budgets taking into consideration the
reduced expenses which would occur so that possibilities for further
reduction in this item would be limited. When faced with a crop
failure, however, farmers probably rely on short-~term credit to

provide them with some of the goods and services required to operate
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their farms, Although information on the amount is not available,
such credit might be forthcoming to the extent of one-half of their
cash farm expenses,

Depreciation is a cost for which reserves are seldom actually
set aside on an annual basis, In ¥iew of these probable adjustments
in years of crop failure, Table 23 shows the relation between total
receipts (farm receipts and Prairie Farm Assistance payments) to
these reduced expenditures, This table shows that in periods of low
prices it would be extremely difficult to make gross income meet
cash obligations and that even with the Prairie Farm Assistance Act
payments there would be a strong economic pressure in extended
periods of erop failure for the farmer to move to another occupation
or farming area, In a period when the intermediate or high level of
prices prevail, the addition of crop failure payments to farm income
brings the total to a level which will nearly meet the cash expense
commitments, They would meet these cash requirements, if, in additionm,
farmers had modest reserves of assets which could be used. It seems
likely, then, that except for the one-half section prairie farm and
except for periods of low prices, the payment would be enough of an
extra incentive to the farmers to remain on even poor farms if

alternative opportunities were limited,



Tadle 23.- Gross Receipts as a Percentage of Three-Quarters of
Normal Cash Living Expenditures Plus One-Half Cash

Farm Expenses.

Area and farm

Price Level

size 1930-39 1939-49 1943-49
average wheat yield of 2 bushels per acre
- per cent -
Peairie areas
4 section 48,0 52,7 53.9
1 section 68.3 81.3 84.2
13 sections 67.1 87.0 91,7
Park areas
4 section 54.8 83,1 95.1
1l section 69,7 103.3 109,.8
average wheat yield of 6 bushels per acre
= per cent =
Prairie area:
3 section 66.1 93.4 105.0
1 section 104,3 160.9 183.4
1} sections 118.2 1929 221.7
Park areas
4 section 6244 103,.7 121.6
1l section 8846 146,7 164,3

In the case of the six bushel yield, gress receipts are sufficient
to meet the reduced requirements for living and cash farm expenses ex-

cept for one-half section farms in the period of low prices,

ments, here then, might be considered sufficient to prevent some

desirable population adjustment,

program to maintain submarginal farms in their present form weuld only

exist where benefits were received frequently.

The pay-

In both cases the tendency for the
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The above tables indicate that even with the crop failure
payments, farmers have considerable difficulty in meeting obli-
gations, The program, therefore, would do little to remove the
motives for risk aversion on the part of the farmer which were
discussed in Chapter IV, It would still be necessary to under-
take steps designed for survival rather than for maximum long run
returns. The tables indicate also that gross returns in crop fail-
ure years are not adequate to allow payments on debt, The program
would do 1ittle, then, to encourage the investment of capital within
agriculture from outside sources, The payments themselves are
exempt from laws relating to bankruptey, insolvency, garnishment or
attachment,

In summary, the effect of the program on the allocation of
resources would seem to be theses there would be a tendency for
the margin of cultivation to be extended in the case of farms with
less than 400 acres under cultivation, There would be a tendency
for the program to maintain people on farms which are subject to
frequent benefits particularly in periods of medium or high prices.
The fact that alternative opportunities are better in these periods
makes this tendency less disturbing than it might otherwise be.
Although the payments represent a relatively larger amount in
relation to the farm business in periods of low prices, the net

income (including payments) is so lavrthat it is little incentive
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for people to remain on poor farms, The fact that alternative
opportunities in other occupations are limited may make the pay-
ments more significant in this regard than may at first be
apparent, A&lso, the payments appear to be too small for the
improvement of recource allocation, the malallocation of which

are caused by risk aversion and capital rationing,



VII, EFFECT OF THE PROGRAM IN STABILIZING FARM INCOME

How Much Stability is Desired

It was indicated in Chapter IV than an insurance program should
provide sufficient income im crop failure years so that the farmer
is able to provide himself and his family with at least the basiec
essentials of food, shelter and clothinges This is the minimum require-
mont, Maximum stability would involve equal incomes from one year to
anothers There is a wide range in which some stabilizing could be
considered to have taken place, Stability is, therefore, & relative
concept and it is important to indicate first the degree of stability
desired and then to determine the extent to which the provision of the
Prairie Farm Assistance Act achieves this goal, A number of factors
should be given comnsideration in the establishment of a stability goal.
One of the most important of these is the amount of subsidy involved.
A program involving large and continuing public subsidies can hardly
be expected to provide much more than the minimum amount of stability,
On the other hand, the stability goal in a program which involved no
subsidy would be as high as the participants wisheds It would depend
on the amount of insurance that farmers censidered that they could
afford and wished to carry.

Since, however, subsidies are involved, consideration must also

be given to the question of resource allocation., The goals should not
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be too high in an agricultural economy im which there is to be

much room for resource adjustment toward improved efficiency, In
S8askatchewan more than 20,000 farms, or nearly 20 per cent of the
total consist of only one-quarter section of land, More than 31,000
farms are dne-half section in size, LZ Most of the former and many

of the latter can not be considered as operating near maximum effi-
ciency, In addition, in the area covered by the economic classifi-
cation of land, 2,6 million improved acres, 11,2 per cent of the total
improved, are classified as submarginal and 6.4 million acres or 27.4
per cent are marginal for wheat production.ﬁ/ There are less than one-
half million acres of cultivated hay in the whole province which means
thaﬁ substantial amounts of poor land arobatill in grain productioen,
The provision of a too high and stable income for these farmers would
tend to prevent desirable adjustments from taking place, In view of
the above and, as developed in the previous chapter, taking into con-
sideration possibilities of reduced living expenses, availability of
some eredit and of some reserves, a somewhat arbitraty yet specifie
goal might be the provision of enough assistance so that the total in-
come is sufficient to cover three-quarters of mormal living expenses

and one-half of the cash farm expenses,

Consus of Canada, Dominion Bureau of Statistics, Ottawa,
Volume VI, Part II, 1951,
3/ Unpublished data, Economics Division, Canada Department of
Agriculture, Saskatoon, Saskatchewan,
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Amount of Stability Proyided

Table 23 of the previous chapter gives a comparison of gross
receipts with three-quarters of cash living expenses plus one-half
of cash farm expenses. The table shows that under conditions of a
two bushel yield and low prices, the program would fail to provide
even this minimum of stability. With prices at the intermediate
level, the stability goal is reached only for one section farms in
the park area, In this case the livestock enterprise provides eneugh
income so that this, together with the crop failure payment, is just
large enough to meet the stability goal. It is possible that the
reduced feed allowance for livestock would reduce these returas
somewhat below those shown in the budgets so that even for the one
section park farms it is questionable whether the minimum stability
goal would be attained. In the case of the one-half section farms,
the stability goal is one-half reached.

Under conditions of high pricds, the one-half section farm has
only a little more than one-half of the gross income required to meet
the stability goal., Other farms more nearly approach it and the one
section park area farm slightly exceeds it,

A1l of these comparisons are based on an average yield of two
bushels of wheat per acre, In imstances of complete crop failure,
farmers would be in an even worse situation. There would probably be,
however, more farms With a yield of more than two bushels per acre

than less within the zero to four bushel category but the situation



would be serious for a considerable number of farms with no crop
at all,

In the higher yield category the program meets the test mo;o
satisfactorily, The half section farms in the low price level period,
however, still only meet two-thirds of the stabiiity objective, Most
of the other farms have some funds in addition to those required to
meet the minimum stability goal, Although the program fails to pro-
vide what is considered to be the minimum stability goal, it should be
made clear that the purpose of the Act is to assist agriculture and not
necessarily to meet & specified proportion of necessary farm expenses,
The point being made here is that if the stability goal were attained,
the program would more adequately fulfil the welfare requirements and
at the same time allow: the maximization of returns to piay a more im-
portant role as the goal of production organization with the consequent
increased efficiency in the use of resources rather than the necessary
maintenance of the "survival® goal with the consequent less efficient
resource utilization,

In a supplementary way, the inadequacy of the payments in meet~
ing expense commitments are further illustrated by referring to Tables
21 and 22 of the previous chapter, Table 21 shows the percentage of
eash living expenses covered by the payments. In the two bushel cate~
gory, the proportion of living expenses covered by the payment ranged
from about one-fifth to about three-fifths, It is higher for larger

ferms and for lower prices, Table 22 shows that, with the two bushel
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per acre wheat yield, the payments were large enough to wipe out the

negative return only in the case of the one~half section park area

farm with a level of high prices.

Further information, comparing the payments to expenditure

commitments, is presented in Table 24,

Table 24,- Prairie Farm Assistance Act Payments as a Percentage of
Cadh Farm Expenses under Varying Yonditions of Prices
and Yields, -

Ares dand Farm

Price Lovel

size 1930-39 1039-49 _ 1043-49
average wheat yield of 2 bushels per acre
- per cent =
Peairie areas
4 section 61 49 45
1 section 68 58 54
14 sections 50 43 40
Park area:
4 section 45 37 34
1 section 47 40 37
average wheat yield of 6 bushels per acre

Prairie areas
4 section
1 section
14 sections

Park area:
4 section
1l section

31
35
25

23
25

- per cent -

25
30
22

19
21

8BS

18
20
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In the prairie area, payments as a percentage of cash farm
expenses generally fall within the range of 40 to 60 per cent with
a wheat yield of two bushels per acre. In the park area, the pay-
ments amount to from one-third to about one-half of these expenses.
With 8 six bushel yield the proportion of cash farm expenses covered
by the payments range from about one-fifth to one-third. These
figures show further the relatively large proportion of expenses
not covered by the Prairie Farm Assistance Act payments. Cash
commitments would be larger than those indicated here if the farms
had debt charges to pay. No allowance was made for these charges
in the budgets.

Tables 21 (in the previous chapter) and 24 show that the payments
cover a larger proportion of expenses in years of low prices than in
years of high prices., Table 23, however, showed that taking gross
receipts into consideration, the stability goal was more nearly
reached in periods of high prices. Taking into consideration the
fact that there are too many small ferms and too many farms on sub-
margimal land in agriculture, it would seem more appropriate to have
the stability goal attained in periods of low prices and not attained
in periods of high prices rather than the reverse. In periods of low
prices, the general economic activity of the economy as & whole is
usually low. There are few, if any, alternative opportunities for
workers in agriculture. In periods of high prices, however, general

economic activity is at a stepped-up pace and job opportunities are






more abundant, It is during this period that the desirable ad-
justments occur and care needs to be taken not to present obstacles
to those adjustments, Although it might be apgued that a crop fail-
ure to an efficient farmer is just as serious in a period of high
prices as in a period of low prices, it is, nevertheless, true that
there is more opportunity for alternative sources of income through
custom work or off-farm jobs in periods when the economy is active,
The absence of highly industrial areas in the west limits to some
extent those opportunities but not entirely, These things must be
given consideration in a program involving public subsidy.

In summary, it is seen that the payments under the Aot are not
adequate to cover what are considered to be minimum cash requirements
when the yield of wheat is two bushels per acre. They would be even
less adequate in years of complete crop failure. Successive years of
crop failure would impose even more severe hardships on farmers even
with the assistance of these payments. Not only would they have one~
half of cash farm expenses and three-quarters living expenses to meet
but the reserves and credit facilities, which were assumed to be avail-
able for the other half of the cash farm expenses in a single year,
would become exhausted, In additicn, allowances for depreciation
could not be postponed indefinitely. Machines would sither have to
be replaced or else increased allowances made for repair expenses,
The above relates largely to welfare considerations. To the extent

that these requirements are not met, the stability requirements on

130



131

the basis of economic considerations are also not realigzed, It

is not until organization for safety can be set aside and organi-
zation for long run maximum returns substituted in its place that
the stability goal can be considered to have been achieved for the

economic considerations involved,



VIII, EFFECTIVENESS OF OPERATING MACHINERY

Previous chapters- have dealt with the general or broad effects
of the Prairie Farm Assistance programe This chapter is directed
more particularly towards an examination of specific features of
the Act for the purpose of determining their effectiveness in
accomplishing what they were meant to do, In addition to the
appraisal of the mechanics of operation, some of the features v
themselves will be examined to see how they fit into the ffamavork

of the model program established in Chapter IV,

Relation Between Actual Yields and Payment Categories

The Prairie Farm Assistance Act determines the category of
payment to individuals on the basis of the average yield of wheat
in a tomship or block, It is, therefore, possible for individual
farmers to have yields outside of the category in which they are
paide Also, it is possible for individual farmers to have yields
below eight bushels per acre and for the average of the township or
block to be more than eight bushels per acre and, therefore, pot

receive payments, The extent to which actual yields do not corres-

pond to payment categories depends on the variability of yields withia

the townships or blocks, Presumably, recognition of such variability

resulted in the successive reductions in the size of area for which

separate payment categories were established., When originally
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established, the township (36 square miles) was the basis on which
eligiddlity was determined. By 1950, the size of bleck was reduced
to six square miles, and the block no longer had to be rectangular
in shape. |

In order to determine the relationship between ylelds and pay-
ment categories, the yields of individual farms were compared with
the category in which they were paide This was done fors 1) the
farms in 59 sample townships for the period 1945-49, This group of
townships consisted of those paid as full townships. No blocks
within them were declared ineligible, 2) A4 group of seven town-
ships which were paid under Section 7 (a) or (b) of the Act, that is,
either an eligible block within an ineligible township was paid, or,
an imeligible block within an eligible township was declared. These
alse cevered the period 1945-49, and 3) a group of thirty townships
paid under Section 7 (a) or (b) of the Act in 1950, 4 comparison of
yields and payment categories in the first group would show, for
those farmers receiving payment, how many had yields outside of the
payment categories, It would not show anything about yields of those
farmers not receiving payment, For this reason, townships paid under
Section T (2) or (b) were selected and exemined. In these, only some
of the farmers were paid but records were available for all of them,
These comprised groups 2 and 3. Group 2 covered the period 1945-49,
Up to 1949, nine sections or one-quarter of the township, which had

to be rectangular in shape, constituted the smallest block which could



be declared eligible in an otherwise ineligible township or which
could be declared ineligible within an otherwise eligible township,
In 1949, the size of the block was reduced to six sections (one-
sixth of the township) and the requirement of rectangular shape

was still in effect, In 1950, the Act was further amended so that
the block no longer had to be.rectangular in shape, The sections
of land within the block had only to be contiguous., Table 25 shows
the relation between actual yields and payment categories for the
first group of townships., Within these townships there were no
ineligible blocks.

In the prairie area, 37.8 per cent of the farms had yields
between zero and four bushels per acre and were paid in that cate-
gorye. There were 27.8 per cent of the farms with ylelds between
4,1 and 8,0 bushels per acre who were paid in that category. In-
cluding the 3.1 per cent who were ineligible for various regsons,
68,7 per cent of the farms had average ylelds within the category
in whioh they were paide Of the 31,3 per cent of the farms which
were paid other than in their actual yield category, 18.2 per cent
had ;1elda above, and 13,1 per cent had yields below the category

in which they were paid,
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Table 25.- Relation Between Wheet Yields and Categories of Payments
5450 Farms, Complete Townships, Saskatchewan, 1945-49.

Area and actual Number of Category of Payment 1
yield farms 0-4,0 4,1 - 8 Ineligible Total
= per cent of farms -
Prairie areas
0= 4,0 1,866 37.8 13.1 1.6 5245
4.1- 8.0 1,338 8.9 27.8 009 37.6
801- 12.0 296 008 7.1 004 8.3
1201- 16.0 42 O.l 009 001 101
16.1 and over 17 0.1 0.3 - 0.1 0.5
Total 3,559 47,7 49,2 3.1 100,0
Park areas
0- 4,0 626 2343 2l.4 1,0 45,7
4,1- 8,0 491 6e1 29,3 0.4 35.8
8.1’ 12.0 184 0.6 12.3 005 13.4
1201- 1600 53 - 3.7 001 3.8
16,1 and over 17 - 1.1 0.2 103:
Total 1,371 30,0 67 .8 2.2 100,0
Both areass
0- 4,0 2’492 33.7 15.4 1.4 5045
4,1- 8,0 1,829 8.1 28.2 0.8 37.1
801- 1200 480 007 806 004 907
12.1‘ 16.0 95 - 108 0.1 1.9
16,1 and over 34 0.l 0.6 0.1 0.8
No wheat 302 - - - -
No information 218 - - - -
Total 5,450 4246 5446 _2,8 100,0

1 1Ineligible for payment because of non-residence, other
occupation, too young, retired, no acreage in crops,
igsufficient acreage, estate, etc.
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In the park area, 54,8 per cent -had yields within the cate-
gory in which they were paide Of the 45,2 per cent with ylelds
outside of their payment category, 23.8 per cent had yields above
and 21.4 per cent had yields below the category in which they
were paide The average for both areas was 64.7 per cent for farms
which were paid within their yield category and of the 35.3 per
cent of the farms which were not paid in accordance with the indi-
vidual yield category, 19.9 per cent had yields above the payment
category and 15,4 per cent had yields below,

The second group of townships was a randomly selected group
from those being paid a; part townships, (under Bection 7 (a) or
(b) of the &ct)., Table 26 shows the relationship between actual
yield and category of payment,

One-half of one per cent of the farms were paid at the rate
of $2,50 per acre (0 - 4,0 bushel category) who had yields of more
than four bushels per acre, More than 12 per cent of the farms
were paid in the 4.1 - 8,0 category ($1.,50 per acre) but actually
had yields in the 0 - 4,0 category. Less than one-half of the farms
which were paid in this category actually had yields within the same
categorye Nearly as many had yields of more than eight bushels per
acree Of the 32 per cent of all farms which were ineligible because
the average yield of the block was too high, 7.3 per cent had actual
yields of eight bushels or less, l.4 per cent of them being four

bushels or less, Thus, on the whole, the percentage of farmers who
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had yields within the categories in which they were or were not
paid would be 54,5, This includes the thres per cent who were
ineligible for a variety of reasons other than the average yield
of the block being more than eight bushels per acre. Of the 45,5
per cent whose payment or non-payment did not correspond to the
individual yield, 26,5 per cent were paid at a rate higher than
their individual ylelds would have warranted and 19,5 per cent
were paid at a rate lower than their individual yields would have
warranted,

The third group of townships was selected from those that wers
paid under Section 7 (a) or (b) of the Act in 1950, In 1950 the
requirement that the blocks must be rectangular in shape was dis-
pensed with and this presumably would allow payments to follow more
elosely the pattern of individual yields. The relation betweem pay-
ment eategories and actual yield categories is shown in Table 27,

Table 26.- Relation Between Actual Yield and Category of Payment,
1180 Farms, Part Townships, 1945-49,

Category of Payment or Imeligibilit

Actual Yield 0 - 4.0 4,1 - 8,0 7 (a) or (b)~ Other Total
bushels per acre - per cent of farms -

O= 4.0 0.1 12.2 104 006 14.3
4.1‘ 8.0 003 260" 5.9 009 33.8
8,1-12,0 - 17.1 11.5 0.8 29.4

12.1’16.0 0.1 6‘0 7.8 003 14.2
16.1 and over 0.1 2.4 Se4 0.4 8.3
Total 0e6 - 64,4 32.0 340 IOO.Q

1 Ineligible for payment because the average yields for the blocks

were more than eight,
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2 Ineligible for payment because of non-residence, other occupation,
too young, retired, ne acreage in crops, insufficient acreage, estate, etc.
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Table 27.- Relation Between Actual Yield and Category of Payment,
992 Farms, Part Townships, 1950.

- - - - ____ - - _______—__ - _= ]
Category of Payment or Ineligibilit
Actual Yield 0 -4,0 4,1 = 8,0 7 zas or !bi; Other? Total

bushels per acre = per cent of farms =~
0- 4.0 - 9.0 0.6 004 10.0
401‘ . 8.0 - 28 .9 5.2 007 34.8
8el= 12,0 - 17.6 12.2 0e5 3043
12,1~ 16,0 - 4.0 12,0 - 1649
16,1 and over - 1,9 6.8 0.2 8.9
Total - 61.4 36,8 1,8 _100.0

1 Ineligible for payment because the average yields for the
blocks were more than eight,

2 Ineligible for payment because of non-residence, other
occupation, too young, retired, no acreage in crops, insufficient
acreage, estate, etc,

There was & closer relationship in this case between payment
category and gétiadl yield, Nearly twenty-nine per cent 6f the farms
were paid in the 4.1 = 8,0 category and had yields in that category.
Of the 36.8 per cent of the farms which were ineligible because the
average yield for the block was too high, 5.8 per cent had individual
yields of 8,0 or less, On the whole, 61,7 per cent of the farms were
or were not paid in the category im which their individual yields fell.
This inoluded the 1.8 per cent who were ineligible for other reasonms,
0f the 38,3 per cent whose individual yields were outside the payment
category in which they were placed, 14.8 per cent had yields below
their payment category and 23.5 per cent had yields above the category

in which they were paid,
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There were very few payments in the O = 4,0 category for those
townships paid under Section 7 (a) or (b). These are the townships
in which a block within it has been made ineligible because of a
higher than eight bushel yield or a block within it has been made
eligible because of a lower than ten bushel yield. The average yiqld
for the township would tend to be near eight bushels per acre and
only in cases of very wide yield variability within townships would
the average yield for a block fall into the 0 = 4,0 categorye.

The adequacy of area yields as an indicator of who should receive
benefits can hot be appraised entirely om the basis of the above rela-
tionships, In general, those relationships between payment categories
and actual yields indicated that there were a large number of indivi-
duals whose yields were not in the payment category in which the town-
ship or block was placed.}/ & mumber of reasons account for this,.
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