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The export subsidy has been a perennial bone of conËention to

eompeting exporters of various commodíties in international trade. This

is particularly true ín agricultural trade. A typical example is the

world trade in flour. Export subsidies on flour exports by large com-

petitors are generally thoughÈ to be one of the main causes of the

decline in the canadian share of the world flour market. Previous

studies have been confined to an analysis of nomínal subsidy rates on

flour; quantifícations are needed Ëo estimate the effectiveness of the

subsidíes in fuller terms. Therefore, it ís desirable to develop an

appropriate concept for treating export subsidíes expllcitly. The

present study attempts to develop a model to estimate the effectíveness

of export subsidies neË of input distortions so as to arrive at ttthe

effective rate of subsidy".

The working formula for calculating the effective rate of

subsidy for the industry j is:

n 1p...t, -rl,-ot:ffi- ,l
n

1 -.I" A..r_=I rJ

o=oj
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Where: g¡ = effective rate of subsidy for industry j;
J

S, = nominal rate of exporË subsidy for lndustrl j;
J

A*., = tl¡-e producËion coefficient or input-output coefficient
\j

for the ith irrt"mediaËe input in the industry j .

(Proportion of unit sales value of outpuË j represented

by intermediate inpuË i);

P,-., = d.omestic price of the íËh irrprrt in Èhe industry j; anddaJ

P--., = world price of the íth input in the industry j .wrJ

The rnodel so developed ís applíed to the U.S., Canada and Ëhe

E.E.C. exports of flour. The results show that Canada had negative

effective rates of subsidy throughout the year 1960/6I to 1969/70 while

the U.S. rates remained positive during thís entire period. The E.E.C.

also has positive effective rates of subsidy in all the three years

where data are available. These esËimations provide quanEificaEion of

the disadvantage caused for Canadian flour exporËs by export subsidies

on flour by large eompetítors.

IË is shov¡n, by usíng símple least squares linear regressÍ-on,

thaË there is strong correlation between the effect.ive rates of subsidy

and the exports of U.S. flour. No significant correlaËion is found

between the effective rates of subsidy and the exports of flour by using

ttr.e Canadian data. Ilowever, tir-Ls can be explained by Canadats

increasingly residual status as a foreign market supplier of flour in

Ëtr.e face of aggressively subsidized compeÈition. lË is concluded thaË

Lhe concepË of effectiye subsi.dy can be of use in designing domestic

policy measures and in bargaining in internaËional trade negotiations.

l_l_
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CHAPTER 1

INTRODUCTION

A. Background and Problem

I{heat is the mosË traded cournodiËy in Canadian agricultural

trade. The reìienue from wheat sales and the various types of service

activities involved in its production and marketing makes a substantÍal

contribution to the economy of Canada. Wheat is exported either in its

raw form or in the semi-processed form, i.e. flour. rn the past decade,

with the exception of. 1969, the annual value of the exports of wheat

and wheat flour have consistently constituted more than 50 percent of

the total value of the canadian agrÍcultural exports. Therefore, the

export performance of wheat and wheat flour has signifícanË influence

on the agricultural sector and the foreign exchange of the canadian

economy

The canadian Flour Milling rndustry (cFl'fr) has consístenrly

been one of the largest single consumers of Canadian wheat. Duri-ng the

15 year period from 1956 /57 to r97o/7L, the consumption of canadian

v¡heat by the cFMr rqas only surpassed by the exports of wheat to the

U.S.S.R. Ln L963/64, L965/66 and L966/67; and rhe exporrs of whear ro

Ëtr-e Peoplers Republic of china tn L97017L. Frorn 1965 166 ro rgTo/7r

croP years, an average of 15.5 percent of wheat production was milled

annuall¡ for both domestic consumption and exports.

The exports of flour haye been an i:nportant part of total

wtr-eat trade. !üith tb-e normal extraction rate of .12, for every 100
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.1are requrred.

imply an increase

pounds of flour produced, about 138 pounds of wtr-eat

Therefore, .any increase in the export of flour rvill
of 138 percent of the same amount in v¡heat sales -

Canada, U.S. and E.E.C. were about

Unfortunately in the past two decad.es, the CFMI has experienced

difficulties in competing in the world flour markets. The share of the

world flour *r?k"t" held by ttLe cFl,fl has dropped from 33.7 percenÈ of

4,422 thousand metric tons2 in 1950/5L to Lz.3 percent of 5,559 thousand

metric Ëons in L970/7r, Ttr-is indícates that the position of the cFMr

in the world flour markets has declined in both absolute and relative

terms. Tlr-erefore, resource employment and returns in the CFMI have been

lower than may have otherwise been. Furthermore, total sales of wheat

may have been resËrained below potential because a signifícant outlet

for the processed form was diminished. Therefore, investigation of

Ëhe causes and remedies for the decline of the CFMI is desirable not

only for the cFMr itself, but also for the canadian wheat e'conomy in
general

s. c. llud.son has given several reasons for the decline of

canadars exports of flour.3 Growing subsidization of flpur exports by

other major exporting countries is generally regarded as one of the

lThe extraction rates in
the same in the past 5 years.

2-Al1 units of flour are in wheat equivalent except where
oth-erwise s tated.

3, . c. Iludson , Future lfarket Outlets for Canadian Wheat and
n"onãmOther Grains, (Ottawa:



main causes for canadars declining share of the world flour trade.

However, tþ. actual effectiveness of export subsidies has not been the

subject of specific investigation and little systematic analysis has

been done on this problem in relation to the case of flour. In Chapter

4 of this study, this problem is treated explicitly.
5

B. Objectives of this Study

The present study is primarily directed towards an enquiry of

the effectiveness of competitors I export subsidies on the levels of

flour exports by the cFlfr. The ultimate purpose is to interpret this

information in relation to various policy measures that might be

adopted to assist the industry. In order to reach this basic objective,

'it is necessary to formulate and work towards several specific objectives.

These are:

1. To review trends and patterns in the world trade in

flour over the past 20 years.

2. To examine the problems and dimensions of the CFMI.

3. To develop a model for evaluaËing the effectiveness of

subsidíes on exports.

In order to facilitate the analysis, it is necessaïy to

develop and achieve tv¡o subsidj.ary objectives. Firstly, the effect of

subsidies on competitorsr flour exports '¿ill have to be analyzed.

secondly', it wil1 be necessary to identify other disrortions than

subsidie.s that have a potentiêl effect into the analysis.



C. Scope of this Study

Ttr-e present study begins by reviewing the trend of world

trade in flour in the past t\^renty years. Then, the performance of

the cFMl in the world flour marke.ts in the last two decades is

examined so that the problens encountered by ttr-e CFMI can be delineated.

Alternarives for solving the problems revealed by the trend observations

are, then, evaluated. llowever, the main emphasis of the study is on

the tackling of the problem of export subsidy. The concept of effectíve

subsidy is, therefore, developed. The concept facilitates the

exposition of the merits of various policy measures in assisting the

CFMI.

world trade in flour in the past t\,¡o decades is reviewed in

chapter 2. This provides a picture of the trend and the importance

of the various markets in world flour trade.

The dimensions and problems of the CFMI are investigated in

Chapter 3. The importance of the CFMI in the wheaÈ economy is discussed,

and the economic problems encountered by the cFMr are delineated.

chapter 4 is devoted to the derivation of the concept of

effecËive subsidy from t.he concept of effective protection which was

origínally ad.vocated by Professor clarence L. Barber.4 The concept of

effective protection stresses that the nominal tariff rates do not

rePresent the true. Protection on the. domestic industry because of the

4r. 
". 

Barber, "Canadian Tariff po1icy,,, The Canadian Journalof Economics and Political Science, Vo1. XXl, Nove*beil-1955. tnparticular, see pp. 523-524.



distortion resulting from the tariffs on the inputs. Similarly, the

concept of. effective subsidy contends that the nominal subsidy rates

do not represent the true subsidy because of tte various tariffs and/or

non-tariff trade distortions whictr- cause the input prices to vary.

In Chapter 5, results of calculations of the effective rates

of subsidy onlthe U.S., Canadian and the E.E.C. exports of flour are

reported. These results serve to reveal the magnitude of competitive

pressure on the CFMI and to demonstrate the application of the concept

of effective subsidy in general. ln addition, the limitations of the

model used in this study for calculating the effective rates of subsidy

are also discussed in th-is chapter.

In Chapter 6, alternatives for alleviating the predicament of

the CFMI are suggested and evaluated after the revel-ation of the trend

and problems of the CFMI and the calculation of the effective subsidy

rates on flour for Canada as well as her major competitors. Further

application of the effective rate of subsidy is also discussed \,riËhin

the context of this chapter.

A summary and a tentative conclusion of this study are put

in the last chapter.



CHAPTER 2

I^IORLD TRADE IN FLOUR

World trade in flour expanded al-most sreadily from rhe L95O/5I

crop year to tFr-e L963/64 crop year wl¡-en it reactr-ed irs all time high
)i

record of over seven million metric tons (Table l). The growth of

world flour trade rvas mainly a result of the very rapid increase of

export,s on special terms. For example, Ln Lg54/55, only 1.7 percent

of Ëhe u.s. flour exports was under government programmes, but in

L962/63, it rose Lo 77.5 percent and. Ln L970/7r, ir was 86.8 percent

(Table 2). The all time high record of world trade in flour in

L963/64 was the result of 1,342 thousand metric tons of flour imported

by Ëhe U.S.S.R. Since 1963/64, world exports of flour have leveled off

at around 5r600 thousand metric tons.

Although world trade in flour has expanded from 4,422 thousand

metric rons in L950/5r to 5,559 thousand meÈric tons in rg70/7L, the

importance of flour trade relative to total r¿orld trade in wheat and

flour has declined steadily. \^Iortd trade in flour as a percentage of

total world trade in wheat and flour has declined from 17.4 percent

in r950/5r ro 10.4 percent in r970/7L (ratte t). This implies rhar

the expansion of world trade in flour in the last two decades T¡/as noË

as fast as that in wheat. ln fact, world trade in flour has stagnated

between 5,500 and 5,900 th-ousand metric tons since 1963/64 when it reached

its atl tine high of 7,077 th-ousand metric tons; the increase in

imports :-n Asia were offset by the decline in Europe. on the other

hand world trade in wh-eat has increased from 21 million metric tons



TABLE I

I^IORLD EXPORTS OF I{IIEAT AND WHIAT FLOUR, T95o/5L t.o L97O/7Lz

(ru r,000 METRTC roNS WHEAT EQUTVATENT)

YEAR I,]HEAT FLOUR TOTAI FLOUR AS A PERCENTAGE
OF TOTAL

leso/sr1
Lgsr/ 52:
Lg52l 531
L9s3 / s4
L9s4 / ss
Lgss / s6
1956 / s7
L9s7 / sB
LgsB/ 59
L9s9 / 60
L960/ 6L
L96L/ 62
L962 / 63
1963/ 64
1964/ 6s
r96s / 66
Le66/ 67
L967 / 68
L96B/ 69
L969 /7 0.,
L97o / 7r'

20,963
24,482
21,379
20 ,138
23,452
24 ,57 3
31,135
26,699
29,964
30, B8g
36,665
40,498
37,530
49,3L6
45,23L
56 ,891
50, 319
47 ,r30
39 ,560
44 ,3Bo
48,L47

4,422
4,509
4,687
4,L92
4,322
4,635
4,94L
5 ,718
5,753
5,864
6,o3g
6,967
6,r23
7 ,077
5,966
5,596
5,8L4
4,953
5,435
5,877
5 ,559

25,385
28,ggL
26,065
24,330
27 ,77 4
29,208
36 ,07 6

32,4L7
35,7L7
36,7 53
42,7 03
47 ,465
43,653
56,393
5l-,Lg7
62,487
56 ,133
52,083
44,995
50,257
53,706

17 .4
15 .6
18.0
L7.2
15 .6
Ls.9
L3.7
L7.6
L6.L
15.9
14. r
14.7
14.0
12.5
7I.7
9.0

10. 4
9.5

12.L
LL.7
r0. 4

1.

t

These figures are provisional
destination are available for

Provisional

Source:

InËernational Wheat Council,
Paper No. 5, (London: Bradley and Son

because no final figures by
these years.

Trade in Inlheat Flour, Secretariat
Lrd.,

(f,on¿on, Bradley and Son Ltd. , Annual ) .

1965); I,Iorld hrheat Statisrics,



. TASLE 2

U.S. FLOUR EXPORTS UNDER GOVERNMENT PROGRA}ßIES
AND COIEÍERCIAL SALES

Selected years Lg54/55 to I97O/7L

(IN 1,000 Ì"ßTRIC TONS I,JTIEAT EQUIVALENT)

YEAR PROGRAI"MED CO}ß{ERCIAI TOTAT

QUANTITY AS A PERCENTAGE
OF TOTAL

QUANTITY AS A PERCENTAGE

OF TOTAL

]-9s4 / ss

L9s8/ s9

1962/ 63

L969 /70

ts70/7L

.22
1 ,007

2,L56

1,5171

L,225I

r.7

45.9

77 .5

86.0

B6 .8

L,27O

. 1,185

62s

2472

Læ2

98.3

54.r

22.5

14.0

L3.2

1,292

2,Lgz

2,79L

L,7 64

1,409

L. Figures are obtained by urultiplying the percentage of programmed
exports from daEa in the Foreign Agricultu.l:al Trade of thá u.s.with the total exports as in l,iorld ¿1
hrheaË Council.

2. Total exporËs in I^lorld Wheat SËatistics less prograumed exports.

Source:

Paper No.
(London:
Trade of

InEernational Wheat Council,
5. (London: Bradley and Son

Bradley and Son Ltd., Annual)

T_rade in tr{heaÈ. F1our, Secretariat
Lrd. , 1965) ; tr,Iorld l{hear SraÈisrics.. u.s.D.A.,F@'

the U.S., November, I?TI



in 1950/51 ro 48 million merric rons in LgTO/lL Cra¡te f).
Ttr-e decline in ttle relative importance of flour trade in the

past two decades was ttle result of tl¡-ree main factors:

1. The very substantial imports of, wh-eat grain by Mainland

China and in some years by tlr-e U.S.S.R., and by less

developed countries such as rndia, Brazil, and pakistan.

2. The change from flour Ëo wheat imports by many less

developed countries in south America following the

establishment of domestic milling industries.

3. The trend towards self-sufficiency in Europe which meant

milling capacity was i-ncreased to meet domestic demand.

Therefore, flour imports have declined in that area.

The expansi-on in the volume of flour trade was sustained

partly due to a very rapid increase of government subsidy programmes

on f lour exports (table z) , and partly due to tt¡_e availability of
conpetitive-priced supplies of flour wh-ich- narror¿ed the margin between

wheat and flour prices (Tab1e 3).

The u-s. has operaËed a cash payment subsidy since Lg4g. This

!{as necessitated by the domestic price support level for wheat which

was above the prices in tl¡-e world market. Since 1964, the u.s. wheat

producers ha.ve also received, in addition, certificate payments on a

certaj¡r portion of production. Ttr-ese certif,icate.s are required. to

be purchased by processors, íncluding those producing flour for export.

This results in ttr-e higher prices of ttr-e. U.S. flour. Therefore subsidy

prograuunes haye been conËinued on flour. Ilowever, th-e quantities



YEAR

1951
1952
195 3

J-954
1955
19s6
L957
195 B

1959
1960
1961
L962
196 3
L964
1965
L966
l-967
1968
1969
L97 0

TABLE 3

MilAT & FLOUR EXPORT PRICES1 OF SELECTED COUNTRIES

1951 ro 1970 (u.s. g1t4.r.)

I.ITiEAT FLOUR
AUSTR{LIA

ts.tq
63.68
58. B7

s3.38
56.07
60.5s
56 .31
5s.64
55.10
57.7L
58.74
58.72
58.25
57.35
62.L9
59. 0B
59.16
54.90

roi. :g
84. BO

73,76
62.52
74.26
78.27
67.33
70.02
7L.47
74.48
7 4.L3
75.64
BO. B5

78.75
80.10
77 .12
'7 -7 a1

79.78

WHEAT

CANADA

64.96
69 ,48
73.L5
68.04
66.33
63.36
62.7 s
62.L8
64 .28
63.84
6s.36
69.9L
67 .97
69.69
65.62
67 .54
72.IT
68 "72
70.70
6r.30

FLOUR

1' Prices are obtained from dividing total value by total quantity expor¡ed.2' Aggregate of Belgium-Luxenberg, France, w. Germany, Italy & Netherlands. - not available
Source:

100. 75
100.79
104. BB

101.02
98.65
9s.37
94.24
9L.46
90. 07
89.4L
BB .03
9L.23
92.23
9r. 84
99 .34
99.64

100.93
L}s .62
105.79
106 .43

U.S.
WHEAT FLOUiT

United
United

77 .L7
83.7L
78.94
66.98
64,LL
62.39
64.93
63 .59
63.2L
62.L5
65.16
66. s8
65.69
66.L7
60.09
62.L0
64.11
6L.59
60. 06
58.02

Nations, CommodÍ-ty Trade Statistics
Food and Agriculture Organization, Trade year Book

Nations, annual) .

r04.97
10s .64
L05.62
99.97
9s. 83
92.A7
93.97

101.03
92.42
BB .35
92.34
90.L4
9L.T2
89.2L
87 .L5
92.s0
91. 03
84.78
87.60
84.65

'r,

E.ll. c.' .

I.]HT1t'I' FIÐUR

BB. BO

84 .49
89.77
63.94
62.38
70.46
57 .29
59.3s
60.62
64.TL
60. Bs
65.00
61. 13
65.r6
66.L9
66 .64
75,r4
67 .00
7L.57
75.L6

L37 .2L
Lss.64
139 .31
LLL.94
165 .56
79.50
73.82
62.62
63. 63
63. 31
65.96
74.00
70.10
77 .L4
74.86
73.40
76.05
72.27
7 3.64
80. 95

(N"" Yãrk, N.y. t

(Rome: F.A. O. , annual)
Publishing Service,

F
O
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subsidized have declined si¡ce Lg62/63 (Table 2) and the subsidy rate
has also been reduced since the early 1960rs. The export payments on

flour have declined from an average of over B0ç per buslel in the early
sîxËies to less than 20Ç per bustrc1 in the late sixÈi"".l

In Canada until Marctr- 1, 1957 no subsidy or freighÊ assistance

was provided on flour exPorts. The introducÈion of the Export Flour
)

Adjustrnent- on March 1, L957 by the Canadian Wheat Board v¡as to reduce

Ëhe price of wheat intended for the production of flour for export to
destinations other than the u.s., united Kingdour and Europe. The Flour
Export AdjustrnenE varied in amount depending on the port of shipmenE

and was adjusted from Ë.íme to time to meet export competition. In 1959,

the Canadian l^Iheat Board gave nillers an additional freight adjustment

for wheat exported as flour, equal Ëo Ëhe increase in Lakehead prices

resulting from freight saving due to Ëhe opening of the st. Lawrence

Seaway. The new price adjustments v/ere made applicable to flour sales

to the u.K. and Europe, and were incorporated in the existing ExporË

Flour Adjustnent rates. However, ín January Lg62, the original form

of assistance \'ras eliminated and only Ëhe price reduction corresponding

to the lake freight adjustment was maintained. on June 22, 1964, the

Flour Export Adjustnent vras suspended.

1-For more detail, see Table
2It 

"torrld be noted that ttrc
was borne by ttr_e wheat producers and

L2 Ln Chapter 5.

total cost of this assistance
tbere were no government subsidies.
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rn the countries of the European Economic corununity (E.E.c.)3

before ttle common cereal policy came into effect on July 30, Lg62, there

r¿ere wide differences i¡ naËional policies affecring flour trade. In

practice, only the Netherlands was an Í,mporter of flour of any

sîgnificance. oËhers discouraged flour imporEs Èhrough a system of

imporË licenses and in sone cases also by high duties and levies. rn

F.R. Germany, Ëhere r¡rere no direct subsidies for exports of grains.

But if inported wheaË for whích the levy had been paid was nilled into

flour and subsequently exporÈed, Ëhen Èhe German ímporter had Èhe right
to replace this vrheat by ÍnporÈing a quanËity of wheat free of levy.

As the conversion factor for wheat to flour under these arrangements

was high compared with the actual exLraction rate, the Gerrnan mi11er

obtained an indirect subsidy. rn rtaly, the government subsidized

flour exPorts as it had a monopoly control over wheaË imports and over

the prices of both irnport,ed and domestic wheat. rn addition, it

operated the '1re-integro" system wh-ich was similar to the system in

the F.R. Germany. In France, the main burden of the cost of subsidies

was borne by the government through its monopoly agency, Office National

Interprofessional Des CJráates (O.N.I.C.), but the system for calculating

Ëhe ret,urns to producers meant that Lhe wheat gror¡rers also shared some

of ttre cost. The method used by the o.N.I.c. to determine the subsidy

3B.lgirrr, 
France, F.R. Geroany, rta1y, Luxembourg and

Netherlands.
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level was by tender.4

since July 30, L962, a uniform system for grain support has

been in operation in the E.E.c. countries. The basic grain regulation

provides that a refund (.resË:-Ëution) to cover ttr-e difference between

the world market prices and those. in the exporting country rna¡ be given

for exports of flour to third countries. The regulaËion also provides

a supplementary refund to cover tt¡-e cost of transportation to importing

countries- The supplementary refund, however, may be varied. accord.ing

to the zone of destinatiorl5 
".d may be revised during a marketing season

in accordance with the market Ërend.

L'rnformation in the above Ëhree paragraptr-s is based onrnternational wheat council, Trade in wheat Floq¡, secretariat paper
No. 5, (London: Bradley e Soffi

Zone rr - Mauritania, senegal, Guinea, rvory coast, Dahomey, Toge,
Mali, Upper Volta, Niger, Central African Republic, Congo(Brazzavllle), chad, Gabon, cameroun, congo lKinshasa),"
Gambia, Sierra Leone, Ghana, Nigeria, South_I^iest Africa.

Zone IIIA - Mexico and Central Arnerican CounËries, including Greater
& Lesser Antilles.

Zone I

Zone IIIB

Zone IVA

Zone IVB

Zone IVC

OTHNRS

5-currently there are eight different zones of destination.

- Libya, United Arab Republic, Israel, Jordan, Lebanon,
Syria, Cyprus, Turkey.

South America.

Arabian Peninsula, Iraq, Afghanistan, pakist.an, lndia(Including Butan and Kashmir), Nepal, Ceylon, Burma, Islandsof the lndian Ocean.

Other countries and territories of Africa.

Otlrer count.ries and territorles of, Asia and Oceania.
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The structure of world trade in flour has changed consid.erably

during the. past two decades. on the export side, the domination of the

world flour marker by the u.S. and canada has dwindled while the E.E.c.

has emerged as the largest exporter of flour. rn Lgso/sr, the u.s.,
canada, and Australia were the major exporters of flour, having 33.8

percent, 33.7tpercent and 21.9 percent of the world market respectively.

At that time, the E.E.c. had only a share of 5.5 percent of the world

marker for flour (ra¡te 4). Ilowever, by 1g7o/7r, rhe E.E.c. had

increased its share of the world market for flour to 36.1 percent while

the u.s., canada and Australia constituted only 25.3 percent, ]f2.3

percent and 7.5 percent of the total world flour trade respectively

,(ra¡te 
4). The success of the E.E.c. to capËure and greatly increase

its share of the world flour market was the consequence of heawy

subsidization which enabled a lower selling price of flour to be set

(raute 3) , rn fact, the Èrend. of Íncreasing share of the world flour

market by the E.E.c. countríes began in the mid-50rs (Table 4).

Coinciding with this has been the drastic decline in the export prices

of flour from these countries since 1956 (raute 3). rndeed, it has

been alleged that "the E.E.c. sometimes subsídizes flour exports at

an amount equal to, and at times exceeding, the ful1 value of the

flour". 6

0n the i:nport side, Table 5 shor,,¡s the trend of imports of

6u. r.r. A. , Eoreign furiculture, June 12, 1972 p. 6.
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TASLE 4

TT,OUR E}PORTS OF I'ÍAJOR FLOUR EXPORTING CQTJNTRIES

L950/sL to L970/7r
(IN 1,000 M.T. \^IHEAT EQUIVAIENT)

(FIGURIS TN BRACKETS ARE PERCENTAGES OF TOTAI)

YEAR AUSTRALIA CANA.DA E. E. C.3

1

leso/sri
LgsL/ s2:
rg52/fit
r9s3/ s4
l-9s4 / ss
Lgss / s6
L9s6/ s7
L9s7 / sB
t958/ s9
r9s9 / 60
L960 / 6L
196L/ 62
\e62/ 63
1963/ 64
1964/ 6s
r96s / 66
L966 / 67
1967 / 68
L968/ 69
L969 /70^
rgTo/7L¿

e67 (2L.e)
L,022 (22.7)
L,126 (24.0)

ese (22.9)
826 (19.1)
840 (18.1)
94s (le. r)
606 (10.6)
s63 ( e.8)
681 (11.6)
B3s (13. B)
736 (10.6)
660 (10. B)
eor Q2.7)
7 5s G2.7)
52s ( 9.4)
478 ( 8.2)
s13 (r0.4)
478 ( B.B)
4so ( 7 .7)
418 ( 7.s)

r,489 (33.7)
r,4L4 ç:r.4)
L,554 (33.2)
L,295 (30.9)
L,r49 (26 .6)
1,016 (2L.9)

963 (19. s)
1, o7B (18.9)
1,005 (17.5)

se6 (u.0)
eBO (L6.2)
B6s (L2.4)
772 (L2.6)

1,489 (21.0)
90e (ls.2)
e90 (L7 .7)
9L2 (ls.7)
634 (12.8)
64s (1r. e)
772 (13.1)
68s (r2.3)

24s ( s.5)
32s ( 7.2)
426 ( g.r)
462 (11.0)
640 (14.8)

l-,101 (23. B)
829 (16. B)

L,542 (27.0)
L,298 (22,6)
t,403 (23.9)
1, 191 (L9 .7)
1,710 (24.5)
L,328 (2L.7)
1,658 (23.4)
L,52O (25. 5)
L,652 (29.5)
2,0L2 (34.6)
L,34L (27 .L)
L,665 (30.6)
L,742 (29.6)
2,008 (36.1)

1-Fi-gures are provisional because no final figures by destinations
are available for these years.

2Provisional

3Fig.rr"" 
exclude E. E. C.

to 1962/63 include only France,
Intra-trade. Figures from 1950/51_

F.R. Germany and lËa1y.
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TA3LE 4 (CONTINUED)

YEAR U.S. OTHNRS TOTAI

1es0/5rl
LgsL/ s2:
tg52/fii
r9s3/ s4
r9s4 / s5
Lgss/ s6
L9s6 / s7
r9s7 / sB
LgsB / s9
r9s9 / 60
]-960 / 6L
L96r/ 62
L962 / 63
1963/ 64
1964/ 6s
L96s / 66
l-966 / 67
1967 / 68
L96B/ 6e
1969 /70,
Lg70 /7L'

L,495 (33.8)
1,363 (30.2)
L,357 (28.9)

9e4 (23.7)
L,292 (29.9)
r,370 (29.6)
T,999 (40. 5)
2,L93 (38.4)
2,L92 (38. 1)
2,468 (42.L)
2,7L3 (44.9)
2,987 (42.9)
2,78L (45.4)
2,553 (36 .1)
2,186 (36.6)
2,004 (35 . B)
1,851 (31.8)
r,394 (28.1)
L,648 (30.3)
L,764 (29,8)
1,408 (25. 3)

226 ( S. r)
3Bs ( 8.s)
224 ( 4. B)
482 irr. s)
4rs ( 9.0)
308 ( 0.0)
zos ( 4.1)
299 ( s.2)
69s (12.1)
3L6 ( s.+)
319 ( s.3)
66e ( 9.6)
sB2 ( e.s)
476 ( 6.t)
s96 (10.0)
42s ( 7.6)
s61 ( e.6)

L,07L (2L.6)
e99 (r8.4)

L,r49 (19.6)
t,040 (18. 7)

4,422
4,509
4,697
4,L92
4,322
4,635
4,94L
5, 718
5,753
5,864
6, 038
6,967
6,L23
7,077
5,966
5,596
5,814
4,953
5,435
5,877
5 ,559

Source:

International Ifheat, Council, I,Iorld Wheat Statistics, (London:
Bradley & son Ltd., annual) 

"nd wortd @ecretariaË
Paper No. 5 , (London: Bradley t-5on l,t¿. Jg6Ð .
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TA3LE 5

IMPORTS 0F FLOIIR By REGIONS, L9S4/55 to L97O/7Iz

crN 1,000 M.T. t^iHEAT EqUIVATENT)

(FTGURES IN BRACKETS ARE PERCENTAGES OF TOTAL)

YEAR EUROPE U.S.S.R. CENTRAI,
A]4ERICA

SOUTiT.

A1'ßRICA

r9s4/ ss
L9s5/ s6
]-9s6 / s7
r9s7 / sB
r95B / s9
L9s9 / 60
L960 / 6r
L96L/ 62
L962i 63
L963/ 64
L964 / 6s
r96s/ 66
l-966 / 67
L967 / 6B
1968/ 69
L969 /70.
Lg70/7Lr

804 (19.6)
1,040 (24.0)

7s0 (u.6)
BB0 (19 "4)

1,210 (23.4)
L,222 (23.0)
L,074 (19.8)
L,295 (22.L)

78s (ls.0)
BB2 (13.0)
s71 (10.3)
s20 (10.3)
334 ( s.7)
202 ( 4.4)
2L2 ( S.Z)
20L ( 3.6)
Ls4 ( 2.9)

L,342 (19. B)
2s2 ( 4.s)
161 ( Z.z¡
371 ( ø.¿r)

6so (ls. e)
620 (14.3)
640 (rs.1)
680 (ls.0)
640 (r2.4)
680 (12. B)
szs ( 9.7)
630 (10.7)
740 (14.0)
76s (11.3)
810 (L4.6)
7r2 (L4.2)
81r (13.e)
7e2 (L7.4)
622 (1s.3)
677 (LL.9)
681 (12.6)

ss0 (13.4)
s24 (12.1)
400 ( e.4)
s30 (11.7)
290 ( s.6)
zLo ( 3.e)
240 ( 4.4)
zso ( 4.3)
268 ( S.r¡
300 ( 4.4)
2Bo ( S.r)
278 ( s.s)
3ss ( 6.1)
27s ( 6.0)
r7o ( 4.2¡
277 ( 4.e)
282 ( s.2)

lProvl-sional

- Not significant or nil
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TABLE 5 CCONTINUED)

YEAR ASIA AT'RICA OCE,ANIA TOTA],

Lgs4/ 5s
L9s5 / s6
r9s6 / s7
r9s7 / s8
LgsB/ s9
L9s9 / 60
1960/ 6L
L967/ 62
L962/ 63
1963/ 64
L964/ 6s
L96s / 66
1966/ 67
L967 / 68
1968/ 69
1969 / 70,
rg7 o/ 7LL

L,476 (36.0)
1,590 (36.7)
1,810 (42.6)
r,63s (36.r)
1,780 (34.4)
L,970 (37.0)
2,360 (43.6)
2,L90 (37.3)
1,895 (36.0)
L,7 45 (25.7)
1,841 (33.2)
1,536 (30.6)
1,830 (31.3)
L,44r (31.6)
1,653 (40.6)
2,790 (49. B)
2,82L (52.3)

s6o (13.7)
sOo crr. s)
600 (r-4. 1)
76s (16.e)

I,2L0 (23.4)
1,190 (22.4)
1,160 (2L.4)
L,440 (24.6)
L,520 (29.2)
1,640 (24.2)
1,650 (29.8)
1,700 (33.8)
2,050 (3s.1)
L,755 (38.5)
1,340. (32.9)
1,600 (28.6)
1,355 (2s.L)

sB ( 1.4)
60 ( 1.4)
s0 ( 1.2)
40 ( r.o)
s0 ( 1.0)
so ( 1.0)
60 ( 1.r)
60 ( r.o)
60 ( 1.1)

110 ( r.0)
740 ( 2.s)
L20 ( 2.4)
e0 ( 1.s)
e0 ( 2.0)
70 ( r.7)
6s ( L.2)
e6 ( 1.8)

4, 0gB
4,334
4,250
4,530
5, 180
5,322
5,419
5,865
5,268
6,784
5,544
5,027
5, 841
4,555
4,067
5,600
5,389

lProvisional

Source:

International l,IheaË Council, trrrorld Wheat Statistics, (London:
Bradley & Son Ltd., 1965).
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flour in different geograph-ic regions. Asia, Africa and Oceania r¡ere

the regions where growth in imports of flour occurred during the

last two d.ecades. From Lg54/55 to L97O/71, imporrs of flour in Asia

increased from 1,476 to 2r82L thousand metric Ëons. ln ttle same period,

Africa and Oceania increased from 560 to 1,355 ttpusand metric tons and

from 58 to 96 thousand meËric tons respectively. ln Central America,

imports of flour have remalned rather stable at around 650 thousand

metric Ëons in the pasË two decades. The major areas that shovr

declining imports of flour are Europe and South America. Imports of

flour in Europe declined from iËs all time hÍgh record of I,295

thousand metric tons in L96L/62 Ëo only 154 thousand metric tons in

L97O/7L. The U.S.S.R. has only imported significant amounts of flour

froro 1963/64 to L966/67, and has had no substantial effect on the world

flour trade since then.

Markets for flour have become more concentrated. Asia has

become Lhe most important markeE for flour Ërade. It constituted 52.3

percent of the total world imports of flour ín 1970/7I (Table 5).

Both Europe and South America which once constituted over 20 and 12

percenË of the world flour imporËs respectively have lost their

imporËance, representing only 2.9 and 5.2 percent of the world flour

imports respectively in L970/7L (faUte S).

Ttr-e greaËer intensity of courpetition in Ëhe world flour trade

whictr- developed during ttr-e 1950's was reflected in the flour prices.

Ttr-e price of flour depends prinarily' on ttr-e price of wteat wiricÏl

ranged fron 70 Ëo B0 percent of the total cos.t of flour. Ilowever,
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Prices in international trade have been affected by export subsidies

given by major exporting counÈries. As a result, export flour prices
became relatively cheaper than Ëhose for wheat although price movements

of wheat and flour have followed the same broad trend (Table 3). The

average differences beËween prices of wh-eat and flour from 1966 to

1970 are $8.94 per netric ron for the E.E.c.; g20.09 per metric ron

for Australia; ç26.96 per merric ron for the u.s. and $35.61 per merric
ton for Canada. These price differentials reflect the difference in
the degree of subsidy as well as the characteristics of the wheats of

the major exporters. The differential has narrowed most sharply for
Èhe E.E.c. ¡¿here it formerly exceeded $50.00. The u.s. margin has

dropped by about $10.00 per ton since the late 1950's. In contrast the

Canadian and AusËralian differentials have increased. It is, therefore,

not without reason that the world market for flour is dominated by the

E.E.C. and the U.S. who have exËensive measures of export assistance to

urake their flour prices more competitive aË the international 1evel.

Australian flour, though priced above the E.E.C. flour, has consistently

been lower than the North American flour. However, it has not been

able to capture substantial share of the r¿orld market for flour. This,

perhaps, reflects the characteristics of the different ¡¿heats.

world trade in flour has, therefore, been substantially

i-nf luenced by export subsidy. rndeed, bortr- rhe E.E.c. and the u. s.

who have extensive exPorË subsidies have accounted for over 60 percenË

of the total r,¿orld flour trade since the earl¡ 1960rs. Tn I970/7I,

Ëh-ey shared 36.1 percent and 25.3 percent ïespectively.of tl.u world

market for flour (Table 4).



CHAPTER 3

DI},ßNSIONS AND PROBLEI'{S OF THE

CANADIAN FLOUR MILLING INDUSTRY

The Canadian Flour Milling IndusËry (CFMI) has contribured ro

ttl.e canadian åconomy as an employer, as a user of canadian r¿heat, and

as a processor and exporter. A measure of the contribution of the

cFMr to the canadian grain producers can be seen in the fact that an

average of 15.5 percent of the canadian v¡heat crop during the period

1965/66 to 1970/71 r¿as consumed annually by the CFMI in flour production

(Tabte 6).

The contribution of the cFllr as an employer has declined

substantially due to changes in rnilling technology and automation in

production processes. Total number of employees in the cFl'fr has

declined from the record high of B2B5 in L947 to 347I irl ITTO (Table 6).

The average annual product,ion of flour duríng the period of

L945/46 to L949/50 was 107 million bushels. This fell ro BB miltion

bushels in rhe period on rg66/67 to LgTo/7L (ratte 6). tr^Iesrern milts

have absorbed the main port,ion of the decline (table 6). Eastern

mil1s have benefÍted from a steady j-ncrease in grindings of ontario

l¡inter wheat. Milling of Ontario winter r¿heat has more than doubled

si-nce the war increasing frorn about four million bushels to eigtr-t

million bust¡-els.

Exports of wheat flour have contributed substantially to toËa1

canadian wheat sales in ttrc. pasË two decad.es. Ilowever, canadars
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TABLE 6

EMPLOY}MNT, PRODUCTION AND EXPORTS OF THE CANAÐIAN

FLOUR MILLING TNDUSTRY , Lg45l46 rol"SlO/lt

CROP YEARS

CIN TITOUSANDS OF BUSHELS, WIIEAT EQUIVALENT)

TOTAI NO. I^IHEAT MILLED
OF IN EASTERN

n¡æi.ovrus t cANADA
(r) Q)

I^IHEAT I4ILLED TOTAL I^iHnAT IITHEAT pRO-
IN WESTERN MILLED IN DUCTION IN

CANADA CANADA CANADA(3) (4) (s)

194s-46
l-946-47
L947 -48
7948-49
1949-50
1950-51
l-95L-52
l-952-53
19s3-54
L954-5s
1955-56
1956-57
19s7-58
1958-59
19s9-60
1960-61
196L-62
]-962-63
L963-64
L964-6s
L965-66
1966-67
L967-68
L968-69
1969-70
r970-7r

7 ,5LL
8,036
B,285
7 ,L24
6,582
6,356
6 ,359
6,464
6,435
4,934
6 ,3Bg
6 ,1gg
5,956
4,4r2
4,234
4,L73
3,953
4,265
4,392
4 ,503
4,284
4,350
3, 981
3,558
3, 510
3,47r

59,901
62,I]-3
54,327
46,396
44,862
57,407
49,zgL
49,656
43,977
44,L72
44,28L
42,600
46,864
46,996
44,408
43,094
43 ,87 B
44 ,47 5
5L,962
49,295
52,339
5L,6L7
49,283
54,985
60, BgB
59,918

58,173
65,662
55,495
44,50L
45,22L
55,342
55,203
57 ,07l-
47 ,B7g
48,235
47 ,4Bg
42,550
45,425
43,L47
46,gB2
46,637
44,363
34,3L4
59 ,7 og
37 ,9L4
45,587
38,468
35,486
30,064
29,659
27 ,549

l1B,074
r27 ,77 5
L09,822
90,897
90 ,083

l-06 ,7 49
r04,494
L06,727
91,955
92,407
9r,770
85 ,150
92,289
90,L43
91 ,390
89 ,7 3L
BB,24L
78,789

LLr,67L
87 ,209
97 ,926
90, 085
84,7 69
85 ,049
90,557
87 ,467

3L6,320
411,601
338,506
381, 413
366,028
466,490
553,678
7 0L,97 3
634,040
331 ,981
5r9,r7B
57 3 ,040
392 ,508
397 ,730
444,520
5L8,379
283,394
565,585
723,500
600,726
649,4r2
827,338
592,920
649,844
684 ,27 6

331,519

acalendar years L945 to Lg7O,
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TABLE 6 (CONTINUED)

FLOUR PRODUCTION

AS Z OF WHEAT

PRODUCTION
(6)

CANADA'S EXPORT
OF FLOUR

(7)

FLOUR E)GORTS
AS Z OF FLOUR

PRODUCTION
(B)

L94s-46
L946-47
t947-48
l-948-49
L949-s0
1950-51
L95r-52
L952-53
1953-54
1954-55
1955-56
1956-s7
195 7-58
1958-s9
19s9-60
1960-61
196L-62
]-962-63
l-963-64
1964-6s
L96s-66
1966-67
L967-68
L968-69
L969-70
l-970-7r

35 .1
31.0
32.4
23.8
24.6
22.9
18.9
L5.2
l-4.5
27 .B
17 .7
L4.9
23.5
22.7
20.6
17 .3
31.1
13. 9
L5.4
l-4.s
15.1
10. 9
14. 3
13. 1
]-3.2
26.4

62,038
79,470
6L,477
48,094
45,680
55,922
51, 103
56,501
56,246
40,62I
40,000
33,540
40 ,381
37,L25
36 ,97 O

35,682
31, 953
27 ,265
54,910
3r,542
38,L25
31,851
24,690
24,622
26,963
24 ,97 5

52.6
62.2
56.0
52.9
50.7
s2 .4
48.9
52.9
6L.2
44.0
43.6
39 .4
+J. O

47.2
40.5
39 .8
36.2
34.6
49.2
36.2
38.9
35.4
29.L
29.0
29.8
28.6

Source !

Columns 1, 2,
Division, and Board of
Grain Trade of Canada

3 and 4: Dominion Bureau of Statistics, AgriculËure
Grain Commissioners for Canada, StatisLics Branch,
CaË. No, 22-20I (Ottawa, Ontario: Queenrs printer,

Annual)

Columns 5 and 7: The Canadian hlheat Board, Annual Report 1969-70
& 1970-71, ((l^iinnipeg, Manitoba) : (n.n. ) , annual)

Column 6: Col. (4) dívided by Col. (5).
Colr:mn B: Cot. (7) divided by Cot. (4).
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export of flour has declined since the 1950's (tabte 6) with the

exception pf ttr-e L963/64 crop year when the canadian hrlreat Board

coritracËed an export of 22 mlLrion buslels of flour to the u.s.s.R.

During the period 1945/46 to L949/50, average annual export of flour

was around 59 nnillion bushels, about 54.9 percent of the annual flour

production. fhi" t"ff to around 29 nillion bushels, about 30.4

percent of the average annual production of flour in the period

L966/67 ro 1970/7r (Table 6). However, rhe cFMr sri1l has relarively

hÍgh percentage of flour production being exported. The U.S. and

the E.E.C. which are Canadats major competítors in r¿orld flour

markets exported only about 10.3 percent and 11.9 percent of their

average annual production respectívely in the period L966/67 xo
'l

1970/7L.- The reratively high percentage of flour production rhar

has traditionally been exported by the cFMr probably accounts largely

for Canada's reluctance to give export subsidies to the CFMI.

tr^iorld trade in flour has rísen almost steadily in the past

Ëwo decades, increasing from an average of about 4.5 million meËric tons

in the 1950's and to over six rnillion metric tons in the early 1960ts.

It has leveled off at around 5.5 million metric tons in the late 1960ts

(fatte Z). However, in a period of expansion of rvorld flour trade,

Canada not only has failed to obtain a proportion of the increase,

r_.-Figures are derived from the International l^lheat Council
Bradley & Son Ltd., annual).World Wheat StaÈistics, (London:
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TABLE 7

THN I^IORLD AND CANADAIS E)GORTS OF FLOUR

(rN Tr{ousANDS M.T. )

I^iORLD EXPORTS
OF FLOUR

CANADA'S EXPORTS
OF FLOUR

CANADA AS Z OF

WORLD

1es0-s1J
LssL-s2!
Lg52-fit
l-953-s4
1954-55
195s-s6
L956-57
1957-sB
1958-59
19s9-60
1960-61
L96L-62
L962-63
]-963-64
L964-6s
L96s-66
L966-67
L967-68
1968-69
L969-70^
Lg70-7L¿

4,422
4,509
4,687
4,L92
4,322
4,635
4,94L
5, 718
5,753
5,864
6,038
6,967
6,L23
7,077
5,966
5,596
5, 814
4,953
5, 435
5,877
5,559

7,4Bg
L,414
1,554
r,295
r,L4g
l, 016

963
1,078
1,005

996
980
B6s
772

r,489
909
990
9l-2
634
64s
772
685

33.7
31.4
33.2
30.9
26.6
2L.9
19. 5

18.9
L7.5
L7 .O
L6.2
12.4
L2.6
2L.0
L5.2
17 .4
L5.7
T2.B
11. 9
13.1
12.3

1-Figures are provisional because no final fÍ-gures by destinatíons
are available for these years.

2^.Hrovrsronal.

Source:

International
& Son Ltd., Annual) and
(London, Bradley & Son

Wheat
tr^Iorld

Council, World Wheat Statistics, (London: Bradley
Trade in Wheat

Lrd., 1965) .

Flour, Secretariat Paper No. 5,
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but also has l-ost ground in absorute terms. rn the 1950/51 crop year,
canada's share of the worrd flour exports was 33.7 percent, but in
I970/7I, rtuj.s fe1l ro 12.3 percenc (Tabte 7).

The canadian share of Lhe world. markets for flour has declined
in all regions of the world except centrar- America (Tabre B). The

exception of tontral America was the consequence of the large contracted

sales to cuba. Excluding the cuban market, canada has actually
experienced a falling rnarket share in tire remainder of Central America,

the extent of the loss being shoç-n by the market share crropping from

38.0 percent in L954/55 co 10.5 percenc in 1970/71. i{owever rhe mosr

significant loss of flour markets for canada has occurred in the

regions of Asia and South Arnerica. At LTTO/7L imporr volumes by

regions, these represent losses of 355.5 thousand metric tons and

74.5 thousand metric tons respectively.2

several factors have contributed to, or have at 1eäst been

associated with, the declíne in the share of the iotf¿ flour markets

by the cFMr. while it is difficult and perhaps eve. unnecessary to

gauge the relative importance of these factors, the following can be

identified:

1. Ti-Le modernization and consolidation of milling capacity

in Europe f ollowing i^Iorld War II.

)-Figures are obLained by
Canadian shares of tl-re imports of
1954/55 and 1970/ 71 in Table B 6,respective region in Table 5.

nultiplying the difference in
flour in eacir region betrveen
the 1970/lt irnport volumes in rhe



YEAR

r9s4 / ss
L9ss l s6
L9s6/ 57
L9s7 / s8
L95B / s9
L9s9 / 60
1960/ 67
Ls6L/62
L962/ 63
1963/ 64
1.9641 6s
L96s / 66
L966 / 67
L967 /68
L96B/ 69
L969 /70
L97 0 /7L

EUROPE

CAI.TADIAN SHARES OF THE II"TPORTS OF FLOUR

IN WORLD MARI(ETS BY REGIONS IN PERCENTAGE:

(1954155 to L970/7I)

48.0
32.L
44.3
42.8
32.2
30. B

37 .6
29.5
43.0
44.O
50.5
50.1
50.2
35. B

29.5
îC OL).O

26.2

CENTRAL AIÆRICA
INCLUDING CUBA

ÎABLE 8

38.0
37 .6
30.9
33.0
35. I
32,0
38.3
3r_.0
24.0
46.8
35.4
6B .6
63.5
53. 5

45 .8
76.7
66.s

CENTRAL AMERICA
LESS CUBA

- Not Available

Source:

Food and Agriculture

SOUTT1 ÀT{ERICA

(Rorne: F.A. O. , Annual) ; and

zi.z
20. B

24.7
19. r
L4.6
9.2

L2.6
10.5

28.0
22,3
24.2
20.2
r_5 .3
4.6
5.9
l_. B

L.7
L.7
2.L
L.7
l-.0
1.5
2.6
1.1
L.6

ASIA

1B. s
14. B

L3. 3
L7.3
L2.B
t_3.3
10.5
9.4
5.0
s.4
4,2
7.8
6.0
5.0
4.8
5.8
5,9

AFRICA

Organization, Grain Exports by Sources and Destination.
World Grain Trade Statistics,

9.6
r-r.8

70

4,3
6.l-
7.2
8.6
o?
7.4
3.5
5.0
3.6
5.3
4.0
6.5
3.8
4.5

OCEANIA

3.8
4.2
2.8
3.0
1.0
L.4
1.8
0.3
0.5
0.4
0.3
1.3
1.8
L,7
r.7
L.4
0.8

NJ
.*J
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2. The t.rend tor+ards wheat self-sufficiency in Europe which

meant milling capacity was increased to utilize gïeater

quantities of domestic wheat.

3. The creation of excess ruilling capacity in continental

Europe and ttr_e need for flour exports from that area.

4. The trend in underdeveloped countries whereby nill

construction became a national must or goal as well as

staËus symbol.

5. Increased subsidy on Ëhe export,s of flour by major competitors.

6. The development of the Chorleywood process in the baking

industry allows the use of a much higher percentage of

weak flours (milled from lower-quality wheats). There-

fore, the demand for Canadars strong flour has declined

substantially.

Paradoxically, the Ínability of the CFIÍI ro compete in the

world flour markets is partly due to the institutional st.ructure of

the Canadian v¡heat industry and partly due to governmental intervention.

The Canadian Lrlheat Board (CWn¡ as a monopolist in the Canadian wheat

industry sets the prices of wheat and hence has direct effect on the

cost of raw maLerial of the cFMl r+hich has limited or no scope for

bargaining on Ëhe price of whe.aË. Furthermore, because the cFMl has

to purchase its ra\nr material , wlr-eat aË f .o.b. prices, it j^s in a

disadvantageous position to cornpete ín foreign rnarkets owing to the

higtler transportation cosÈs for flour than wheat. The extra cost of

exporting flour versus wheat due to ocean freigtr-t has risen steadily.
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For example, on shipment to u.K., the dífference has increased from

less than 20ç per 100 pounds in 1963 to more than 35Ç per 100 pound.s
)

in 1967.' The difference in transportation costs gives incentives to

Ëb-e flour irnporting countries to establish mitls and to import wheat

i¡ lieu of flour or to switch to other sources of supply.

Thisbincentive for importing countries to prefer wheat posed

little difficulty to the cFï1I as long as Europe remained preoccupied

with post-r{ar reconstruction during which the demand for food was large.

Ilor¿ever, as Europe recovered from the war, the problem took on major

significance for the CFMr. The Canadian Government, recognizing this

situation, introd.uced the Export Flour Adjustments in Lg57/58, after

,the 
CFMI, in L956/57, sustained its lo¡¿est export of flour yet

experienced (Table 6). The export Flour Adjustments v/ere designed to

offset the higher subsidízation of flour than wheat exports by

competítors. Unfortunately for the CFMI, these Adjustmentb were

terminated in 1964.

The CFMI v¡as also precluded from cutting costs in other \{ays.

The investigatíon into an alleged combine Ín the cFMr by the canada

Combines Investigation Conrnission in 1948 and its aftermath reportedly

had a restraining on the industry in atËempts to rationalizing its

operation by horizontal integration. In fact, such rationaLlzatLon as

3_.-Figures are derived from the. Canadian Natíonal }fillers
Association, A submission to the canadian Grain Marketing Revj-er¿
Committee, November, L970.
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has occurred has largely come ttlrough attrÍ-tion rather than a well

conceived plan.

In contrast to the Canadian situation, mills built after the

rvar in Europe and elsewhere are more efficient because they are equipped

with newer machines and use riewer techniques of production. In addition,

ttr-e formationbof Ëhe European Economic Corrrnunity has raised new barriers

to exports of the CFMI to ttr-e member countries.

Indeed, the CFIÍI is being caught in the middle, encountering

problems both from r¿ithin and without Canada. On the one hand it has

no corì.trol of the prices of its input and on the other hand it has to

meet the competition of the newer mi1ls in other countries.

Ironically, the CFMI not only has to compete with foreígn

flour exporters but also has to compete r¿ith the exports of Canadian

wheat. In facË, the CFIÍI allegedly operates at a disadvantage because

it is deprived of the privilege of wheat selection. Canadîan millers

cont.end they are restricLed t.o the grades of wheat made availabJ-e

to them by the Canadian Wheat Board while foreign wheat buyers

can often reserve specifíc grades of wheat in the forward position.4

Thereby, millers say they are sometimes unable to use the opËimum

grade of wheat for productÍon of flour for different markets.

Wh-ether this problem is a serious or even frequent one is not readily

determj¡red, but a basis for its existence can be recognized in the

monopoly positi.on of the canadian wheat Board in domestic sales of

L'lbid., p. 9.
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wheat f or inilling f rom I,,Iestern Canada.5

One noticeable change i-n the cFMl since L945 is the decline

in the number of flour nilrs (Table 9). The rotal number of flour

nrills fell from 196 in L945 to 37 in 1970. llowever, rhis decline in

the number of flour mills hås litrle effect on the milling capaciËy in

Canada. The as.nual milling capaciËy fell from L22,356 thousand bushels

in 1945 to 116,547 rhousand bushels in Lg70.6

The decrease in the number of flour mi1ls in Canada was partly

tlre consequence of the decline ín canadian exports of flour. The

decline in exports \.{as sustained nainly by mills in western canada as

indicated by Ëhe difference between annual production and consumption.

This difference fel-l from over 45 rnillion bushels in the 1940's to

à¡out 20 million bushels in the late 1960ts (Table 10) . The number of

mills in l"Ianitoba, Saskatch-ewan and Alberta fe11 from 21, 29 and 32 ín

1945 to 3,3, and 5 in 1970 respectively (Table 9).

Technological change \¿üas another cause of the decrease in the

number of flour milts in Canada. Many of the mills were builL before

1940 and cannot compete ruith the modern mills in Europe and some other

countries. Because their production methods and machines are obsolete,

shrheat imports for milling are precluded. by Wheat Board
licensing restrictions. Given a captive home demand and a logical
desire to maintain flexibilit¡ in meeting foreign demand by having
ample selection of grades, ttr-e Wlleat Board would rationally limit
the grade.s made available for domestic use. The same limitation
migtlt extend to purchases of wTr-eat for milling of flour for export.

T972 -

6^.Ttle figures are. deriyed frorn Canada Year Book 1946 and



L945
L946
l-947
1948
L949
1950
1951
1952
1953
L9s4
1955
l-956
L957
1958
L959
l-960
1961
L962
L963
L964
l965
]-966
7967
1968
L969
L970

CANADA P.E.I.

L96
184
774
L84
133
118
108
100

9s
85
77
76
59
57
57
55
54
55
53
55
51
52
51
42
4L
JI

TABLE 9

NUMBER OF FLOUR MILLS IN CANADA

I

NOVA SCOTIA

)
)
)
)

N.A.

t.a

1'

1
1
1

1
1

QUEBEC

2B
24
L9

1
1
I

ONTARIO

t{ew Brunswick and Nova Scotia.

B2
80
76

MANITOBA

+

4
4
4
4
4
4
4
4
4

4
5
7

7

7

B

7

7

6

2I
20
2L

59
55
50
45
44
31
30
30
30
29
30
29
28
25
25
24
L7
L7
L7

SASK.

29
29
28

AIBERTA

8
B

7

7

7

6

5

5

5

5

5
4
4
4
4
4

4
3
J

32b
29
30

L
'Alberta and B.C.

L4c
14c
L2c
10c
10c

gc

10c
lOc

BC

6
6

5
5
5
6

5

4

J
J

B. C.

(
N.A.(

(

;
2

.)

4
2

2

2

1
2
2

15
L4
L2
11
11

9

B

8
B

B.
B

7

7

7

7

7

7

7

5

csask. and B.C.

(,
NJ



TABLE 9 (CoNTTNUED)

Source:

Dominion Bureau of Statistics, Agriculture Division, and. Board of
Commissioners for Canada, Statistics Branch, Grain Trade of Canada Lg45-46
1946-47, Cat. No. 22-20L (Otrawa, Onrario: eL946-4/, Cat. No. ZZ-2OL (Ottawa, Ontario: Queen's prffi
Dominion Bureau of Statisties, Manufacturing and Primary Industries Division,Flour Mi1ls (ottawa, Ontario: Information Canada, annual). (Information for .

years will be included in Cat. No. 32-228, Flour and Breakfast Cereal products
Industry. ) 

-

Grain
and

future

L.)
C¡.)
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TÀBLE 10

PRODUCTION AND CONSTßÍPTION OF FLOUR

IN EASTERN AND I^TESTER}I CANAXA

T945/46 tO L97O/7I CROP YEARS

(IN 1,000 BUSHTLS I,Ir{EAT EQUIVALENT)

:4
!à EASTERN CANA-DA

PRODUCTION CONSLÞfPTIONi DIFFERENCEYEAR

794s / 46
L946 / 47
1947 / 48
l-948/ 49
re49 / s0
1950/sr
l-9st/ s2
19s2 / s3
Les? / s4
r9s4 / s5
rgss / s6
T9s6 / s7
L9s7 / sB
19 sB /59
r9s9 / 60
1960/ 6L
196r/ 62
l-962 / 63
t963 / 64
L964/ 6s
r96s / 66
j.966 / 67
l.967 / 68
1968 / 69
1969 /7 0
r97O/7L

59 ,901
62,LL3
54 ,327
49 ,396
44,862
5l-,407
49,29r
49 ,656
43,977
44,L72
44,28L
42,600
46 ,964
46,996
44 ,408
43,094
43,878
44 ,47 5
5r,962
49,295
52,339
5L,6L7
49,283
54,985
60,BgB
59,918

28,7L6
27 ,285
24,282
2L,569
24,459
26,48r
26 ,Bl B

27 ,085
23,g39
27 ,7 50
27 ,7 6r
27 ,7 23
2B ,080
28,438
29,289
29,9L4
31,384
32,14]-
31,643
30,92r
32,733
32,694
32 ,7 29
32,448
33,773
33,592

31,185
34,828
30 ,045
27 ,827
20,403
24,926
22,t073
22,57r
20 ,038
16,422
L6,520
L4,877
1B,784
1B j 558
16 ,120
13,180
12,494
Ir ,7 34
20,319
rB ,37 4

19,606
IB,g23
L6,554
22,537
27 ,L25
26,326

I \̂.alenoar year
derived by mulriplying

data (1945-46 crop year
population by per capita

-- L945 calendar year)
consump Eion .
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TA3LE 10 (CONTINUED)

YEAR

I^IESTERN CANADA

PRODUCTION CONSUMPTION1 DIFFERENCE

L94s / 46
L946 / 47
l-947 / 48
r94B / 49
L949 / s0
L950 / sL
Lgsrl s2
r9s2/ s3
L9s3/ s4
L9s4 / ss
L95s / s6
L9s6 / s7
L9s7 / s8
r9s8/ s9
r9s9 / 60
L9601 6r
L96L/ 62
L962/ 63
L963 / 64
1964/ 6s
196s / 66
L966 / 67
7967 / 68
Le6B / 69
1969/70
L97O/7r

58, 173
65,662
55,495
44,50L
45,22L
55,342
55,203
57,07L
47 ,B7B
48,235
47 ,489
42,550
45,425
43,L47
46,982
46,637
44,363
34,3r4
59,709
37 ,9r4
45,581
38,468
35,486
30,064
26,659
27 ,549

10,958
t0,390
9,485
8,222
B,g7g
9,696
9,779
9 ,809
B ,688

10, 086
10,071
10,075
10 , 17B
10,305
10,603
10, 830
11 ,354
L0,224
11,390
11,164
LL,794
rL,4g7
LL ,7 97
rL,7 49
L2,289
12,268

47,2L5
55,272
46 , o1o
36 ,27 g

36,242
45,646
45,424
47 ,262
39 ,190
3B, 149
37 ,4LB
32,475
35,247
32,842
36,379
35 ,807
33 ,009
24,090
48,3L9
26 ,7 50
33,793
26,97r
23,689
18,315
L4 ,37 0
L5,2Br

Source:

DomÍnion Bureau
Grain Commissi_oners for
Cat. No. 22-20I (Orrawa,
western Miller, January,
of Canada by Provínces,
annual) .

of Statistics, Agriculture Division and Board of
Canada, Statistics Branch, Grain Tr4de in Canada
Ontarío: Queenrs Printet,ffi'
L97L, 1972. Canada Srarisrics, Esrí*ãEãã-ÞãiïlatÍon

Cat. No. 9I.20L (Ottawa, Ontario, Queents printer,
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these mi1ls face severe competition in the rvorld flour markets an¿

some have been forced to close.

Partially offsetting the decline in export volume has been

the slow increase in milling for Ëhe Canadian domesËic market. There

has been a slight shift away from breadsËuffs in ttrc national diet,

but this "".*á to have stabilized at around 130 lbs. per capita and

population growth is resulting in higher consumption (Table 11).

It can be deduced that the Canadian domestic market has

increased by the exËent of 15 million bushels as population has

increased fron 13 million to 2I million. This offsets the decrease

in per capita consumption of flour of slightly over 25 percent.

some mills have tried to protect Lheir domestic business by

diversification, that is, by investing in bakeries. The ovmership

or control of bakeries by mills guarantees the mills an outlet for

part of their output. The effectiveness of this action is declining

wiËh the increasing dominance of supermarkets in baking and distribution

of bread. Furthermore, by competing in the bakery field, mÍ1ls lose

volume in other outlets and this loss can offset the additional

earnings in the bakery interest.

There is over-capacity in the CFIII in spite of the diversification

and ttI.e decl-ine in the number of flour mitls. Over-capacity has resulted

from:

Ttr-e tr-eavy demands for flour during the two world wars and

ttr-e period of f,ood shortage following World War lI.

Ttr-e early optimism of th-e CFMI in a continuing export

1.

)



CROP YEARS

1922-23
l-923-24
L924-25
L92s-26
L926-27
1927-28
1928-29
]-929-30
1930-31
L937-32
]-932-33
l-933-34
1934-35
1935-36
7936-37
L937 -38
1938-39
L939-40
L940-4r
194L-42
L942-43
L943-44
1944-4s
L94s-46

TOTAI DOMESTIC
DISAPPEARANCE
I OOO POI]NDS

TABLE 11

FLOUR CONSUMPTION IN CANADA

L,687,r24*
I,687,532x
r,592,070*
1,605,923xx
L,693,052
I, B0B , 3g3
L,794 ,gg3
L,7rL,673
L,8L2,643
I , 818,463
I,ggg,g27
L,875,867
L,B7 5 ,778
L,g54,rr3
L,916 ,403
r,865 ,972
2 ,056 ,7 56
2,L55,945
1, g4B ,405
I,854 ,055
2,r02,266
2,05L,994
2 ,07 2,67 r
2,339,77r

PER CAPITA
DOMESTIC
DISAPPEARÁNCE
POI]NDS

lBB .4
L86.2
17r. B

L7I.6
177.7
r85 .4
180. 4

168.9
L75.9
L73.9
179.5
L75.4
173.6
1 -70 .)

L74.L
r68.0
183.3
191. 1
764.2
165 .5
188. 3
183. 2

L83.7
L97 .2

CROP YEARS

*Stocks not available.

Source: The Northwestern

1946-47
L9 47 -48
1948-49
1949-50
1950-51
195r-52
7952-53
L953-54
L954-55
1955-s6
L956-s7
L957 -58
195 B-59
1959-60
1960-61
1967-62
7962-63
L963-64
L964-6s
L96s-66
7966-67
l-967-68
L968-69
L969-7 0
I970-77+

TOTAL DOMESTIC
DISAPPEARANCE
IOOO POUNDS

2,285 ,396
2,086,L70
1, B2B, g8g
2,024,257
2,rg9,5B2
2,24I,979
2,247,274
L,990,334
2,307 ,7Or
2,302,L86
2,304,986
2,337,402
2,356,48L
2,423,867
2,47 4 ,943
2,592,106
2,335 ,2gg
2,603,967
2,552,r78
2,700,932
2,636,7 4g
2 ,7 03 ,996
2,682,908
2,798 ,506
2 ,7 85 ,244

PER CAPITA
DOMESTIC
DISAPPEARANCE
POI]NDS

**Estimate for stocks at beginning of period.

Miller, January, Jg7I, L972.

183.9
L64.I
r39.2
r49.2
lsB. 3

L57 .0
153.1
131.8
148. 5

r44.6
141. 0
I38.2
136 .1
L36.9
136. B

r40.6
I24.3
136. 0
130.9
136.0
r30.2
131. 1
728.L
131. 6

I29.2

*Prelirninary.
(¡)\¡
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market for flour.

3. The continuing loss of the world flour markets by the

CFMI.



CHAPTER 4

THN CONCEPT OF EFFECTIYE SUBSIDY

The practice of subsidizing flour exports by major competitors

has been recognized as one of the main causes for the decline in
exports of Èhe CFMI. To facílitate Ëhe exposiËion of the intensity of

this problem and the basis and means for its resolution, a conceptual

framework for analysing the effectiveness of subsidy is, therefore,

desirable. The purpose of this chapter is to derÍve a conceptual

framework for the treatment, of export subsidies in general. some

reference is made to its application to flour subsidies; however the

main application to that commodiLy is deferred to chapter 5.

The concept of effective subsidy is a corollary t.o the concept

of effective protection whlch was introduced to the economic literature

fn 1955 by Professor clarence L. Barber.l The origÍnar concept of

effective protection vzas limited urainly to the estimation of the

effectiveness of a gíven tariff (t.he nominal tariff rate) in providing

protectÍon to domestic producers against foreign competitors. with

the accomplishments of the Kennedy Round trade negotíations, which

were primarily a tariff-cutÈing series, non-tarÍff barriers have

supplanted tariffs as the príncípal means of protecting domestic

industries against foreign competitors. Therefore, the concepË of

ta. ,. Barber, "Canadian Tariff Policy", The Canadian Journal
513-530,@of Economics and political Sciencq, XXI:
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effective protection has been modified to include the estímaËion of

the effects of non-tariff barriers.2

ln respect of agricultural products, non-tari-ff measures

have long been the major means of protecting domestic producers from

international competit.ion, ever since tariffs, except at astronomical
,rates' v/ere found to be ineffective in ttle 1930ts. Coinciding with the

advent of non-tariff barriers imposed by importing countries has been

the proliferation of another non-tariff device used by exporting

countries--the export subsidy, which has been a perennial bone of

contention to competing exporters. A concept in whlch export subsidies

are treated explicitly is therefore appropriate for dealing with

analytical questions of agricultural production and trade involving

commodities receiving high export subsidies.

l,lhire such a concept would be relevant to products ranging

from high to little or no processing, its application is most obvious

for processed agricultural products on which export subsidies are

given. However, the concept could apply equally to the primary pro-

ducrion level. An important case is that of flour, the semi-processed

form of wheat, the largest traded commodity in rvorld agriculture.

The case Ís important not only because of the proliferation of flour

export subsidies by some major export.eïs in the last two decades buË

2-Examples of th-is are: R. E. Bardr,rj-n, Non-tariff Distortionsof International_.Trade (Wastr-ington, D.C. : nroo@¡ ;
@ive proiection: An Analysis of prorecrion inthe U.S. Agricul-tura1 Production and Processing lndustries" (unpublished
Ph.D. dissertaËion, University of Wisconsin, L}TO)
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also because, in the canadian context, export subsidies on flour
exports by large competitors are generally thoughr Ëo be a main cause

of the decline in the canadian share of the world market..3

A conceptual approach to the matter of effective subsidy

must distinguish between: (a) production of the commodity in the

exporting country for the export market, (b) producEion of the commodity

1n the exporting country for the domestic market, (c) production of the

corunodity in the irnportíng country for Ëhe home market, and (d) pro-

duction and consumption of commoditíes relat,ed to the given commod.Í-ty

as substitutes or ínputs. The concern of the presenË investigation

is onry thaË of (a), for which the effective subsidy concepr is first

developed for È,he general model and is then applied in the case of

f1our. However, the same concept with slight modifications is con-

sidered to be applicable to the other analytical areas mentioned. an¿

to other agricultural conrnodities, and in a more appropriate manner

than the original concept of effective protection. The main emphasis

is on export subsidies, but the net overall effecL of national

policies on input prices is also considered.

rn comparing the magnitude of export subsj-dy given by various

count.ries, the nominal rate of subsidy could initíally be considered

to be analogous to t,he nominal rat,e of tariff in the concept of

effecËive Protection. Also anal-ogous1y, the effective rate of subsidy

could therefore be defined as the maximum proportion by which the

a

's. c. Hud.son, Future Market outlets for canadian wheat and
Other Grains, Special St ifof Canada, January, 1970), p. ZZ9.



export subsidy permits resources in the

the value added Ehat they would have in

The basic fornula is as follows:

V: - V.
o =-l -!-oi v.

J

where: g.
-J

V:
J

effective rate of subsidy for

value added per unit of j ín

j rnade possible by the export

value added per uníË of j in

of export subsidy.

production actiyity to exceed

the absence of suctr- subsidy.

industry j

the industry

subsidy, and

the industry j in the absenceV.
J

Norrnally, Vl and V. in the concept of effective protection are

defined respecËively to represent value added wiËh and r¡ithout tariffs

on inputs and on output. Usually, the effects of other trade
Ldistortions' than tariffs on Ëhe input prices are not considered. The

prevalence of non-tariff trade dístortíons in agriculture makes it

necessary j.n calculating the effective rate of subsidy to explicitly

take into account Ëhe combined trade distortions of the inputs. Various

degrees of offset may occur between the export subsidy and input price

distortions. such distortíons are considered below in the extension

of the basic formula.

It'The term "trade distortions" includes a1l distorting measures,
tariff as well as non-tariff. lË includes not only measures that
restrict trade but also such measures as quotas and government aids
that artifically increase or decrease the price level or the level- of
Lrade of inputs.
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Let the value of a ur:.it of output ín any indusËry in the

absence of subsidy be equal to 1. Then,

n
V, = I - I 4..J i=1 LJ

vl =(1 +S,)
JJ

-Ì

I

[-ntr
a=I

4.. (1 + D.)rJ l-

Lrrhere: A. . =
r_J

n
I A..

i=1 r-J

Therefore:

o=oj

(r + sj)
n

(1 - r A..)
l-1-a=I

S.
J

D.
I

the production coeffícient or input-output coefficient

for the ith irrt.r*ed.iate input in the industry j.

(Proportion of uniË sales value of output j represenËed

by intermediaËe input i);

the proportion of the sales value of a final output of

the industry j in the absence of subsidy represented by

the total- value of intermediate ínputs;

nominal rate of export subsidy for the índustry j; and

the overarl effect of trade distorËi-ons on price of the

íth írrp.rt in the industry j.

I
1

J n \iI u.)í
It

In-l r
-i=l

orj (r

n
1- I A..

i=1 aJ

n
S.-IA..D.J _._, r-J I

I_I

1 - I A..
i=l rJ
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This formula implies that:

If S, = D., then g, = S, = D,J r-- -J J r

If S.> D.: then e.> S.> D.
J T- -J J T

If S.< Di, Ëhen g.< S.< D.

n
If S.< t A. . D.. then s.( 0J 1=1 lJ 1- "J

n
If S. = I 4,, D_., then g. = O, andJ 1=1 LJ l' "J

If S, = 0 and D.< 0. then g,> 0.Jr'"J

Therefore, the effective rate of subsidy, 83, can be positive,

negative or equal to zeto. It can be greater, smaller or equal to the

nominal rate of subsidy. Therefore, the rate of effective subsídy ís

here defined as the maximum proportion by which value added changes due

to Èhe export subsídy and input price distort.ions.

There is the problem of estimatíng the trade distortions of the

input,s D,. Some trade distorËions such as quotas and standards of'l-

quality can hardly be quantified. However, ignoríng transportation costs,

the raLio of domestíc to world prices of the inputs could be used to

represent the distortions. That Ís:

_ P-D. = -d.i - 1
P
wiJ

wf¡-ere! P,-.. = domesËic price of the :-th inprrt in ttle. industry j, anddrJ +

D--.t--.. = v¡orld price of the ith irrp.rt in the industry j.I{LJ A
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The working formula for calculating the effective rate of

subsidy for the industry j becomes:
n

s. - I A-. l*P,., IJ i=l rJ I otj _ri
8j = L?*ij :

1- I A..
l_'ll-=l

unlíke tariffs which have effects on the price levels, export

subsidies are usually given directly to the producers and Eherefore do

not have much influence on price levels of all inputs and outputs. rn

fact, they are usually gíven to permit exporters to meet the lowest

price competition. Therefore, it is not necessary to rnake the dístinction

beËween the pre-subsidy and the after-subsidy price levels in the

calculation of the effecËive rate of subsidy, and direct use can be made

of the going market prices tor t.rj, prij as well as for the final

6utput.

There remains the problem of estj-mating the world price prij.

one means of estimaËing the world prÍce, prij, is to use the lo¡¿est

price among the major producing or supplying countries. However, this

will bias the ef f ective rate of subsidy dov.rnwards since tur¡ , the

domestic price, will always be greater Ëhan pon.. except for the

countries who enjoy the lowesÈ price. To avoid this bias, an alternative

is Lo take tll.e overall ayerage price of the major producing or supplying

countries to represenË the world price. t{hile an ayerage of Èhis

Ëype has obvious imperfections, j^t will, nevertheless, reveal

significanË fluct.uations occurring in the trend of world prices.
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Besides, ÍlpuLs do not always come from the cheapest sources due to

various reasons including adherence to traditional suppliers, lack of

knowledge, and the existence of government policies and marketing

i-nsLitutions. Therefore, it is reasonable to assume that as an

alternative to domestic sources, inputs can be acquired in the world

market at thetoverall average price of the major producing or supplying

countries.



CHAPTER 5

TI{E EFFECTIVE RATES OF SUBSIDY ON THE U.S.,

CANADIAN AND THE E.E.C. EXPORTS OF FLOUR

To examine the effect of export subsidies on the cFMr, the

effective ratås of subsidy on Canad.ian flour exports are cal-culated.

The effective rates of subsidy on Ëhe u.s. and the E.E.c. flour

exports are also calculated so as to provide comparisons of the

magnitude of the effectiveness of the subsid.ies in the respective

countries.

Table 12 gives the nominal subsidy rates, sj , on flour exports

by the u.s., canada and the E.E.c. For canada, the Export Flour

Adjustment has been suspended since L964 and therefore since then

Canada has no subsidy on flour exports.

For the U.S., the term "export payment" includes export

payments in cash (or in kind for some prior years) made directly to

exporters. It also includes the rtexport differential" which refers

to the difference betr¡een the u.s. domestíc market price and the

Commodity Credit CorporaÈion (CCC) sales price for conrnodities sold

for export from government owned stocks at competj-tive world prices.

For the E.E.c., the Restitution payments to tt¡-e eigtr-t

different zones are averaged monthly. The crop year average Restitution

PaymenËs are th-e average of th-ese monthly figures. Data on the E.E.c.

Restitution Payments prior to L967 /68 are not available. Tterefore,

the calculation of the effective rates of subsidy on the E.E.C. exports



TABLE 12

THE U.S. EPORT PAYI,ßNTS ON FLOUR,
TIIE CANADIAN EPOR? FLOUR A-DJUSTI.{EI{TS,

(1960/6r ro L969/70) AND rHn E.E.c.
RESTITUTION PAYMENTS ON FLOUR (L967 /68 tO 1969/70)

Export Payments

Average/bushel
rnÞ

(1)

1960-61
196r-62
l-962-63
L963-64
L964-65
L96s-66
t966-67
L967 -68
L968-69
L969-7 0

United States

.78

.79

.86

.74

.34

.60

.38

.24

.13

.20

Price of Flour

$ /bushel

(2)

Service, United Nations, annual) .

b_-Data not required.

Source:
Cotumn l: U.S. Department of 'Agriculture, Economic

Trade of the United States (Washington, D.C.: Economic

2 .474
2 .424
¿.J0
2.3s
2.TB
1. B9
2.08
L.99
2.05
2.09

Nominal
Rate of
Subsidy

/"

(3)

5"tu compiled

Agriculture, April, L97L)

Export Flour
Adj ustment

Average/bushel
l-n Þ

(4)

from United Nations, Commodity Trade Statistics (Nerv York, N.Y.: Publishing

JZ
33
36
3l
L6
3l
1B

L2
06
l0

Canada

Þrice of Flour

$/bushel

(s)

.07

.06

.08

.10
0
0
0
0
0
0

Nominal
Rate of
Subsidy

(6)

2.274
2.4r4
2.56
2.48

b
b
b
b
b
b

Research Service,
Research Service,

04.40
03. 30
02.34
02.82

0
0
0
0
0
0

Foreign Agricultural
U.S. DepartmenË of

à.
Co



L967 -68
L968-69
L969-70

Restitution Payments
Average/M. T.
anÞ

(7)

TABLE 12 CONTINUED

79.07
83.26
B6 .01

E.E.C.

Colurnns 2
(London:

Column 3:

Column 4:
annual) .

Price of Flour
$/M. r.

(B)

and 5: InternaËional Ltreat Councíl,
Bradley & Son Ltd. , L97I) .

Column 6: Col. (4) divided by

Column 7: Journal Officiel Des
Publications Officicielles Des

Column 8: Food and Agriculture

Col. (1) divided by Co1. (2).

The canadÍan whear Board, Annual Report ( [I^/innipeg, Manitobal : L".".],

74.L6
72.96
77 .30

Nominal Rate
of Subsidy

(9) !,

Column

106.62
LL4.I2
ILL.27

Column (7) divided by Column (B).

i^lorld ilheat StaËistics 1971

Col. (5).

'Communantes Europeennes, Legislation Office Des
Communantes Europeennes, Luxembourg.

Organization, Trade Year Book (Rome: F.A.O., annual).

à.
\.o
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of flour is limited to the period frorn 1967/68 to 1969l70.

The major input of the flour milling industry is wheat. To

siutplify ttle calculatíon, v¡e assume that wheat is the only intermediate

input, A"*. Returns to all other minor inputs are considered as returnsrJ

to primary resources, that is, value added. Table 13 shor¿s that on

the average abouË 69 percent by value of the total flour shi-pments has

been represented by wheat used in production. Therefore, we take the

IA,, to be 0.69 for the U.S., the E.E.C. as rve11 as Canada, assuming
r-J

all these countries have the same or a similar production function.

The world, the U.S., the E.E.C. and the Canadian prices of

wheaË are shown in Table 14. These prices are averages of Ëhe prices

of the representative grades of the respective countries. The world

prices of wheat are the averages of the prices of the representative

grades of the U.S., Australia, the E.E.C., Argentine and Canada. In

other words, they are the average prices of the major wheat producers

in the world. The Canadian prices were, on the average, 10 percent above

world priee levels. ThÍs reflects the quality premium enj oyed by

Canadian wheat. However, changes in baking techniques have reduced the

demand for such "strong" flour from the premium quality of Canadian

wheat.

With Ëhe above data and the previously mentioned assumptions,

we can calculate the effective rates of subsidy for the flour nílting

industrÍes of the U.S., the. E.E.C. and Canada using tlr-e working

formula derived ín ChapLer 4. Ttr-e results are shown in Table 15.
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VALUE OF W¡IEAT

OF CANADIAN

TABLE 13

USED AS PROPORTION OF THE VAIUE

SilPMENTS OF FLOUR (IN '$OOO)

VAIUE OF I,{TIEAT VAIUE OF SIIIPMENTS
OF FLOUR

RATIO

T96T

l-962

]-963

1964

1965

L966

L967

L968

L969

L43,56L

159 ,817

163, gg8

207 ,438

168, 935

178 ,590

L7 4 ,20r

158 ,581

164,569

220,597

234,255

235,603

295,056

244,483

263,689

248,4LI

227 ,666

24L,244

.65

.68

.70

.70

.69

.68

.70

.69

.68

Source:

Dominion Bureau of SËatisËics, Manufacturing and Prirnary Industries
Division, Flour Mi11s (0ttawa, 0ntario: rnformation canada, annual).
(rnformation for future years will be included in caË. No. 32-228,
Flour and Breakfast Cereal Products Industrv.)
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TABLE 14

THn WORLD, THE U.S. AND THn CANADTAN

wHEAr pRrcES (U.s. $/nu.¡

WORLD* U. S.

,

U.S.
WORLD

CANADA CANA-DA E.E. C.
WORLD

E. E. C.
I^r0RLD

1960-61

196L-62

L962-63

l-963-64

L964-65

L965-66

L966-67

L967-68

L96.8-69

L969-70

r.62

1. 90

L.72

1.78

1. 68

r.66

1. B0

r.64

L.7 5

1.6r

1. 63

L.66

r.7 4

1. 7B

I.7T

1. 63

r.79

L.66

L.69

1.53

1.01

0.87

1. 01

1. 00

L.02

0.98

0. 99

t. 0l

0.97

0.95

7.7 5

2.r7

1.95

I.9B

r.B3

r.83

1. 9B

1.85

r.89

L.73

1. 0B

1.lr

I.t3

1.11

1.09

1.10

1. 10

1. r3

l.0B

L.07

1.50

7.72

1.55

1. 61

r.7 0

r.69

1. B0

L.47

r.66

r.7 4

0. 93

0. 91

0.90

0.90

1. 01

L.02

1.00

0.90

0. 9s

1.08

the U.S., Australia,
In ternat ional l,rlheat
Bradley & Son Ltd., annual) .

Source:

International Wheat
L965/66 arrd I97O/71 (London:

Revíew of the tr^Iorld hheat Situatíon
&s

*The world price is the average of the representative grades of
Canada prices, listed in theEEC, Argentina and

Council, Review of the l^iorld Wheat Situation (London:

Council,
Bradley
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TABLE 15

NOMINAL AND EFFECTIVE RATESOF SUBSIDY ON

FLOUR OF THE U.S., CANADA AND THN E.E.C.

t
I]NITED STATES CANADA E.E. C.

NOMINAI EFFECTIVE NOMINAL EFFECTIVE NOMINÀ' EFFECTI\TE
RATE RATE RATE RÂTE RATE RATE

1960-61 .32 1.01 .044 _. 035

L96r-62 . 33 1.35 . 033 -.138

1962-63 .36 1.139 .0234 -.2139

L963-64 . 31 1 .0 .0282 -.1539

L964-65 .16 .4716 0 -.2004

L965-66 .31 r.0445 0 -.2226

L966-67 .18 .6029 0 _ .2226

L967-68 .L2 .3648 0 _ .2894 L.o7 3.4416

L96B-69 .06 .2603 o -.207L 1.14 3.6824

L969-VO .10 .433 0 _.1s59 1.11 3.5876
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The effective rates of subsidy on exports of frour by canada

have been consÍstently negative from Lg6o/6L to L969/70, despite the

facL that there were subsidies ín the form of the Export Flour Adjust-
Iments- during the period L96O/6L to 1963/64. This resulË derives from

the Canadian wheat price v¡h-ich exceeds ttle world price level used in
the calculation. (QualiËy and transportation explain part of the

difference in príce, but probably not ar1). This disadvantage on input

price offsets the export subsidy, so that the higher price paid for
wheat by canadían míllers than by world competiLors as a whole kept

the effective rates of subsidy negative.

The effective rates of subsidy of the flour milling índusEry

in the u.s. are just the opposlge and have been positive, fluctuating

from 1.35 in L96I/62 ro 0.2603 in L96B/69, rhroughour rhe period

discussed. These effective rates are always larger than the nomínal

rates.. This is due to the fact that D., the ratio of the u.s. to the

world wheat price, is always less than the nominal subsidy rates.

Therefore, as has been proven earlierr gj, the effective rate of subsidy

wíll be greater than s . , the nomínal subsídy rate, when s. is greater

than D..
l-

For the E.E.c., the effective rates of subsidy are much

higher than Èhe nominal subsidy rates. This is the result of the

availability of cheaper wheat supply to the E.E.c. millers. rn fact,
in tt¡-e three year period, from L967/68 to Lg6g/70, rtr-e effecrive rares

of subsidy have been consistently over 300 percenË. Rates of this

lTh" 
E*pora

and was suspended on
Flour Adjustment \,ras introduced on March 1, Ig57
June 22, L964.
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magnitude readily explaÍn the ability of the E.E.C. to capture a larger

share of the world flour market and emerge as the biggest exporter of

flour.

The results in Table 15, lend quantítative confirmation to the

claim Ëhat. export subsidies on flour by major competitors have constituted

a primary cause for Canadars declining share of ttr-e r¿orld flour market.

Hov¡ever, the eoncepL of effective subsidy does not inPly that

the intricacy of the nominal subsidy rate can be ignored. In fact, the

effective raËe of subsidy is highly dependent upon ttr-e magnitude of

the nominal subsidy rate. Therefore, the nominal subsidy rate should

be given equal attenËion.

The estimation of the annual nomÍnal subsidy rate on flour

exports by the U.S., Canada and the E.E.C. in Table 12 has obvious

imperfection due to extensíve aggregatíon. This is particularly true

l-n respect of the rates for the E.E.C. v¡hich provides different levels

of subsidy to each of eight designated zones. The simple average of

the annual subsidies on flour exports to Ëhese eight zones by the

E.E.C. does not represent perfectly the annual subsidy on flour exPorts

by the E.E.C. Perhaps, a weighÈed average according to the quanEities

of flour exported to each of the eigtr-t zones vrould provide a better

representation of Èhe annual subsidy on flour exports by the E.E.C.

Ilowever, for the purpose of facilitating the exposition of the

concept of effective subsídy and the calculation of the effective rate

of subsidl for this study, ttr-e sirnple average is sufficient and is,

therefore, used despite of its imperfection. An advantage of th-e
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sinple average in addition to its siurplicity is that it reveals changes

j¡ intentional subsidy rates whereas ttr-e weighted average may obscure

the actual rates because of shifts ín volumes going to the different
zones.

The estj¡ration of tlr.e annual price of flour in Table 12 also

presents a problem. I^Iheat flour, like wheat, is not a uniforn and

homogeneous commodity. The quality characteristics of different types

of wheat (hard, medium-hard, soft, durum) are variable; so are the

milling processes by which successive stages of refinement differentiate

Èhe grades of flour. The different grades of flour will have different
prices. Therefore, to derive the annual price for frour in general is
not an easy task. Again, for the sake of simplicity, the present study

takes Ëhe símple average of the príces of the representative grades

published by rhe International Wheat Councj-l to represent the annual

prÍ-ce of flour in general. such a simple average, of course, is not

a perfect proxy for the annual price of flour. Nevertheless, it does

reveal the trend of the prices of the representatíve grades.

rn applying the working formula to calculate the effective

rate of subsidy on flour in the u.s., canada and the E.E.c., it is

assumed th.at wheat, wittr-in a counLry, is homogeneous Ín the production

of flour and it is the only inÈermediate input in the process. These

assumptions can be justified because r^rheat has consistently consLitute¿

about 69 percent of the production cost for Canadian flour in the pas¡

decade. other costs suctl as additives, bags, colourÍ-ng are not yery

sígnificant. The costs of labour and fuel are returns to primary
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resources and hence are considered as value added to the product rather

than as intermed.iat,e inputs. Wh-eaË is assumed Eo be homogeneous within

a country in the production of flour because the extraction rates for

different grades of wheat within a country do not <liffer substantially.

rn fact, it is usual pract.ice that different grades of wheat are

blended together to yield a particular grad.e of flour. Therefore, the

non-homogeneity of wheat r¿ithin a country can be ignored.

Ilowever, the characterístics and quality of different kinds of

wheat among countries do pose a problem. perhaps, some kind of quality

index can be developed to take care of this problem. rn fact, the

E.E.C. has developed such a kind of index--Grain Quality Coefficients,

used for the calculation of the daily revies. However, such Grain

Quality Coefficients, even if they ídeally reflected quality variatÍons,

would not readily lend themselves to a resolution of the difficulËies

in accounting for grain quality in a study of this nature. The

development or refinement of a quality index is beyond the scope of

this study. Therefore, the presence of different quality of wheat

among countries ís not incorporated in the model. NeverÈheless, the

existence of this problem should be recognized in the interpretation

of results.

TransporËation cosË is anot,her problematic area wtere

economists have failed to find a satisfactory solution ín the analysis

of inÈernational Ërade issues of the. type concerning tfui_s study.

Inde.ed, ttr-e rapid appearance of new modes of ocean Ëransportation, suctr,

as thre container, th-e 100r000-Lon-and-over cargo vessel and Ëhe various
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"lash" (lighter-aboard-ship) systems, suggest that ttr-ere may be

substantial long-run changes in ocean freíght rates and methods.2

The extreme complexities in current raËe structures and transportation

netr,¡orks precludes a proper incorporation of ocean transportation in

thls study. Because transportation cost. is beyond the scope of this

study, it is therefore ignored here. But, it should be borne in mind

that transportation can pose intricate ramifications not considered

in the presenË investigaËion.

Therefore, there are some lirnitations to the effective rates

of subsidy shown in Table 15. No account is taken of the different

qualities of wheat and flour among the u.s., canada and the E.E.c.

Direct use is made of f.o.b. prices to repres.ra tdrj without adjustmenË

for transportation cosËs because flour producers are here assumed to

pay Ëhe f.o.b. prices for the wheat they mi1l for export. This procedure

may not reveal the true picture of the distortions, D.. similarly, the

results are applícable only to the export market, and then only in

an aggregated sense. It is appropriaËe to recall that the present

application of the effective subsidy concept is limited to the export

markeE. To calculate the effective subsidy on the domestic markeL,

different P,-.,, say the domestic r,¡holesale price of wheat, would havedLJ ,

2_Information is based on Canada Council, The Market ForGrain
and

Report, I{innipeg: October, 1971, p. 77.
the United om, IfissionCanadian Grains in the European Cor¡rnunit
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to be used. For the effective subsidy of the flour ruilling industry in

foreign countries, Ehe c.i.f. prices of wheat are better representation

for ttr-e P,^, when the countries have to import wheat. Differentdr-J

lirnitations may exist for the three calculations of the effective rate

of subsidy-domestic market, millers operating ín foreign countries,

and domestic nillers exportíng.



CHAPTER 6

T'I]RTHNR APPLICATIONS OF THE EFFECTIVE RATES OF SUBSIDY

The effeetive raLes of subsidy as shown in Table 15 provide

a picture of the different magniLudes of subsidy on flour exports by

the U.S., Canada and the E.E.C. In addition to providing this

dimension, the effectíve rates of subsidy on a conrnodity can also help

explain the export performance of an exporting country. This is

discussed with specific reference to flour exports in section A of

this chapter. In section B, a formula of esËimating the amount of

subsidy needed for various hypothetical conditions to be met is derived

and applied to the CFMI. In section C, a simple model is built to

provide a means to compare direct and indirect subsidization of the CFMI.

A. The Effective Rates of Subsidy and Export Performance

To see how the exports of flour are affected by the effective

rates of subsidy, linear regressions, using the least squares

technique, are performed on U.S. and Canadian data comprising a time

series of 10 years. The quantity of exports in thousands of metric

tons is treated as a function of the effective rates of subsidy and

the Èrend variable. In the Canadian case, a dununy variable is also

used to represent the effect of tte existence of the Export Flour

Adjustment i.rr the first four years of the ten year series.

The tr-ypotheses on the signs of, the regression coefficienËs

that ttr.e Ërend variable wj.ll be negative rn¡hile Ltr-e dummy variable and

effective rate of subsidy wil-l be positive. The negative sign of

are

the
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the trend variable shows that there is a decreasing trend of flour

exports. The positive sign of the coefficient for the effective rate

of subsidy indicates that exporËs of flour will increase with increase

i¡r the effective rates of subsidy. Sinilarly, the positive sign of the

dummy variable indícates that the Canadian exports of flour t¡i1l

increase if there is a subsidy.

Let Ex = Exports of flour in thousand metric tons

ERS = The effective raÈes of subsidy

T = The trend variable

and D = The durnmy varíable

The results are as follows:

For the u.s.

Ex = 2378.7L78 + 530.9683 ERS - 708.7624 T
(s.8916) (r.62s3) (2.6392)

The fígures in brackeÈs are student-t values.

The multiple n2 = O.BB5B

The F-ratío = 27.L459

The Durbin-Watson d statistics = I.5347

The standard error of estimate = 207.8591

The regression coefficients are significant at l0 percent level.
)

Ttr-e multiple R- is significanË at l percent level. This indicaËes Ëhat

ttr-ere is a correlaÈion between ttr-e exports of flour and ttr-e effective

rat.es of subsidy. Ttr-e signs of the regression coeffi.cients are as

expected. There is a decreasing trend of U.S. flour exports of
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approximately 108 thousand metric Lons a year. However, the export of

u.s. flour will increase with increases in the effective rates of

subsidy, at the approximate rate of 530 thousand metric tons per unit

increase in the effecËive rate. At ËÏLe average level of u.s. exports,

over tl¡.e period, this result suggests that Ëhe "average" effective

rate of .7676 has enabled an increase of 18,627" intJ.S. flour exports.

For Canada

Ex = 1006.4267 + 573.772L ERS + L2L.6363D - 9.59517
(r. Be3e) (0.3sr1) (0.3636) (0.L727)

The figures in brackets are student-t values.
,)

The nultiple R' = 0.2335

The F-ratio = 0.6092

The Durbin-tr{atson d sËatistics = f.8206

The standard error of estimate = 260.5349

The regression coefficients and the ûru1tiple R2 are not

statfstically signifj-cant. However, Ëhe sÍgns of the coefficients

are as expect.ed. There is a decreasing trend of Canadian flour exports

of about 9 thousand metric tons a year. However, with one unit

increase in the effective rate of subsidy, exports of canadian flour

can be increased by approximately 573 thousand metric tons. In

addition, th-e existence of subsídy will increase Ëhe exports of

Canadian flour by about 121 ttlousand metric tons.

While ttle Canadian coeffícient for ERS lacks statistical

significance, the sj¡rilarity of its size with that for ttr-e u.s., should
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be noÈed. Both count,ries appear to benefit by approximately 500 thousand

metric Èons from a unit increase in the effective rate of subsidy.

Ttr-e question arises why the regression coefficients and. the
')multiple R- are not statistically significant in the canadian case.

The reason is, perhaps, that Canada h¿.s not been aggressively subsidizing

the exports of flour. Therefore, Canadats exports of flour are actually

dependent upon the levels of subsidLzalLon on flour exports by rnajor

competitors. Canada has been in the passive or residual position.

Based on the assumption that Canada has been in the passive

or residual position, the export of Canadian flour is then treated as

a function of the effecËive rates of subsidy of Canada, the effective

rates of subsidy of the U.S.,I th" trend variable and the dummy variable.
)

The multíple R- and the regressíon coefficients are also not statistically

significant. The multiple n2 has been improved from 0.2335 tö o.2612.

The reason for such a small multíple R2 i", perhaps, that Canada's

flour exports are influenced not only by the U.S. but also by other

competitors such as the E.E.C. Due to the lack of data, further

analysis in this direction is not carried out.

B. Estimation of the Amount of Subsidy Needed

It will be very helpful to policy makers if the amounr of

subsidy to make ttr-e exports of Ëhe cFlfr competitive in rhe world

1r*." U.r. effective rates of subsídy on flour are subtracted
from 0 to reflect their opposite- effects on Canadian exports of flour.
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market can be estimated. The calculations of the effective rates of

subsidy on.flour exports of the cFMl and other major competitors

provide a means to estimate the nagnitude of the subsidy required.

From the formula

n
S, _ T A D

?,, o _J i:l ij i in Chapter 4 f or-J"

I _.r. Arj
r-= I

calculating the effective rates of subsidyr we can derive that

nn
S. = (&) (r - I4..) + I 4..D.J - -l i=t iJ' j.=1 iJ- f

If the level of g:, the effective rate of subsidy, is determined, the
J

nominal rate of subsidy, Sj, can be calcul-ated. In other words, once

the level of effective subsidy is decided, \re can estimate the amount

of subsidy required by calculating the nominal- subsidy rate. For

example, in Chapter 5, the effecËive rates of subsidy on the exports

of Canadian flour irave been shown to be negative. If it is ctecided

that the CFMI should enjoy an effective rate of subsídy equal to

zero, that is, a subsidy should be given Lo just cover the higher

wheat prices in Canada, then the nominal subsidy rate r¡oul-d be

g . = (0.69) (D. )J1

The calculations of the nominal subsidy races which yield

an effective rate of subsidy equal to zero have been done for the

period from 1960/6L to 1969170 and the results are shorvn in Table 16.

The norninal subsidy rates required in this case fluctuate from 0.0483
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TABLE 16

NOMINAL SUBSIDY RATES REQUIRED FOR CANADIAN
FLOUR EXPORT GIVEN TWO DESIRED LEYELS OF

EFFECTIVE RATE OF SUBSIDY

YEAR EFFECTIVE RATE OF SUBSIDY
EQUAT, TO 0

EFFECTIVE RATE OF
EQUAL T0 THE U.S.
EFFECTIVE RATE OF

SUBSIDY

SUBSIDY

L960 / 6L

L96L/ 62

L962/ 63

L963/ 64

L964/ 6s

L96s/ 66

L966 / 67

1967 /68

L96B / 69

L969/70

Average

Average of
last 5 years

0.0552

0.0759

0. 089 7

0.0759

0.062I

0.0690

0.0690

0.0897

0.0552

0.0483

0.0689

o.0662

0 .3683

0.4944

0.4427

0 .3859

0.2082

0.3927

0.2558

0.2027

0.1358

0.1825

0. 3069

0.2339
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to 0.0897 during this period with an annual average equal to 0.06g9.

Ilov¡ever' if it is decided that the CFMI should be subsidized

to the level such that the effective rates of subsidy on the flour
exports of ttr-e u.s. and the cFMl are equal , then the nominal subsidy

rate will be

tj = 8j(u.s.) (0.31) + (0.6e) (Di)

The results of the calculations of the nominal subsid.y rate

which yield an effecrive raËe of subsidy equal to that of the u.s. for
the period from L960/6r rc L969/70 are shor¿n in Table 16. rn this

case, the subsidy is designed not only to compensate the CFMI for the

higher prices of canadian wheat it has to use but also to align the

cFMr with the u.s. urillÍng industry whi.ch enjoys a higher rate of

subsidy. The average effective rate of subsidy of the u.s. exports of

flour is 0.766 over the 10 year period under discussíon. Therefore, the

sttbsi.d.ies required in this case v¡oulù t¡e r¿uch higher than those in the

previous case where the effecÈive rate of subsidy equals zero. The

nominal subsidy rates which are requÍred to yield an effective rate of

subsidy equal to the u.s. effective rate range from 0.1358 to 0.4944

wiËh an annual average equal to 0.3069 in the period discussed.

For the period from 1966 to 1970, the average annual value

of the exports of canadian f lour r¡ras around $59 millions. 2 For the

2^. .thlls figure is computed from ttr.e Food and Agricultural
Organization, Trade Year Book (Rome: F.4.0.; Annual)
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same period the average annual nominal subsidy rates which yield

effective .rates of subsj-dy of. zero and the U.S. rate should have been

0.0662 and 0.2339 respectively (Table 16). Therefore, in rhe period

from 1966 to 1970 the average total amount of subsidy required

annually to compensate the CFMI for the higher wheat prices it has
,

to pay r¿ould be about 0.0662 X $59 million = $¡.9 million. To make

the CFMI more competitive in the world flour market and provide it

with the same effective rate of subsidy as the U.S. nillers have, the

average annual total amount of subsidy required would be about 0.2339

$59 million = $13.8 rnillion.

By using the above simple calculations and some forecast of

a rough estimate ofthe competitorsr actions, policy makers would have

the sj-ze of the subsÍdy needed to make the export

competitive.

of flour more

However, it must be noted that the above calculations are

ex-post analyses. The analyses are static in the sense that retaliation

by competitors is noË considered simultaneously. Furthermore, because

Canadian export levels may be greater with subsidj-zatíon, the required

subsidies of $3.9 million and $13.8 million Ëo bring the effective

rates of subsidy to the desired levels could be underestimated.

C. Comparison Between ttr-e Direct anjl lndirect Subsidy

EconomisÈs are interesËed noE only in the estj:nation of the

amount of subsidy requí-red but also in the choice of ttr-e best among

poss.ible alternatÍves of employing such subsidy. To rectify or to

alleviate the predicament of the CFUI, four broad alternatives have
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been suggesÈed:

1. The direct subsidizaxjo.. of the canadian flour exports.

2. The development of new ways of utilÍ^zing canadian frour.

3. The establishment of flour mílls by ttr-e cFMl in the less

developed countries.

The establishment of a bakery industry which utilizes

Canadian flour in the less developed countries.

The first alternative is not conrnendable because it ís only

a sËoPgap measure. Retaliation by major competitors can always offset

t,he effect of such subsidy. rn addition, it has been recognized as

in the united Nations conference on Trade and Development (UNCTAD),

that subsidization on exports of primary products by the developed

countrles hinders the development of the developing countries.3

Therefore, the paymenE of a dírect export subsidy on canadian flour

is díscouraged. rn fact, on June 22, 1964 the canadian l,rrheat Board

terminated the Flour Export Adjustments which had been in operation

since L957. This subsidy was designed to offset the higher subsidization

of flour than wheat exporËs by competitors.

The second alternatíve would probably shift the problem to

other food industries. Indeed, there is a lirnit to the amount of food

ttl.e human sËomach can take. rnitial development of new processes

would naturally tend to focus on ttre domestic market. ln a developed

3-ReporË by ttr-e Secretary-General of the UNCTAD, Towards a
Nert Trade Policy for Development, New York, 1964.

4.
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country, like Canada, an increase in the consumption of flour will

result in a. decrease in other food inLake. The problem would be

shifted to other food industries. Economic payoff to this alternative

in foreign markets r¿ould be subject to considerable uncertainties if

not constrains as well.

The last two alternaÈives dealing with processÍng facilitíes

in less developed countries claim the greatest realísm because of

rising demand for food Ín these countries. The desire of these countries

for local flour mills to fosËer índustrialization, to make availabl-e

valuable by-products, and the precedents already set by the u.S., Canadats

major eompetitor in this fie1d, suggest some potenËial for these alternatives

may exist.

Ho\.{ever, the establíshment of flour mi1ls by the CFMI in the

less developed countries wíll contribute little to other parts of the

Canadian economy unless t.hese mílIs use Canadian grain. I.rlheat require-

ments approximate 1.38 the volume of flour produced. This ratio shor¿s

the scope in supplying newly constructed or acquired mil1s with

Canadian grain to boost Canadian grain sales and hence the economy of

the PrairÍes.

Similarly, if the establishment of a bakery índustry in the

less developed countrÍes is tied to the use of Canadian flour, iË would

increase the demand for canadian flour and hence would improve the

export performance of Ëhe CFMI.

However, Government assistance is needed to reaLize these two

alternatives because of the reluctance of private firms to invest in

less developed countries due to the politÍcal, social and economic
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instability often present in these countries. The type of assisËance

considered appropriate may have to Ínclude several forms of busj.ness

incentives such as grants, 1ow interest loans, investment guarantees,

tariff concessions and tax incentives. Above all, a major form of

Government assisÈance t,o private investors ís that of fosËering a

favourable climate for investment in these countries by means of

maintaining diplomatic missions. canada does häve an advantage in

creating and fostering such a favourable investment climate because

she possesses the inage of an intermediate po\^rer which usually presents

a fairly moderate stand on most of the political issues on the inter-

nat.ional scene.

The magnitude ín money terms of Lhe Government assistance

required for achieving objectives related to the above alternatíves

ean be estimated by sununing the expenses and/or loss of revenue in the

several forms of business incentives given to the prÍvate investors.

Of course, the Governmentrs indirecÈ assistance to private firms

through politics cannot be quantified and, therefore, would not be

included in the above fi-gure.

By comparing the amount of assistance with the amount of direct

export subsidy esLimated by the concept of effective subsidy, polÍcy-

makers will gain perspective on t.trc costs of the different alternatives.

Therefore, the effecËive rate of subsidy can assist in the assessmenË

and achievement of rational poticy measures.

An example can perhaps best demonstrate how the comparison

between ttre direct export subsidy and th.e assistance in investmenË in
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the less developed countries can be undertaken. Ilowever, it must be

noËed that the model buÍtt here is a static one. Price fluctuaEions and

coupetiËorsr reactions are noË dealt wiËh simultaneously.

Suppose the CFMI is to construct a ne\,r flour mill in a

particular developing country X which has a large market potential for

flour. The per unit price of frour (pF) must be higher than Èhe per

unit cost of producing the flour CFI in that counrry if the-t'

construction of such a mill is to be profitable.

Let the produetion cost of the new flour mi1l be estimated

by

ry = + (N + c + pr^r.r^r + TR + MM - Bp - A)FF

r'¡here PC is the production cost of f lour (net of by-product value).

F is the number of units of flour produced per period of time.

N is the labour cost per period of time, based on the \¡rages

in the country X.

C is the capital cost (construction and operation) per period

of time, based on local prices.

PW is the price of wheat aË Canadian seaboard.

I{ is the quantity of wheaË purchased from Canada.

TR is the transportation cost of wheat from canadian seaboard

to nrill location.

MM is ttr-e rnargin f or returns to managenent.

BP is the yalue of by-products.

A is the GovernmenE assistance in the form of business incentives.
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In naking the comparison between the price of flour, PF, and

the production cost of flour, :g , alternative levels of Government-T

assistancê, A, can be included. The level of A of greatest policy

relevance is that which makes # = tt. That level of A can be compared¡'

to ttr-e alternative of the direct export subsidy calculated as previously

shown on the basis of the effective rate that meets competitors I rates.

By this means, policymakers are able to select the least-cosL way of

assisting the CFMI and of increasíng wheat sa1es.

A variant of this approach is first to calculate the leve1

of S, that places the CFMI on a competitive basis with other suppliers
J

and then to insert this value for A in the above equation. If the

PCresulting ñ i" above the local price of flour in the given foreígn

market, Ëhen mill construction or purchase is concluded to be unprofitable.

tt Ëg is less than the flour príce, it may be possible for A to be

reduced below the equivalent of S. and sti1l have a viable processing

facili ty.



CHAPTER 7

SU}MARY AND CONCLUSION

The present study serves two main Purposes. The first ís to

give a survey of world Ërade in flour and the CFMI. Secondly, it is

directed towarils an enquiry of the effectiveness of export subsidy.

The structure of world trade in flour has changed substantía11y

during the Iast two decades. 0n the export side, the E.E.C. has emerged

as the biggest exporter of flour, supplanting the U.S. and Canada. 0n

the import side, Asia has become the largest market for flour whíle

Europets importance has declined steadily.

The CFMI is vulnerable to iLs export performance because over

30 percenE of its average annual production Ís exported annually. This

traditionally large role for exports is perhaps one of the reasons why

the CanadÍan Government has been reluctant to i-ncrease the burden on

Èaxpayers to subsidize the export of flour

in the U.S. and

12 percent of their

large importance

the U.S. and the

To investigate the effectiveness of export subsidy, a formula

for calculating the effective rate of subsidy ís developed in Chapter 4.

The formula is applied to the U.S., Canada and the E.E.C. exports of

flour. The results are shor^rn in Table 15 of Chapter 5. Canada has

Unlike the export oríentated CFMI, mí1lers

the E.E.C. export annually only about 10 percent and

average annual production of flour. The relatively

of the domestic market enhances the opportunity for

E.E.C. to provÍde subsidy on their flour exports.
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negative effective rates of subsidy throughouÈ the ten year period

under discussion. On the contrary, the U.S. and the E.E.C. have

positive effective rates of subsidy throughout the period discussed.

Coinciding with Canadars negative effective rates of subsidy on flour

is the decline of Canadars exports of flour from an annual average of

over 900 thousand metric Ëons in the early sixties to about 600

thousand metric Ëons in the late sixties. The E.E.C. r¿hich enjoys

Èhe highest effective rates of subsidy on flour among the countries

discussed had its exports of flour increased from 1r700 thousand metríc

tons in I960/6L to 2,008 thousand metric tons in I97O/7L. The U.S. has

been able to maintain its average annual flour exports around 2r500

thousand metric tons in the early sixties when its effective rates of

subsidy on flour are higher Èhan those in the laÈe sixties. In Ëhe

laËe sixt.ies, the U.S. average annual flour exports have been maintained

around 11600 thousand metric tons. Therefore, ít is not vrithout reason

to say that export subsidy has a significant influence on the world

trade in flour. Indeed, the discussion in section A of Chapter 6 has

shown that there is strong correlation between the export performance

and the effective raËes of subsidy.

The predicament of the CFMI is revealed by the adverse rates

of effective subsidy in Table 15 of Chapter 5. To alleviate the

predicanent of the CFMI, alËernatiyes sucl¡- as direcË subsidizaËion,

development of new rTays of utilizing Canadian flour, and the

establishment of flour nills or bakery industry' by ttr-e CFl"fl in the

less. developed countries h¿ve been suggested. Ilowever, tt¡-e last

alternative is considered more appropriate and desirable than the
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others in terms of internatíonal welfare and development. The effective

rate of subsidy provides a means for comparison between the direct sub-

sidizatíon on exports of flour and the indirect subsidization via the

assistance in construcËing or acquiring mílls or bakers in the less

developed countries.

In corTclusíon, the concept of effective subsídy serves as a

new tool for analyzing export performance and provides a means to

quantify the actions of major competitors. The effective rate of

subsidy gives a more concrete indication of the size of subsidy required.

It enables the policymakers to select Ëhe better alternative between

direct subsidization and indírect subsidization. The concept of

effective subsidy is not only helpful to policymakers in designing

better domestic policy measures but also useful to decision-makers in

international trade negotiations by supplying them with quantified

information. Ilowever, the models in the present study are only in

crude form. Refinements can be achieved in those areas di-scussed

earlier Ín Chapter 5 by further research. It is appropriate to recall

that the models developed here, \,iith slight modification, are also

applicable to other agricultural commodities and non-agricultural

commodÍtíes such as textile products.
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