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Canadian agriculture is among the most protected parts of our economy via government-sponsored cartels,

referred to as “supply management”. They cover a host of key
staples such as milk, eggs, and chicken. Intended to guarantee
stable income for farmers and food supply for the nation, it
actually limits output, fixes prices well above competitive levels,
and slows productivity growth. In addition, it is becoming
increasingly contentious to our trading partners in Europe and
Asia.

In this fourth instalment of our Straight Talk series, MLI talks to lan
Lee about why Canada has marketing boards, why we shouldn’t,
and the fairest way to help consumers and farmers out of their
straitjacket.

MLI: What is the basic idea behind supply management and why is
it wrong?

Professor Lee: Supply management benefits producers at the
expense of consumers. The idea, say the Canadian Dairy
Commission and the National Farm Council, is to ‘stabilize
producers’ incomes and stabilize the dramatic fluctuations in
supply and demand’. They argue that ensuring farmers a ‘“fair
income’ and a stable one will allow them to generate a stable
supply of food. But to set up such a system government must first
give producers the power to act like a cartel and limit production
through permits called ‘quotas’. The price must be set not by
market forces but a government sponsored agency, higher than it
would be in a competitive market. And they must be able to limit
both domestic farmers and foreign imports from undercutting the
price. Or, to put it more colloquially, supply management allows a
small number of producers to exploit a large number of
consumers.

MLI: The Canadian Wheat Board has received a lot of attention of
late. Is the Canadian Wheat Board considered part of supply
management?
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Professor Lee: The Canadian Wheat Board (CWB) was established in the Depression as a precursor to
supply management and marketing boards. As the CWB is mostly selling wheat internationally, they are
unable to assign quotas and fix prices, as wheat is an international commodity with an international price.
Rather, the CWB requires farmers to sell their wheat through the CWB, which tries to maximize sales while
negotiating transportation costs on behalf of the farmers and then “price pools”, sharing the different
prices earned by the market share of each farmer.

MLI: How about the other commodities covered by supply management?

Professor Lee: In Canada, supply management covers dairy, eggs, turkeys, chickens, and broiler hatching
eggs. The 2010 figures from Statistics Canada indicated that supply-managed commodities accounted for
19 percent of total farm income in Canada, or $8.6 billion of a total $44.4 billion in farm income.

MLI: Is supply management a recent development?

Professor Lee: No, supply management has been around since the 1960s. It started under the Pearson
Liberal Government with the establishment of the Canadian Dairy Commission in 1966 and was expanded
to cover other areas during the Trudeau and Mulroney years.

MLI: Raising the price of basic staples would adversely affect the poor the most, correct?

Professor Lee: Yes, any changes that raise the cost of basic food hurts low income people much more for
the simple reason that they spend a much higher percentage of their income on basic food than higher
income people. The OECD estimates that Canadians are paying double the market cost for milk while the
Conference Board of Canada estimates that Canadians pay 60 cents more per litre of milk due to this
system. There is no question that phasing out supply management brings benefits to almost all members of
society, excluding the producers, through lower prices and especially to low-income people.

MLI: Normally when policies are designed to help producers they hurt consumers. But they don’t always
help producers. How does agricultural supply management affect Canada’s producing sector?

Professor Lee: The clearest way supply management affects producers is by limiting entry. The license
guotas become more valuable over time because the number of quotas is restricted in order to limit
production. This allows them to fix the price of the underlying commodity, so as income grows the value of
each license quota increases. New farmers covered by quotas must purchase a license to enter, driving up
the cost of entry. For example, it now costs roughly $25,000 to buy a quota for one cow and about $140 for
the quota for one hen. Multiplying these rough per unit costs results in fairly high values for the right to
farm in these protected areas.

MLI: Supply management creates problems in a completely different area too, namely trade policy. When
Canada goes to the WTO (World Trade Organization) or attempts to negotiate new trade deals with the EU
and Trans-Pacific Partnership we’re criticized for our protectionism in these areas, aren’t we?

Professor Lee: Yes, definitely. Supply management was legal under the old GATT (General Agreement on
Tariff and Trade) rules. But it started to cause problems for Canada when the GATT was transformed into
the WTO (World Trade Organization). The WTO started to go after these kinds of protectionist practices
because it wanted to restrict, even prohibit the use of protective quotas and tariffs. Such policies have been



a major sticking point in negotiations with the European Union. It is also a real barrier for negotiations with
the Australians and New Zealanders, who are both important members in the Trans-Pacific Partnership.

Anecdotally, | was at a reception recently and was pressed on this very subject. Comments like, “When is
Canada going to end supply management?” were common. The WTO (World Trade Organization) also
issued a blistering attack on supply management because we are blocking foreign imports coming into
Canada from Australia, New Zealand, the U.S. and elsewhere. It is not only a black eye, but it is causing
more and more grief in our international relations with other countries that we trade with.

MLI: Okay. If the current government were to realize it did not like hurting consumers, did not like stagnant
productivity, and did not like messing up our trade initiatives, and said we need to wrap this up in a way
that is fair to producers how would they do it? What is the template for getting rid of these things?

Professor Lee: The solution is essentially to buy them out. Supply management has only two functions: set
prices and set production quotas. If these two powers are removed, they no longer have a raison d’étre.
You cannot partially close down these systems. You either have them or you don’t. So you have to shut
down the system and compensate the producers. This is a very tricky proposition though, since some
farmers, those who were around in the beginning didn’t really incur any costs to purchase the quotas but
have benefited from monopoly rents. At the same time though, more recent entries have spent
considerable monies to purchase the quotas.

In any industry where government has created licences, quotas, medallions, or permits, like a taxi licence,
they acquire market value and people pay high prices for them. And you have to pay off people who make
that kind of investment because you are changing the rules of the game. In Australia they did it over an
eight year period and paid out each individual producer for the loss of the value of the asset.

MLI: How did producers in Australia respond?

Professor Lee: Their dairy farmers responded to new opportunities by becoming more efficient, they
invested in new technology and ramped up production to a more efficient scale. The result was that farms
got bigger and the number of farms declined--not the output, but the number of farmers. So by design
there was a period in which the quotas were being purchased and efficient producers bought out less
efficient producers and gained economies of scale.

And it’s not complicated to put a fair price on these quotas because the market values are already out
there. The quotas or licences trade now based on how many eggs or chickens they let you sell and at what
price.

MLI: Can you more fully describe the Australian model?

Professor Lee: The Australians removed all controls on production and pricing of milk and put a temporary
surcharge of 11 cents per litre on dairy beverages that ended in 2009 and used the money to compensate
dairy farmers through 32 payments made quarterly for eight years for the loss of their protected market
(or, in some cases, to assist them to exit the industry).

And the total cost — granted the Australian economy is about a third smaller than ours — was $1.92 billion
Australian. It’s not a trivial amount, but it’s a one-off expenditure to shift from a rigid, overpriced, non-



market system to one driven by supply and demand. There’s a huge benefit to consumers through lower
prices.

In addition, it would be good for the farm sector itself since they would finally be able to access export
markets as their Australian and New Zealand counterparts have done that have been denied to them until
now due to protectionism.

MLI: Was this approach taken with the dissolution of the Canadian Wheat Board?

Professor Lee: No, in ending the Wheat Board monopoly, the government did not have to compensate
farmers since there are no quota licenses. The government simply ended the monopoly requiring farmers
to sell their wheat through the CWB. Now farmers can sell through the CWB or on their own. | would
recommend following the Australian model because it was widely studied and was considered by people in
the industry and consumer groups to be very fair.

Conclusions:

1. Phase out all supply management in Canada that fix production and prices in
dairy, eggs, chicken, turkey, and broiler hatching eggs in Canada.

2. Impose a temporary levy on the sale of those products sufficient, in each
industry, to pay fair compensation to all holders of quotas or licences over a
period of time. Statistics Canada currently values these licenses at roughly $31
billion. In compensating farmers who hold quota licenses, the government
should use a sliding scale. Farmers who purchased the licenses more recently
should receive close to or even full compensation. Farmers who existed when
the system was created, and therefore incurred no cost in purchasing the
licences should receive little, if any compensation. In between the two extremes
adjustments to the total compensation should be made based on the fact that
the farmers enjoyed monopoly rents, or prices above market, based on the
quotas. These rents have already to some extent compensated farmers for the
cost of the licences.

3. The removal of supply management will allow Canada to aggressively negotiate
new trade deals and thus secure access to new markets for our agricultural
produce.










