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e . s .. " ABSTRACT . .- -

il

ThIS study assessed the level of. and factors affect1ng the jﬁ-

4

economlc performance of' the Canadlan sugar ref1n1ng 1ndustry;=:

for the perlod of tlme from 1960 to 1978 The data for thls

]-\4- study were\&rom court transcrlpts of th antlcomblnes case
;- of 1974 to 1980 concern1ng Atlantlc 'R dpath and St L nﬁfy”

' Lawrence sugar reflners (the case 1s re erred to as the )

Atlantlc SugaP case) and from publlshed data.‘

l‘V.f‘ p The study s ows that the reflnlng 1ndustry was hlghly
oth the natlonal and reglonal levels from

'concentrated on’

1960 t0'19781 Th ﬂargest four sugar ref1ners controlled

'over 80 percent of all sugar shlpments in*® Canada. Th;s

51tuat10n does not appear to have changed s1nce 1978

-

o The hlgh levels Of concentratlon seem toage

attrlbutable to a number of barrlersffd\entry 1nto the

Canadlan sugar reflnlng 1ndustry The" study(shows that the

ma1n barr1ers to. entry appear to have been the exclu51onaqx

\strategles Wthh were employed by Atlantlc, Redpath and St
Lawrence agalnst potent1al compet1tors in Canada between

Lo

'i1960 and 1973 That 1s, ev1dence from court #ranscrlpts in’

H

the Atlantlc Sugar case 1nd1cates that prospectlve reflners

and 1mporters c& %ﬁgar were'denled access to raw. and reflned

-.i_sugar on ‘the world market.‘ ‘ﬂif ‘flv L Hfh'} ~'T;j_ji:i
) Anpther main barrler to entry 1nto the- ref1n1ng i
;'h1ndustry may have\been the ex1stencL of- con51de1able excess’

..m_iv;y;a% f‘l‘i‘nh,, 'iij”*‘lj‘
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capaczty in the eastenﬁ Ca

i ,;‘:’?‘S?

ﬁééy sugar reflklng 1ndustry
from 1960 to 1973 «ﬁ%é@)t~wﬁ33§@i&d tlllzatlon of plant

_capac1ty 1n eastern C§ha ae %s generally less than 70 T~ Te

_percent w1th some plants operatlng at less than 60 percent
of full - capac1tf The 51tuat10n does not appear to have

| changed between,1973 and 1978 The con51derab1e excess
) /
capac1ty in thls”

1ndustry 1s 1nd1cat1ve of low levels of
/ . . .

dfmtechnlcal eff1c1ency

;'An analy51s of - effectlve tar1ff,protect10n afforded the

LN

“Canadlan sugar ref1n1ng 1ndustry from 1960 ‘to 1978 shows_
that thlS 1ndustry 1s hr@hly protected by customs tarlffs.
The hlgh effectlve rates of protectlon suggest that'

: exporters of ref1ned sugar to Canada faced substant1a1 7
‘barrlers to entry into the Canadlan market for 7ef1ned

3 :

sugar._~1‘a.h BT A‘gv‘_. ,,.//

§f“‘ The study 1nd1cates that plant economles of scale in

: ”':th% neflnlng of sugar ine eastern Canada 1n 1963 were

L

'moderate.,The h1gh levels of concentratlon in the Canadian

‘sugar ref1n1ng 1ndustry do not appear to have been warranted

.-by economles of large scale.hff

. -

The analys1s 1nd1cates that relat1ve shares of the

Tmarket for reflned sugar reallzed by Atlant1c, Redpath and

'hSt. Lawrence vere stable from 1940 t\\1973. The evidence

ffrom court transcrlpts of the Atlantlc Sugar case ahd '
economlc theory of ol1gopoly suggest that stable market
shares probably were due to market collu51on ‘and th&s seems

'"to have been assoc1ated w1th the lessenlng of competltlon in.

. \.' ‘o‘,-

s



- ‘reflned sugar It 1s evident that 1dent1cal prlces for

A'the eastern Canadlan market for reflned sugar.b,'\
Ev1dence from‘court transcrlpts in the Atlantlc Sugan
gcase and from other sources suggests that the pr1c1ng of
“refined sugar at the plant—gate by Atlantlc, Redpath and St. 2

' i
Lawrence from\1960 t111 now has been on a qost plus formula.

:Thls method of pr1c1ng tended to give iddﬁ

ref1ned sugar essentlally have el1m1nated prlce competitloni-
between reflners 1nleastern Canada from 1960 till now.

_The relatlonshlp betWeen prlces of, raw sugar on. the
:London Sugar Termlnal market reflned sugar in Canada and
the Unlted étates was evaluated Also, the relatlonshlp ‘I;e'
between wholesale and retail prices of ref1ned sugar 1nv |
dlfferent markets in Canada was, ex mlned The series of
'prlces used in these analyses were for dlfferent perlods of -
itlme between 1960 ‘and 1980 The analyses 1ncluded us;ng
.correlatlon coeffic1ents, econometrlc models and graphlcal
flllustratlons The results show that there were hlgh

P

"”correlatlons between prlces of sugar in London Canada and
the- Un1ted States: Also, there wé}e high correlatlons
between wholesale and retall pr1;es for reflned sugar 1n ,
'-d1fferent‘markets 1n Canada..It 1s concluded that these hlgh'.
v correlatlons are 1nd1cat1ve of market 1ntegratlon in the

pr1c1ng of sugar at' the dlfferént levels of the marketlng ) h-ﬁ'
'channels.» | | o : |
An assessment of prof1ts earned by1Canad1an reflners

and cane sugar ref1ners 1n the- Unlted States suggests that

o

vi



Canadlan reflneﬁs earned above normal proflts compared to
_those of cane- sugar reﬁlners in the Unlted States between
1960 and 1973, The‘results‘are inconclusive for 1974 to
a1978 Estimates of losses in consumer‘surplus'due to the"
“exertion of market power by the Canadlan reflners appear to
be substantlal It'1s concluded that the. performance of the
Canadlan sugar ref1n1ng 1ndustry was unsat1sfactory in terms‘
of both the technlcal and allocatlve effrc1ency cr1ter1a.7

| R A - is’ recommended that the differences between customs
-vtarlff rates on 1mports of raw and reflnedﬁsugaLJuLleduced
Thls would reduce the level of effectlve tarlff protectlon
afforded the reflnlng‘1ndustry ThlS would also be expected
»to‘1ncreasevcompet1t1on from 1mports of reflned-sugar. It is
;also recommended ‘that the ant1comb1nes law be reformed to |

'cover parallel behav1or of flrms where such conduct has-'

' adverse economlc effects on competltlon in an 1ndustry

vid
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3Thls study undertakes an economlc analy51s of the market‘ -

INTRODUCTION AND.§COPE OF THE STﬁR

"‘performance of the sugar ref1n1ng 1ndustry 1n Canada between

“1960 and 1978 It focuses 1n partlcular on some aspects of

‘ technlcal and allocatlve eff1c1ency The analy51s of the

DY

'theflnlng 1ndustryduses the structure, conduct and

»

_performance paradlgm of 1ndustrlal Organlzatlon The\study

examlnes pollcy 1n1t1at1ves wh1ch m1ght 1mprove competltlonl

- and performance 1n the reflnlng 1ndustry Addltlonally,vit“;

q~effect1ve def1n1t10n and appllcatlon of comp

hfﬂfdescrlbes the hlstor1ca1 background of thlS study The

d~;second part outllnes more fully the object1ves of the study.

.the 1ndustr1al structure, conduct»

=

:1'15 hoped that by prov1d1ng a“comprehen51ve assessment of

‘nd performance of the

: Canadlan sugar refinlng 1ndustry, thls\u\}l a1d 1n a more

1t10n pollcy

y

ThlS chapter is d1v1ded 1nto four parts.,Thei

'duA th1rd part brlefly summarlzes the major results. The flnath'
vf_;lfsectlon outllnes the methods used 1n theastudy and thef"”‘

qorganlzatlon of subsequent chapters

'ux'A The Hlstor1cal Baokground of the Study vai'fr_Tﬁf\ff-"'>“

ngetween 1960 and 1980 major sugar reflners ‘n . Canada were:

EA

jrilnvestlgated and subsequently\\harged w1th lessenlng market~l

'ffcompetlt;on contrary to the antlcomblnes regulatlons. The

. N4 . Y
flrst case was conce&ned w1th,the merger of the Brltlsh

ﬂv
_._._"_.._...._..__....._._...__._. ’ F e

1RO M. Scherer, Industma] Mar-ket Stnucture and Economlc

Performance (Chlcago' Rand McNally College Publ +1970), f?v"
4 6 » " TN . v »a‘,»_ Ly B . :

'rst part;,ﬁ"



o 'was prosecuted for the formatlon of an 1llega1 merger to the -

-1Coluﬂh1a Sugar Reflnerles and the Manltoba Sugar Company/
(hereafter referred to as B C Sugar and Manltoba Sugar,

~respect1vely) in 1955 The oase followed a comprehen51ve

2

report by the Restrlctlve Trade Practlces Comm1551on (1957) S

mon the market structure, conduct and performance of the,

western Canadlan sugar ref1n1ng 1ndustry \The Comm1551on“

o’

‘nga1nta1ned that the merger would lessen)competltlon in the;v

1;market for reflned sugar in: western Canada.‘J ThlS body .
'rrecommended the d1ssolut10n of the merger and the reductlon,"

®

f»tof customs dutles on 1mports of reflned sugar..B C Sugar

4.

‘;detr1mef,‘of the pUbllC 1néerest The Manltoba Court of
deue%n s Bench Wthh heard thls case’ requ1red the Crown to 5lf
. prove, beyond a reasonable doubt that the merger was to the

]detrlment of the publlc 1nterest The Judge contended that,hft
':there was potentlal competltlon 1n the market for reflned /

‘ﬂ_sugar 1n Manltoba from sugar reflners in’ eastern Canada and:r

A”'5vfrom 1mported sugar.\The court allowed the merger on the.'

hfgrounds that compet1t10n had not been lessened unduly, thatd
.:‘_” 3 : R ‘_' ! '1' f : ‘ .‘_;’
,f’Canada Dept of Justlce, Restr1ct1ve Trade Pract1ces.573'

. Commission;  Report Concerning-the Sugar Industry in Western

- Canada and a Proposed Merger of Sugar Companies (Ottawa'~
.. Queen's. Pr1nters, 1957); and . Idem, Report Coﬁcennlng the :

o Sugag Industny in- Eastern Canaqa (Ottawa. Queen s Prlnters,
1960 . T
% For'a more detalled d1scu551on of the conclus1ons and

recommendations, see Ibid., (1957), 182-183. :
‘* For-a detalled presentatlon of the arguments and . the

v,judgement in.this case, see Reglna v British Columbia Sugan Lﬁ7~f

'“Reflnlng mpany and. B C. Sugan Reflnehy Qg961) 129 Canadian

“vCriminal ‘Ca (ccc. For -a review ‘of this case, see C, '

.’ Green, Canadian Ind tnial Organlzatlon and Pollcy (TorontOﬂ”:f
gngcGraw Hlll Ryerson, 1980) 179—188 o : S '

’
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is, to the detrlment of the publ1c 1nterest

.

v

<‘The dec151on of the court to allow the'm rger ‘was
L o Ve

‘central to the evolut1on and malntenance of tw 'd1st1nct

EERC

"‘markets in’ the sugar ref1n1ng 1ndustry 1n Canada, the

'[~yeastern and western sugar markets. It seems that the

5ubsequent effect of the merger was the e11m1nat10n of
—

competltlon in the market for ref1ned sugar 1n western.

Canada (Green 1980) It 1s one-of the ob]ectlves of this

estudy to assess the subsequent 1mpact of the mergeroon the

‘-

market performance of the ref1n1ng 1ndustry in western

JCanada.p

In 1963 Atlantlc Sugar Reflnerles Company, Canada and

._Dom1n10n Sugar Company (now called Redpath Industrles) and .

"St, Lawrence Sugar Company (hereafter referred to as

'hh'Atlantlc,_Redpath and St Lawrence,,respectlvely) were’r

- Canad1an sugar ref1n1ng 1ndustry contrary to the

ejo1nt1y charged w1th lessenlng competltlon 1n the eastefn

-

- antlcomblnes law. These reflners had lessened compet1t1on 1n;h

*:that reglon by restrlctlng 1mports of. reflned sugar from

B 5.Cuba.‘ The arrangement was that the Canad1an reflners agreed;

-vlto purchase large quantltles of raw sugar from Cuba prov1dedh
‘f'that reflned sugar from Cuba ‘was not exported to Canada.i
.ffAtlantlc, Canada and Domlnlon (now Redpath) and St. Lawrencef

waere prosecuted and conv1cted under the antlcomblnes 1aw 1n

,_—-—————_—..——.——_—_.——

* Ibid., (1980), -185. /_f;;; BRI T | -
This was the: conc1651on of the“Restrictive: Trade Practlces

":Comm1351on. For a more detailed dlscu5510n, see Canada,‘.

“Dept. of Justlce, op Clt.,;(1960) 312 314,



L

._1980)

1963

These reflners were f1ned two thousand flve hundred

4,; \

ﬂ dollars each and under the terms of a prohlbltlon order,

.
|

o0

g

|
]

o,

\
i

o

N

vere dlrected not to contlnue the unde51rable urade’

pract

Redpa

lessen

1ces.7 However 1n ]974 these'same reflners (Atlantic,_’

~
th and St Lawrence) were charged w1th consplrlng to

| compet1t1on unduly and enhance unreasonably the pr1ce

for reflned sugar in Canada from 1960 to 1973 Three court

decIs

appea

bases.f ThlS study undertakes an economlc analys1s of the

acqu1

ions. rendered respectlvely by a trlal court a court of

1 and the. Supreme Court of. Canada (1n 1975, ‘1978 and- Z

were, far from def1n1t1ve on both economlc and legal -

'

ttal of Atlantlc, Redpath and St. Lawrence in that case

(hereafter referred to ‘as the Atlantzc Sugar case) and the

1mp11

catlons of the acqu1ttal for competltlon pollcy Thls

“K study also bullds‘on\a study bY the Tarlff Board (1971)

- Prlces Rev1ew Board (1974 and 1975) concernlng the level of:vf

\

\

concernlng the level of tarlff protectlon afforded the sugar

ref1n1ng 1ndustry in Canada, and two studles by the Food o

sugar prlces 1n Canada.v

—— i —

See Atlantic Sugar Ref ifreries Ltd. et al. V'the“OUeen'

....'__._._........____ ’ 4.

(Juiy 1964), Quebec Courtof Queen's Bench. -

!For

Ltd.

a detalled presentation of the decisions of the “Judges _
in the three courts, See Reg:na v Atlantic Su ar, Ref ineries. =~

et al. (1976) 421 C.S., 424; Idem, (1978) 41 ccc, 209;

ﬁ,AtIantlc Sugan Refineries et al. v The Attorney. Genenal of. -
_[Canada (1980) 16 Cr1m1nal Reports, 128 - and Chapter v of
“this '

> The Tariff Board, SugaP Reference Number 146, (Ottawa-

study.

Information. Canada, 1971). Fobd Prices’ Review. Board 'Sugar

‘Prices and Policies (Ottawa: July 1974); Idem, Sugan Prices '
- Ihe Canadlan Sugan Reﬁlnlng Industny (Ottawa- August
' ;1975 SO o _

II:

o
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yB ObJect1ves of the Study
jThe sugar ref1n1ng 1ndustry is selected as. the focus of the
study for a number of reasons.-Flrst 1t is an- 1ndustry in
.wh1ch major firms were recently (1969 to 1973) 1nvest1gated
'under antlcomblnes law-for allegedly lessen;ng competltaon.
" That investigatlon‘and the suhsequentvtrial transcripts
xprov1de an extens1ve data base on the industry. Second manyA
4

economlsts, lawyers, ]udges, consumers androff1c1als of the

" Bureau of Competxtlon Policy have expressed concern aboutq

"the state of‘competltron ‘and marketrperformance of the

ref1n1ng Tndustry. ‘Third, glven the general concern raised
- by many scholars about the effectlveness of the ex1st1ng
‘antlcomblnes law,'an examlnatlon of the recent ant1comb1nes
actlons in this 1ndustry prov1des reveallng 1n51ght into-
some of the 1nherent weaknesses 1n the leg1slat10n..F1nally,
51nce the industry 1s accurately descrlbed as a "tlght,‘
‘_ollgopoly an. analy51s of ‘the 1ndustry perm1ts the
appllcatlon of- some traditional models of ol1gopoly
behav1or.ﬁ B e |

There are two maln object1ves of thlS study The f1rstfi‘.

is to contrlbute to a better understandlng of the ‘market

conduct and performance of the sugar refining 1ndustry ‘in

.. ‘Canada.’ 'The second is to examlnevfactors-of market structurev

LY

,and conduct whlqh may have had an 1mpact on the levels of

dICOmpetltion in and’ technlcal and’ allocatlve eff1c1ency'°

e Technlcal and allocative eff1c1ency are descrlbed in
Chapter V. Technical efficiency is achieved when the -

,product1on function-of a firm (1ndustry) yields the maximym
output for a g1ven set of: 1nputs, glven its partlcular

R



\..

. of the reflnlng 1ndustry It as the ob]ectlve of thlS studg

1

t0'1nd1cate the level of economic eff1c1ency in the 1ndustny
~ as-well as to estimate economlc.losses-due to the exertlon

“of market power by the Canadian sugaryrefiners;

: .The Hypotheses ‘ o ; B : j o v

- Economic theory predlcts that the level ‘of. technlcal -

»4"

and allocatlve eff1c1ency in an 1ndustry is closely
assoc1ated with market structure and conduct The~major_h
‘general hypotheses postulated are assoc1ated w1th market’
~structure, conduct and performance of the Canadlan sugar‘
ireflnrng 1ndustry The flrst 1s that the level of technlcal
‘and allocat1ve eff1c1ency in the sugar refrnlng 1ndustry in

‘h,uCanada is low. The second general hypothe51s is that the low

.

v4level of°techn1cal and allocatlye eff1c1ency of the reflnlng

R

1ndustry 1s assoc1ated withs

“\

1. the market structure of the sugar ref1n1ng 1ndustry;/and_w
2. 'the market conduct of the sugar reflners in the

v1ndustry

Therspec1f1Cuhypotheses-are:

& .

1 That average proflt rates in the Canadlan sugar ref1n1ng‘
1ndustry have been sagnlflcantly h1gher than in the cane
sugar ref1n1ng 1ndustry in the Unlted States for the

’:perxod of t1me from 1960 to 1978. The 1mpl1cat10n of’

—_———_———_;_—_—_——-..

19 (cont" d)locatlon and env1ronment (French 95). Allocative

efficien¢y is achieved. when long<run marglnal cost, marginal .

- revenue. and price are-.equal. This implies an efficient

Qallocatlon of resources and the ‘absence of above normal
economlc proflts.

\



’ wholesale r;ces for- reflned,sugar in spat1ally

\\ ) \‘L

Qo

this hypothe51s 1s that h1gher rates of return 1n the

| Canadlan ref1n1ng 1ndustry are 1nd1cat1ve of a low level -

B

'of'allocat1ve eff1c1ency 1n this 1ndustry comparedxw1th

the caﬁe sugar ‘refining 1ndustry in the .United States.

.That the e 1s not a 51gn1f1cant relationship between

separated.maikets in Canada. The,implieation of this’

hypothesis is\that there‘may'nbt be effective_prlCe

AU TR . | -
. competition between refiners in spatially separated

markets for refined sugak in Canada. s N

'That.there"is'no - a 51gn1f1cant relaﬁ10nsh1p between

o © o, \

wholesale prlces for refln@d sugar in spatlally o \

‘\separated markets 1n Canada and the- Unlted States. The

‘ A1mpllcat10n-of this hypothe51s is that ‘there may not be

effective dompetition between Canadian and United

8

States' cane sugar refiners.

‘That there 1s a 51gn1f1cant relatlonshlp between the

effectlve rates of tarlff protect1 n afforded the .

Qanadlan sugar ref1n1ng 1ndustry ana rofit rates in

thlS ref1n1ng 1ndustry The ® 1mp11cat10n -this

\x,*hypothe51s is that hlgh levels of tarlff protectlon are |

’allocatlve eff1c1ency \“

. related to h1gh proflts and thus, low levels dt<
'fallocat1ve eff1c1ency Tth would«lmply that a- reduct1on

in the level of tarlff protectlon would 1ncrease

.‘ ©

That there is not a 51gn1f1cant dlfference between the

-means of market shares for the per1od of t1me from 1940



e ' ' R ~
\*1949 and from 1961 to 1973 for the shares of
'Atlantlc, Redpath and St. Lawrencej‘The 1mpllcat10n of
this hypothesis is that consiStently stable marketﬁ
shares are indicativeﬁof”market collusion and thefy\'
lessening of market conpetition in the.refining
'indnstry.
.TheSe’hypotheses‘are tested:usingﬂinferent;al and -
descrrptiye statistics;h_ a |

B
C. "I'-he. Main?-Resnlts 3
.The summary and conclu51ons of this study are presented 1n_-
= Chapter VII and only the main results are brlefly outl1ned ¢
| in this sectlon. The flrst f1nd1ng is that the Canadlan o
sugan,reflnlng 1ndustry was highly concentrated on both
natlonal and reglonal levels for the perlod of t1me from
1960 to 1978 “The high levels of concentratfbn appear to be
attrlbutable to three\maln barrlers to enﬁry 1nto the
Canadlan ref1n1ng 1ndustry .One of these barr1ers to entry
~seems to have been the’ exclu51onary tactlcs employed by
- | Atlantlc, Redpath and St. Lawrence agalnst potentlal
| competltors (reflners and 1mporters) in Canada. Ev1dence

from th%@court transcrlpts of the Atlantlc Sugar casei

1nd1cates that potentlai reflners were den1ed access to,raw

i o

{<i;ﬂﬂ and reflned sugar on-the world market. Probably as a result

! -~

of the exclu51onary strategles of the exlstlng Canadlan,
reflners, entry 1nto the Canadlan market for reflned sugar

was 11m1ted,4though, as is reported in thls'study,ﬁprofits

]

. ) ‘ . o . K ',“‘



"wete'much higher ip this Endustry than in most other
Canadian food‘ptocessing industries. Another factor seems to
habe beenprelatedtto the‘high levels of effective tariff

. protection afforded the refining industty for the period of
time from 1960 to 1978.'The high level of.ta;%ff protection
represented substantlal barr1ers to entry forjexporters of~

reflned sugar to Canada. Another factor related to the hlgh

Y
L)

‘levels of concentrat1on in the reflnlng industry appears to
have been the exten51ve excess . capac1ty 1n the sugar
ref1n1ng between 1963 and 1975. ‘The excess capac1ty in the
'ref1n1ng 1ndustry presents substantlal barriers to entry for
potent1a1 entrants 1nto this 1ndustry to the extent that the
/marglnal costs and shut down prices of ex1st1ng firms are
lower: than those of entrants. That 1s,,potent1a1 competltors
-‘may have been dlscouraged from enterlng ‘this 1ndustry when
there was exten51ve excess capac1ty SR

o

The results 1nd1cate that there were ‘moderate eoonon1es
of scale in this 1ndustry in 1963 It is estlma ed that /
optxmum ef//clent plant sizes in. 1963 would ha e had output
v ofwbetween 30 and 50 thousand tons of reflned sugar per
ﬁyear It 1s concluded that the ‘high levels of concentratlon
An. the ref1n1ng 1ndustry in 1963 were unilkely to be
jUStlfled by ‘the apparently moderate economlts of scale..‘
Economlc theory and emp1r1cal studles suggest ‘that the hlgh e

'vlevels of concentratlon in. the reflnlng 1ndust5y would

result in a reductlon 1n competltlon.

- . [ . v o ‘
5 s . - . Iy
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The analysis of pricing m&chanisms of refined sugar by

Atlantic, Redpath and St. Lawrence shows that the cos t(pluv
formula Qas used at the‘refinery, The effect of this formula
pricing was that prices of refined éugar at the plant«gakes
of Atlantic, Redpath aﬁd St« Lawrence were basically
identical. Thus, p;ice competition between these refiﬁers
was limited for the periodbof time between 1960 and 1973,
There is ;o evidence to indicate that this siﬁuation has
changed since .1973. Analysis of evidence from transcripts in
the court case concerning Atlantic} Redpath and St. Lawrence
‘also suggests that'the,maintenaﬁce of constant market shares
by these'refineré apﬁééfs to have been associated with
. . : \

lessened competition between the refiners.

The second éeneral fi;dihg ig that the levels of
':teéhnical and gllbcative efficiency bf the_Canadiaé sugar
refining industry were low be;Q@en 1960 .and 1973. The low
level of technicéalefficiency is indicated by the'existence
of excess plant capacity in the reflnlng 1ndustry between‘
1960 and 1968 Another indication of the low level of‘
Jteghnlcal efficiency is that optlmum plant sizes in 1963
‘éeémed toihabe'lower totai:aVetage costs per unit pf'outputi
- than the existing larée sugar refineries in‘ﬁhat year.;
-ThérgﬂQre indicati;ns froh‘evidénce on profits’in?the

refining 1ndustry that the level of allocatlve efflclency

7 -

was low betweenv1960 and 1973 From 1973 onwards, the level
of allocative efficiency seems to have inéréased, though
these results are not cohclusive, It seems evident that the

] - N i



- low levels of technlcal and allocatlve eff1c1ency 1n the

v

fCanadlan sugar ref1n1ng 1ndustry have been assoc1ated w1th

‘ -ethe hlgh levels of concentration in thlS 1ndustry

u'ni'Tarlff Board (1971) on the pr1c1ng of sugar by the

The spec1f1c results and conclu51ons are as follows-
j; dA comparlson of three sets of proflt rates of sugar '
,4ref1ners in Canada and cane sugar reflners in the Unlted
‘“’fStates 1nd1Cates that proflt rates of Canadlan sugar

zreflners were con51derab1y hlgher than those of cane

“g;sugar reflners 1n the United States for the perlod of

‘g.«

: VLptlme from 1960 to 1973 From 1974 to 1978 prlce cost

ffmarglns expressed’as a percentage of the wholesale prlce‘f'

quof reflned sugar 1n Canada seem to have decllned and are

BN \

almost equal to those of cane sugar reflneqs 1n the ,'d"

'Unlted States. f‘_tnﬁrlf'iff}*f'“f;‘fﬂejﬂ Avfht_":ﬂ' -

3

W_ﬁztp;Wholesale prlces for reflned sugar 1n Canada and thef;

’Unlted States are hlghly correlated durlng the perlod oﬁa

'ﬁtlme from 1961 to 1978 Slmllarly, retall prlces for

:a

;reflned sugar 1n spatlally separated markets in Canada :'

;’are hlghly correlated for the perlod of t1me from 1973

&

-;eto 1980 In a competltlve market these results would be;f[
i . A,/ R

delndlcatlve of'a h1gh level of allocatlve eff1c1ency

f{f;;7(Hassler, 1953 mand Lele, 1 68) However thlS does not

”jf“seem to be the case for the Canadlan sugar ref1n1ng ;" '

°

"ijlndustry Ev1dence from court transcrlpts of the jf

- Atlantic Sugan case (1976 1973 and, 1980) ‘and. £rom- the “'

g

’~:ref1ners suggests that the strong relatlonshlp 1s due to

U , ', ,: . R B 5
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1_Canad1an reflners durlng th1s“perlgg§of~t}me.‘ln,

12

]the\cdst-plus\and the base p01nt pr1c1ng systems used by,

e

‘.f'add1t10n ev1dence from court transcrlpts in theifu"'

"'ﬂAtlantlc SugaP case shows that the cost components

'1ncluded in’ the cost plus formula of pr1c1ng reflned
"sugar by Atlantlc Redpath and- St Lawrence tended to befn

j;h1gher than the actual costs. ThlS substantlally

“~l1nflated prlces for reflned sugar to Canadlan consumers.

;Thus, the hlgh levels of correlatlon between prlces of
':ireflned sugar 1n dlfferent markets are most probably duefg

‘ftO admlnlstered pr1c1n9 of reflned sugar by the reflnersfhr
ﬁhfor the per1od from 1961 to 1980 i L '

llThe levels of tarlff protectlon (nomlnal and effectlve_'g

P

"frates) afforded the sugar ref1n1ng 1ndustry have been

thlgh Accordlngly, the volume of 1mports of reflned fﬂ‘ﬂ.?

'ﬂosugar 1nto Canada have been small between J96D and 19781{3f

u*The year by year changes inw the levels of effectlve
'\“n‘tariff protectlon afforded the reflnlng 1ndustry are: notqd
551gn1f1cantly related to the year by year changes 1n thee

”:V-llevels of proflt rates.-The most probable explanatlons

0

"for the lack of relatlonshlp between these varlables af%;“

h‘fthat other barrlers to entry (dump1ng dufles and the ‘_V“

”-jconduct of Canadlan reflners to deny potentlal

i -,

A‘Wcompet1tors access to raw and reflned sugar on~the world;z“

;_3_market and to the Canadlan market for reflned sugar) mayf*ﬁ

{1be substantlal Addltlonally, 1t seems that the hlgh

3 v

3'{flevels offproflt rates are attrlbutable to the hfgh

o O Ce ,°. ) TR . el e L e R
s S D : . B B : B . e . i N - e ' ¢ R ., -"
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v

rlevels of concentrat1on in thlS 1ndustry and. exten51velﬂ-‘
‘c;vertlcal 1ntegrat10n between suppllers of raw sugar tol

Canada, raw- sugar brokers and»establrshed_Canadlan4
: i S B N
.rETiners;' N -

e

.,'The standard dev1atlons and the coeff1c1ents of

o varlatlons about the means of the market shares held by

Atlantlc, Redpath and St Lawrence suggest that the

rdrelatlve market shares of each of these reflners were

AN

NARS
’h_;stable from 1940 to 1973 ‘even though economlc' -

fcond1t10ns in the 1ndustry changed substantlally W1th

N

dfreference to the domlnant flrm pr1ce leadershlp and

‘?f’COllu51on models and emp1r1cal studles dlSCUSSed 1n."

f,fChapter IV (Cohen and Cyert 1975» Osborne, 1976-

;"hjSpence,.1978 and Porter and Cavés, 1978) 1t seems that,f“”
f'ueastefn Canadlan sugar reflders applled a quota rule as
ian eff1c1ent way of deﬂerrlng off llSt pr1c1ng and
‘gmarntg}nqng stable market shares.iIt is therefore,'h
'COncluded that the observed stabdllty of market shares

‘Lwas symptomatlc of a hlghly developed degree of

collu51on yn the eastern Canadlan sugar reflnlng market."
Estlmates of soc1al costs (deadwelght soc1a1 costs,_~”

73hcosts due to lags 1n adoptlng 1mproved technologles and ka

g

"”hexcess capac1ty) and of the transfer of 1ncomes from

e consumers to reflners due to exertlon of market power 1nrv"

e

uj‘bthe sugar reflnlng 1ndustry are substantlal ,Estlmates f;77:

i-rfoi,the total losses 1n consumer surplus in 1975 range

"ffrom about $36 mllllon to $176 mllllonl(ekpressed‘ln_uf




_ 1980.dollars) These estlmates are equ1valent to a prlce'
- ®rise Whlch ranges from $1 63 to $8n00 per 100 pounds ofg

*

”:reflned sugar. The correspondlng 1osses 1n 1977 are
lestlmated to be from about $12 mlllllon to $57 mlll1on
dollars (expressed in: 1980 dollars) These»estlmates are‘
equ1vaﬂlnt to a pr1ce rlse whlch ranges from $0.48 to. |

,$2 31 per 100 pounds of reflned sugar. Even though these:,

: results have to be v1ewed w1th cautlon, they prov1de a
””strong 1nd1cat1on that there is a need for a more

h,’effectlve Canadlan competltlon pol1cy

D The Methods and Organ1zatlon of the Study '\}'1 »fg
The analy51s of the Canadlan sugar reflnlng 1ndustry 3 Taf

S ; . §
vfuses two sets of secondary data. As noted earller, one set

'f]jls obta1ned from pleadlngs before the trlal court the courtp'

"jrdof appeal and the Supreme Court of Canada concernlng the

'~¥fdata con51st of wrltten documents (letters, mlnutes

'vfffrom several records of prlvate and Government

’;ffAtIanthKSugaP case. ! hls 1nformat10n was gathered by the ffv

'”,‘Bureau onCompet1tlon Pol1cy between 1967 and 1975 These

'7”reports) collected fpom flles of these sugar reflners, and ‘/f~

»morganlzatlons. The oral ev1dence whlch was’ recorded durlng

'rfthe hear1ngs con51sts of replles glven to the counsel for “'h

’f" The reflners 1nvolved were Atlantlc, Redpath and St. :
- Lawrence. These- transcrlpts before the courts are located in

~the Department 6f Consumer and Corporate Affairs, Bureau of"

Competltlon POlle, of the Government of Canada, Ottawa.r

i -
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L the Crown. These 1nc1uded replles by Atlantlc, Redpath and

s

St Lawrence, users of reflned sugar 1n eastern Canada,"
'suppl1ers of raw sugar to Canada and varlous other partles_

who were concerned about the market conduct of the sugar

hese replles were. glven under oath in response to
tlonlng of the counsel Thus these replles and - | |
documents are assumed to’ be an accurate record of events in.
n'ithﬁ ref1n1ng 1ndustry All these documents and recorded B
"ireplles have been complled 1n f;fty two volumes. Reference“
‘jhto these documents in thlS study 1nd1cates the number of the'

'3:volume 1n wh1ch the transcrlpts are flled and the page. Theiyy&

f‘c1tatlon also Lndlcatés the name. of the court for wh1ch the
S U

uev1dence 1s>f11ed Thls 1s necessary because there are
'Zdlfferences in the numberlng of the documents for each of.
”b"the tr1a1 court court of appeal and the Supreme Court of h;a;'

"canada.f' h | .‘ : : o o _

v The second set of data was from -a number of publlshed _dkv

bsources These.a*__sitéd 1n the subsequent chapters.»A word
.'shouid be sa1d about the off1c1al statlstlcs on whlch thls3
'fgstudy 1s partly based Off1c1al data at the flrm level are‘r
:ffrnnot plentlful 1n Canada. ThlS 1s probably due to the fact
;ydthat 1n most 1ndustr1es the number of flrms 1s small ai?"

clrcumstance wh1ch makés flrms more cautlous about prov1d1ng
‘igstatlstlcs to the dubllc. Further, under the Off1c1al e

Secrets Act off1c1a1 statlstlcs do not d1vulge to the

'rpubllc detalled 1nformat10n about s1ng1e f1rm s operatlons."

:V»Thus, most off1c1al StatlSthS are aggregated
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o
leferent methods of analy51s are. used in, thlS study
'QThese 1nclude the use of econometrlc models, correlat1on

coeff1c1ent analy51s, descrlptlve ana y51s and graphlcal

1llustratlons.b

Subsequent chapters bf thls study are organlzed in the’

2

follow1ng way Chapter II prov1des sdmhf

background
1nformatlon on the 1ndustry..F1rst a rev1ew of the

4development of the 1ndustry is glven Second the supply‘of'

f, and demand for sugar in. Canada 1s con51dered Thlrd the/

b,contrlbutlon of the ref1n1ng 1ndustry tb th% Canadlan

'economy 1s outllned The\last part of Chapter;II is a: brleff -

'"ioverv1ew of the antlcomblnes regulatlons and the effect of*

R T

hdthe regulatlons ‘on: the leVel of competltlon and performance'
h.of the 1ndustry Chapter III contalns an analy51s of the ‘7»-d:

Cmarket structure of the reflnlng 1ndustry. The spec1f1c
’ffeatures assessed are market concentratlon :vertlcalbpd

'hlntegratlon, economles of scale and taréff protectlon.~u

v
id

fChapter IV presents an assessment of some features of market

‘””conduct of the 1ndustry as revealed by ev1dence from the
. . R

| uAtIantlc Sugar case. Three spec1f1c features of market

V;COnduct are examlned The flrst feature relates to f
4
vallegatlons of market sharlng by Atlantlc, Redpath and St

f,Lawrence (the three major sugar reflners 1n eastern Canada); B

. )

“The second concerns exc1u51onary tactlcs adopted by ex1it1ngyﬂ:

=‘_ref1ners to deter potent1a1 competltors from entry 1nto thetﬂﬁt

hf-market for reflned sugar. The thlrd 1s concerned w1th

e.

"hprocedures for pr1c1ng reflned sugar by the Canadlan



< !

reflners. Chapter V is a rev1ew of some economlc theorles

and emplrlcal stud1es related to the measurement of -
allocatlve eff1c1ency Chapter\VI con51sts of an assessment
‘of market performance uslng d1f¢erent concepts of allocat1ve~
eff1c1ency introduced 1n Chapter V. The level of technlcal
- eff1c1ency 1n the réf1n1ng 1ndustry 1s\1nferred from a. |
h‘comparlson between the total average costs of the smallest
optlmum plant size and of thezex1st1ng plant sizes (a top1c ,lf
prev1ously dlsCUSSed in- Chapter III) Some ev1dence on"

technlcal eff1c1ency is also 1nferred from the level of

\

ut111zat10n of plant capac1ty 1n the ref1n1ng 1ndustry

Allocatlve eff1c1ency 1s assessed by determlnlng the .
/-
relatlonshlps between prlces for sugar at the world

Jholesale and retall market levels.»Thls also 1nvolves an

') i
assessmﬁpt of the relaffgnshlps between retall prlces 1n

[

d1f§erent markets @n Canada; The level of prof1t rates 1n

”_the Canadlan sugar reflnlng 1ndustry 1s compared to the :

N

leVel of proflt rates 1n the cane sugar ref1n1ng 1ndustry 1n f'

the Unlted States.,A flnal measure of losses in economlc
effchency 1nvolves an est1mat1on of the soc1al costs and
income transfer effects of exertlon of market power 1h the v.-

N }
Canad1 n sugar ref1n1ng 1ndustry The last chapter presents -

!a summary,_the conclu51ons and the recommendatlons of the j'“
' N ‘

‘.'“l- G e N o L S IR |



\AN OVERVIEW OF THE SUGAR REFINING INDUSTRY IN CANADA

A number of factors appear to have had an 1mpact on the'

L current state of compet1t10n in and performance of the

/"",A The H1stor1cal Development of the Sugar Ref1n1ng Tndustry
in. Canadaj“ - , :

jipollc1es of the Government of Canada, partlcularly

Sl

:'Canadlan sugar ref1n1ng 1ndustry The f1rst of these is the

h1stor1cal development of the sugar ref1n1ng 1ndustry The

second 1s the nature of the world market wh1ch supplles

-

: sugar to Canada. The th1rd fagtor is the nature and size of

the market for reflned sugar in Canada. Fourth are the

competltlon and tarlff protectlon pol1c1es whlch affect the
= .

-;1ndustr1a1 and serv1ce sectors in general and the sugar

ref1n1ng 1ndustry in partlcular. The purpose of thlS chapter"

L 1s to prov1de an overv1ew that descrlbes the settlng for ‘the

’assessment of the economlc performance of the Canadlan sugar

.

lltreflnlng 1ndustry In addltlon, a brlef outllne of the
¢;contr1butlons of the 1ndustry to the Canad1an economy from

31960 to 1978 1s presented

le,.

\

A number of sources are excellent references glv1ng det

- on the h15tor1ca1 development of the Canad1an sugar refi

EERY

'1ndustry Only a brlegsbverv1ew 1s.prov1ded‘here.

e

b : S SR s

______.-_‘_';__'_;.-___’;. T S

v'f For those w1sh1ng for more detalls, see Canada, Dept' of
Just1ce,_Restr1ct1ve Trade Practices Commission, op C’t&,

(1957), 3, 11= .42-44,-133-162; Idem, (1960) 9,

255~ 261' Food Prlces Rev1ew Board, op. cit. (1975) 5= 8 -
" and Canada and’Dominion Sugar Company, One Hundned Yean of
.QPPogness 1854 1954 (Montreal Gazette Pr1nt1ng, 1954) B,

fhr{gy«v‘



The flrst successful cane sugar ref1n1ng plant 1n

3

Canada was establlshed in 1854 in Montreal by Canada Sugar

5(now Redpath) Between T854 and 1878 a‘number of cane sugar

<

'~ref1ner1es were bu1lt in. the Mar1t1me prov1nces,,but,xdue to

competition from 1mported reflned sugar all the plants were
’later closed In 1879 the ¢ customs duty lev1ed on’ 1mports of

reflned sugar was substantlally 1ncreased2 and in response,

in the same year, St. Lawrence bu1lt a cane sugar reflnery

- im Montreal Eleven years later (1n 1890) B. C Sugar bu1lt a/

cane sugar refinery in Vancouver. In 1893 the Acadla Sugarfrff

A“*—a—-
o

ﬁReflnlng Company bullt\a ref1n1ng plant at Dartmouth Nova

-

"Scotla A fifth. cane sugar ref1nery was built by‘Atlantic”in ¢

. St., John,_New Brunsw1ck in 1912 These f1ve 1n1t1al sugar

"reflners have dom1nated the ref1n1ng of sugar inf Canada tlll

o fnow. The Restrlctlve Trade Practlces Comm1551on (1960)

reported that 1n the early 19305, CrOSSe and Blackwell

(Canada), a food processor, establlshed a. sugar reflnery 1n

WToronto It is worth not1ng that thlS reflner was later'

‘acqurred by Atlantlc, Redpath and St. Lawrence 1n 1936 in.

'the proportlons of 35 5 ' 43 and 21.5 percent, repectlvely.

]eBetween 1930 ‘and 1964 no new refiner entered the cane sugar

ref1n1ng 1ndustry

r N :
e e i ——————— : . /

" In 1879 import dutles lev1ed on many commodities were
substantlally increased. The levels of. customs duties have

e . remained generally hlgh since 1879 See C. Green, op crt.,

(1980), 161.

o3 Canada, Dept. of Justice, Restrlctlve Trade ‘Practices .
Commission, .op. cit.,” (1960), 260. These percentages are the . -
same as the percentage market shares ‘held by Atlantic, -
Redpath and St. Lawrence of the total market for ‘refined

'_’sugar in eastern Canada from 1940 to 1973, see Chapter IV.

5
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' operatlng in. eastern Canada.v

The Restrictive Trade Praétices Commission has reported

that between 1881 and 1902 several unsuccessful attempts

were made to start suga;,beet 1ndustr1es in Quebec, Ontar1o :

and Alberta * The first successful beet sugar ref1ner1es
(four of them) were bu11t in Ontarlo in 1902 and in 1909
the Dominion Sugar Company was/ formed to operate these beet :
sugar ref1ner1es Thls company bu1lt another beet sugar
plant at Chatham 1n 1916 S.Meanwhlle, in 1913 ‘Canadlan

Sugar Factorles bu1lt a beet sugar: reflnery at Raymond

Alberta.- In 1925 Manltoba Sugar was 1ncorporated lt‘f

'"~constructedﬁa sugar ref1nery at. Fort Garry 1n 1940. In 1936

: and 1950, B C. Sugar built two beet sugar reflnerles in.

‘Alberta . at Plcture Butte and Taber, mespectlvely The 1ast_

establlshed beet sugar reflnery in. Canada was bu1lt by the

: Government of Quebec at St H1la1re durlng the second world.

‘war. ‘This is the only beet sugar reflnery that is Stlllpﬂv

L]

\

‘Between 1930 and 1960 the develOpment of the sugar -

ref1n1ng 1ndustry 1n Canada was characterlsed by\mergers. In‘

1930, Canada Sugar (a. carie sugarareflner) merged with
Domlnlon Sugar (predomlnantly a beet sugar processor) to
“form Canada and Dominion Sugar (now Redpath) Slnce the.

merger, th1s company ‘has been the domlnant sugar refiner 1n

Canada. Canada and Domlnlon was. then acqu1red by Tate and

Lyle L1m1ted of London (hereafter referred to as Tate and

___—_-_..—__—._—__—_.

*Ib:d., (1957), 11. | - A
5All beet sugar plants ‘in Ontarlo have been closed



Lyle) in 1959.‘ The impact of that acquisition on the

performance of .the sugarlreflnlng 1ndustry in Canada 1s

F‘ dlscussed in Chapters III and IV

A year after the merger whlch formed the Canada and
'Domlnlon Sugar Company (now Redpath) B C. Sugar acqu1red
the Canadlan\sggar‘Factorres-Company wh1ch_operated the beet
sugar refinery at Raymond' Alberta. In‘1955 B. C Sugar also
acqu1red Manltoba Sugar w1th 1ts beet sugar reflnery at Fort:,
‘Garry Meanwhale, between 1934 and 1936 the Crosse and
Blackwell Sugar Reflnery,‘whlch had been establlshed 1n the.
early 19305, ‘was acqulred by Beam1sh Sugar Reflnerles. In"
‘71936 Canada and Dom1n1on, together with Atlant1c and St. ,
- Lawrence ]01ntly acqu1red Beamlsh Sugar . The sugar reflnery
lof Beamlsh»Sugaeras then closed in 1942 |

In 1939 Atlantic Sugar and Acadla Sugar. merged to form
Acadla {tlantlc Sugar. Three years after the merger,

Acadla Atlantlc closed the cane sugar reflnery at ‘Dartmouth.

-The company has retalned its cane sugar plant in' St John-

New Brunsw1ck till now. The merger created a monopoly 1n the

o Mar1t1me prOV1nces. In addltlon, the company became ‘the "

.. Refineries in 1963.

\ o

°'th1rd largest sugar refiner in Canada, after Redpath and

'B C. Sugar By . 1960 the number of sugar refiners had been

'reduced to five; though the number of ref1n1ng plants had
.Tate and Lyle is._a Brltlsh mu1t1natlonal company which is
1nvolved in the productlon of 'sugar cane and raw and refined
sugar in many parts of the world It is the dominant sugar - .
refiner in Britain. ' '
’ Acadia-Atlantic Sugar" changed 1ts name t

Atlantic Sugar

_-@*
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%increasedeto'twelve The names of these refiners and the
‘locatlons of the refining plants 1n Canada in 1980 are shown
in. Table II-1 and Flgure I1-1,

| The factors which encouraged mergers in the 5ugarl
'reflnlngclndustry arednot well known. As dlscussed‘ln
3 Chaptermllt, it ;s most probahlewthat the apparently
moderate economies"of_Scale encouraged some of ‘the merger
’activities for very, small\firms. It may be that SOme ofrthe‘
sugar reflners deS1red to‘aohxeve market domlnance 1n the

1ndustry Whatever the reasons the merger act1V1t1es

'_contrlbuted to the high . level of concentratlon in the

“ Canadian sugar ref1n1ng 1ndustry s
) | . ) - ‘ . ~ ’. 8
v ‘,2; E o '.«\mf
B. Supply of Sugar in Canada o
v , L N
Table 11-2 and Appendlx I1-1 show some pr1nc1pal statlstlcs

-

e ~. .

-4of the productlon, trade .and COnsumptlon of sugarW1n/Canada.
':The total productlon of reflned sugar in Canada 1ncreased

’ from one year to another g;pm 1960 to 1978 (except for 1974
and 1975 when the productlon of reflned sugar decllned) The
-'total productlon of refined sugar in' 1960 was 774 thousand

;tonsb~The~produot1on-had 1ncreased to 1,140 t ousand tons by

"'1978 an - 1ncrease of 47 percent over thlS perlod of tlme.. .

‘ The total shrpments of ref1ned sugar: 1n 1960 and- 1978 were'
'748 and 1 162 thousand tons,'respect1Vely The total value
of shlgments of reflned sugar . in. 1960 yas $124 mllllon. By

',1978 the value of shlpments had 1ncreased to $444 m11110n.>///f

v

%,
ik
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TABLE II-1

A

23

i

Names of Sugar Refiners and Locations of Sugar

Refining-Plants in Canada in 1978

Name of :
sugar refiner

Atlantic Sugar

British.Columbia

- Sugar

Canadian” Sugar -

Manitoba Sugar

/Cartier Sugar

aQnebeq Sugar

' Redpatn.SUgar

St. Lawrence Sugarv

. Westcane Sugaf

" Location of =
refining plant.

St. dohn
Vancouver
Taber
Fort Garry

~Montreal -

St. Hilaire-

Montreal
Toronto
"Montreal

‘Oshawa

: Steinberg's

Name of the parent
company

Jannock Corporatlon

Brltlsh Columbla
Sugar Reflnery

"

n

Government of
Quebec

'Redpath Industries .
Redpath Industries
Sucronel

George Weston

e e e e o e o e e LS e e S e T s n o e 2 o e s e e o A " S m s —— e i o

ASOURCE- Canada, Statlstlcs Canada

' Beet Sugar Processors,

Cat. 32 222 (Ottawa.

1980)

Cane[and
Can

NOTES: Redpath closed 1ts sugar reflnery

: <
S/

_ 1n Montreal in 1980

¢



| TABLE 11-2

Principal Statistics on Sugar in Canada,

for Selected Years, 1960 to 1978

24

S e e e e W o S e R ek S S St o e e e e e M T e A W o W e e ot W W e e o in e St o o e W . - ot

Activity o 1960 1965 -

~ Yearbook, ( Londdn: Various 1ssues
, 1960 tq 1978).

943
984

733

108
2780
35

1037

459
5.0 f

79.0

931

. 88

1140
1162

444
114

2878

47

1970
Production of refined sugar: o ‘
Total production (1000 tons) 774 886 1005
Total shipments (1000 tons) 748 630 1007
Value of shipments ($ million) 124 147 204
Value-added ($ million) 44 52 70
Total number of employees = 2213 3292 2967
TotalQpayroll ($ million) . 14 17 22
Trade: : ‘ . -
Imports, raw sugar (1000 tons) 668 916 ~ 1043
Imports, raw sugar .($ million) 51 55 85
‘Imports, refined sugar \
(1000 tons)- 0.3 0.6, 0.6
Exports, refined sugar -
: . (1000 tons) 3.0 - 6.6 13.4
" Consumption:” . . J
Total- (1000 tons) = 742 854 995
Per capita»(p0unds'per year) 94 97 . 99
Market Structure: , B .
Number of refiners : : 5 6 6
Number of reflnlng plants o 12 - 12 10
SOURCES~ Canada Statlstlcs Canada, ‘Cane and
Beet Sugan Processors, Cat . 32-222°
(various issues, 1960 to 1978); and
'~ International Sugar Organization; Sugar,
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Table 11- 3 summarlzes the total 1ndustry expendltures
'f;on the major Varlable 1nputs in the reflnlng of sugar 1n :

~7canada The two ma1n 1nputs 1n the ref1n1ng of sugar 1n'

Canada have been raw sugar and sugar beets Whlch have

: "vfaccounted for 76 to 90 percent of the total cost of varlable"

’flnputs Other 1nputs (labor chemlcals, fuel and other

fv aterlals) account for the remalnder of, the costs.;About 84»'
b'tO 90 percent Of all sugar processed 1n Canada has been from

:~31mported raw cane sugar.‘ As is shown 1n Table II 2, only a. j:

)

”‘fd.very Small volume of reflned sugar 1s 1mported 1nto Canada.

he remalnlng«1o to 16 Percent of sugar consumed annually 1nfvf“_“

.

_canada is @btalned from domestlc sugar beets._These sugar

l’fbeets are produced 1n the pnov1nces of Alberta, Manltoba andfﬂ.,“

o 5
: v

.Quebec
| In v1ew Of Canada S: dependence\on 1mports of sugar for
":the ma1n part Of her supplles,'a brlef rev1ew of the world

: *_arket for Sugar pertlnent to Canada s presented s The _*mf?

']ypfoportlon of total world sugar prbduct1on Whlch moved 1n

EIRE

>°uﬂ1nternatlonal trade each year (for 1960 to 1978) averaged 30:;

:rpercent }represent1ng about 20 to. 22 mllllon tons About 60

:.gpercent Of thlS sugar (about 13 mllllon tons) was traded

' ”»under spe 1al arrangements._Under these arrangements prlcesf

L el

and. quantltles of sugar traded are negotlated between.}”?lv_w¥”

‘~’—_——~___——___~__ =

~Canada, Statlstlc Canada, Cane and Beet Sugan Pnocessons,

”-Cat°'32 222, (varjous issues); and Table II-2.

~ . For a more detalled discussion of various arrangements 1A°
' the international sugar market, see Food Prices Review.

. poard, op. Cite, (July 1974), 3 19; and International Sugar

- ?Organliatlon Sugan Yeaﬁbook (London~ 196&' 1970 and 1978
*_1ssues ' i S e

1



. TABLE 11—3

U e | |

Costs of Majgr Var1able Inputs in the Ref1n1ng of
‘Sugar in C_Wada, for Selected Years, 1960 -to 1978

electric. ..Totalf’ - sugar. beets'
operating: material as a %

raw, .

. sugar. & _
. sugar % \‘,malntenence ‘&\ o of. varlable

Year. beets wages| & repairs supplles costs.

e \M'Fuel & ol 'Raw sugar &

' T f:;r—tﬁt m11110n of dollars-;—fcf EE R S
1960 67 10. . 5 - 9t o770

"fi975;f7';563$'}f,24;51 3i?ri3 r;f]ff;1599f S -

e e i e e i i o i e o o o s e o e i e e o e e e Sk

i SOURCE tanada;?Statlstlcs Canada,.Cane and

‘Beet: Sugar- Processors, : Cat 32 222
32 222 (VarlOUS 1ssues)

SN

' fNOTES * These flgures refer to raw sugar only since data
: ~on the value of sugar - beets are not readlly
avallable for these years. o L

e

f’exportlng and 1mport1ng countrles. These arrangements have

‘tended to assure relatuvely stable prlces for and quantltles;,

'1cof sugar traded between the countrles concerned

Over recent years (1974‘to 1978) the balance of sugar

’ traded (about 7 mllllon tons) took place on the world free
,YJ

:;°market ThlS market comprlses all 1nterna¥10nal transactlons'

e

foutsxde the spec1al arrangements._The ma1n market for the

§

tf"free,bsugar is. the London Sugar Termlnal market Prlces of\f7:"

:aﬂsugar on thls market apprec1ably respond to changes in. the 5\gﬁiuk¥a

~7



o Canadlan 1mpprts of sugar are from the world free market.

wto-

:quant1t1es of sugar'supplled and demanded in the world

h‘Thus, sugar prlces in Canada 11kely have- fluctuated in -
“response to changes in the prlces for sugar on . this.
market o f"‘ |

: e L \ o
C Demand for Refxned Sugar 1n Canada :

_”The growth 1n the total annuar demand for reffaed sugar 1n BRI

Canada between 1960 and 1978 has been slow. As showngfnf lfi

v f~Tab1e II 2 and Appendlx II—1 the annual total consumptiongj

,hnof reflned sugar in 1960 was 742 thou3and tons and had gVn

‘]’f'lncreased to 032 thousand tons by 1978 Th1s representedT“:

'1”;per10d of t1me.:

":mfaverage per caplta consumpt1on waSﬁabout 88 and 104 pounds;"

'ffof refaned sugar in- 1975 and 1973 respectlvely Overall

fnan annual average growth rate of abou j percent over thlsj .

The annual average per& aplta consumptlon of reflned

l

u_sugar 1n Canada between 1960 and 1978 was some 96 pounds..-

uOver thlS perlod of tlme, the lowest and hlghest annual\

‘fdbetween 1960 and 1978 ’annual per cap1ta consumpt1on of

'reflned sugar tended to be stable.

—_._—._--.._._.__...__‘..—_—-

‘°Sugar prices on the world free market have been~*
~substantially’ 1nfluenced by the International Sugar: R
- Agreement whenever this has been operative. Under the terms“'
of that agreement, the volume of sugar. traded on the world

o free. sugar- market is-régulated such that’ sugar prices are .

Vh<supposed ‘to fluctuate within- predetermlned price ranges.. For:']
‘the details of ‘this agreement see Idem, The Internatlonal [
Sugar Agreement (London°'1977) : ) .
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\Sugar gppears ‘to. be regarded by consumers in Canada as

<
» . TIVINYL

a necessary 1tem. Hassan anleohnson (1976) estlmated the;iy
. pr1ce elast1c1ty of demand and 1ncome elast1c1ty for sugar.v
Cin Canada 1n 1976 to be -0. 085 and 0 1175 respectlvely .35 ‘f
“Huff and others (1981) also reported that the total per .; &
'cap1ta expendlture on sugar 1n Canada has been 0 96 percent

‘nof the total per caplta expendlture on - all goods and

~sterv1ces in, Canada. j'r-'ﬂ. e f,.1 rf'r.»‘ "',.’,",. e

Another character1st1c feature of reflned sugar

-~

'f-_ﬂproducts is that the extent of product dlfferentlatlon and

1‘subst1tutlon is 11m1ted The dlfferent forms of cane and f-

'_gbeet sugar,’wh1ch 1nclude granulated 1c1ng, brown yellow

’cube and llqu1d sugar ~are 51m11ar for all reflners except

-vf“for the llmlted dlfferences in the packag1ng Art1f1c1al and

natural non sugar sweeteners wh1ch 1nclude cyclamates

'?fv:aspartame, honey,'maple sugar and syrups have been of minor

’-:1mportance as sweeteners relatlve to the cane and beet
’-ssugars in Canada. Agrlculture Canada (1980) has reported fg,rf{fA

pthat the per caplta domestlc dlsappearance of non sugar

hfsweeteners between 1960 and 1974 was only about 10 percent“q

_—__’..._._—-__—___...—__

~*'Huff and others (1980) have reported estlmates of pr1ce
’elast1c1ty of demand and 1ncome elasticity for sugar in. ,
~.Canada of =0.054 and 0.227, ‘respectively. These values seem o
'.to differ ‘markedly from- those reported by Hassan and Johnson

in -1976. Nevertheless, both ‘sets of estimates: 1nd1cate that

.?1]ref1ned sugar is price and-income inelastic. See Z.A. Hassan
~.and S.R. Johnnson, Consumen Demand ﬁop ‘Ma_jor Foods i Canada

.Q(Ottawa..Econ. Res. Publ. No. 76/2, 1976), 37-38; and- Bruce
~Huff, John Graham’'and Ralph Lattlmore,-"The Canadlan H o
’ Component of the International. Commodlty Model",. paper’
: ;presented at the Agrologlsts Institute of" Canada, Annual
»nMeetlng, St Catherlnes, Ontarlo,/Aug 1981 Tl _

e
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of ‘the total per caplta dlsappearance of all sweeteners 1n
N\anada From 1974 tp 1979 consumptlon decllned to about
percent of the total domestlc dlsappearance of . sugar in

Canada. In general 1t seems-that there have been few-'
substltutes to cane and beet sugar productsfln Canada.;,,
The 51tuatlon of 11m1ted substltutes to cane and beet

sugar products may change 1n the future,»at least w1th

(1981) has reported that three hlgh fructose sweetener

plants 1n eastern Canada w111 be fully operatlonaltb* 1até _fS"

"flsweeteners is dlffxcult?to estlmate.,However ‘conslderlng

K

';Ebthat Redpath Industrles has entered the hlgh fructose

'3JCanada,_ grlculture Canada,fHandDook of Food

S30

3

'rrespect to the 1ndustr1al user market Agrlculture Canada\]il'

. Expenditures, Prices and Consumpt'lon (Ottawa- Economlcs;“-_.if K :
: ~Research Branch 80/4, 1975); 47 and (1980), e
- t3tcanada, Agrlculture Canada,.MaPket Commentaﬂy
“"-:“,-.Hor*tlcultune and Special: Cnops (Ottawa- Dec. 1981)
(Dec.01980) 36' and (Dec. 1979) e
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~Sweetener 1ndustry wlll 1ncrease substantlally. Expans1on-

of ex1st1ng reflners 1nto the non- sugar sweetener 1ndustry
. %
~ would be expected to 11m1t the extent of market compet1t10n'

‘between the two 1ndustr1es

N

Reflned sugar in Canada is dlstrlbuted through two
i ,
dlStlnCt marketS' the 1ndustr1al user market and the d1rect

consumpt1on user market As shown in Appendlx II—1 1n the'

1970s, about 60 percent of/all réﬁlned sugar in Canada was‘3

53for 1ndustr1al use. ? The main 1ndustr1al users of- reflned

<o

sugar are manufacturers of soft drlnks,'w1ne\’baker1es,
\rx

"ﬂconfectlonerles, and canners and preservers of fru1ts and
: vegetables. The balance of the reflned sugar 1s dlstrlbuted
'gthrough wholesalers and reta1lers to households and

(4
.

‘-1nst1tut1ons AN _ »
dev,Another feature of demand Whlch may have affected the
d'structure and performance of ‘the - Canadlan sugar ref1n1ng .
’1ndustry is. the total populat1on and its dlstr1butlon over‘ad”
dilarge land suﬁface. The. market 51ze (total populatlon) for":

'reflned sugar in Canada is small relatlve to the market 1n

g’the Un1ted States{ The total populatlon in Canada in 1960

LY

A" Redpath Industrles and Labatt Ltd jOlntly own. Zymalze

b‘:Company and. operate ‘a plant for the production. of high "

.. ‘February 1984, 824 .
. *3Canada, Stat1st1cs Canada, “Ca

- fructose corn sweeteners. A ‘spokesman for Redpath" Industries.
‘has. predlcted that these products will account for 20 to.- 30
. percent of - the total national market for all sweeteners 1n
~“. Canada in ‘the next 5 years.: The spokesman has also - .
forecasted that Redpath will ‘have ' a substantlal share of the
.. ‘market for high fructoSe sweetener in Canada." See "Leap. 1n“
" Redpath sales predlcted to even out," The Giobe and Mall

r'vCat 32 222 (var1ous 1ssues 1960_1979)

- and Beet’ Sugar Pnocessors v:”""”



and 1980 was 18 and 24 mllllon, respectlvely . It-is
>
estlmated from the annual totél populat1on data that the.

annual rate of populatlon growth in the 1970s was about 1.?
/ . ( ¢
‘perCenta 1 ,“ -

/
7

; In'general the dlStrlbUthn of the populat1on in:

' ,Canada 1s on an east west pattern along the southern part of7

' Canada, though a, large proportlon of the populat1on 1s

located in Quebec and Optar1o Between 1960 and 1980 the

—
@

populatlon of these two prov1nces constltuted about 60
percént of the total populatlon 1n Canada Most of thls"
' populat1on 1s located in and around Montreal and Toronto.:

The dlstrlbut/on of the populatlon 1s l1kely to have

had an 1mpact on the locat1on of sugar reflnerles near ma]orv‘

populat1on centres. The d1str1butlon of the populatlon over‘
a large land area 1mp11es that transportatlon costs of

; sugar——a bulky and’ relatlvel low prlced 1tem——could be a .

‘ major component of the total pr1ce for sugar The feature of

relat1vely h1gh transportat;on costs for sugar can 11m1t the

g O

extent of market competltlon in the reflnlng Industry 51nce;'.}f““

. *1f'1t may contrlbute to local monopol1es.'

_____________________,_

b," Canada, Agrlculture Canada, Handbook of Food o
- Expenditures, Prices and Consumptlon (Ottawa- Economlcs :
Research Branch 80/4 1980) ) . v
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'D Econom1c Contr1but1on of the ~Sugar Ref1n1ng Industry to
the Canadian Economy

,Data publlshed by StatlSthS Canada (1971) 1nd1cate that

from 1971 to 1978 the total value of reflned sugar output
at the plant levels was an average of 0. 13 percent of the' ,f
total value of outpuﬂ of all Canad1an 1ndustr1es ’ This. was -
an. average of 2, 3 percent of the total output of the food
and beverage manufacturlng 1ndustr1es. Though the a

_'1contr1butlon of the reflnlng 1ndustry to the total economy

;may appear to be relatlvely small ‘the product of thel

"llndustry is 1mportant to the food proce551ng sector . About

t"the manufacture of food

‘60 percent of the sugar reflned in Canada 1s used 1n the

'1ndustr1al sector, malnly ‘as an 1ntermed1ate 1nput 1n the‘

%W

5 . “

f

in thls 1ndustry has rema1ned falfly stable, w1th a slight

. As shown Appendlx I1-1, theanmbef“bﬁzwork rs employed

P

decl1ne oveé&the last twenty yearé The number of workerslln'

1960 was 3213 and by 1978 it was/2878 'a marglnal decllne of
11 percent over these years. The total labor earnlngs in

'thls 1ndustry;1n 1960 were $14vmllllon. By 1978 the total

‘ earnings'were'§47'million Value added in 1960 was $44

'mllllon. In 1978 ‘the value added was $114 m1111on ,In,

haddltlon to the dlrect contr1but1ons of, the ref1n1ng
. \ .
.1ndustry to the economy, the 1ndustry contrlbutes to the o

-/n

economic act1v1ty of other 1ndustr1es, partlcularly

.transportatlon and merchandlslng.,

'7\Canada, Statistics Canada, Input OUtput SfPuctUPe of the
Canadian Economy ln Constant Pmces, 1971 1978 Cat.' 15-202E -
(Ottawa° 1978). e
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E.. The Canadian Combines Investigation Act
One of the main pollc1es of the Government of Canada

concerned dlrectly w1th market stucture, conduct ‘and
, | ‘
‘,performance of the 1ndustr1al and serv1ce sectors is

weffected through the antlcomblnes leglslatlon._Through this

lileglslatlon the Government of Canada'has applied. its
pollc1es to 1nfluence the market structure, conduct and
performance/of, among other 1ndustr1es, the sugar ref1n1ng

industry in' Canada. In this seCtion a brlef outllne of the

J
/
/

Canadlan Comblnes Investlgatlon Act 1s presented L
The. Comblnes Investlgatlon Act was enacted in. 1889/ a
',year before the Unlted States passed 1ts first antltrust.
xlau. The.Act has undergone several rev151ons though the_

*,stated objectlves have remalned basxcally the same.'?® The
'stated objectlves are summarlzed as. 'f
,The purpose of the Comb1nes Investlgatlon Act is to -
assist in maintaining effective, competltron as a prime
stimulus to the achievement of max1mum prodUCtlon,
distribution and employment in a“mixed - system of publlc
.-and private enterprises,...
‘ Part V of the Act prohlblts udder criminal
sanctions, cetain practices which may be generally
" classified as ¢ombinations to lessen competltlon
mergers. and mondpolies, speglffed trade .practices,
-‘mlsleadlng advertlslng and deceptive marketing
' practlces
'* The Combines Investlgatlon Act ‘is contalned in Chapter
C-23 of the Revised Statues, 1970. For a more detailed
discussion of the development of this Act, see J. Ball,
Canadian ‘Anti-Trust Legislation (Baltlmore The Wllllams -and
Wilkins Co., 1934);:; G. Rosenbluth and H.G. “Thornburn,
Canadian Anticombines Administration 1952+ 7960 (Toronto-
" Univer. of Toronto Press, 1963); _and i Green, op. cit.,
. (1980), Chapters 6-8; and W.T. Stanbury, "The Leglslatlve ;
_ Development of Canadlan Competition Policy: 1888-1981_ 2.
,Canadlan Competition Policy Record (1981).
‘Canada, Dept. of-Consumer and Corporate Affairs, Annual -
Report Dlnecton of. Investlgatlon and Reseanch ~Combines -
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fe

Under this law, offenders can be conv1cted only if the

lessenlng of compet1t1on 1s undue, and enhancement of prlces.

is unreasonable. That is, the unduevand unreasonable

enhancement practices have to be to the detriment of the

-

public interest. In addftion thlS law requ1res the Crown to -

prove beyond reasonable doubt that these effects are .

1ntended. I't has been 1nd1cated by Green (1980) Rosenbluth '

) and Thornburn (1963) and Ball (1934), that the conseguence

'of the generality of the terms, undue, unreasonableoand to

the detriment of the publlc 1nterest is that enforcement of

competltlon pollcy “under the Comblnes Investigation Act has

'been'rather llmlted

In 1971 after a‘comprehen51ve study by the Economlc
\Counc1l of Canada 1n 1969 on the effectlveness of ‘the
Comblnes.Investlgatlon Act, a.blll was 1ntrodpced in the
Canadlan Parllament with. the objectlve of rev151ng thlS Act.
ThlS blll was not passed The 111 was 1ntroduced again in
Parllament 1n_two stages. The "flrst stage" blll was
_introduced in 1973hand ﬁas concerned with those'aspects'df
 the 1971 bill ~upon which consensus appeared to have been -

reached

,"(cont d)Investlgatlon Act Manch 1979 (Ottawa.‘1979) 1-4. "

¢ C. Green,op. Git., (1980) 147, 186-199; G. Rosenbluth
and H.G. Thornburn opi cit., Chapters 7 and 9; and J. Ball
‘op. Ccit., Chapters 4 and 10. -
~*'" For a more detailed dlSCUSSlOﬂ of the flrst and second
stage bills, see Canada, Dept. of Consumer and Corporate

‘Affairs, Proposals for a New Competition Policy for Canada,’

Second Stage (Ottawa: 1977); W.T. Stanbury and G.B.
Reschenthaler, "Reforming Canadlan Competttion Policy: Once
‘More unto the Breach " The Canadlan Busipess Law dounnal 5

g

Sy
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 The rev151ons 1ncluded g1v1ng the Restrlctlve Trade
Practlces Comm1551on powers to issue prohlbltlon orders in
certain spec1f1ed condltlons, extending the Act to cover the
serv1ce sector 1ntroduc1ng the consumer protectlonv
,measures, and proh1b1t1ng bid rlgglng ThlS blll was passed
1n 1975 | -

‘The "second stage"rbill}‘whiCh was’more‘controVersial;
;yas'introdUCed in theléanadiam'éarliament in 1977. One of_
the proposed-reviSions to the anticombines law was'toi
replace the Restrlctlve Trade Practlces Comm1551on'by a
‘semi- ]ud1c1al Competltlon Board whlch could reV1ew certain
matters a551gned to 1t as well as 1ssue corrective orders
.concernlng mergers, monopolizatlon 301nt monopollzatlon and
forelgn conspirac1es. Another proposal was ‘to 1nclude agnew
sectlon to cover trade practlces assoc1ated w1th dellvered
pr1c1ng and consc1ous parallellsm. As was reported by Green o
(1980), the bu51ness commun1ty strongly opposed thése
proposals and tlll now the b1ll has not’ been passed 2 Green'
argued that "in general new amendments to the Comblnes“
Investlgat1on Act are not 11kely to e . very effect1ve,'

\

unless ‘the amb1gu1ty of terms such as "undue", "unreasonable

“jenhancement"; and "detr;ment to the publlc 1nterest" are

\

i

“,deflned w1th prec151on or deleted from the Act The

o — S ——

=2 (cont’ d)(Sept 1981); and Idem "Recent Consplracy -
‘Decisions in Canada: New Leglslat1on Needed The Antitrust

‘Bulletin (Winter 1981). C. Green, "Canadian Competition
Policy at a Crossroads,? Canadlan Publlc Policy 7 (Summer,.

7 1981): 418-431, : ,
22, Green, Op crt.,;(1980) 168 197 198,
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&
appllcatlon of the ant1combfnes law to Atlantlc;.Redpath and
' e

=St. Lawrence between 1975 and 1980 1s dlscussed in Chapter‘



,{‘

™

II11. MARKET STRUCTURE OF THE CANADIAN SUGAR REF INING
y INDUSTRY i

This chapterdexamlnes‘some characteristics of market

" structure in the sugar refining industry in Canada for the
period of time betueen.196® and 1978. The levels of market

: concentration are outlined”and the extent of vertical
;integration and of customs tariff protection areéfonsidered~
An assessment of economies of scale in the refln:ng 1ndustry
is also undertaken. The obgectlve 1s to a1d in the
evaluatlon of the zwgact which features of market structure
have op ?onduct and 'éﬁformance of the sugar reflnlng f

1ndustry. As p01§;”' At by Green (1980) the relat10nsh1p

dbetween market struc’ure, conduct and performance is a major

[ a

theme of 1ndustr1al organ1zat1on and is the sub]ect of much
emplrlcal work and controversy 2 Nevertheless ,thls model is
useful -in- fac111tat1ng the examlnatlon of the relat10nsh1ps

jbetween market structure and 1ndustry conduct and
& i -8
performancev

= v —

e ) . °

A; Market Concentrat1on in the Sugar Ref1n1ng Industry

Economlc theory and emp1r1ca1 studles suggest that hlgh
o
levels of concentrat1on\1n an 1ndustry are assoc1ated w1th

reduced levels of economic eff1c1ency in those 1ndustr1es

__________________ 5

. The structure, conduct and perfomance model of industrial
organization is discussed in various textbooks. For example,
see J.S. Bain, Industrial OPganlzqtlon (New York: Wiley, -
1959); F.M. Scherer op. crt., and, C. Green, op. crt., T
(1980). R o
: C. Green, op. CIt., (1980) 33-34. :

. > There is a vast llterature on the relatlonshlp between
features of market structure and performance. In general,
economlc theory and emplrlcal results show a positive.
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"costs and lower output leVels There are also soc1al costs

In partlcular hlgh leVFls of prlces (1n excess of marg1nal

W

-

costs) and prof1ts (1n excess of normal proflts) wh1ch

".pers1st over long perlods of tlme 1n 1ndustr1es w1th .f
SUbstantlal market power are- llkely to be 1nd1cat1ve of

)
';allocatlve 1neff1c1ency in the form of hlgher productlon

&

v'ifassoc1ated w1th subopt1ma1 plant 51zes and excess capac1ty,

;ffikiresult in the loss of allocatlve and technlcaI eff1c1ency.va

Tl_eff1c1ency 1s dlscussed more fully 1n Chapters V and VI

Mo _'_.._..‘rf_.;_;_;_.?__‘.;.._._v_'._. s - ‘:.‘.o"

ﬁr}«Industrlal Organlzatlon in M.D. Intriligator (ed.) =~
. sFrontiers of Ouantltatlve Economics - (Amsterdam.,North

'”features whlch are often assoc1ated w1th hlgh 'evels of

’s'concentratlon. Also, there are losses in consumer surplus

e

'45,wh1ch are assoc1ated w1th transfer of 1ncomes from consumers

"f;to producers who exert market power. Moreover, 1t is.

@

"1postulated that hlgh levels of market concentratlon are‘“

(IR

5‘assoc1ated W1th lags in. adoptlon of new technologles.-pln~d

/Vgeneral the exertlon of substant al market power tends to

"

<

“The subject of losses 1n technlcal and alllocatlve :;‘glﬁ

e \ >

-

. +

:“(cont &)association between market pewer and rates of

. profits. For a discussion of some findings, see N:\R. Colllns P

and L.E. Preston, Concentration” and Price-Cost Marglms in
Manufacturing Industries (Berkeley University of | Carﬁfornla
'Press,. 1968)., .18- 503 L. Welss, "Quantltatlve Studles in - ‘

‘Holland Publ., :1971), 362-403; Idemn, "The _
Concentration-Profit Relatlonsh1p and Ant1tru§%§" 1n H C

-Goldschmid et al., Industrial Concentnatggﬁ' The New :;». ﬂ,‘ Ug?l

Learning : (Boston thtle .Brown,; -1974) v
‘MacFetridge, "Market . Structure and Price Cost/ Marglns- An:
- Analysis. of the Canadian Manufacturlng Sector;" Canadian: o
of Economics 6. (Auq.'1973) ©344- 355 and c. Green, op crt
©(1980), Chapters 2 and 6. - ' /!

4 For a more “detailed presentatlon see H. Lelbensteln,

"aAllocative Efficiency vs 'X- inefficiency’, ~American: _”h*f'lt¢7"

- Economic Review 16 (June (1966): 392-415.

.Ifﬂv;_;“.’fh_;'p'vff'u £ ',3fl'lr_*»“7l*lf'f-fi:f;’-/}




: The numbers of sugar reflners and of reflnlng plants in
'Jffacanada for selected years between 1960 and 1980 are shown 1n“

CTable III-1 (also in Table II-1); Table 111~ 2 shows thef;
L:market shares of the largest three and four reflners in
;vCanada from between 1961 ahd 1973 The largest four sugar
n‘reflners in. Canada have always been Redpath B C Sugar ' 5lrd;ﬁ
b-n Atlantlc and St Lawrence 1961 'these four f1rms "
'ht‘controlled 98 6 percent of . the total quantlty of shlpments’
C.[}of reflned sugar 1n Canada.fThe1r totaﬂ shares of the marketv,’hf
gldecllned sllghtly w1th the entry of Cartler Sugar Reflnery
‘f(hereafter referred to as Cartler) 1n 1964 By 1968
'filargest four flrms controlled 92 7 percent of the natlonal

"sugaf market Redpath Atlantlc and St. Lawrence whlch have lr':r

"thelr reflnerles 1n eastern Canada contr@lled 77 1 percent

of the total shlpments of reflned sugar 1n Canada 1n 1961
r

ﬂtThEII market shares had decllned to 71 7 percent 1n 1969

Ti(Cartlerﬁachleved.about 6 percent of the total market for ;:

'3ref1nedbsugar 1n Canada)' 1974 Westcane Sugar Coﬁpany
,(hereafter referred to as Westcane) entered 1nto thevnf;}?‘t'»

J]‘fref1n1ng 1ndustry. The/entry of Westcane can be expected to f,‘?l
. fhave 1ncreased market/competltlon 1n the ref1n1ng 1ndustry

‘ As WIll be sh wn 1n Chapter IV the relat1ve shares of

"1 the market controlled by each of the three largest sugar

L '—_—_———_—_.—q.__._

2 The Oueer/v Atlantic Sugar Refmemes et al (1980) g
jPleadlng//before the Supreme Court of" Canada, : 35 7064 65 I
9740 and Food Prlces Rev1ew Board op. CIt (1975) e

- 4~7
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The Number of Sugar Reflners and Reflnlng Plants o

in Canada, for Selected Yea s '1960 to 1980,

G e Number- of sugar Number of ref1n1ng
Year - o = refiners . plants .

-—..__—..._-_.—__._—_._-.__—._____._.__,____,_.__—_—_____—‘._____

&;$OURCE Canada, StatlStICS Canada, Cane and
Beet Sugar Processors,’ Cat. : -
32 222 (var1ous 1ssues)

. NOTES;. The flgures in th1s tabIe refer to sugar

reflnerles ‘which: are actlvely reflnlng
cane -and beet sugar.

a}
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-TABLE‘III+2

,Concentratlon Ratlos in the Sugar Ref1n1ng vnt S
Industry in Canada, 1961 to- 1973 RO

- —— —— o — o — v S e - —— " —— " —_——— o - — - W - — o t————

H re of the market for sugar 1n°

s ;‘h.# Seemee .-—-—eastern Canada-—
T T e Lardest 3 . - : L

Q‘Largestﬁ4 »vrefl ers;fvv :

v ‘refiners in . eas A Largest 3 reflners

‘Year - Canada (1) - Canada (2) “in eastern Canada (1)»-

'_’-...—_-b._-_.—____...__.—_,—.___...._...—__.__--..__.a_...—_.._.___._.-—..__—__._

‘1954(2 v<i973?, f“dt"ﬂe76;§,}ifl~:'jig;.'97;3
vizjsésfff?w;gétplf,l | td73§6fij"fﬂ & .:dézjszr
"-v.19¢5“"j;*93;4v_‘* ‘n%.tjg,ﬁffkd; ,;;‘}v;,gz,zf_- | |
A"ffﬁ967MQ7 ._§§;4,g:{f;7f7,73.4vj ;:g“igfj‘ St.9 . . R

3:?ff968.f;d:'92;7:slldfr."72§3f'f;ri’dﬂQtlfkéoyﬂgf,l,l";113:"“

g1971.vf g@ﬂvl'ziuiiw‘ad_(72;0’;:fﬂ

___________q____gﬁ-d__-___s;_,______éy___ﬁ,;___-;__“

' SOURCE' (1)The Oueen v Atlantlc Sugan Reflnenres,
O - et al., (1978), Pleadlngs before the 1 "
. “court of appeal ~Montreal, 32, 6396-97; and ,
.y'k(Z)Idem,,(1980) Pleadings” before theii*ﬁw; e
"-@Supreme Court of Canada,:35,,7064 65° 47 9400

'??f5NOTE§:dCfThe largest four' reflners in Canada are RedpathvﬂVFWTni

- Atlantic, St'. Lawrence and(B.C. Sugar.-Thé first

:fﬂ three reflners are the largest 1n eastern Canada.‘;ﬁa‘
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Concentratlon Ratlos in the Sugar Ref1n1ng
Industry in Canada, by Prov1nces,'
' 1963 to 1968

_._.._._-__..—._v_—_-_...____,.—.___-..—_.__—.-—__'__-._.—_.._____——_._.—......-_

Percentage shares of the sugar market
~-in eastern Canada :

‘ Reglon and

Sugar refiner 1963 1964 1965 .1966 1967‘ 1968

 Redpath -~ 50 f53 51’ 47 0 a9 49

"rAtlantlc s'f:ft,” 29 30 .28, .

Maritimes:”‘,

'T;Atxanti¢7'_; 31 29 28 31 30 28
."St Lawrence:7:nr;19€{"TélngZi 220 t9 21

‘Quebecrf

3533

So2r 2

“‘,st; Lawrence S 31 30 22 .26 35 25

| ‘jRedpath 1212 i 00 100 a0

‘ZStf Lawrence d‘~=,12-yr,-$f‘5 f3;'j'.3§j‘gr3.f~ig3.=

*cartie:;”f~,l, R DT T R

T e e s il i s " e s o A i o o e Gt .t i o e ot e e . e S i s e o . e e S e b e o e

rstRCEF.The 0ueen w\Atlantlc Sugan Reflnenres ;

et.al., (1976), A draft statement’

cof " ev1dence for the trlal»court Montreal 117}}

1,J_ .

. 43

;;?NOTESf“fIn 1963 Cartler had not started reflnlng sugarrfi
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to have changed 51nce that tlme It 1s argued later that the’
'1stab111ty of market shares appears to be assoc1ated w1th “¢7

r,lessenlng oﬁ compet1t10n 1n the eastern Canadlan market for
( . . :

“‘ereflned sugar..

As shown in Table III 3 from 1963 to 1968 the market
vlshares of 1nd1v1dual ref1ners 1n each prov1nce remalneg
Jafa1rly constant ThlS 51tuatlon may well be unchanged even - }iff
now._The sugar market 1n Ontarlo has been domlnated by ”
thedpath From 1963 to 1968 thlS reflner controlled
”Iﬂaverage, about 50 percent of the total shlpments of sugar 1nhdﬁ.
éthat prov1nce.iAt1ant1c,gSt Lawrenceaand Cartler .
'fcontrolled on.average,.about 29, 20 and 1 percent of the ftt
’l'market 1n Ontarlo, respectlvely.t g ‘ _’ _'
| _ Over thegsame perlod of tlme (1963 to 1968) the marketrt*hf
‘ffor reflned sugar 1n Quebec was not substantlally dom1nated

-~

“hby a s1ngle reflner unllke the 51tuat10n 1n all other

;:tpprov1nces 1n Canada. Between 1960 and 1968 Atlantlc

Th“}ycontrolled ,on average; 85 percent of the market for reflned?

d;sugar 1n the Mar1t1me provrnces As. was dlscussed in Chapterdxlrl

lfllﬁ-from about 1960 B C Sugar has been the sole f1rm =
";fref1n1ng and market;ng sugar 1n western Canada L ”

| The quantlty of 1mportsoof reflned sugar 1nto Canada.
?Ahas been negllglble for the past 20 years (Table II 2) o
?tiThough theﬁe was potentlal for competltlon 1n the market fora
h’freflned sugar 1n Canada from 1mports of reflned sugar,’lt

hf‘would seem that competltlon 1n the reflnlng 1ndustry was 10

»11m1ted on natlonal and reglonal levels.,i'

= ,_-/ B
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h The sugar ref1n1ng 1ndustr® in Canada has'also been

‘hlghly concentrated relatlve to otheréganufactur1ng
1ndustr1es in Canada. The Department of Consumer and
“Corporate Affalrs (1971) ranked 154 manufacturlng 1ndustr1es.
~1in. Canada accord1ng to the:level of market concentratlon.’;~'
yThe sugar ref1n1ng 1ndustry was ranked as the 23rd most
';concentrated 1ndustry. It was als% shown that the sugar'a
‘;reflnlng 1ndustry was h1ghly concentrated in Canada relatlve”
to the sugar ref1n1ng 1ndustry 1n the Un1ted States - The |
‘largest elght sugar reflners in Canada and the Unlted States
'-accounted for 100 and 47 percent respectlvely, of the total
"d”natlonal shlpments of reﬁlned sugar 1n 1963 and 1965. It is T:
‘Epworthy of note that ‘the- dlfference in market s1zes 1n the' J

;two countrles probably accounts for part of thlS dlfference

Vzndthe levels of market concentratlon. As noted later 1n

fthls chapter, the hlgh levels of concentrat1on 1n the‘}JJ
L Canadlan<sugar reflnlng 1ndustry do not appear to bei
'rjustlfled by economles of la;ge scale at the plant level
Ecbnomlc theory of perfect competltlon and some of the -
rfemplrlcal studles c1ted earller in’ thlS chapter suggest thath"

i

"hlgh levels ‘of market concentratlon such as: thoselln the

\

. reflnlng 1ndustry are 1nd1r ive of substantlal market

h<."

- power.»In partlcular, levela : proflts are 11kely to be f!
- Canada, Dept of - Consumer and Corparate Affalrs, : |
'_-“Concentnatlon in the Manufactumng I ndusrmes m Canada
»g(Ottawa° Queen's Printers, 1971), .206.

»7Ibid., 211; and Robert Bohall: et al., The Sugar Industny

,a/"

"fStpuctupe, PPlclng and Performance (Washington D.C: Econom1cf

~Research Serv1ce, Agr1cu1ture Economlc Report No 364
~1977) Bl ' - : %
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hlgh over extended perlods of t1me‘ Suboptlmal plant 51zes

ex1st -h' o o '_ L , _‘ S -

L . e Cou T e o

B. Vert1ca1 Integratlon 1n the Sugar Ref1n1ng Industry in
" Canada o -

R P

Vertlcal 1ntegrat10n can be deflned as’ the extent.to which a

' flrm controls succe551ve stageskln the process of - productlon'n

‘of a partlcular good or. serv1ce. Vertlcal 1ntegratlon can be

| achleved through ownershrp, formal contracts, or 1nformal

‘agreements of understandlng between flrms.,Scherer (1970)
dlscussed some of the ma1n economlc 1mp11catlons of vertlcal':'
1ntegrat10n forgcompetltlon and performance.. In general

i vert1ca1 1ntegrataon can fac111tate the control of the |
economlc env1ronment of a frrm ThlS control can reduce ;

uncertalnty and costs of the f1rm concerned Vert1cal

“’1ntegratlon can be an 1mportant feature of market structure,"‘

‘Q_conduct and performance. Caves and Porter (1977) noted that

: : ¥
through vert1ca1 1ntegrat10n, flrms 1n one 1ndustry can

: :enter other closely related 1ndustr1es more ea51ly than

those that are not vertlcally 1ntegrated In such a. case,

o

3_f‘vert1cal 1ntegratlon can be v1ewed as promot1ng compet1tlon,_. oo

espec1ally when dlrect entry 1s con51 red to be dlfflcult

- For a: detalled dlscu51on of the economlc 1mpact of f;' S
vert1cal 1ntegfat10n on competition and performance, see g
F.M. Scherer op. cit., . 70-71; and I.Bernhardt, ™Vertical -

\\%géegratlon and Demand Varlablllty,"'dOUPnal OF Industrral _ﬁiﬂ:

nomics 25 (March. 1977): 213-229.; SR
R.E, Caves and M.E. Porter, "From Entry Barrlers to

,H” MOblllty Barrlers,. Quantenly dournal of Eoonomlcs (1977)

241 262, N Y LT e e e
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. L o . BT L . . e :
‘Conversely, competition is lessened by vertical integration

"_when’independent firms aré denied access to vital.goods and

serv1ces by the vertlcally 1ntegrated firms. Thus the.

;.1mpact of vertlcal 1nte9rat10n on manket competltlon and

i

performance can be expeated to vary from case to case.
The extent of: vertlcal 1ntegratlon in the sugar'

ref1n1ng 1ndustry in Canada appears to have 1ncreased

substantlally in the last twenty years Between 1959 and’

1960 Tate and Lyle acqu1red the contrél of Canada and

' Domlnlon (now Redpath) Ev1dence from court transcrlpts of

the Atlantlc Sugar . case shows that Tate and Lyle has been

1nvolved in the productlon of sugar cane and rav and ref1ned<

,sugar in many countrles of the world. °vTheSe countr1es have’

Q

_:1ncluded Br1ta1n, the West Indles,'Maurltlus South Afrlca,’

Rhode51a, Zambla and ngerla. The ev1dence suggests that 1n
the 19605, the London dally prlce of raw sugar was based on

the prlces at Wthh Ta7e and Lyle purchased raw sugar 1n

Br1ta1n. ' Also, ‘as is dlscussed in Chapter IV wholesale.

/ As dlscussed in Chapter IV, it seems that Tate and Lyle

W3-

°

’ prlces for refined sugar in Canada are based on the London

da1lyvpr1ce.,The adoptlonx(by Redpath) of the London*dailyf'”

prlce as the ba51s of pr1c1ng sugar in Canada 1mmed1ately
after Tate and Lyle acqu1red Redpath suggests an influence -

- by’ Tate and Lyle on the level of pr1ces of sugar in Canada.

)

..._...—.—___._—__._._—_—-

~'° Atlantic Sugar Refmem'es et al. v The Attonney Geheral

of Canada (1980), Pleadings before the: Sgpreme Court of
Canada, 53, 10660 63, 10803-05,

' For.a detalled dlscu51on of- thlS toplc, see Chapter IV of

th1s study

[



S reflners was likely fac1l1tated by their control of

48
N
Eplayed a key role in preventlng potentlal ref1ners and "
1mporters of . 5ugar in Canada from having access to raw and
‘reflned sugar on the world market
Backward vertlcal 1ntegratlon»occurred with the entry |
of Cartler and Westcane 1nto the Canadian sugar reflnlng

1ndustry in 1964 and 1974. In both cases the entry of these

-

-_dlstrlbutlon channels for reflned sugar .As noted earlier,
in the 19705 Cart1br and Westcane had a total market share
A,of about 14 to 17 percent of . the natlonal market for reflned

.sugar.’ Most of the sugar manufacﬁured by these reflners is

a

used or distributed- by sub31d1ar1es of the parent companles
It 1s dlfflcult to assass the effect of these two 1nstances

of vertlcal 1ntegrat1on on competltlon and performance in

_ the sugar refining 1ndustry

There 1s,another example of verticaipintegratioh.in,the
sugar retining industry“which mayfhave ieSS‘impact on'market
conduct and performance of the reflnlng sector. ThlS

~involves the contractual arrangements whlch apply between

hN
spgar beet producers and beet sugar,processors,-The terms of

these contralts,state the number‘ofratres of sugar beets to
. - . ) » \ K W :
be rown, the services prov1ded by the\reflners to the

prod cers and the formula on Whlch the producers sales

'* These companies (Cartler and Westcane) are subs1d1ar1es
of Steinberg-and George Weston, respectively. Stelnberg and
George Weston are major Canadlan food processing and.

- merchandising firms. For some details on the corporate
structure of these companies, see Canada, Statistics Canada;

Conpor‘ate Ownership Intennelatlonshlps, Cat. 61~ 517 (Ottawa.t -

various issues 1970 to 1980)
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receipts are baSed." It,is'probable that the contractual

arrangement has assured a stable supply of sugar beets to

the reflners. E 3 h S | K // </

C. Econom1es of Scale and the Sugar Ref1n1ng Industry in
Canada

In general the level of market.concentration 1n an 1ndustry
’ i

w1ll be hlgh when there are economles of large scale (and no

fore1gn compet1t1on from 1mports) at the plant level That

is, market concentratlon is llkely to be high when blants of -

——
"

optimum sizes are large in relatlon to the 51ze of the

°

market The per un1t costs of product1on of these plants are

_~usually lower than for plants of less than optlmum sizes. in‘

\

|
thlS case, exp101tat10n of economies of large scale leads to

"a hlgher level of technical eff1c1ency, though exertlon of
2

market power by - the few f1rms in that 1ndustry could result
in a lower level of allocatlve eff1c1ency (prices

substantlally 1n _excess of the marg1nal cost and output

—

’correspondlngly smaller than soc1ally optlmal) Thls.sectionb

uses the llmlted data that are avallable to eXam1ne the
'questlon of whether the level of market concentrat1on in the

'sugar ref1n1ng 1ndustry is ]UStlfled by econom1es of large

L)

scale.‘Thls is done by examlnlng the relat10nsh1p between"
average total costs and the total quantlty of output of

B refined sugar based on a llmlted number of observatlons."
13 The formula on whlch producers sales rece1pt5'are based
/are that the producers receive 63 percent of the total ‘sales.
‘and the refiner 37 percent. See Canada, Agriculture Canada,.
‘Market Commentany Hontlcul tural and Spec:él Cr'ops (1981)

r
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Sources of Data
- L oo - .
The data used in this analysis are from transcripts from. the
court case concerning Atlantic, Redpath and St. Lawrence.
,fiu

These data refer to 1963, though one set of data for 1966 is

‘also included These, data vere ~compiled for- internal use by

' ! ¥
the refiners concerned It is, therefore, assumed thab the .
[

,data are fairly accurate Even then, theSe data must “be
viewed with caution '51nce they are not adjusted for
differences in,the methods of compilation between plants;‘
'The sugar refiners from whom these data were available are
Atlantic, Redpath and Cartier. o

| ' Ev1dence from transcripts of the recent sugar case show

. g ?»; %
that in 1963 Cartierkplanned‘to bu11d_a sugar—refinery i !

’_Montreal.‘svThis Qompany‘cOmpiled annual data on total cosé§r
and associated output of:five'different Sizeg of sugar
refineries based on engineering eStimates.xTable II1- 4?shows»
these estimated unit costs ‘for the fiVe plant sizes ofn
i12 000, 24 ,000, 30 000, 36, 000 and 42,000 tons of refined
'sugar per year(observations 1 to 5) The'transcripts show
that this set of data was computed by an engineer who had 43
’_years of e%perience in the sugar refining industry in the
‘United States.,gt is assumed that the data are an accurate
representation of the actual total costs assoc1ated with the
different levels of the planned output of refined sugar

I3

' Similar data- based on eégineering estimates which were ;
14 The Atlantlc Sugar Reflnemes et-al. v the Attorney -
. General of Canada (1980), Pleadings before the . Supreme Court-
‘of Canada 38, 7502-06; 44 8672~ 48 ‘50, 10075-78. - .
s Ibld., (1980)‘50 10075 78. : ' :



TABLE III-4

[

FOOSE

~Annual Average Total Costs of Ref1n1ng Sugar at
the Plant Level in Eastern Canada, 1963

: Refiner and
bservation location of -
umber . refining plan

NOTES:  Observations 1 to 5 and’ 8 are Based on,
~engineering estimates.

Observations 6, 7

[¢]

accountlng records.

_______________________________ V9
Total annual A ,
output of . .

-refined sugar Annual average

t per year total cost

E e RSty
* ~* dollars per
1000 ton per year 100 pounds

1 artier, Montreal 12  ‘ - 1.96
2‘;‘3 ; ~ Car jer, Montreal ?4‘ - 'H1.40‘
3 ACaf‘ief,_Méntreal 30 . C1.32
4 o .'Cagﬁier, Mbntreal d ‘36 :  ‘ , 1.22
5 :.NCaftier Montreal 220 42 2
GJ 4 ,‘ 'Redpéth Montreal 159 N 38
7 | Redpath ‘Toronto | .105i{
8 C Redpath (1966) . - 34
Atlantic, St. John o _'2329

and 9 are bé% ﬁ?bh”actualf~'%
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included in this study.'* The annual output capacity‘ofilhe
sugar refinery considered in this feasibility study was 34

thousand tons of refined sugar”(ébseration 8 in ‘Table

'
I11-4). )

‘yThé data which ére based on actual accouﬁting records
of three sugar réfihiﬁg plants in Montreal, Toronto and St.
//*gohn for 1963 are also‘;a@bnnffom the court transcripts.'’ j\\w
The aécohnting records were for Redpath's.refining plants in
Montreai‘and\Toronto, and Atlantic's fefining plant iﬁ St,
JOhn.(obse:vations 6, 7 and 9 in Table III-4).
_Therdataﬁbn costs consist of costs of refining sugar

(lapour, non-sugar inputs,_elect;icity), depreciation,

- storage éhd’marketing of refined sugar} These cost data do

".not inc¢lude the costs, of raw sugarcéndvtransportiOn costs of

. R .%(‘ LY . ~

‘ N » s
refined sugar. It is as'sumed that the average per unit cost

for these two components tend to be similar for all refining

o

plants considered.'® Iﬁﬁis also assumed that differences in
R . .’dk. ’ ” . LY ’ ' . '
average total costs from .one plant to another are due to

differences in'the,anﬁuaﬁquantity of output of refined
sugar. Differences in costs aésbciated with differences in
managérial skills, the extent,of capacity utilization, , -

-pfices of inputs and other raﬁdom vafiétions at the plant -
levels are not~takehfinto account..bnfoftunateiy, more
“¢ Ibid., (1980) 50; 10075-78.
'’ Ibjd., (1980) 38, 7506, .+ - o : ,
'* This asumption may be justified because all refiners o
price the rawisGigar on the basis of the London daily price.
" AlSo -the per unit transportation®costs for refined sugar is
-established by theitransporters .and are the same for all the
refiners. S : o '

]

©



",computed from total costs and output of reflned sugar fl

f"ﬂpresented in, Table III 4 ’Second the average tota‘

.lowest observatlons on the average total costs and output

ﬁVlgScatter dlagram., ;v‘ff;fd‘ f"y*

: p PO . - - c ' . AT . : . N
y

SNV

jvfrecent:dataharefnotfavailabletforgthisvstudy.

o

d”The Method of Assess1ng Econom1es of Scale
-Several approaches to the estlmatlon of thé relatlonshlp
,between blant sxze and total cost are rev1ewed by French

h(1977) i In v1ew of the 11m1ted data Wthh are avallable

@

'udthe examlnatlon of economles of scale 1n theKCanadlan sugar

"reflnlng rndustry 1s presented u51ng the envelope curve'

K L

o :‘approach F1rst the total costs assoc1ated w1th ref1n1ng

.-J

'ifh(labour, non- sugar 1nputs electr1c1ty, and deprec1atlon)

"storlng and marketlng of 100 pounds of reflned sugar are v//’-hu

i

'feach plant These costs per 100 pounds of reflned sug‘r are

.and total output are/piotted on’ the graph Flgure III—1
° ' /

e fshows the envelope curve whlch 1s f1tted by hand to the

PR
o L . - R . S . oA

Referlng to Flgure III—1 the data/based on the

AL | L
;~eng1neer1ng estlmates 1mply that average total costs yj]

7§gdecrease rapldly as output 1ncreases betweep 12 and 30

&

thousand tons of reflned sugar annually These data 1nd1cate'

that the lowest average total cost per 100 pounds of reflned

isugar seems to be attalned when the annual output of reflned

il i o s e o o o oo o i ot o ol
aﬁl"For a- detalled rev1ew of methods of esﬁlmatlng the i
f{;relatlonshlps between plant Sizes and‘” erage total. cost
.. see Ben.C. French, "The Analy51s of Productive Eff1c1ency"
- “in-.Lee R ‘Martin, (ed. ). A:Survey of Agrlcultunal Economics
~g'LIteFatune 1 (Mlnneapolls-~Un1vers?ty of Mlnnesota Press,a
; f1977) 127-131 . . P n

;o
RS

/ e T T
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sugar

Obser‘atlons 6, 7'andl9 (data baSed on actual accountlng
':rec ds) suggest that averaée total costs 1ncrease sl1ght1y
:-‘as the the quantlty of outputplncreases to about 160h"
;;pijidtyousand tons of reflned sug;r per year and)that1average Q'
‘. ;total costs appear to level off w1th a hlgher volume of |

; output per year{td

optlmum 51ze had an output capac1ty averaglng about 40

thousand tons of reflned sugar per year. That 1s, plants of

30 to 50 fhousand tons of ref1ned sugar per year It 1s

tentatlvely concluded that technlcal eff1c1ency 1n the

,(:;_

i Canadlan sugar reflnlng 1ndustry apparently was’ reallzed at d:

BEaE I A

SR an output capac1ty oflbetween 30 and 50 thousand tons of “‘f

i

EEERY )
g .

ﬁl Other'ev1dence from court transcrlpts perta1n1ng to the

Q-
reflnerles were potentlally as profltable as the ex1st1ng

3

1arger ones,xFor example 1966 a representatlve of

e

per year. The reyresentatlve concluded

j”It would app[ar that a small ref1hery w1th the capac1ty
- .0f 32 thousal d tons of refined ‘sugar .and- locatlon

S 1}contemplated by this study -is indeéd a- v1able '

- i .proposition. /At the levels of- prqductlon and marketlng
S »g,;‘ucondltlons ‘under  review,”“the return on capital employed
N . is equal br jbetter 'to that enjoyed by the Canadian =
x_1ndustry 1n general. The concept mlgh be attractlve to

.~.. . L g:?“

fm»f? s - yﬁ: o5

.t»"

's'inwtherneighbourhood‘of'305to 50'thousand'tons{ﬁg‘“

‘ e T
From Flgure III—1 1t seems that 1n 1963 plants of fw\’

optlmum 51Fe seemed to have an output capac1ty ranglng from ‘}: ‘

Atlantlc SugaP case 1nd1cates that relatlvely small sugar :*Lf?

w1th an output ca ac1ty of 34 thousand iins of ref1ned sugar;;f

M

WL
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many and the capltal requlrements would not be"m' °
proh1b1t1ve to most 1nterests seeklng new 1nvestment

Another example from court transcrlpts pertalns to a .

’fcane sugar reflnery Wthh Robln Austln (the founder Of 5 ;d"“\§

N

;Cartler) planned to bu11d in: Cornwall 1n 1972 The output

"capac1ty of the planned reflnery was 55 thousand tons of

jreflned sugar per year Austln noted prof1t marglns arﬂ gf

v’>fexcellent and operatlbns can be completely sustalned agalnst
. o e »4\_5 K .

”vthose'of the large reflhers.v

Cve

|
s

lelted data reported by Bohall et al (1977) and thev" g
"fFood Prlces Rev1ew Bdard (1975) from the Unlted States and
.‘Canada,»repectlvely, 1nd1cate that the 51zes of cane sugar

ufref1ner1es‘1n that country greatly exceed those 1n Canada

'*—for 1975

.hThe analy51s of these data reported by<the Food

. Pr1ces Rev1ew Board and Boharl et al 1nd1cates

4"»fvaverage da1ly\output capap1ty of*cane sugar?ref1ner1es 1n

: .;sugar compared to an average dally outp

A'?iCanada for 1975 was about 1700 thousand\pounds of ref1ned ‘;{ﬂu?l

,;“of 2800 thousand
~p'ounds of ref:ned sugar 1n’the Un1ted States The reported
';1nformatlon i dlcates that 1n 1975 the smallest)and largest

"rplant s1zes 1n Canada had dally output capac1t1es of about

”ﬂ_;500 and 2 500 thousand,poundﬁ, respectlvely, compared to a

h{dally output of 1, 400'and 4 400 thousand pounds in the ]_F}Vflg*-fﬂ

_—-..—._...-.-..—-—__—._....—_

1~’°Afﬂantlc Sugan Ref:nerles et. al V the Attonney Genenal of [ikf

:;]fCanada\(1980) 10075-78.

~ %' This ‘sugar reflnery had been- planned though 1t~was not
built. There: is no indication;ag to why ‘this apparently

. viable plant was not eventually built. For further"

L information about the plant see Ibld.,v44 8818 31
22 Ibjd., 44, 8818-31, . |
23 Food Prices Review Board op CIt., (1975) 6:1and Robert

‘*L,Bohall et al., op CIt 75

L e _";féi
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United’State@; In the Same year, the seven cane sugar

ref1ner1es 1n Canada had the follow1ng dally output
capac1ty the largest three sugar ref1ner1es each had a
dally output capac1ty of over 2, 000 thousand pounds,, the
next twollargest plants had dally ouput capac1ty between
1 700 and 2 000 thousand pounds. Cons1der1ng the largestrur

;Mfﬁ__ﬂtourteen cane sugar ref1n1ng\plants 1n the Unlted States,

b

U'_aboup%seven of the reflners each had dally output capac1t1estt;

A‘\\ ’;j

excee_1ng 3 600 thousand pounds. These plants were much

larger than the largest plants 1n Canada Four of the

fourteen plants each had a dally output capac1ty of betweeng"f’

1 900 and 3 600 thousand poﬁnds. In generalfblt appears that"}““'

1n the Unlted Sta_es._The relatlvely large 51zes of plants

*%Tpln the Un1ted States and Canadlan plants may not. have°been"

1ncons1stént w1th the results presenﬁed 1n Flgure III—1v

~ cane: sugar ref1n1ngfplants 1n‘Canada were smaller than thosefhi

“'fdj; 51nce annual average total costs 1n the ref1n1ng 1ndustry do e

't.not appear to change substantlallyfafter plants of optlmumvff@

-]

b kY W,
;p 51ze are attalned.vThls suggests that there may beﬁa range,;'

of optlmum plant 51zes whlch can be operated w1thout

-

substantlal cost d1ffereﬂces between small and largefdld'r
ref1n1ng plants.:erfr?"]gyff" B | '

In general,;the results presented 1n Flgure III—l
appear to suggest that plants of optlmum 51zes 1n the

ref1n1ng of sugar may be moderately small compared to the -

i Canada. Assumlng that the smallest eff1c1ent plant 51zé§1nhh' 4

J g

.t.largest plants and to the total market of reflned SUgar 1nt'h"’v



'danada7in T963 was 40ithodsand tons of“refined‘sugar'and‘
fcon51der1ng that the total Canad1an consumptlon of ref1ned

| cane- sugar 1n that year was about 800 thousand tons, the

max1mum number of opt1mum 51zed plants could have been
'ctwenty In that year the number of. cane sugar plants was:

vonly f1ve. It is concluded that the hlgh level of
flconcentratlon 1n the Canadlan sugar refﬂnlng 1ndustry in -

1963 does not appear to have been ]UStlfled by economles of.
tglarge scale at the plant level There 1s no. reason to |
:belleve that thlS 51tuat10n has changed since 1963

" The. above assessment of economles oiuscale in the

[TCanadlan reflnlng 1ndustry should be v1ewed as tentatlve forf
.;da number of reasons. st it should be noted that the age
*¥¥of each of the plants rjpresented in. Flgure III—i by'each of_i
?-Tthe observatlons 6, 7 and 9 was d1fferent The plant
‘:represented by observat1on 7.was new (bu1lt 1n 1959)
Jcompared to the other plants represented by observatlons 6

k’and 9 Also observatlons 1 to 5 and 8 represent new plants

vathat Were to be . constructed 1n the 19605 Thus, the age of

},'average total dosts-

It 1s a150 worthy of note that multlplant economles of'

‘fscale are not con51dered here expllc' ly However, there’,

ted w1th Redpath sL
_ -and 7) Th1s
"scanty eV1dence suggests that ecbnomles of multlplant



‘opera%}on are not ev1dent in the Canadlan sugar ref1n1ng

-‘1ndustry ,_' o ,l‘vo

The estlmates of economles of ‘scale presented above do'

pnot take 1nto account econom1es of scale of dlstrlbgtlng

reflned sugar. As Bressler and Klng (1970 Chapter 8)

stated est1mat10n of economles of scale of plants should

1nvolve balanc1ng of the decrea51ng average plant costs

,agalnst 1ncrea51ng d1str1but10n costs rassoc1ated w1th feﬁer

'“"but larger plants. As’ reported by the Tarlff Board (1971)

'costs of transport1ng reflned sugar can ‘be - a 1arge

-

’ proportlon of the price of sugar at the plant level ‘uUsingi‘

_ transportatlon cost data reported by the Board 1t 1s“7”'

f;estlmated that transportatlon costs of reflned sugar by rallh:"x'

rﬂfrom Toronto to Thunder Bay in 1971 was $1 67 per 100 pounds'

t(the prlce of sugar in Toronto at the plant gate was $9 90

'per 100 pounds) Th1s is equ1va§eqt to. 17 percent of the ,n;wthgy

. prlce of reflned sugar at the reflnéryA In v1ew of theuﬂrf::

-apparent hlgh costs of tranSportlng reflned sugar to dlstant

‘.

o }locatlons such as Thunder Bay, the comblned costs of

-reflnlng and dlstrlbut1ng sugar should be con51dered 1n the» fp’=fﬁ

fdld not perm1t th@@_to be done here.'ff'

estlmatlon of plants of optlmum 51zes. L1m1tat1ons of data

<

J

“V. 24 The Tarlfﬁ Board (opﬁ le 54 59 f:g?fii-*';%.fffif‘ }TTUQ ;1

., J‘X—\- : L} »‘
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such as the infrastructure, labor markets and sea ports in

-

ﬂthe locations con51dered for new reflnerles. Another factOr

s that the size of the local market would have to’ be 1arge

-~

’Wso thatbreflned sugar would not be shlpped over long |
dlstance to markets. Another con51deratlon is that if the
fnpr1c1ng of reflnEd sugar 1s ‘on. thevbase po1nt pr1c1ng
kQSystem WIth Montreglfo? Toronto as ‘the base p01nts, then
sav1ngs in transportatlon costs would not result in lower
:‘prlces of reflned sugar to consumers. - ‘

. Another barrler to entry whlch may be a550c1ated w1th

ixlarge econom1es of scale is the amount of capltal that is

. requ1red for successful entry 1nto the 1ndustry Thls"

t'gbarrler to entry could be hlgH if the amount of Capltal

: necessary to bu1ld plants of optlmum 51ze is sufflcrently

h~flarge. It is’ noted that the‘extent-to whlch capltal

N

,17_»requ1rements may deter the entry of new flrms in an. 1ndustry

'depends on the expected rate of return on 1nvestment and on

'"-g;the eff1c1ency of capltal markets.

Table III -5 summarlzes f1ve examples of the amount of

'?ﬂlcapltal requ1rements for startlng new refzner1es or

riﬂexpandlng ex1st1ng reflnerles 1n Canada between 1959 and

.”1972 The data on cap1ta1 requ1rements are from transcr1pt5“

“_ﬁsfrom the court case pertalnlng to Atlantlc, Redpath and St

_Lawrence and from f1nanC1al reports publ;shed by the'



'9already been made to anaattempt by Robln Austln to. bu;&d a

Financial Post Services‘concerning Atlantic and Redpath.?®
'These‘limited data suggest that the total capital.reQUired
-to‘build a‘new refinery;hetween 1959 and 1972‘may‘hawe
ﬁranged'from about-$3 to $14 million. The data. also 1nd1cate .
'that a plant s1ze w1th an estlmated output capac1ty of about
30 to 50 thousand tons .of reflned sugar per year would have
'cost between $3 and $5 million to bu11d '

It does not seem that capltal requ1rements constltuted :
a major barrler to entry 1nto the ref1n1ng 1ndustry Between
'.1963 and 1964 Cart1er appear to- have\ ad no problem ralslng"'
':the cap1tal requ1red to start 1ts new plant in Montreal
THalf a m1ll1on dollars were borrowed from the Industrlal
.Development Bank a qua51 qpvernment agency. Another half\
. mllllon ‘dollars were borroWed from the Royal Bank. The‘
'balance of the funds were provlded by Robln Austln and, the .
;publlc who purchased shares 1n thlS company Reference has

e

"ignew sugar reflnery 1n Cornwall 1n 1972 Plans to ralse the

'i‘frequ1red capltal had been completed~and 1t appears that thls

'f'jhad not 1nvolved any major problems.:Court transcrlpts show

”*”fthat the Department of Reglonal Econom1c Ewpan51bn (DREE)

I$LCanada, 8813-31y 50, 10075 78; and’ ‘Financial Post: - . -
’~fr5erv1ces, Redpath Industp:es(1980) Idem, dannock e R
L‘Q‘jConpOPatlon (1980) .

p.ifk" Ib:d.,,(1980) 7501

L”'and the Government Of Ontarlo had agreed‘ prov1de .a total

__—.-—__._____.—_._..__

ftf” Atlantic Sugar Reflneples et al v the Artorney Genenal
-« of . Canada 1(1980) ,. Pleadlngs before .the. Supreme -Court of

N .
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TABLE III-5 . /

, Examples of Capltal Requ1red to Start a New Sugar»'
Refinery in Canada Between 1959 and 1972

S e e e A S e e B B At S s M - Y St T - o~ — o — — T mp M s s n v S e = e - — o - —

1 A o output of L
| -/ Name of Location of the plant = . Capital’
- Year reflner 'refinery per year E ‘requ1rement
) 1000 tons $,mil1ions e
1959 . (Redpath- Toronto © 135 0 14,0 ' \
1964 ~ Cartier  Montreal 36 o 37Bas
1966  Redpath¥ , 34 3.119
1968 Atlantic  St. John = 250 - . | _13;300 e
1972 Rebin ‘ Lo .
Austinx. Cornwall ..-. 55 5,796

T e e e el M T e e e e e e e S s G - — -~ > - " —— o — o

'SOURCE: Financial Pgst Services, Redpath -
s Industries (1980); Idem, Jannock
Corporat ion (1980) and Atlantic Sugar
Ref ineries et al. v the Attorney General of Canada
- (1980), Pleadings beforé the Supreme Court of Canada
a4, 8813 313 50, 10075 78. | 5 ‘

'~ 'NOTES: * Refers to capital expendlture data based on
- englneerlng estlmates. y

/
:'_of $1. 3‘m1111on for thlS progect 27 About $3 mllllon wvere to
-be ralsed by a mortgage loan and $2- mllllon from the sale of -
shares of the company to the publlc. Ev1dence from court
transcrlpts 1nd1cates that when Westcane bullt 1ts reflnery
at Oshawa in 1974 the Capltal requ1red was ralsed by George
'Weston the parent_company.

o -

—— e G - —— o v— o —— - —

23 Ibid., (1980), 44, 9415-16; and 50, 10078.
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In summary, the 11m1ted 1nformat10n suggests that
ne1ther economles of large scale nor total capltal '}‘
requ1rements appear to.have been main barriers to entry inf
the Canad1an sugar . ref1n1ng 1ndustry It is'concluded that
the high levels of concentratlon in the ref1n1ng 1ndustry do

not appear to be 3ust1f1ed by e1ther economles of 1arge/
S
scale or substantial absolute cap1tal requ1rements.

/
{ 4

/
D. Customs Tariff Protect1on of the Sugar Ref1n1ng Industry
in Canada : o v

One important’facet of the Government of Canada's policyA

wh1ch appears to have had a major 1mpact on the levels of

'concentratlon and compet1t1on in the Canadlan sugar reflnlng o

'1ndustry 1s the structure of customs tar1ff rates on: 1mports
of sugar. -In general h1gh levels of customs dutles tend to
_lessen competltlon from 1mports in the protected 1ndus€Jy
‘ngh levels of - customs dutles can be- expected to leadsto
_hlgher levels of prlces to the consumer and increased

' prbflts 1n the 1ndustry. In this sectlon,vtwo aspects of the
customs dutles are examlned".Flrst ‘the effect of the'
:dlfferent Canadlan customs tarlff dutles on competltlon in
'the market to supply sugar to. thls country is dlscussed‘

Second, an examxnatlon of the tar1ff protectlon afforded the:

Canad1an sugar ref1n1ng 1ndustry between 1960 and 1978 is

o presented ThlS 1nvolves an estlmatlon of annual effectlve

rates of protectlon of the reflnlng 1ndustry durlng thlS

_perlod



o

’NomfnallTariff RateslanL the Supply_of Sugar to Canada'
The two most -important customs tariff duties levied on
refined’and rav suoar imports into-Canada are contained in
the Customs Tarlff schedule 1tems 13400"1 and . 13500—1 As
‘with most tarlff schedules in Canada,‘there‘are three - )
categorles of.tarlff rates on every type of sugar imported
'into Canada. The lowest'ratesvare the'“Britfsh preferential"'
rates, the 1ntermed1ate rate’s are those for most favoured
‘nation" and the hlghest are the "general" rates. The general
frates have been of 11ttle 1mportance to sugar 1mports and
are not expllc1tly con51dered in this" study There are also‘
-spec1al tariff rates whlch apply on raw and reflned sugar
used 1n the manufacture of wine and are 1 percent of_the
prevalllng rates. |

Table I11- 6 summarlzes the Brltlsh preferent1al and
most favoured\natlon tarlff rates. The dlfference between“
- the British preferentlal rates and the. correspondlng most
favoured. natlon rates 1s referred to as “he preferentlal
margln The consequences of the dlfferent categorles of
customs dut;es on 1mports of sugar by country of export was_y
that from 1960 to 1978, about 78 to 95 pefbent of the annual
ylmports of raw sugar were from countrles to which Brltlsh
preferentlal rates applled As was reported by the Tar1ff
Board (1971), if 1t was not for Eertaln special- features in

;

respect of "drawbacks"_of duty, almost all of Canada' s

1mports of raw sugar would probably orlglnatelfrom British



TABLE III-6 B

Nomlnal Tariff Rates on Imports of Raw and’
Refined Sugar in Canada, 1960 to 1978

o o o
At b asheniackesndes e S - ————————————————— \
Type of Sugar -, Customs' Duty .
Period = (degree of , :
of. -polarizationx . - Preferential
t ime of sugar) .- B.P. M.F.N. margins

_—..—.__-_.—._.—__—_..__—_..__—_..._.__.______-__-..______...._.—__.—__.

$ per‘100 pounds of sugar

. 1960- . refined ©1.09 1.89 _  0.80
1973 - (99) - O : o | k
1973~  refined’  0.00  1.12 ©1.12 SR
1978 (99) R R :
1960~ - raw - 0.20 , 1.29 1.00. - .,
1973 . (95-96) . - | o | R
1973- rav. 0.00 ¢ 1.00 - 1.00
1978 (95-9¢) . ° »

T T ST e T e 6 e S e 4 e e e e e e e e e s " ——— e o o —— ———— —

SOURCE' Canada, Dept. of Natlonal Revenue,
\ ' Customs Excise Tariff Commodlty )

Index: 1980 R , , |
NOTES: B.P. denotes"B:itish\preferential rates and.
: - M.F.N. most favoured nation rates.

* Polarization is a measure of the sucrose
content of sugar. The higher the sucrose
.content, the hlgher the polarlzatlon.

- .

'preferential'countries.i’ £ can be argued that the B
dlfferences 1n the rates of duty. on raw sugar from the two
sets of countrles may have 11m1ted the extent of competltlon e

-between the suppllers of raw sugar 51nce 1mports 1nto Canada

L . N

——— s s e o s e e T 2

** Tariff Board, op. cit., 77-107. "Drawbacks" refer to the
reductlpns in the customs duties levied on 1mports of sugar
used in the manufacture of wine. See the above definition of - .
special tarlff rates.' . . : R
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of sugag from»most favoured nation countries were restricted
by higher tarlff barriers than 1mports from British'

preferent1al countries.

The Levels of Tar1ff Protect1on ‘ )

i
i

»The pr1nc1pal purpose of this part of the study is to

examine® the llkely effects of the dlfferent categorles of
the customs tarLff rates on the price levels of sugar in

"Camada.nThls also involves. estlmatlon of the extent of the
: ®

r.Fannual effectlve rates of protectlon afforded the refining

Lndustﬁy from 1960 to 1978

0

Table III 6 shows that the level of customs dutles

'

; «1ev1ed on 1mports of raw sugar was low from*4860 to 1973
, T 5

,:$ 081nce then, most raw sugar has entered Canada duty- free. The_

> R
low level of customs dut1es lev1ed on 1mports of\raw sugar

5

?TVSK hlndlcates that the level “of tarlff protect1on afforded the
\ﬁ-sugar beet growers has been low. HOWever, as was noted by

Aj»the Tarlff Board (1971) gro%grs of sugar beets in Canada,

'fespec1ally«1n western Canada, .are 3ubstant1ally protected

“fagalnst forelgn competltlon by the costs of transﬁortlng

(ocean and land frelght rates) raw sugar to sugar beet

. . 1.
° . . t

?7_produc1ng areas.?

The’ maX1mum prlce wh1ch could ‘Be Lharged for sugar
4'
reflned in’ Canada w1thout attractlng 1mports of reflned

sugar depends on whether 1mports of raw and ref1ned sugar

‘

. -y
B e e " —— —_—— 2 | :

** Tariff Board, op. Clt., 239- 242 B ) ""“f'?

orlglnate from nations to wh1ch Brltlsh preferent1al or most

éj‘.‘a.g ot
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i

S the costs of reflnlng sugar in Canada and in forelgn ok

R

Vo
s

!'} respectlvelY: thé effect would be a max1mum pr1ce 1ncrease gh.’

) /

favoured natlon rates apply Assume two d1fferent

51tuat10ns. In °ﬂe, 1mp0rts of Taw. and reflned sugar are o

from Brltlsh preferentlal countrles. In another 51tuatlon,;."'
‘3 R : ., e
1mports of raw and reflned sugar are fromigrltlsh

5
preferent1a1 and most favoured natxon countrles,.

3jrespect1vely Further, 1t is assumed that the costs of-

,0 - . .\,

.Ashlpplng and handllng 1mports of raw and reflned sugar and fhj

st [T

- W | \ . N . &
';countrles are the same.\The extent of tarlff 11m1t pr1c1ng

can be caICUlated as the dlfference between the prlce of

~

domestlc reflned sugar at the plant gate and that of forelgn_ahV

s e
reflned sugar (cost 1nsurance f e1ght and duty pald)

landed at a Canad1an port

R
Py

Table III 7’shows the max1mu\

reflners can charge for\reflned s gar w1thout attractlng 3
@ \ Y | .
1mports of thlS product.jWhen 1mports of both raw and
'J

T reflned sugar ar from Brltlsh referentlal countrles, the7u? o
. P e

AT

effect of customs dutles would be a decllne of $0 02 per 100‘%ﬂ

?

pounds of reflned sugar (negatlve nom1nal tarlff

ptotect;on) When supplleS‘of raw and reflned sugar are from?

Brltlsh preferentlal and most tavoured nat1on countrles,-'

iy .. s,

\‘/

W e

Of about $0,78 pen 100 pounds of reflned sugar w1thout fﬁ*“"'

uabout 85/to 95 percent of raw

isugar 1mpdrts 1nto Canada arq,from BrltISh prefereptlal

countries, whlLe,

ost refined éugar orlgrnates from most: . g'

'Vj_favoured natlon_countf1es. N

prlce rlse whlch Canadlanvf;=



.&(ﬂfgjﬁReflned sugar, per 100 lb
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. TABLE III-=7

o

#.'The Max1mum P0551ble Change in the Prlce for Reflned
a~_5ugar Due to Customs Dutles in. Canada, 1960»to 1973.

Customs aDuty by sou’fw‘ce @qf .?'_v'f Y

‘ f» supply of. raw/@gflnggﬂ,
_ sugar ;: T

U 2). Raw sugar, per 107 1b**,<;;*e«o;51}*f[”f Coo0a3t

*Qtj))ﬁfRemlttance to BP raw sugar

‘V}f(Q)dwﬁTotal on 07 poupds of SRR B 'QLJQJl'j3

-, " nation .eountries," respectively.

g'raw>sugara* cyt :3 ‘__.=" e e

w g Mo ﬁ'lk ;b'j_»,‘ﬁfdf} S R
Net dxfferenc@:;n duty oo =002 o 0478 e

:1$OURCE-'Calculated from Table,III 6 tjf.ii&y;ifyo

NOTES. :BP/BP means that both raw‘and reflned sugar arei AN

_ ;v . imported from British preferntial countries, . AR
~ BP/MFN means that raw and r&fined- sugar- orlglngke Lo
“from: British preferentlal and most favoured‘“ ' T

~*#% ‘About ‘ 107 pounds of raw, sugar (polar1z1ng at 96_ ShE
idegrees) are equ1valent to: 100 pounds of ref1ned S A
sBgar.s .o R e RN

*?;pﬁf

remitted $0 75 per 100 pounds of raw, sugar (part of ?ﬁe v
preferentlal margln) to suppl1ers of raw sugar 1n BrltISh a

Preferentlal counttles. In the above calculatlon thxs '*},' ;]}gf%;x

IR




<rem1ttance ;s assumed to be part of the tarlff duty on,raw

sugar It can be argued that thlS 1s not the casegand

thereﬁore,'the 1nclu51on of ‘the- $0°. 75 as part of/the customs‘f*‘

. (\. .
'duty on raw sugar Underestlmates the level of d1rect

1protectlon afforded the ref1n1ng 1ndustry If thlS

,“remlttance had not been made the max1mum prlce rlse on
Jreflned sugar due to %he customs dutles could have beenf'
‘ugreater than»the estlmates in. Table III 7 by about $O

‘,general,ﬁthe extent to whlch the sugar reflners can rahse“

|

‘the. prlce of reflned sugar wlthgut attractlng 1mports is fﬁ*ff“””

B R R 1: .
'r~substant1a1 SR ‘ S

- _Nomlnal tarlff rates on. 1mports of’sugar a“low‘Canadlan;
'ﬁreflners to ralse the pr1ce of re§1ned sugar 1n Canada toi,
;the pr1ce of 1mported reflned sugar plus the customs duty onf
”1mports of that sugar so as to 11m1t 1mports of reflned i
ﬁf}sugar 1nto Canada. The nom1na1 tar1ff rates do not however,h

fgltake 1nto account the nom1nal tarlff dutles on. all 1nputsf

fused in the f1nal product as well as on 1mports of the f1na1”

'-h:manufactured product. The effectlve rate of protectlon

'-measures the total tarlff protectlon afforded an 1ndustry

‘It 1s deflned as the change 1n value added (expressed as a

"[‘_percentage of value added before the tarlff) whlch arlses:‘“k

VVfrom the 1mp051t10n of customs dutles on, Amports of the

'”j7manufactured good and on all 1nputs used 1n the productlon

B
. S i
o
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iof\that.good.Jf‘it~ie$

-~

wtoay fﬁ;_ejf_-,;t-_;_;_- (111 1)

Where:
uggdénoteSfthe‘efjective'tate of'prbtection;fer{inaustqyw
S E S Ve S

' denotes Veiue:Edded per gnitqu ddtpdtﬁﬁndet tariff

(equa'lon that was used by Melv1n and Wllklnson. 32 ThlS 15

'fethe expanded form of Equatlon III-1 It 1s.

s
B . el

— ;v_l et (- 2)

. ) - R . ?r',:» 1.

For a detallgd dlscu551on of the theory of the effectlve

’v : 3: 'd
o rate of protection, see M. Corden, The Theory of Protection .= ..

if(London- oxford Unlver51ty Press, 1972) 108-118; and for an,
empirical estimation of effective rates of | protectlon 1n the

f5Canad1an ‘economy see, for example, J.R. Melvin and B.W.
Wilkinson, Effective Protection.in. the Ca?adian EConomy
1968), 8-11. -

(Ottawas Econom1q Counc1l of Qanada,,
re Ibid., 8-13. el




Where:

ij j under the ex1st1ng tarlff protectlon of an ’-meff
;17]"*': ﬂf' o °g,-_@l

o : o o ’ 5

'7a denotes the 1nput outpq.'ioeff1c1ent of 1nput i 1nto(f”

1 5 IR 7 .'-‘at
o
_‘the productlon of one umﬁt of the flnal product 3, o
"n denotes the total number of 1nputs 1n“the ﬂﬁnufacture Ak
of the fxnal product 3,_;*¢'ﬁ S .*,_. :
denotes the ad valorem tar1fr rate on 1mports of the’f&”n"
f_flnal product 3, and A’,i’%f,ﬁ"x3 '_, ‘ rg;‘-vj.‘,j~-“,‘¢,§eﬁ

R

Jt{ denotes the ag- valorem tarlff rate on the 1th 1nput.n;
':,f:h general the procedures used and aésumptlons made by |
hrMelen and W1lk1nson (1968) are adopted 1n thls study._”
| The level of the effectlve rate of protect1on can be
iftaken as a. proxy measure of the level of barrlers to entry
L ¢gdconfront1ng fore1gn exporters of reflned sugar to Canada.' tuﬁf?dh
| 'dhmay be thatéthe h1gh level of market concentratxon 1n the ’i
,*sugar ref1n1ng 1ndustry in Canada 1s closély assoczated w1th
'“,,h1gh levels of effectlve rates of protectlon. h1§ sectlon

“h;enables -an. assessment of thlS by prOV1d1ng est1mates of

fannual effect1ve rates of protectlon of the sugar ref1n1ng

el
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hflndustry in Canada for the perlod of t1me from 1960 to 1978

The model used 1n the estlmatlon is descrlbed above. A

Annual data on the costs of each of the 1nputs used in
“ﬁ"

'57the ref1n1ng of sugar and the total value of shlpments of

@ ‘?,::Q‘,ﬂ.

'1nto eleven classes for the

fto 98 percent of g«

The\assumptlon is r;"

;otal vaiue of shlpments of the
1ndustry for the perlod of t1me con51dered |

Inputs used 1n the reflnlng of. sugar are categorlzed

“Qiose of thlS study Each

.v,.( __r\.

jclass may contaln one or more 1nputs. An attempt is made to

'{place closely related 1tems 1n ‘one 1nput class.vThe eleven tf

gfsyrups starches, charcoal ac1ds and chemlcals, contalners,
T .

VTdall other materlals, fuel and electr1c1t

f&i :

fclasses 1nclude raw sugar sugar beets molasses,‘sugar

¥
4’)

and malntenance

.;and operatlng serv1ces. The per un1t tarlff rates on raw

’wsugar are computed asﬂthe annual value of the total customs',l“

s

'_ffduty lev1ed on 1mports of raw sugar as a percentage of the"

‘-total ggﬁue of 1mports of raw sugar 1n that year. A s1m1lar

—-.——..—-——-—_—-—.———-——_

Canada Statlstlcs Canada Op cit., Cat 32 222 (varrous

« *lssues, 1960 to 1979).

“9;“-Idem, Trade of Canada, Imports, Cat.,: 65 203. (Varlous

~/issues;’ 1960 to’ 1978): ‘and Canada, - Revenue Canada, Customs"'
~and Excise TaPiffs (varlous issues, 1960 to 1980)

“(varlous Issues) T T e D T T S

35 .See. Canada, Statlstlcs Canada, op cft., €at. 32~222

"y . - E - L

"'u?@,
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‘.fdutlable 1nputs used in the ref1n1ng of sugag@” As was also‘

.‘sugar to suppllers of raw sugar in countrles to wh1ch

"lev1ed on the other 1nputs arf

procedure is used to compute the per un1t tar1ff rates on°
reflned sugar. In bothucases that part of the preferent1al .
margln Wthh is remltted by the Canadlah 1mporters oY raw .

(-

Br1t1sh preferentlal -rates apply 1s not cons1dered as

;customs duty ‘This’is taken as- part of the costs 1ncurred 1n

the procurement of raw sugar. The per un1t tarlff rates-

gpbllshed by Revenue

ki
[N 3 v\

.Canada.’f When a class of 1nputs con51sts of several 1tems,

’x

the average customs tarlff rate’ oE)all the 1nputs in that

(
class is used in . the model The assumptlon made ‘by Melvin .

B}

rand W11k1nson (1968) on the per un1t tariff, rate a551gned to
IR 2
‘ all other materlal" and & mamtenance E& operatlng'

_serv1ces" 1s adopted 1n thls study. They a551gned to these

L w

dtwo classes of éhputs the average per un1t rate on all

~‘assumed by Melv1n and W1lk1nson, fuel and electr1c1ty are

7a551gned the. per un1t tarlff of zero. The 1nput output

f\;

icoeff1c1ents are computed as the ratlos of the total costs

“7’ of all 1nputs in a partlcular class to the value of the

Table III 8 shows the estlmatfs of the annual effectlve

rates of protectlon as well as the nom1na1 tar1ff rates’ (on

g .

':Teflnéd sugar) applylng to the: sugar refinlng 1ndustry. The

"7nom1nal tariff rates are calculated as: the customs duty

--—-———————--——_--——_

vttotal annual sh1pments of reflned sugar. :‘wg,f »T‘_» N

e Canada, Revenue Canada, op cit.,(varlous 1ssues, 1960 to

_ fv1978)
v]m" J R. Melvxn and B W wllklnson, op cit.
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Oafter cu%toms dutles vere reduced) d1d not decl1nev'xf

"accordlngly. The estlmated effectlve tarlff rates were aan

= 74
I

!

°

1 v1ed on a unit of 1mports of - reflned sugar expressed as a-

: percentage of the per .-unit prlce of those 1mports. For each N

of the years con51dered except in 1966 the est1mated

. T ~

effectlve rates of, protectlon are hlgher than the per un1t

customs dutles, expressed as percentages of the prlce for

4

: efmned sugar. The est1mated average effectlve rate of
vprotectlon for the ref1n1ng 1ndustry from 1960 to 1978 1s 42 B

"percent whlle the the average per unlt tarlff rate 1s 11 4

BRGY a

. percent . When the estlmates for the years when sugar

@

prlces were unusuall@,hlgh (1963 1964 and 1974) are

.excluded the average ‘per un1t tarlff rate 1s 11 8 compared

'w1th 26 6 percent for the effectlve rate of protectlon for

©
*

“the same perlod of t1me. From 1974 to, 1978 when customs_ ;[‘ﬂ

A

_dut1es on - sugar 1mports were substantlally reduced and the ~'”

. vprlces for sugar tended :to be hlgh the per un1t tarlff

CYE S

rates: averaged 5 percent compared to 13 percent for 1960 to

1973 The annual effectlve tar1ff rates from 1974 to 1978

e

iaverage of 65 percent for 1974 to 1978 compared to 32. 2

. . L ! . .1'_ P v\}} ) DO - o N
e e T e —  — — —— ————— ’ .

31t is worthy of note that ‘the estlmates of effectlve rates

of protectlon afforded’ the ‘sugar ref1n1ng 1ndustry in 1963

-and 1974 are con51derably high and seem to overstate the -

.~ ‘actual effective rate of protection afforded this industry.
- As stated by Melvin and Wilkinson (1969, 'P. 72) these large.
estimates may have .resulted from the large 1ncreases in o
prices of raw and refined. sugar and the fact that ;the:
'customs duties are on a per unit rather;than ad: valoﬂem ‘

basis. Another reason may be that there are lags in the

Wf‘reported data on' the quantltles -and values of" ‘imports of raw ff
and ‘refined sugar, as well as on the values of dut1es
. collected durlng these years.‘ U e SRS

/
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TABLE III-8.

"e‘ Estlmates of Effectlve Rates of Protection
“and: Nom1nal Tariff Rates on Reflned Sugar
1n Canada 1960 to 1978 ‘ /

b

——— - ~———— _.——-.———-——-._.-.__—_.—-_._—__-..g_-.._——.-———u-_._..._-
- -

Customs = . . Effective rate of ,
~duty (as a - protection (as a L
percentage-of- = -percentage of value- added
“the price of - .]before tarlffs)

'ﬂireflned ‘sugar)

96 : - ISR .
\N%962 P %:13 0 L . 24.9
<1962.. . L 14,0 0 T S 24,9
Co19630 L 16,00 e 104.2

1964 - 13,8 U 64,2

1965 08,9 0 e T 32,3

L1966 . 14N ... 10.8.

1967,5: o132 o SN {14m9.

1968 . REET T
01969 -

19707 B v

18971
19720 e
‘“19733;.
,}a 1974+ "~
©1975:

1976
1977 o
1978

. . '__: ‘_n...a..;:_n
‘#mm@ummwmqw
‘4_;ng\oosmcn—fmsq

w
N ¢
m

- X BN ¥

&
-
#

XQerage St SO N
1960-1978 1 11.4 o . Ta2.2

NOTES From 1973/1974 per un1t customs dutles on raw'
ST ‘ahd reflned‘sugar were con51derably reduced
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/for reflned sugar ..

3 For a. detailed: dlscu551on of these stud1es, see J R

76

i percent_for 1960 to 1973. This suggests that the level of

o

effective tariff protection did not decline after the
reduction ofrcu5toms‘duties'in 1973; Overall the level of
effectlve tariff protectlon of the reflnlng 1ndustry appears
to have been hlgh from 1960 to 1978 o

The .above results agree w1th the results of ear11er o
studles by Melvin and W1lk1nson (1968) the Tarlff Board
(1971) and Wllklnson and Norrle (1975).°° Melv1n and |
Wilkinson used the model adopted in thls study to estlmate

the effectlve rates of protectlon for 1963 and 1965 u51ng

- the Canadlan most favoured natlon tarlff rates on raw and

ref1ned sugar.,These authors recalculated the effectlve

:rates of protect1on for 1963 using Canadlan customs dut1es
twhlch applied to raw: and reflned sugar from the Brltlsh

' preferential and the most favoured nation countrres,-

respectively. Estimates of the effective rates of protection

were 39 and -8. percent for'1963 and‘1965 respectigely'for.

the first calculatioh "The correspondlng nomlnal tarlff

<

rates were 31 and 24 percent of the price for reflned sugar

in: 1963 and 1965 respectlvely In the second dalculatlon
,the effectlve rate of protectlon was 47 percent for 1963

’whlle the nominal tarlff rate was 12 percent of ‘the pr1ce

. i

T — > - — o o “

Melvin and B.W. Wilkinson, op. CIt., Tariff Board, op. le

176; and B.W. Wilkinson and K. Norrie, Effect ive PTotectlon
~and the Return to Capital (Ottawa- Economlc Counc1l of o

Canada, 1975) 29 79, .
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~price for refined sugarg ,f\

-rates of protectlon of thg sugar refl_

'resp&Ctively;

In 1971 the Tariff Board estlmated the. effective rates
of protectlon on the sugar ref1n1ng 1ndustry 1n Canada,
u51ng a- model 51m11ar to the one- adopted by Melv1n and
Wllklnson (1968) for 1971. The estimated effectlve .rates of

protectlon varled from —3 7 to 96.4 dependlng on the

=

N
assumptlon made regardlng the treatment of the preferéntial

margin,(whether the margin was considered as a tariff duty
o @ R o L
or as a cost of raw sugar) - The corresponding nominal tariff

rates for that year ranged from 8.1 to 33.0 percent of the

4]

Wilkinson and Norrle (1975) es

<

-the effective' »

1ndustry as well

"as for other 1ndustr1es in Canada for the years 1961 and

BRTNre

1966, adoptlng the model used by Melv1n and wllklnson
(1968) The nomlnal tarlff rates used 1n the1r estlmatlon

vere those that applled to 1mports of raw and reflned sugar

L from most favoured natlon countrles. The estlmated effectlve"

rates of protectlon for 1961 and 1966 were 128 and 59

percent, while the.nomlnal tarlff rates were- 21 and 15;

it ‘ . ‘ ¥

e From the estlmates of effectlve rates of protectlon
: _ s
made in thlS study and from the earl1er studles, 1t appears
that the estlmates give only a general: 1nd1catlon of the'

extent of tariff protect1on afforded this. 1ndustry. As noted

earller, the estlmates are. affected by the prxce levels for

*raw and reflned sugar,_the sources of the sugar 1mports and

X theﬂassumpéxon made'about the_treatment,of the preferentlal

~
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margin in the estimation of effective rates of protection.
Even so, it appears that the levels of the effective tariff+
protection éffbrded the Canadian"sugar'refinihg‘industry

have been high.
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T analyse the impact of those patterns on competltlon 1ﬁ»the
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IV. ASPECTS OF THE MARKET CONDUCT OF SUGAR REF INERS IN
‘ - EASTERN CANADA

The main purpose of thlS chapter is to- outl1ne some p@

of market conduct of Atlant1c, Redpath and St. Lawreﬁo

eastern Canadlan sugar reflnlng industry between 19@Q and

1973 The main sources of ev1dence for this analy51s are
court transcrlpts from the Atlantic SugaP case o£/4996////58
.and 1980. ThlS ev1dencerls available for the perlod of time
vbetween 1960 and 1973. The types of market conduct. assessed

are exclu51onary tactlcs whlch Atlantlc, Redpath ‘and St. .0

s

Law%ence used to. deter or in an attempt to deter the entry

of new reflners and»lmportersrlnto the market for reflned

} —

sugar, the sharlng of the easxern Canad1an,market for

refined sugar b§ these réfinerstand the<pricing of,qe{ined

Sugar in eastern Canada. T Cee e T
Before these features of market conduct are assessed a.'n ¢
‘revlew is undertaken of some’ theorles of market behav1or of -
flrms in’ ollgopollstlc 1ndustr1es. First, ‘a brlef outllne of

some economic models of. ollgopollstlc market behavior is

\\

‘presented Second two models wthh appear to’ closely

\

~approx1mate some features of market conduct alleged dur1ng

the court case are ﬁiScussed in detall The objectlve is to.f'
r L i‘.": A . .

\ assess the\extent to which certaln patterns of'market-’

conduct of sugar réefiners 1n eastern Canada may have

approx1mated\some patterns of market conduct predlcted from

i}

éertaln ollgdpoly models. It 1s expected that the level of

market competltlon and some features of performance of th1s{

- D'.
T

e c B Y gL Lo v
. R i . Sy, -y bk . . M
dw e Y e iy = LA C ) ’ e



Osgoode Hall Law dwrnal 15 (Decv T%L’L)agaz%.

ﬁrDespIte these dlfflcultles, economlsts have developed

'"W.T. Stanbury and G. B. /Rescﬁentﬁaler "Ollgopoly and

Wy

v

industry can be inferred from this analysis. It is also

1
’ 1

eXpected that‘the adequacy of the anticombines regulations

for the promot;on and malntenance of market competltlon in

the Canadlan economy can be dlSCUSSed in the framework of

this analy51s.

A Economlc Theor1es and Some Emp1r1cal Studies. of. Market
Conduct 1n legopol1st1c Industr1es

Y . N

' suggest that oligopolists;mayArespondain‘a numbep of Qays to

the act1ons of thelr rlvals As a result of thls,,they may
behaVe in a way which. may be varlable, co#plex and

predlctable in some cases whlle unpredlctAble in others

Stanbury and Reschenthaler (1977) su mar1 ed the theory of
" ?

(4 . /

OllgOpOllSth behav1or as follows- R \/

~
[

Unlike the accepted theory of perfect competltlon orv .

- that of pure monopoly,. there are many theories o
~oligopoly behaviour. To the, extent that they are .
deterministic,-they rely upon unrealistic assum thhS.
‘To the extent that they are beﬁ3v1ourally rich j
assumptions, they are non- deterministic in ter
price, profit and level of output they predict
- Heflebower writes "Economists have not been' a
' develop a theory of price behaviour for manuf Ctﬂf}ﬂg
© ‘industries with few sellers for when sellers/are few
~they tend to be 'j01ntly acting' oligopolis s becau/e
the conjectural 1qterdependence among; them. Bach seller
. /is restrained"by his expectations as 'to _how his rival

@eﬂv\W1ll~react to.a price. change by him. ‘There is a -
- circularity in sellers' .reactions andﬂthere is no I
definitive theory- of - how the, c1rcle is broken except by

'vsome collu51ve dev1ce“ o e PO

e o o e e oo s —

Conscious Parallelism: Theory, Pollcy and Canadian Cases,

Voo
.t , e e S
. (T g | 5 ! . .

R

 Economic theories of ollgopollst}c market‘condUCt generailyj.
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theorles of OllgOpOleth behaV1or w1th determlnate'm;

coel

;.1(' solutlons.‘The extent oﬁ surv1val andhftablllty of
ff{_y ollgopolles seems -to depend on’ the nature of the1r hf~"hp_;v3w"

[ -

"u

1nterdependence.v,' .:? f;- 1,‘ fi“ﬂ"

There are several economlc models whlch attempt to'

predlct patterns of ol1gopol1st1c behavror coqcernwﬁg brlce
- ‘!.‘ o ) 5 LR - (“i;’ . B
A and output levels There anefﬁﬁose ﬁhlch focus upon the A\

. ;_’.r»r'“‘*ﬁ' 1 »
chngectu?al varlatlons pf how the rmvals putput w1ll alter‘g~‘

.
r-’"

‘ngas a result of 1ts own output These are Cournot s duopoly

model the collu51on model- the Stackelberg model"and the

'market shares model (Cohen and Cyert 1975) Cohen and
o8 T "
Cyert also deSCrabe those models whlch do not necessarlly

e

focus on the conjectural varlatlon of ollgopollsts These
} are the domlnant\flrm prlce leadershlp model, the barometrlc }
prlce leadershlp model the jo\nt proflt max1mlzat10n model ' tﬁﬁ

‘ B

‘ and the klnked demand model Each\of the models ylelds some

1n51ght,,but each has llmltatlons..In thls sectlon, thefl; f 5ff ‘gﬁ,

*:f _domlnant f1rm pr1ce leadershlp and jotnk prof1t max1mlzatlon>;fh”
1models are dlscussed 1n detall 51nce they seem to '
,ghapprox1mate certaln features of market behav1or whlch vere f*\""

u-“jalleged 1n the recent Atlantlc SugaP case.e~% ;‘ ;f;/~"”'

. - . i . h"" ; . . ; S PRI T f V-
- _..‘...__.-'_.....__.,.__.;__....... = ; : : = EY IR B R B

% For a @etailed dlscu551on of ollgopoly models, see F M
o xScherer, op. cit., Chapters 4~7; 'J.M.. Henderson ‘and: R.E.
. Quandt, Microeconomic' Theory: A Mathematlcal ‘Approach (New

 York: McGraw Hill Book Co., 1980) 199-222; and K.J. Cohen " . ' -
.- and R.M. Tyert, Theory of the’ Firm: Resource Allocation  in- a L
-,_Maﬁket Economy (New Jersey Prentlce Hall 1975) Chapter
; ,12 A SRR
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2 As is dlscussed by Scherer (1970) one- of the main

;1ndustry follow the leader s 1n1t1at1ves w1thout collu51on

o B A -~ e A

'vThe ‘Dominant F1rm Pr1ce Leadersh1p del fl f‘ : t\jwf

\

condltlons whlch temds to fac111tate prlce leadershlp in. an

.1ndustry is. the ex;stenceaof some degree of homogenelty of

d

producté\ln an 1ndustry.i ThlS condltlon applles in the_,

~

sugar ref1n1ng 1ndust’1 1n Canada. The domlnant f1rm pr1ce‘:
leadershlp model 1mpl}e§\a set of 1ndustry éract1ce§ Fnder
wthh llSt prlce changes are\normally announced by a

domlnant f1rm 1n that 1ndustry \Ehe other flrms in the

The assumptlon, 1n effect removes the follower flrms from
f :

con51deratlon as r1vals 1n the usual sense Equ1lrhrrum/*/

/'\\

/’

the 1ndustry is attalned when the/prgfe leader chooses a’
prlce level wh1ch max1mlzes 1ts own prof1ts subject tO\the

correctly predlcted output (at that prlce) of the rest of ;r

the 1ndustry, The equ111br1um solutqon ?s predlcted by thlS o

"model is: 1llustrated 1n Flgure Iv-1.

TVIn F1gure IV 1 the market demand curves for the

;\\ 1ndustry and the pr1ce leader are denoted by DD and GB l

respectlvely. The %arglnal revenue and marg1nal cost curves

'of the pr1ce leader are denoted by GMR and MC respectlvelyvl

The total supply curve for all prlce followers 1s denoted by:k

"“1/-. A o
CS (the horlzontal summatlon of the1r marg1nal cost curves)

N

i'B is: thevresrdual of the 1ndustry demand appropmlable by

the prlce 1eader after the followers have ro 1ded the

e e e

F M Scherer, op crt., 165.

3
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.(CS) The prlce leader max1mlzes proflts when 1bs marg1nal
cost (MC) and marglnal revenue (MR) are eqﬁated The prlce_]»

, wh1ch max1mlzes prof1ts ‘of the pr1¢e leader is denoted h¥\P°'.ti;'w”*
“in Flgure IV-1..The model assumes that prlce followers

-
‘f/accept the prlce Pogand supply output Q, of the total market

(where the pr1ce 1s-equal to marg1nal cost of the
ﬂ- vfollowers)-f At theeprace P the total output pro&uced by

the 1ndustry 1s Q,, the leader w1ll prov1de output denoted i
v N N
’f;’ = (Q1 - Q ); The lower 1s thﬁ pr1ce below P,, the hlgher st e

1s the market share of the domlnant pr1ce 1ead1ng flrm and d;;*rﬁ.

«v1ce versa For example, at pr1ces lower than C the whole

market w1ll be supldled by the domlnant flrm whlle at“'

prlces hlgher than ‘ the whole market 1s supplzed by theld'f
follower flrms. Thus the solutlon 1s determlnate, assum1ng
that the pr1ce leader 1s un1versall;.recognlzed as such‘ The
model explalns that the market shares of each of the prlce
leader and followers w1ll tend to change 1n the long run 1np?’l
response to changes’ln costs and demand schedules.
'l As 1nd1cated by Henderson and Quandt (1980) _under the
“assumptlons of the domlnant f1rm pr1ce leadershlp model —hesl;Q‘
level of output of an 1ndustry 1s hlgher and prlces and av |
total proflts lower than those predlcted under the 301nt:‘
prof1t max1mlzat10n model It follows that the level of
economlc efflczency w111 be hlgher (hlgher levels of output-

and lower levels of prlces) under the condltlons of the

f‘By construct1on Qz 1s equal to Q{ Q,.-, ' ﬁii‘tf” T
J M. Henderson and R E Quandt, op Clt 201?207!;5'



"vare legal and those 1nferred from the. 301nt prof1t 2

B |
: xv o "‘- B . C .. Sd
\dominant\flrmfprice’leadership modelvthan‘thOSefof'the joint

- profit maximization model Perhaps it-is on'this ba51s that

‘:fthe features of market conduct 1nferred from the dom1nant

f1rm pr1ce leadersh1p model (1mply1ng cgnsc1ous parallellsm):~’

o
L3

maX1mlzat10n model“(market collu51on) are 1llega1’under'

‘.

"antlcomblnes law 1n Canada.

| A ba51c problem w1th the domlnant f1rm pr1ce leadefsh1p

‘ -

V_model 1s that 1t 1s dlfflcult to determlne whether the prlceQ

"1eader 1n fact seeks to maxlmlze 1ts own short run proflts.kf

‘gFurther, 1t 1s 1mp11c1tly assumed that the prlce leader can'

;jestlmate a’ pr10r1 or by tr1al and error, total demand of the

'lndustry, along w1th the supply function. of the prlce
x"followers.v ‘;iff S - _wé,’:"4>,’5f"h* |

:The Joint Prof1t Max1mlzat1on Model\

. LY
.The 301nt prof1t max1m12at10n model 1s based on the

‘fassumptlon that ollgopollsts recognlze the beneflts of

';pjmutual dependence and agree to act together to maxlmlze

ftotal proflts of the 1ndustry. ThlS results in the same:
”levels of pr1ce, output and proiats wh1ch would ex1st were‘

fthe 1ndustry a monopollst. When the collu51ve arrangement 1s

! o - -

v'openly accompllshed through formal agreement ;t_lsvcalled a';

:H‘cartel (Cohen and Cyert p 249)

ﬁ Osborne (1976)[111ustrated the problems assoc1ated w1th

'the formatlon and stab111ty of - cartels 1n the context. of a'

! "u"" o



duopoly model using'Figure IV-2\‘ He noted that cartels are
.
1nherent1y unstable malnly because’of problems assocxated
¥

w1th sharlng the market by the members of a cartel and ‘the .

"problems of enforclng adherance to a gartel price. 4-r~ -

4

F1gure IV—2 is an 1soprof1t map of duopolf, . Curves [

3,‘1{:to I} represgnt/tHE’Tsoproflt map for f1rm 1 while'
. Vo :

, curves I2 to I2 represent the 1soprof‘t map for f1rm 2, ? For

”:;flrm 1. proflts assoc1ated w1th the 1Hoprof1t Contour I4 are‘*u
.“greater than those of contour I' and o on.AFor f1rm 2 the."

‘proflts assoc1ated w1th 1soprof1t contour l’ are greater ,“ f4;~

‘ﬂ"f; than those of contour I,[.and so on. Pareto’ eff1c1ent prof1t'e§.
-{maximEZatlon of the duopollsts 1s achleved at the p01nts |

 ‘each other..The loc1 Qf the tangency p01n¢s wh1ch 1s denoted

'where the 1soprof1t llnes of flrms 1 and 2 are tangent td

~by C,_Co in Flgure IV 2 is called the’ contract curve, The

L first'1nternal problem of a cartel is to determrne thlS -'\

| LU o
contract curve. Q,f R | -

l_ The second problem of the duopollsts 1s to determlne
shares of the market such that total profrts are max1mlzed
_;In terms of Flgure 1v- 2 thls requ1res the determ1natlon of

”'_a p01nt on the contract curve,“for example p01nt q At thls

/

*,epo;nt “the market shares of flrms 1 and 2 111 be S

\
\

» ' represented by‘Q,:and Q1 respectlvely The shares of the
R -----------*--1ﬂt-
.~ ‘ D.K.-Osborne, "Cartel Problems Amenlcan Economlc Review-
"+ 66 (1976), -835-844, Alsc see M. Spence,,"Eff1c1ent Colluslon
~ . and Reactlon Functlons," Canadlan dburnal of Economics 11
© (1978): 1 490=5055 . - ' -
7 The superscr1pts 1 and 2 denote flrms 1 and 2, - - [
-respectlvely, whlle subscrlpts denote the levels of proflts.,=

. . N N i . e A . N : e B ! N . R e '
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~Output of Firm 2

- Source: D. K. Osborne, “Cartel Problems," .
S American Economic Review 66 (1 976): 836.
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The .third problem of the cartel is to detect and deter o

any cheatlng For example, 1n ‘Figure IV-2, 1f firm 2 cheats

the output comb1nat10n is denoted by C,.;At this p01nt \ ;Vfﬁ
proflts of firm 1 fall below those earned under per\ect - { \'
collus1on (I‘) Slmllarly, 1f f1rm 1 cheats and 2 does not,
"the volume of sales of flrms 1 and 2 each wlll be denoted by
Q2 and Qz, respect1vely,v(p01nt C, ) If both flrms cheat

the markeﬁ shares of flrms 1 and 2 w1ll be . denoted by Q2 and
'Qz respectlvely (p01nt c). In general thlS model suggests
that there is a- ‘tendency for individual members of a cartel.
jto secretly increase output and market shares and ' //m
,therefore, prof1t through secret prlce cuts.‘\\"' ’

_ Osborne (1978 p. 838 8471) uses a theoretrcal\model tof
. show that the problem of cheatlng by cartel members can be‘f”

resolved 1f the members of a cartel incorporate a’ quota

rule 1n a cartel agreement Under thls rul 1f f1rm 1

cheats by of f- ll$t pr1c1ng,vf1rm 2, retallates by off list -

‘ pr1c1ng and 1ncrea51ng output so that market sHhres are

'”preserved In th1s ase f1rm 2 w1ll lose less than by

o

i

remalnlng at q in Flgure 1V- 2 and v1ce versa, whlle f1rm 1~m~ﬂﬂwaw~'

loses any excess proftts. Thus, under a quota rule the |

loyal f1rm is better ff retallatlng and no member is .

—
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hespec1ally among-a\

" new’ competltors, and the pr1c1ng of sugar by eastern

' other cartel members. As d1scussed later in this chapter it
‘appears that the eastern Canadlan sugar refiners applied the

quota rule to maintain constant market shares in the 19605

and early 19705 and to correspondlngly deter cheatlng and !

control 1nstab111ty

N Spence 6{978) also concluded that the solutlon to the

,:unstable nature\bf colludlng f1rms (cartels) is to apply a
unota rule to members of a cartel.‘éIt has been asserted by. -

Caves and Porter (1978) that 1nstab1l1ty of market shares,v

1ndustry s leadlng flrms prov1des a

measure‘of rivals' beh vior.: They argued that stablllty of f

market shares in the prese ce of economlc vlsturbances is a

f likely reflectlon of stablllty and complete ess of

ollgopol1st1c collu51on.

B. Some Ev1dence on Market Conduct of Sugar Ref'ners in
Eastern Canada o s . :

Three patterns of market conduct whlch were- allege in court -

durlng ‘the Atlantlc SugaP case are examlned These were ‘the

’ alleged sharﬁpg of the market for reflned sugar in, f1x

@roportlons-'exclu51onary\tact1cs used to deter the entry of

\

\

‘Canadian reflners. The Crown\malntalned that these patterns

of market conduct were as a result of collu51on and_that the

/consequence was the lessen1ng of competltlon unduly An

*'R.E., Caves and M.E. Porter "Market Structure, Ollgopoly
and Stability of Market: Shares," dcuPnal of Industﬂlal
Economlcs 26 (June 1978) 289-308, o ,
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Lawrence 1n the market for reflned sugar in eastern Canada ‘1 l
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attempt is made to assess the impact of these conduct
patterns on'the\level of competition in that market.
Addltlonally, 1mp11cat10ns for competltlon policy are

discussed concernlng each of these ‘patterns of market

7iconduct. The main source of-data for the assessment‘ls the

court transcrlpts from the Atlantlc Sugar case (1976 1978

\ . . ’ e

Stable Market Shares'and Competition

- Data on annual market sharES of Atlantlc, Redpath and St.m

+

from 1940 to 1973 are from transcrlpts of the court . case

]

pertaining. to these reflners.‘f The mean value, standard

dev1at10n and - coeff1c1ent of var1at1on about the mean of the

, market shares of the three reflners are calculated for the'

perlods 1940 to 1949 1950 to 1959 and 1960 to 1973 as'well

as’ for the entlre perlod from 1940 to 1973 ! Dur1ng the'

f1rst sub per1od the Governgent of Canada allocated sugar.h
" to Atlantic, Redpath and St. Lawrence in the rat1os of 35. 5,
.43.0 and 21'5. respectlvely Between 1950 and 1959 the

_fGovernment of Canada dld not control the market shares of r_f\

)

the three reflners. The Crown alleged in court durlng the

_——_——_.—__-._—_——__

'°The Queen v Atlantlc Sugan Reflnenres et al, (1978),

- Pleadings before the court of appeal, Montreal, _32,l6396 99 =

t1

The standard deviation is a measure: of var1at1on or

' dlsper51on in'a data set. It is defined as. the ‘square-root . .

of the: varlance./The coeff1c1ent of varlatlon is.a relative
measure of dispersion in a data set. It is expressed as a
percentage of the\standard dewtat1on divided by the mean of
the data set. Robext D. Mason, Statistical Technrques in

 Bussiness and ‘Econogics . (IlllﬂOlS' Rechard D. Irw;n,,1978);

(100--101, N T
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Atlanti@ Sugar case that from 1961 to 1973 the relatlve
of
market shares of the three refxners were not d1fferent from

those real1zed Jfrom 1940 to 1949,

| Table Iv- 1 summarlzes the means, standard dev1at1ons o
‘_and coeff1c1ents of varlatlon 1n the annual market shares of
.Atlantlc, Redpath and St. Lawrence for the different periods
of time from 1940 and 1973 The standard'deV1atlons and
coeff1c1ents of varlatlon show that there was llttle
dlfference in the var1ab1l1ty in market shares w1th1n these
perlods for each of the ref1ners. * The varlablllty 1n market
shares (for each of the reflners) Jfrom one year to another

between 1940 and 1993 was. almost 1dent1cal to that reallzed

14

between 1940 and 1949 when the Government of Canada«
)

tallocated 1mports of sugar to these reflners. From 1950 to

‘o

1959 there was an 1ncrease 1n the var1ab111ty 1n market
shares. of each of the ref1ners. The var1ab111ty decllned for.
ethe perlod of t1me from 1961 to 1973, _The- coeff1c1ents of s
| varlatlon ShOW»that'WIthln each period of tlme, Redpath (the |
.domlnant flrm) had. the lowest warlab111ty in market shares
wh11e those of St.. Lawrence (the smallest of these three

feflners) had the hlghest year to year varlatlon w1th1n any fo"ﬁ,f

'onevper1od . - _Y‘ ' ' e -

The dlfferences between the ‘means of market shares ?br
" the perlod of t1me from 1940 to 1949 and from 1961 to 1973 lu'v

for Atlantlc, Redpath and St. Lawrence aresevaluated using a
. '. N Q . . o g )

: ¢
©
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TABLE IV-1
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Stability of Shares of the Market of Three Sugar
Reflners in Eastern Canada Between 1940 and 1973

v
N »
-.....-—.-—--—......-......-.-—m-—-._—__._._—_.———.‘-—..—_.—....-.—w—«...—-————m—-—.—._m—.—
f R [

Name of
refiner

1940-73

W

1961“73

—-—--—_..u—-—..-.....-—-.—_-.——_-—-—1———.—.-——-———._——_—-—_—-.....——-....._—-.-._.

-

Atlantic:
~Mean .
“s.d.
C.W.f'dt
Rédpath:i
1Meaﬁ

S.d.

C.v.

St Lawrence:

Mean

s.d. -

SOURCE Calculated from Appendlx IV 1.

’

35.1

1.24

i.5

© 43,1
0.97
2.2\

Market shares during .
1940-49. 1950-59
percentages
35,6 34.6
0.96 1.59
2.7 4.6
e 43.5
© 0.56 1.42
1.3 3.2
21.7 21.9 -
0.75 1.32
.3.4 6.0

‘I'NOTES s.d. denotes standard dev1atlon- and
-+ C.v. denotes coefficiént of variation.

43,1
1 0.72

1.6

21.8
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two~tail t test.'’ The objective is to determine whether one
not¥tHere are significant differences between the means of

market shares during 1940 “to 1949 and 1961 to 1973, for each

’

of these refiners.

Table 1V-2 shéws that the computéd and critical values
of the two—téil t étatistic for the market shares of each of
the‘fefiners‘fall Qithin the rénge of the taﬁuiated values
of;t of plu; and minus 2.83, at the 1 percent level of
“significance (with 21 degrees of freedom).'? That is, there

~is not a significant difference between the means of market.

*

shares during 1940 to 1949 and 1961 and 1973 for Atlantit,
Redpéth and St. Lawrence. There is no evidence that the
Situaﬁﬁdn has changedqsince 1973.%The hypdthes%g that there
is not a significant difference between the means ofﬁmgrkett

shares realfﬁed during 1940 to 1949 and auring 1961 to 1973

- .

' by,Atlénti;, Redpath and St. Lawrence, respectively, is

accepted.

Some evidence from the court transcripts in the
\ 2 , -

AtlantVCvSugaF case sudgests that the relative stability‘of’

- ———— ——— -t — o —

+ means of two samples are significantly different from each
- other..That is, the null hypothesis does not stipulate the

- direction of the diffédrence between means (Mason, 294). For
the method of calculatlng values of the t statistic, see
Norman H.Nie, C. Halail Hull, Jean G. Jenkins, Karin .
* Steinbrenner and Dale H. Bent, Statistical Package for the

Social Sciences (New York: McGraw-Hill Book Company, 1975),
©267-275. L T : ‘ : :
'? Norman H.Nie, C. Halail Hull, Jean G. Jenkins, Karin
Steinbrenner and Dale H. Bent, (1975, p. 268) have defined
the level 'of significance as "the smallest probability that
will be accepted as reasonable due to chance or sample
variability." L, .



\v,f“'t,,j 2 L_TABLE 1V-2.

" . S S
The Compdted and Cr1t1cal Values of t Stat1st1c for the.
- Market Shares of Atlantig, Redpath and St, Lawrence R

o From 1940 Lo 1949 and From 1961 to 1973 O R

D ) <

| Values of t statlstlc w .

DI ) Crltlcal at the'”'lhf.,

‘ STEe ' “1/percent: levelé T

g.Name of ref1ner ‘ Computed ;, of 51gn1f1cance.ﬁ R

‘--*-.---**,--c*—**-*——;-.”- ———————————————— -i—.———_—-——-‘-'—-—-———::. ‘ »

8 B T e e T R

‘Atlantlce Lo B0 2083

‘Redpath . - -1.25 283 i
bmSt Lawrence>§ni'f,fcql32hi,;ﬂtfl'ff2.83]~ml o ,5;
'—_J-;'._"'j—,:’——‘_——v'.‘_‘—“-“-'_—‘—/—,“'h ——————————— ~ e e e e e e :
:‘:‘ “:{ c JZ‘

J”}market shares over the perlod of tlme from 1961 to 1973 was

S due to collu51on between ref1ners F1rst between 1955 and

P&

j1957 B C Sugar acqu1red Man1toba Sugar. Green-(1980) has

'hbﬁ.reported that before thlS merger 1n 1955 Atlantlc, Redpath

I o \ ;
R and St. Lawrence controlled about 30 percent of the market '

'hl']for reflned sugar 1n Man1toba.b‘ Ev1dence from the court

o transcrlpts 1nd1cates that the three reflners have not had

‘lfﬁzaccess to the Manltoba market from the m1d—19605 s It can

u:u_be expected that thlé decllne 1n the market for reflned

Coons At
-HCanad

ugar yould have affected the relatlve>market shares of each fug

- the ‘three reflners d1fferently 1f these had been actlng

fgind;pendently In faCt lt 1s ev1dent that the contractlon f;
vic. \Green, o p. cit., (1980), i85,

antic: Sugar Pefinenles V the Attorney Genenal of
a\<1980) 15, 8960. : B
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1n the market ava11able o the reflners did not affect the1r
relatlve market shares. o .V h; f:'v‘_,, _ ,f.g“

Secondly, in- 1959 Redpath establ1shed a new sugarg

.reflnery 1n Toronto wh1ch almost doubled its output _ |
.capacgty Thus, from-1959 vRedpath had a locatlonal_
advantage in Toronto and in most other markets ‘in Ontarro
over the other reflners located in Montreal and St John. If”
the three ref1ners in eastern Canada had been actlng "v
1ndependently.»1t could\be expected from thls change that
relatlve market sheres would have changed in: iavor of <

' Redpath ThlS was not the case. Market shares rema1ned

stable over the perlod con51dered. fri;‘j” v~f ”" -,}3 "ddf/f

L DRV AU I

/

lk-fh%,‘l_ Another economlc change 1n ‘the sugar reflnlng 1ndustry/‘:,fj

/

:ka“f‘ occurred when Redpath ploneered the productlon of lquld
, , /
sugar 1n Canada 1n the 19605. Some ev1dence from court /

transcrlpts suggests that Redpath recognlzed the advantage

/

:n_1t had over the other reflners w1th respect to the supply of

lquld sugar. In 1969 Redpath stated in 1ts annual market1ng

plan o emphas1s w1ll be placed on llqu1d sugar because 1t 1s
an area that competltors are weakest and the company is s
strongest"i“ However despmte thls percelved cOmpetltlve gv7
advantage, the relatlve market shares of each of these:-"ﬁ

' ref1ners remalned stable 'vr
TN

= Another and p0551b1y the most 1mp3rtant economlc change'

1n the sugar ref1n1ng 1ndustry occurred 1n 1964 when Cartler‘h.;

T

entered thlS 1ndustry w1th a ref1n1ng pﬁant in Montreal

e s e __—_—_—_—-— i

';" Ibzd.,_(1980) 50; 10136



"Ev1dence from court transcrlpts 1n the- Atlantlc SugaP case

“,suggests that thlS reflner achleved an - 1n1t1al market share
, jos

ﬂof 1.1 percent of the eastern Canadlan market for reflned

. sugar wh1ch 1ncreased to 6 8 percent by 1968.v7 Other

Lev1dence 1n these transcrlpts suggests that over th1s perlod'
g\»of tlme the market shares of Atlantlc, Redpath and.st ‘
“.g-Lawrence changed each year in proportlon to the1r hlstorlcalH
h‘market shares though much of the reflned sugar of Cart1er' k
vwas sold to tradltlonal customers of St. Lawrence. f The r‘
..;Crown qoncluded that the adjustment 1n market shares to
dmalntaln the1r tradltlonal shares of the eastern Canadlan“_:{'
_fmarket for reflned sugar was a result of a market shar1ng
: '.tglh-summary, it nay}be expected that the changes.rn rﬁ

'economlc condltlons whlch occurréd between 1960 and 1973

kI

“snﬂwould have destablllzed the year to year market shares of

A‘frAtlantlc, Redpath and St Lawrence 1f these reflners had

'made 1ndependent dec151ons on the amouﬂt of sugar reflned

pand traded The 51tuat1on whlch ex1sted 1n the eastern

_ Canadlan sugar ref1n1ng 1hdustry appears\to correspond to

gthat pred1cted by the ]Olnt proflt max1mizdt1on model

«’_

c‘desc1bed earller As was concluded by the tr1a1 Judge in’

"[_;the sugar court case, V,.} one would be very 1ngenuous not

,." Ibld., (1978) Pleadlngs before the court of appeal 32,
6394-6406.. : e R e . NI

e Ibld., 32 6403 05. . . e R -

'? For a detalled dlscu551on of thlS toplc, see F M

:Scherer, op CIt., D K Osborne, Op CIt., and M. Spence,~'jua,nli'

'»op crt



¥

}-'_"f_“ The Oueen v, Atlantlc Sugan Pefmem 'S et al ‘_(':1.97'5).”;0,[)'. :
cit., 102, .‘ ; ‘ iRt PP
- *tIbid, (1978) 32 6401— 02.

%

’to be aware that there was and contlnues to be a tac1t

agreement...."’°f

As was alleged by the Crown in court durlng the

' Atlantlc Sugar case, there is ev1dence wh1ch suggests that

]

,“the apparent stablllty of- market shares of Atlantlc Redpath'

ps

-g“and St. Lawrence from 1961 to- 1973 was assoc1ated W1th
mlessenlng of market . competltlon ;Thls conclu51on is: 1nferredhi
'from a testlmony of Mr. Shaw of Redpath to the trlal court
in. 1975 who stated | it

,When Cartler started in 1964 Redpath took the attltude_hﬂh’

“that Cartier. would not take any Redpath. customer, that .
. ~we would meet ‘any prices that were offered by Cartier: to
~ Redpath customers,... Nevertheless, Cartler, not being

" successful agalnst some Redpath customers, then went: to

~other customers who. bought from competitors; and they in
'turn started to cut against Redpath customers..;.;And at
‘that time we realized we were in a reccurring situation .
~of the n1neteen sixties, and we stopped and stepped
.- aside. Well, we will reduce our share of ‘the Canadian N
. market by our shdre of the Cartler produqtlon. We would >
,not go back’ any further

The Crown stated what/Mr Shaw is’ saylng 1s that the
astern Canadlan market was d1V1ded among the blg three w1thg

e
each hav1ng tradltlonal customers. It seems that in the

,‘absence of new competltors, 1t was unllkely that the threejvf:nh’

blg reflners would compete on the ba51s of prlce. The Crdwn -

"argued ﬁhat the prlce cuttlng by Redpath had been almed at

"}undermlnlng the competltlve p051t10n of Cartler and when 1t
"7became apparent that thlS dec151on was 1n reallty one . to xfft'

:’_1ncrease market shares, Redpath stepped a51 e.ﬁ_Itvcan be-:”"
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“./

by these reflners to regaln tradltlonal\\\rd

"Atlantlc Sugan case stated'

‘d“concluded that stable market 'shares were assoglated w1th '

|

'vlessenlng of prlce compet1t10n in the eastern hanadlan

”'smarket for reflned sugar 51nce prlce competltlon would“ :
fllkely have destablllzed establ1shed relatlve market shares
Kas well as provoke ‘a prlce war among Atlantlc, Redpath and

'-’St Lawrence.

e

Another example of lessenlng competltlon is concerned

jwlth a feature of prlce dlscountlng by these reflners.ﬂ

Ev1dence from several transcrlpts shows that in the 19605, B

r/

Atlantlc,,Redpath and St anrence on occa51ons gave somef

'yllmlted pr;ce dlSCOUhtS to selected buyers of reflned SUgar.r.

The ev1dence also shows that the dlscbunts were a tool used

et shares. An,u

offlcer of St.,Lawrence Sugar testlfylng in- courv during(the”

1f we were. behlnd our target for the year we mlght be \f\§4,~

- more’ aggre551ve in dlscountlng to try and: correct. our.
. 'position;, and I expect when we. find that other ref1ners'
- are more aggressive than we are, - then they are beh1nd in-
..-some- target  they have: set for themselves,-and are trylng
'to- correct ‘their p051t10n.... Sometimes we would glve-g.
very small dlSCOuntS to get bu51ness 2R :

};As it was argued by the Crown, the llmlted and small prlce“f
“’d1scounts to selected customers had the outward appeara 1ce P
‘of pr1ce competltlon. In the framework of the 301nt proflt

‘_max1mlzat10n model these l}mlted prlce dlscounts could be;”';

e’

Jv1ewed as restrlctlng prlce cheatlng by members of a
.‘_Tcartel As noted\\arller, 1ﬁ the domlnant f1rm pr1ce

vlleadershlp model the leader determlnes the product prlce and

lge”For more - detalls, see Ibld., (1978) 6406 1?



the other flrmF follow. ThlS model does ‘not predlct that
' small 11m1ted pr1ce conce551ons would be glven.-'.

All the three courts wh1ch rendered judgement in the
Atlantlc Sugar case (the trlal court the court of appeall
and the Supreme Court of Canada) agreed that the malntenance
of hlstorlcal market shares by the accused reflners "was the
'iresult of a tac1t agreement" between Atlantlc, Redpath and
fSt, Lawrence. However the judgement of the. trlal'court and-

‘-the Supreme Court of Canada was that the agreement was not‘

1ntended for the lessenlng of- compet1t1on and the lessenlng‘

"of competltlon was not undue. These courts contended that

I'd 4

the 1ntent of the; “reem‘nt was to avo1d prlce wars between-‘b

the reflners. The‘courts acqu1tted the’ reflners. Though the’
- court of Epeal agreed with the argument that the agreement;u
:to malntaln/fixed market shares may have been 1ntended to.

-fav01d pr ce wars, 1t was judged that 1llega1 means had beenf

LD

/competltlon was adversely affected The Judge 1n-'

R

'r}the court of appeal stated ' f"]; '«-e__h;'

-;Manufacturers may legltlmately seek a certa1n economlc
vprosperlty,.but not by means of a commercial peace whlch .
~is expressed by a proh1b1ted act, that is the :

. le11m1natlon of competltlon- Mr Justlce Taschereau of the"
' Supreme Court, .in Howard Smith Paper Mills Ltd. et al.v.
The Queen (1957) 118 c.c.cC. 321 at 325, 8D L.(2d) 449
C.P.R. 6 stated:

FERENS -"The. public is entltled to the beneflt of free_‘

‘. competition, and the prohlbltlons of the’ -act cannot’ be .

"~ evaded by the good motives. Whether ‘they be innocent ‘and

. even’ commendable, they cannot alter the true character ,
of the. comblne which the law forbids, and the wish to

‘a_accompllsh ‘desired purposes constitute no- defensen...;

. It is my .strong view that the traders, A
manufacturers, ,ndwprodUCers cannot¥ as the law stands,

~ monopolize a: substantial rt of- the markets of the '
fcountry in- glven 1ndustr1es, to promote the1r own e

2

o\



vubusiness interest... by saying to the'Courts that the
conspiracy was organlzed in order to achieve the
stablllzat1on of - prlces and productlon".”
It seems that‘tbe stance taken by the tr1al court and the
Supreme Court of Canada focussed on 1ntent ahd 1gnored the
adverse effects on competltlon that appear io have resulted
-from stable market shares :5 e "?:'h4'

Mallen (1976) has argued that the long*run stablllty in

'v;market shares of Atlantlc{ Redpath and St Lawrence was nqt

.due to collu51on. He also argued that stable market shares

100 .

;were compatlble w1th effectlve competltlon The argument was.

‘that a number of factors nece551tated stable market sharesv'h
‘gtof these reflners. One of the factors to wh1ch stable market
'shares was attrlbuted was the stable demand for reflned
’sugar 1n Canada.‘A second factor was the 11m1ted entry 1nt5
1and ex1t from the 1ndustry Another factor Whlch Mallen i

.ma1nta1ned had fac111tated constant market shares W1thout

ol

‘.collu51on ’was the relatlvely homogeneous nature of reflned

A

"sugar products. It was argued that threats%of b1tter“pr1ce'f
wars d1scouraged aggre551ve marketlng p011c1es whlth would
’have resulted 1n var1ab1e market shares from one year to

vanother. However, as dlscussed earller cond1t1ons in the

'”market for reflned sugar appear to have changed cons1derably ;,,

from, 1960 to 1973 and yet the relatlve market shares o
*remalned stable. e 7ef" -‘”“"_.7‘ }, ”

‘hf”Ibld., (1978) 41 ccc2, 224- 225, o g o
#* Bruce Mallen,'"COélggao Is- Long Run’ Market ‘Share

":Stablllty a Reflection: The Case of the eastern Canadian

-Sugar. Refinery Industry;1960-1973," The Buszness 0uantenly

5i”ReVIew 41 (Summer 1976) 28~ 36.



L , : R oL - 101
i

~Osborne (1976) and Spence (191 have . 1nd1cated that

‘ cartels ten ‘to be stable pr1mar11y through dellberate

\

;.malntenance of constant market shares by all\members.”lt'

i

seeéms likely hat Atlantlc, Redpath and St. Fawrence‘;

. . -
dattempted to alntaln‘constant market shares as a means ofi~

1essen1ng.competition in the'refining industry Whether the

lessenlng of competltlon was 1ntended or not‘1s d1ff1cult to

- assess from the avallable ev1dence. However 1ntended or
'n the lessenlng of competltlon apparently reduced the;
"level of economlc eff1c1ency con51derably 1n the sugar

o ref1n1ng 1ndustry B A P

e

‘Some Evidence‘on'Market Exclusion o

e

h One feature wh1ch 11ke1y enhanced barrlers to entry 1nto the'

A

A\
eastern Canadlan\market for reflned sugar between 1960 and

,1973 arose from exclu51onary tactlcs of Atlantlc, Redpath

'jand St. Lawrence towards potent1a1 competltors. ThlS sectlon

of ‘the study presents ev;dence of market exclu51on along

"w1th a dlscu551on of the 1mp11catlons of thlS feature of

}market behav1or for competltlon'pollcy in Canada. EV1dence

from court transcrlpts concernlng the Atlantlc Sugaﬁ case

”indlcates that from 1960 to 1974 a number of flrms-

attempted//9 enter the market for. reflned sugar 1n eastern

‘,Canada, s Only‘tw reflners successfully entered thls market

T

;and the? entry occurred after. the Government of Canada

~;nterven d. The ev1dence 1nd1cates the appllcatlon of

/ o N

”_1;__;;L____;;;___ s |
23 These f1rms are outllned 1n the dlscu551on below. o

. \‘

-
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several strategies by the threb aocused refiners to deter =

the entry of new firms-into the eastern,Canadian market for

¢
refined sugar.

~ The main strategy was foreclosure of access to raw
/

sugar. The ev1dence from court transcrlpts of the Atlantlc
15ugar case suggests that between 1960 and 1963 Rﬂbln'AUStln
(the founder of Cartier). and Commonwealth Enterprlses in

Montreal (a bu51ness f1rm in Montreal) were denled access to(

B4

‘reflned sugar on the world market for import 1nto Canada for

dlrect sale to the trade. The ev1dence 1nd1cates that

between 195f'and 1961 Rob1n Austln had 1mported reflned p
sugar 1nto Canada for dlreet sale to the trade.?

Apparently, from 1961 onward, that form. of sugar was not

_ avallable to Austln for 1mportatlon 1nto Canada. The
evidence on thls from the transcrlpts reveals: tbat Austlnv
sought the a551stance of Golodetz of London, an. 1mportant'
,“1nternatlonal sugar&broker, to obtaln hlgh quallty sugar for

"1mportatlon 1nto Canada. Golodetz replled ‘to Austln statlng

Two or three years ago we were suspected of hav1ng

_ some interest in importation into Canada of: Mexican,

“'whites, and then without making a proper check: on the
facts, we receivéd warnings from Tate and Lyle on behalf
of Canada.and Dominion that our raw sugar business would
suffer if participation of white sugar exports to Canada
could be proved. }

- In the circumstance wesdo not think ye shall be ,
able to cooperate w1th you, even if we can f1nd o
sugar....* ‘ -

_,.-__:—___-—_._—_.__—_ . . R

2¢ Robin Austin imported high quallty sugar as a reflner,-
washed the sugar by a simple process -(the process was =
simpler than reflnlng) and sold the sugar malnly to food
processors. v :

£
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In the. face of the present and past strong
‘opposition by Cand#dian refiners, we are d151nc11ded to
~make sales through you of white sugar, either by dltect

offers or by some arrangement for indirect work1ng W1th
Youzv 1 :

In 1974, the author of these letters test1fy1ng before the
trlal court relterated | ‘ |
}.. having been forty years in the sugar bu51ness..; I
~ knew’'very well that the refiners don't want people who
deal with them offering white sugar.... It is ingrained,
in the people who negotiate such bu51ness.“
It can -be 1nferred from the ev1dence that access to supplles

of reflned sugar by new f1rms through establlshed brokers

was llmlted

Court transcrlpts also show that 1n 1962 India, which

- had not been a major exporter of raw sugar had a. surplus of

- refined sugar for export 2 The ev1dence from the .,

_transcrlpts shows that offlcers from the Indian Sugar M1lls

I

".Assoc1at1on (whlch handled the exports oﬁ sugar on behalf of

Wt-the Government of Indla) v151ted Canada in an attempt to

texport substantlal quant1t1es of sugar to thlS country

'V151ts were made to all the reflners 1n eastern Canada,‘raw

sugar brokers in Canada and some food manufacturers in

L

Quebec and Ontarlo. Durlng that t1me perlod Rob1n Austln

and Ram Mehra - of Commonwealth Enterprlses, 1ndependently
attempted to. 1mport some of thlS sugar 1nto Canada for
direct sale to the trade.r., 1 "j ; e ‘-

_......._._—__—..——_____._

*7 The Queen v Atlantic Sugan Refmemes et al. "(1978) ,

Q«Pleadlngs before the court of appeal, Montreal, ‘31, 6129—3l.

**Ibid., (1978), 31, 6123, 6130-31..

** Ibid., (1978) 31 6131—60 }
3° ‘Bvidence. in the transcrlpts from the court case. 1nd1cates

that though the Indian sugar was refined (it polarized at

99.8 degrees ‘or- higher), it needed nom1nal reflnlng to brlng



“~;stated

extensive information from~thg\court transcrlpts whrch shows

that severalxstrateg' S were uaed_by‘the refinersrin easterh‘
'Canadaqto'prevent the -importation of that sugar into Canada.

| One of these,strateoieeuwas 0 threaten exporteranof
‘sugar in Ind1a with 1nvok1ng of’ dumplng : ies on the sugar

if 1t was imported into Canada for dlrect sale to

'trade..1 The evidence 1nd1cates that the 1mposxt10n of

1

Rdumplng dutles could have rendered these transactlons

©

unprofitable to the exporter and 1m?orter. The ev1dence also
/ »

suggests that the threat’ was effecthve 1n preventlng 1mports
of sugar for direct consumptlon, efen 1f the threat had been

fa ruse. It i's evident that 1mports of sugar 1nto Canada for

dlrect consumpt1on would have bee 1n compegltloh w1th sugar'
reflned in Canada. The extent to hlch market competltlon |

‘could have 1ncreased can. bellnferred from a court transcrlpt
‘wrltten by a representatlve of W odhouse, Drake and Carey o T

(an 1mportant sugar broker in Lo don) The representatlve.

- — —— —— T —————_——

3°(cont'd) it up to. the standar s of- reflned sugar in Canada.
However, that: type ‘of sugar could be utilized by food
processors, wineries and non—_ood manufacturers - wlthout
further refining.
_ 'Dumplng duties are lev1ed ver and above’ the ﬁomlnal
?customs ‘duties if the product/ is considered to be - dumped on

. a foreign market. For evidende with regard to sugar imports = .
.~ from India, see Ibid., (1978), Pleadlngs before the - court of
«appeal Montreal 31, 6138- 44 LT - o

<
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o ' . ’ ' ' / . . )
1f they are .going to throw. the whole manufacturing trade»
"wide open to competition from Indian white sugar that )
could be quite a disaster to them. I would have thought

if ‘they slam the door tight shut.on this Indian white
sugar it should be - qulte a lot to them 1n the future.

Evidence from the court transcrlpts reveals that in the
' same year (1962) the eastern Canadian sugar ref;ners

_purchased about 100 thousand tons of raw sugar from India.®®
- The euldence fromfthe transcripts'suggests that the |
_'ar::ngement was that exporters of sugar in Ind1a agreed to ,
only sell extra sugar to Canada - to a consortlum of the

exlstlng sugar reflners. The eV1dence reveals that this

o

arrangement was enforced by app01nt1ng an exclu51ve Ssugar

broker each year to handle all 1mports 1nto Canada of Indaan

N 24

sugar. The exclu51ve broker then chaéﬁelled the raw sugar to
thg}three re;rners. The evxdence aﬂso shows;that thlS.

‘ arrangement'worked well from 1963 ‘to 1965. In l966‘ the
, o .
~‘Indian Sugar Mllls ASSOClatlon, Atlantlc, and St. Lawrence

v1olated the’ term55@f the arrangement in thlS 1nstancer

"The ev1dence shows that on that occa51on Tate and Lyle of
London threatened to block the sale of sugar from India into
v~Br1ta1n. . ,I‘ -;’T . o [ . 4;‘ v

Other ev1dence from transcr1pts of the court case

’

concernlng Atlantlc, Redpath and St. Lawrence shows that in

—-—.—_——_-._—..._—-—_.._..

;. 24fbid., (1978), 31, 6143, g : | SR
3 Information from the court transcrlpts 1nd1cate that Tate\
an§l Lyle of London, several sugar brokers in Canada, New
York and- London, and the:Indian Sugar Mills Assoc1at10n were
involved in this arrangement. For further 1nformatlon, ‘see )
Ibld.,,(1978) 31, 6144~ 46,»(1980) 50, 9991 39{ and 52 ’
. 170529-30. e
. *¢ Ibid., (1980),;52 10374 76.

-

. 2
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| ’the trade. Hodgson replled

e Ibid., (1980) 50 9920. The court transcrlpts show that_

‘ B k R 106

¢

1962 when India had surplus raw and refined sugar to export,

Valia hrothers (ExpOrters and Importers) of India made

ingquiries to easterndCanadian~refiners about the possibility

of exportipng sugar to these refinegs'in Canada. Apparently ’

~this firm was referred to Farr ,and Company (a Canadian sugar

\

| .
broker). The broker discouraged Valia.BrotTers from this
trade, p01nt1ng out that sugar reflners in

Canada preferred

M

to deal exclu51vely w1th the. Indlan Sugar MlllS Assoc1at10n,.
rather than with, numerous exporters. :

Another example of exclu51on of potential competitors
in the sugar ref1n1ng 1ndustry, at least in eastern Canada,

‘A Al

concerns Edwards Bllllngton (a Canadlan f1rm) The ev1dence

]

‘shows that in. 1962 this flrm 1nqu1red from Hodgson (West

Ind1a) a sugar broker 1n eastern Canada, about the

‘ p0551b111ty of exportlng sugar to Canada for d1rect sale to

-

It is a;matter of policy of this co pany not to
market any.products that would be in competition to our’
c/pers who are.our main customers.... If you were
- essful in, the marketing of sugar in/Canada, it would—
be a very. 51mple matter for any refiner here to put
pressure’ n either Demerara or Barbardoes to stop you by
‘'virtue pf purchasing large quantities of sugar from
these origlns where you wish to obtaln ‘your sugar. 33

¥

After fa111ng to obtaln supplles.of sugar for

v - —————— —— - —— - ——— 1

-Hodgson (West India ) Montreal-was the exclusive
representative of Woodhouse, Drake and Carey, London. . The
‘latter was also a member of the Committee Which determined

~Jthe London daily prices for raw ‘sugar in London. See Iblg., 

(1980) 52, 10396-97.

o o . \\
, , S , 2

© T ' v



107

A
Robin Austin decided to establish the Cartier Sugar Refining

Company in Montreal in 1963. The evidence from the court
transcripts indicatés that eastern Canadian sugar refiners,
sugar brokers in Canada and théif parent companies in London
including Tate and Lyle, and some major suppliers of raw
sugar to the world free market attempted to preven£ Cartier
ﬂaviqg access té supplies of raw sugar for refining in
Canada. The extent of the problems that Cartier faced in the
pnocurement’of raw sugar is suggested‘by the contents of a
letter of a sugar broker in Quebec to raw‘sugaf producers in

‘South Africa in 1963. The broker stated:

~ . 3\ ‘ .
My first impression is that Robin Austin will have
difficulty obtaining sugar from most ‘sources of supply.
You can well imagine that any sources (including X
Rhodesia) that has Tate and Lyle influence will shun any
dealings with him.... I think it is unlikely that any
others with the possible exception of India would deal
with him. Even India is doubtful as Czarnikow-Rionda -
handles sugar through Czarnikow Montreal. So that leaves
" South Africa. - » o -
.+... Joe Whitmee said they would ‘do nothing about
it at present. However, once he was in business, they
would take steps. Obviously meaning price cutting.?¢

3

Asvdiscussed earlier, sugar imports ihtoLQénada}from

~India for direct -sale to the trade had been restricted by
“the existing-eastern Canadian refiners from 1961. It was -

previously noted that, in the '1960s, Indian raw sugar
»impo;ts into Canada were channelled exclusively through

(3

established Canadian sugar refiners. This, apparently,
denied gargier access to raw sugar from‘Indié.~In'the case
*¢<Ibid., (1980), 50, 9908..In the 1960s, Joe Whitmee was
then director and.managing°director of Tate and Lyle and

“._ Redpath Sugar, respectively. -

oy
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ﬁ_Canadlan sugar ref1n1ng 1ndustry.,-

o e T R

of 1mports from South Aﬂrlca the court transcr1pts suggest

:ﬁ that some arrangement was made for the establ1shed sugar‘

e

“Qreflners Ain eastern Canada to buy about 100 thousand tons of

raw sugar per’ year, between 1963 and 1966 from South

e

Qfof the sugar exporter 1n South Afrlca to Cartler read as

Afrlca, provzded that these exporters would not sell raw
sugar to potentlal competltors
It 1s worthy of note that ev1dence from the court

transcr1pts shows that the exporter of raw. sugar 1n South

Afrlca had agreed to supply Cartler w1th 30 thousand tons of

q

'”r:' raw su ar annually, for f1ve ears. It seems ev;dent that 1t
% Y

was 1mmed1ately after consultlng w1th the>eastern Canadlan

].reflners that th1s sugar exporter cancelled the deal w1th

~

3 e
<

e
PR

follows.»;;'t~

luffEstlmated p051t1on for. 1964 wthh has dlmlnlshed Slnqg

. our discussion... makes definite allocation this stage_““5'“

. impossible. In’ pr1nc1ple Association would prefer
consider Canada contracts as.a- ‘whole and not

’ligi~1nd1v1dually Ain. order to ensure equ1table allocatlon all

-buyers L

'“3?It i 1nferred from<¢has 1nformat10n that Cartler s access
”ilto the supply 6f raw- sugar from South Afrlca was foreclosed

'7;"The objectlve was to deter the entry of Cartler 1nto the 7‘

BRI O TR LT S

More ev1dence from the court transcr1pts 1n the sugar

2

"ﬂﬁcase (1974 to 1980) 1nd1cates that Atlantlc threatened to -

'hboycott the purchase of raw sugar from any sugar broker or

- . - — i, ot e ot s

Ibid., (1980) 50, 9925, - fl"i’x_f_lpﬁ”ﬁu_

l_qp,é' Ibid., (19801__ﬂ_,,9925 10020

e

wa

Cartler. A\court transcrlpt of a cable from a representatlve dl,



-'V1,0'9.,:
h{exporter who sold raw sugar to Cart1er.<It is- 1nferred from
- this ev1dence that Atlantlc attempted to deter the entry of
fyCartler by forecloszng access to supplles of raw sugar and
to establlshed channels (brokers) for 1mport1ng sugar |
rhTestlfylng before the Restr1ct1ve Trade Practlces Comm1551on
1971 Robln Austln clalmed that other tactlcs wh1ch had
5:been used by the reflne?s to deter hlS entry 1nto the'
'rf ef1n1ng 1ndustry 1ncluded blocklng of f1nanc1ng\and 1)
i sabotaglng cargoes of raw sugar As was 1nd1cated earller
ﬁ"between 1969 and 1974, Rob1n Aust1n and Westcane each ‘:7'
d{}uplanned to bu1ld new sugar reflnerles at Cornwall and i
'fOshawa,rrespectlvely Some 11m1ted ev1dence from the court

Qtranscrlpts 1nd1cates that Atlantlc sought the a551stance of

N Salter Hayden (an 1nfluent1al senator in Canada at that tlme;yf

"fﬁ*and also a co= dlrector of Atlantlc Sugar) 1n an attempt to

:deter the entry of each of Westcane and Roblnihustln 1nto e
the ref1n1ng 1ndustry As was argued by the Crown 1n court‘ ;
dip:lt was . hoped that ‘the senator would "n1p the two- planned
pfreflners 1n the budw.ff The Crown argued that 1t was afterﬁ
“ftfalllng to deter the entry of Westcane, that Atlantlc and
_Redpath each proposed a ]01nt venture 1n the planned |
ref1nery of Westcane.‘Test1fy1ng before the tr1al COUft'ln _d:
the sugar case 1n 1975 a former pre51dent of Atlantlc Sugar
.stated "The conclu51on was that we can’ t stop them maybe we 1l

[N _.__—..——_—..—_-..._—__

. Ibld., Draft Statement of Ev1dence, 255 271' and also see
'--Zw T. Stanbury - ‘and G B, Reschenthal%r,.op ~cit., (1977): 652,
ag‘°Ibld., (1978) 31, 63147 and Idem, (1980), Pleadlngs before
* . the Supreme Court of ‘Canada, "4y, 9417. Also see the note by .
:1W T Stanbury and G- B. Reschenthaler, Op CIt : (1977) 652.-<



:‘canijoln them *“_ |

:A ;1Th% 1nformat10n outllned above suggests that between
uf1960vand 1973 the 1mportat1on of sugar 1nto Canada for

o ref{hing or for dlrect sale to the trade\was under strlct
v,survelllance by the eastern Canad1an sugar reflners,.sugar
brokers 1n Canada and London and from Tate and Lyle 1n

‘QLondon and 1ts sub51d1ar1es in Several parts of the world

VVL_It seems ev1dent that 1n the(?9605 and 1n the early 19705,

~t,these groups adopted aggre551ve strategles wh1ch dlscouraged

~

or deterred potent1al exporters reflners, and 1mporters
il entry 1nto the-Canadlan market for ref1ned sugar._It appears

that potentlal sugar reflners, 5upp11ers or 1mporters must

‘hf_overcome;ma]or barrlers to entry assoc1ated w1th features of

”'_'marﬁetbCOnduct of ex1st1ng reflne}s brokers, and suppllers b

‘inf raw sugar to Canada To tﬂe extent that exclus1onary

‘7ﬂ‘-tact1cs used by the ex1sw1ng reflners seem to have 11m1ted

:;entry not only of new. reflners, but also of 1mporters and
'fsuppllers of reflned Sugar,,thls feature was related:to the
f’hlgh levels of concentratlon 1n the Canadlan sugar ref1n1ng
':ilndustry for the perlod of t1me from 1960 to 1973 .

An addltlonal tactlc whlch may be assoc1ated w1th the_ff

‘fiyexclu51on of new entrants and the cont1nu1ng hlgh levels of

‘;fconcentratlon in: the Canadlan sugar reflnlng 1ndustry 1s the ,”‘

ﬂfmalntenance of conSlderable excess Capac1ty 1n thls

'V.'11ndustry As outllned 1n Chapter VI from 1963 to 1975 the

. -—-.—-_...—_...———__._._——

7ref1n1ng 1ndustry operated at a low average capac1ty

[“Ibrd., (1978) 32, 6438



4rv5ﬂ;barr1er to entry in. thlS 1ndustry.,

Capacityiubiliaation was about 70 percent‘ Thls feature o
. excess capac1ty can: be v1ewed as a barrler to entry in thlsf_”
’ghlghly concentrated 1ndustry

~Cohen ‘and Cyert (1975 p 234) have stated that the
Aex1stence of excess capac1ty makes an 1ndustry appear
1unattract1ve to potentlal entrants. Caves and Porter (1977

- p. 245) and Wenders (1971 p,_14 19) have shown that unused-

L

\\

‘vcapac1ty encourages establlshed flrms to engage 1n predatory_ '

‘fpractlces agalnst new entrants. That 1s establlshed flrms

7'may use excess capac1ty to 1ncrease output at lower marglnal

b

Tcosts than neW flrms and lower prlces to uhdermlne new

: fentrants. It seems llkely that the exten51ve excess capac1ty‘;'

~

.;n the Canadlan sugar ref1n1ng 1ndustry posed a substant1a1

o

The three courts d1d not f1nd any wrong d01ng |

‘assoc1ated w1th ‘the exclu51onary act1v1t1es o; the reflners.fr

J

VtThese courts argued that there was not enough ev1dence to_»5

'1»¢show that thlS pattern of market conduct had been a result

"of an agreement among the reflners. However, as was outllnedn,

\Vearller 1n thlS chapter,_lt 1s ev1dent that competltlon 1n

"jthe market to supply raw sugar to Canada and in the market

‘iffor reflned sugar 1n Canada, suffered due to the

"_dexclu51onary strategles of the three reflners. Thls pattern

'mlof market conduct 1s 11kely to have denled consumers in
’i;Canada the beﬁtflts of free competltlon.tt-~’v

o - As” was recommended by the D1rector of Comblnes
r{mlnvestlgatlon and Research (1981) concern;ng-the petroiéuﬁaj:

5o
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- ndustr{“‘the Comblnes Investlgatlon Act*should be amended X

‘prphiblt exclu51onary practlces adopted by a. domlnant

'flrm or more firms that are part of- a group of flrms that
gare domlnant.‘? Such an angndment could prevent flrms from
followlng parallel exclu51onary behav1or wh1ch can have_
.t,dec151ve adverse effects on compet1tlon._f

Some Ev1dence on the Pr1c1ng Mechanlsm for Ref1ned Sugar 1n
. Canada _g . : L :

fAnother major 1ssue whlch was con51dered by the trlal court

L and court ‘of appeal" durlng the Atiantlc SugaF case. was the‘

M

_hprocedure used by Atlantlc,_Redpath and St Lawrence in the
v'pr1c1ng of sugar in eastern Canada. It was argued by the‘p'
'gCrown that the procedure for pr1c1ng sugar had 1essened ~J
';competltlon 1n the eastern Canadlan market for reflned sugar':'
ﬂ';'and substant1ally enhanced pr1ces of reflned sugar to
j’consumers in Canada In thlS sectlon, the procedure fort
":hrpr1c1ng reflned sugar by the eastern Canadlan reflners .
,betWeen 1960<§n§_1213 is descrlbed Slnce the pr1c1ng of‘vwﬂ
bﬂrreflned sugar 1n Canada 1s based on the London dally prlces

.of: raw sugar, a baﬂef outllne of the purcha51ng and pr1c1ngv

A

hof raw sugar by the 1mporters (reflners) in- Canada 1s o
,presented A dlscu551on of the effects of thls procedure on
ct;'fthe leyel of prlces and proflt marglns earned by the‘v'

'nreflners 1s alsd given The maln source of data for thxs
R James Lorlmer, Canada 5 017 Monopoly The Story of - the
_-$12 Billion. Rip-off of the Canadian Consumens (Toronto-

~James Lorimer and Co. Publishers," 1981), 124, RRICEE

42 The Supreme Court did not consider thlS allegatlon as it

: ﬁhad been ettled in the lower courts." SN
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section fs.againvcourtltranscripts from the At7antiqi$ugar B
Ccase. "‘, | o | '
| fBetween 1960 and 1973 1mport LS. of raw. sugar 1nto}

’ -Canad& purchased raw sugar on con racts through sugar

,brokers 1n this country. The contracts whlchvwere,of'two

'Jtypes, spec1f1ed “in detall the terms of the salﬂ
;pr1c1ng of raw sugar, quantlty purchased shlp 1ng
'jcondltlons, dellvery date and 1nsurance) The two types of
dcontracts were those wh1ch applled to a spec1f1ed prlce for
:sugar and those whlch 1nvolved deferfed pr1c1ng for sugar
‘“sales. Informatlon reported by the Tarlff Board (1971) and
tLongmu1r ‘and Hewston (1982) suggests that from about . 1959

»’onward much of the raw sugar 1mported into Canada\was |
npurchased on deferred pr1c1ng'contracts,ﬂ,” |

JfThe purchase of sugar on deferred'priCingfcontraCts'v

11nvolved determlnlng the cost of raw. sugar to the reflner on:

Ti}the day the sugar wasfreflned’rather‘éhan .on the day the,v
fcontract of purchase was prepared The ma1n advantage of'
‘thls procedure to the reflner was that 1t ellmlnated the -

’,rlsk of any changes 1n the prlce of raw sugar between the

:‘date of purchase and ref1n1ng of the raw - sugar. EVIdence :

from court transcrlpts in. the Atlantlc SugaF case%and from

'~Longmu1r and Hewston shows that the ba51s for pr1c1ng rav

1sugar by Canadlan reflners on the day 1t vas. reflned\ras‘the

A . ///
et T o :

2. = L e - ’ ol SNPESIEITE A

. .__—__—_.__——.__...._—__

| 44 Tariff Board: op crt.; 47 52 and N Longmu1r and G.,
Hewston, -"Price Formation and Prlce Movements for Sugar,

VFOOd Commentany 4 (June 82) — e



:vLondon dally pr1ce (hereaftér referred to as ?/D\? ).** The
ij D. P was’ determlned da1ly by a commlttee of f1ve sugarv
brokers in London. The commlttee set the L D. P (whlch “
v1ncluded frelght rates and 1nsurance of the sugar from the

1
: exportlng country to London) on the ba51s of the pr1ce at

'whlch raw sugar had been purchased\on that day on. the London'*

Sugar Term1na1 market Two members of the commlttee

test1fy1ng durlng the- Atlantlc Sugar case 1n 1975 stated ‘
y‘pthat “in practlce, the L. D P represented e1ther the prlce
;at whlcthate and Lyle purchased sugar on a spot ba51s on
;the London Sugar Termlnal market on that day, or ‘on the ”"
-prev1ous day.*¢ They a}so stated that 1f Tate and Lyle had
not purchased any sugé the L.D. P. ‘would be an estlmate.

‘_hmade by the commlttee based on prlces of rav sugar on thev

;London Sugar Ta}mlna&’ﬁgriet or on the futures market._The

reflners then/added $0 75 per 100 pounds of raw sugar to the

L .D.. P Thrs was the. preferent1a1 margln Whlch Canadlan

rlmporters remltted to suppllers of raw sugar from BrltISh
'gpreferentlal countrles. Other costs wh1ch were added |
,ﬁlncluded frelght, 1nsurance, handllng and 1mport duty
dFlnally, a proflt margln was’ added thereby arr1v1ng at\a
'tpr1ce for reflned sugar at the factory gate.»_' »ft i
Formula pr1c1ng of reflned sugar by the Canadlan

: rreflners was of concern to the Crown.,It was argued by the

\
__;_______;__;_—p-

s Fhe Queen v Atlantlc Sugar Reflnenles et al (1978), -

Pleadlngs before the court, of. appeal Montreal 32, 6343.:
“ s¢Ibid., (1978); 32, 6344-51, . -
;-‘7 Ibld., (1976), Draft Statement of. Ev1dence, 62 64

‘
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- the actual prlces paid . for
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A

Crown during the At]antic Sugar case that Canada had been
one of the few”main world marketsffor "free" raw’ sugar

<However, the Canadlan reflners agreed to use the L.D. P

" which d1d not . take d1rectly 1nto account the. price of raw

lsugar sold to Canadlan reflners. The Crown contended that

raw sugar by the Canadlan

il

rref1ners were lower than the L. D. P 'and var1ed from one

reflner to another. ’ The Crown doubted the valldlty of the

L. D P. as. a ba51s for pr1c1ng reflned sugar 1n Canada Thev

\

ECrown concluded that the’ adoptlon of the L.D.P, by Canadlan

ref1ners prov1ded a dally 1ndex Wthh became part of an

\

agreed formula between the ref1ners,_1n'the'pr1c1ng of

: sugar 1n Canadg

The Crown also questloned the valldlty of 1ncorporat1ng

- the $0. 75 1n the pr1c1ng formula when in fact on occa51ons

N

-the preferentlal margln remltted to exporters of raw sugar

was lower Ev1dence from the court transcrlpts 1n the sugar ‘

f,court case show that in. 1962 the Indlan Sugar’ M1lls

iAssoc1atlon (thé“sole exporter of: rav. ngar from Indla§ sold

v substantlal quant1t1es of rav sugar (100 thousand tons) and

"‘1

‘ agreed to take lower preferentlal marglns, ranglng from ‘v
gyabout $0 25 to $0 65 per 100 pounds of rawv sugar.so There 1s

galso ample ev1dence from the court transcrlpts wh1ch

__—__—_.-—._—_—___..-—

BRI V5 was dlscussed in Chapter II "free raw sugar ‘is that

‘sugar which moves ‘in 1nternat10nal trade without- spec1al

~trade arrangements between 1mport1ng and exportlng N

'countrles. :

% Ibid., (1978), 32, 6343-51. R
e Ibid., (1978) 32 6440 (1980) 49 9856; (1980) 51,
A03ig-z0. T T S
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indtcates/that, in the 19605‘and early‘197bs, exporters ofb
raw"sugar in South‘Africa aIsomallowedFSUbstantial'privatei
'di5counts.on_the L. D P or on the preferentlal margln to
importersrof raw sugar in eastern Canada, whlle the reflners
3continuedsto use the L.D.P and the $0. 75 1n the pr1c1ng
'formuia.5‘ | h

Another concern about the formula pr1c1ng was that,
dabparently due to thlS method of pr1c1ng reflned sugar
prlces of reflned sugar of" Atlantlc, Redpath and St.
Lawrence were essentlally 1dent1cal between 1960 and 1973.
5:Atlant1c and’St. Lawrence‘statedlln thelr testimony'to.the
trial COurt that in additionwto’formula bricing[of refined
rsugar,,thfy constantly"obtained‘information about’prices
Redpath charged for sugar from e1ther a telegram company,v
'sugar brokers, or: customers in eastern Canada and matched
hthese prices.’ o e _’ | |

It is dlfflcult to conclu51vely establlsh whether the
Acons1stent1y standard procedure for pr1c1ng reflned sugar in
teastern Canada and 1dent1ca1 prlces 1n the 19605 and early |
ﬁ9705 were due to/prlce leadershlp w1thout collu51on, market.
colluslon or to both of these conduct patterns Stanburz
and Reschenthaler (1977) concluded .that 1dent1cal prlce '
’llsts of each of the reflners was/due to consc1ous' |
“parallellsm.S“They argued that in a hlghly ollgopollstlc

‘1ndustry, collu51on was unwarranted since other reflners

__..._———_-.._-____-.__._

s Ibid., (1980) 37, 7308- 66; and (1978) 32, 6451-52, 6463.
o 52W T Stanbury and G.B. Reschenthaler - op. cit.,.649.; '

R
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would follow the price set by the dominant firn (Redpath)"‘
Even then, . the adopt1on of the. standard procedure of pr1c1ng4
reflned sugar (u51ng predetermlned rather than actual costs)
_can be viewed as-consc1ous efforts by these reflners_to |

‘facilitate the communication of price information.

—~——

standard formula for pr1c1ng reflned sugar, allocatlve
'eff1c1ency suffered Con51der1ng that ref1n1ng costs for the
.dlfferent reflners may well have been d1fferent (Tar1ff |
‘Board p. 30- 34) one would expect differences in costs tojbe
reflected in the dlfferences 1n the prlces for refined
sugar Inia competitive‘market it would be expected that
sav1ngs in' costs would be passed to consumers in, lower
vtprlces, since prlce reflects marglnal costs, Flrms hav1ngv_
: hlgher costs would e1ther be e11m1nated from the 1ndustry‘or
“would try to reduce the costs of productlon to rema1n
.compet1t1ve. Apparently, 1n'the case of the eastern Canadian B
sugar ref1n1ng 1ndustry, reflners w1th lower costs must havel
.transformed sav1ngs in costs into. proflts.
A ,
' Second ev1dence from the court transtrlpts in the

' Atlantlc Sugaﬁ case and the arguments of the Crown suggest
hthat between 1967 and 1972 the prlce dlscounts on 1mports of

rav sugar were SO large that the three ref1ners concealed

' related proflts by arrang;ng'lnflated transfer.prlces for :'

Ibld., (1978) 32, 6440-53; (1980). 37, 7304-66; 49, 9856;
and 51, 10318-20. DRSS SRR S

- A number of\related factors suggest that because of the.’
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raw sugar by their offshore sub51d1ar1es.?‘ The enhancement

Y

of prlces to Canadlan consumers can be 1nferred from a court‘
transcr1pt of a statement made by a representatlye of *
Redpath during the formation'of the Alhion Company Limited
of Bermuda in 1967. . It was stated' | |

The raw sugar puncha51ng departmerit has from time to
time, the opportunlty to purchase cargoes at substantial
- discounts. These discounts are now taken as profits in
~ the raw sugar department and are subject to Canadian
income tax. If the Bermuda Corporation were the buyers
of such cargoes they could in turn sell the cargo to C
~and D at market prlces taking the discounts as its
profits....*%® : L ' :

The Crown examined the‘financial statements of'Alhion_
for the perlod’of time fron 1967‘to 1971‘ It was estlmatedv
‘that the gross proflts arlslng from thlS transfer pr1c1ng of .

:‘raw sugar by Alblon .Were. about. $7 5 mlll1on dollars over

',thls period of time.:®¢ The procedure of pricing raw sugar

.v1a offshore sub51d1ar1es was apparently 1ntended to conceal

,excess proflts, standardlze costs of raw sugar ‘and hence of”
reflned sugar 1n Canada and reduce taxes; It can be -
concluded that thls procedure lessened prlce compet1t10n in.

.Canada since 1t fac111tated the . 1dent1cal pnlce llStS for

- Atlantic, Redpath and St. Lawrence. "f o shl

| Another aspect that has been of concern to economlsts

‘iis the Issue-of the base point pr1c;ng sxstem used by all

—a.._-._—__-_._——-.-——_—

*4+ Between 1967 and 1972, Atlantlc, Redpath and St. Lawnence

‘each established Berlantlc ‘Enterprises of Bermuda, Albion
Company Limited of Bermuda and Midalta Limit&d of Bermuda,

vrespectlvely These were the subsidiaries that fac1l1tatetd
transfer pricing, see Ibid., (1978) 32, 6446-61.
**Ibid., (1978) 32, 6446.

*¢Ibid., (1978) 32, 6453.

—
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Cahadian refiners. It was reported by the‘Tariff Board

(1971) and court transcrlpts from the Atlantlc Sugar case

1nd1Cate that the pr1c1ng of reflned sugar in dlfferent

,markets in Canada was on.the base point pricing system from;

1960 to 1973.%7 In'the 1960s and early 1970s,-the base -

Poihts were Montre;ﬂ,‘Toronto, St John and Vancouver. Under
thls System all reflners recelyed the same prlce for reflned

N, sugar dellvered in any one . partlcular market That 1s,—
dellvered prlces were 1dent1cal The. dellvered prlce of all T,
reflners‘to a spec1f1ed customer\location,was determlned as

k : theffactorY'gate’price of the,supplier nearest‘to & customer

'.ylocafion pius‘railvfreight‘rates'fromﬁthat~hase‘ooint to the

‘purchaser; For:example the prlce of sugar 1n Wlnnlpeg would -
‘be determlﬂed as the prlce of refined sugar in Montreal (the |
nearest base p01nt)'p1us the cost of-transportlng reflned o

N
sugar by rall from Montreal to wlnnlpeg, even though sugarf\\

~..

° AN

ConSumed 1n W1nn1peg was from the ref1nery at Fort Garry

Vi

In general, rlgld adherence to a system of base p01nt
prlclng can havé unde51rable economlc effects. One poss1ble"
adVerse effect is. that prlce competltlon i essentlally |

\\\ o ellmlnated As stated by Scherer (1970) ‘there are losses in -

. eCOnOmlc eff1c1ency arlslng from cross haullng and the use

K ] . ) ) s . . e

"—-~~__———-—— ——

50 Tarlff Board op. c:t. , 52v59; and The Queen v Atlantic
Sugar Reflneﬁles et al. (1978), Pleadlngs before the court
. of ‘appeal, Montreal, 32, .6418- 21. For 'a more detailed. . .
. discuggion of the theory of base point pr1c1ng system, %eé/
F.M. sCherer op crt., 262-272. -
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. l .
of non-optimal hodes of tranSportation.“' As was argued byl'
the Crown in’court during the AtJantic Sugar case, the base
'point pricing system may have been anhlmportant tool of
facilitating covert collusion between the refiners.
| In‘conclusionf it appears that, jnAcOmparison to the

outcome of ﬁworkable»competition", the priclng of refined-

\ ;;sugar in eastern Canada in the 19605 and in the early 1970s

was unsatlsfactory *?* There is no 1nd1cat1on that this

51tuatlon has changed First, as vas argued @y the Crown
durlng the court case, "the valldlty of u51ng the London
darly-prlce as a ba51s for pr1c1ng.re£1ned sugar in Canada
is dubiousr'As was, indicated above, at tlmes sugar ref1ners
were abledto purchase raw sugar at prices lower than the
ILondon dally prlces. Secondly, the ex1stence and use of a

‘ flxed preferentlal marg1n of $ 0. 75 per 100 pounds of raw
1_sugar in the determ1nat1on of prlces of reflned sugar ﬂn =
Canadavdoes not 1mply a compet1t1ve and eff1c1ent market.
_'TheseYldence ¢ited above suggests that the un1£orm method of
'pricing refined shgarllikely was an act of covert collusion
"rather than of that of the domlnant f1rm prlce leadershlp

model Whatever the case,bthe fundamental issue is that

undes1rable economlc consequences seem to have resulted from

. . \
L the common pollczes followed by the reflners in- the pr1c1ng
) ~

. \\b\\}. . '

of sugar in Canada. It is very 11kely that mark&t

RLE M. Scherer, op cit:, 270 272,

sy ‘"Workable competition" exists in an 1ndustry when each

firm in that industry makes independent decisions and when

. there is some uncertalnty about the reactlon of competltors
(Scherer, (1970) 37) o .

If‘

T a

LI
N
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- market conduct>ar151ng from.consc1ous parallellsm,
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competition and the levels of allocative efficiency
suffered.

The trial court and the court of appeal adgu1tted the
refiners on the charge of conspiring to enhance unduly the

prices for refined sugar in Canada. These courts contended

‘that if there had been price enhancement, this had not been

a result of market collusion. It was argued by the lawyers

of the accused that identical prices had been a result of

conscious parallelism. The court also contended that the .

siﬁ%oning of excess profits'to.ofgshore~companies was

“intended to evade income tax and not to enhance prices of

/ L .
sugar in Canada. The decision to acquit the refiners was .

based on the provisions of the Combines Investlgatlon Act
which is dlrected -against overt f1x1ng of prices.

In view of the evidence noted in this chapter 1t is

- most probable that Atlantlc Redpath ‘and St. Lawrence made

consc1ous attempts to co- ordlnate their decisions,on market

Sacr

shares, exclus1onary‘pract1ces and- the pr1¢1ng of refined

sugar in‘eastern Canada.\It'appears that competition was
"SUbstant1ally and adversely affected by the ref1ners

:standard market’behav1or

A8 has been suggested by a number of. economlsts,

Vantlcomblnes law sh@@;d be reformed to 11m1t patterns of

-

__especia11y when these lead to adverse economic effects. As

is recommended in the "Second Stage" of the proposed: changes

‘o

'to the leglslat1on, there is need to amend the antlcomblnes



"iof Comblnes and Investlgatlon Act propOSed that c1v1l

én . -
LN ‘ -

Jgdomlnant market powe'~y=vone or more flrms.‘f The 6€rectorlv“

ERE

.ﬁ5prov151ons be 1ncorporated 1n the law to prevent patterns of

"ﬁj:market conduct (of domlnant f1rms,‘1nd1V1dually or. as a

v ggroup) wh1ch adversefy affect the level of market

'ﬁ‘competltlon and econom1c eff1c1ency Such reforms wOuld lead
to. more effectlve competltlon pollcy wh1ch could be %E?lled

‘to 1ncrease competltlon and thus, the level of economlc

73,“}eff1c1ency in. the Canadian 1ndustr1al and serv1ce sectors.\f

..va

A

”

—-———-——._—_—-——.————— PR

,“‘°Monopollzat10n in: thlS context refers to a: dom;nant f1rm

~in an’industry that- ‘acts as-if it is a monopolist. Joint
~ monopolization refers to a number of ‘firms with substantlal
“market -shares that - follow parallel ‘practices and therefore

act as if they are.a’ monopollst. For a more- detailed

~discussion- of these’ proposals, see Canada” Dept of Consumer

. -and.Cgrporate Affairs, op. cit., (March 1977); 45-49, ,For- a.lfﬂ f
“ .- more recent and ‘critical dlSCUSSlOﬂ of ‘the. Dlrector 5 " SRS

. proposed amendments to deal with conscious parallélism’ and_

':Tsome unde51rab1e features ‘of: market structure and’ conduct

“vq(1977) 685- 7oo

sjsee W. T. ‘Stanbury-and G.B. Reschenthaler, op. cit. (Sept.,f
- 1981)+.394-437; Idem, (wlnter 1981) 839 869 Vand Idém e



: A,,Introductfon‘

ThlS chapter contalns a: rev1ew of some theoretlcal concepts

“vanaly51s of the sugar reflnlng 1ndustry in Chapter VI

| and approaches to the measurement of the levels of

' reff1c1ency of agr1cu1tura1 market1ng systems Two broad

".and allocatlve eff1c1ency An approach to the measurement of
-ftechnlcal eff1c1ency 1ncludes the evaluatlon of the:'

. kS e e g
“.relatlonshlp between output and 1nputs A technrcally

';}g1ven set of 1npuye subject to a glven technology other
happroaches to! the méasurement of the levels of technlcal
v?eff1c1ency 1nclude the evaluatlon of economles of scale

E ﬂfutlllzatlon of plant capac1ty; technologlcal progress and

'biother features wh1ch m1n1mlze the general level of average‘

‘ffcosts of product;on.;Some of these toplcs have been

'”rjfrelated to these is: not rev1ewed 1n th1s sectlon wh1ch

Alffocuses prlmarlly on allocatlve eff1c1ency. ¢1§

s

Vi A REVIEW OF LITERATURE ON ALLOCATIVE EFFICIENCY

ey
S

A

fo and selected studles of allocatlve eff1c1ency as an aspect

'thof market performance. These concepts w1ll be applled to the

J

French (1977) rev1ewed concepts of economlc eff1c1ency

g

dlscussed in the earller part of thlS study and llterathre f

P TP

__..___-—_-._—__—-._—__

‘B.C. French op. Clt 93 97

2 For a“detalled dlSCUSSlOD of- approaches to the measurbment

of technlcal eff1c1ency, see R.G. Bressler and R.A. King;

Market - -Prices and. Inter'neglonal Tnade (Toront0° John; wlley‘
~- ' and Sons, 1970), Chapter 21; P.A. ‘Yotopoulos and J.B.. :
.;QNugent Economlcs oF Development Emplnlcal Investrgatlons '

’ov ;

I3concepts of economlc eff1c1ency 1n market1ng are technlcalla:f

P

,:eff1c1ent Tlrm (1ndustry) produces the max1mum output for'ami'

@" :
%m'

i

3



dOne approach to the measurement of allocatlve eff1c1ency
:_'1nvolves an assessment of 1ntermarket pr1ce relatlonshlps 1n
‘space t1me and form d1men51ons.vAnother c105ely related
k”approach 1nvolves an: assessment of the level of proflt rates‘hf
1n an 1ndustry Another approach 1nvolves an estlmatlon -of: - »

’h soc1al costs attrlbutable to substant1a1 market power.t,_f«'

's:Another concept of economlc eff1c1ency,‘essent1ally related t[}t3""

cto technlcal eff1c1ency,‘has been referred to as xqf:*“
e » Sl -
"x- eff1c1ency ThlS is the mlnlmlzatlon of total costs of a»’

?hflrm by u51ng the,most 1mproved technologles and skllls_3 ihf.
di_avallable to. the f1rm X 1neff1c1ency arlses in 1mperfectly~'hh
'f‘competltlve 1ndustr1es because there 1s lack of | |
pcompetltlveness whlch would 1nduce flrms 1n those 1ndustr1es
zfito adopt 1mproved technologles;f The concept of x= eff1c1encyf:;

: =1
e 1s not exp11c1tly examlned in thlS study due to data

ffh_f11m1tat10ns.»The focus in: tHls chapter is on approaches to

- ”nﬂthe measurement of allocatlve eff1c1ency 1n the agr1culture~r

‘fand food 1ndustr1es

_tf’(cont d)CNew York Harper and Rowe, 1976) Chapter 5-‘and
~{P+C. Timmer, "On Measuring Technical Eff1c1ency Food
' ‘Research. Institute Studies 9 (197093 99-171, .~ 5
" ?’Str1¢tly ‘speaking/ this approach measures: both technlcal
: .and allocat;ve eff1c1ency This is so §f deadwelght soc1al
".'loss - (loss in allocative. eff1c1ency) xcess capac1ty and

,'jsuboptlmaloplant sizes (loss of techn1cal eff1c1ency) are
:fcon51dered in-the assessment.

The concept ‘was first used by Lelbenstern in 1966 see H.

B fLelbensteln,)"Allocatlve Eff1c1ency VX~ Eff1c1ency .AER 56

. (June" 1966) 392-415; and Idem, "X- Eff1c1ency From Concepts“ft'
~oto Theory Challenge (Sept /Oct 1979) 13 22,
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[

. B. Econom1c Theory ‘and Some Emp;r1cal Stud1es Related to
vantermarket Pr1ce Relat1onsh1ps U : : '
'Z'Econoﬁdc‘Theoryeof'inter@arket Prodnct‘Prfces;
‘rone‘approach to-the,assessnentbof aliocafite efficiency
frlnvoages the evaluat1on of the extent to wh1ch product‘
‘iprices 1n space, form,_and t1me dlmensxons approx1mate the
-product prlces Whlch would be predlcted\from a competltlve

fhmarket model Theory predlcts that product prlces 1n

‘\,perfectly competltlve markets are- 1nterrelated 1n space,

rf_ form and t1me d1mens1ons by the costs of transportlng,

:i‘hfmanufactur1ng and storlng of a’ product respectlvely,-other

'5;th1ngs belng equal Further, the model assu' S. that un1t

'costs of these marketlng serv1ces are m1n1m1 ed in a:

']Qcompetltltve env1ronment. Mlnlmlzatlon of cos

”and t1me dlmen51o®s 1mply a hlgh level of allqca_'

s

.“Tefflc]_ency ’ ’

'.SOme Enp1r1ca1 Studzes on. Pr1ce Relat1onsh1ps -
"QTomek and Roblnson (1977) have rev1ewed exten51vely
f”,llterature on prlce relatlonshlps at dlfferent stages of the,
marketlng systems and at dlfferent polnts in. space, and
‘ptine.~ Most of the studles rev1ewed by Tomek‘and Rob1nson
phave focussed on the relatlonshlps between prlces at the
?ffarm level and those at the wholesale and reta11 levels."

.—a_.._——-_...—____._—_.—.

% R.G. Bressler ‘and R. A Klng,vop c1t.,_Chapters 5-9,
»f‘W1lllam G. Tomek- and Kenneth L. Roblnson,,"Agrlcultural

. Price Analysis and Outlook", 'in .Lee R. ‘Martin, ‘4 Sunvey of -

CE Agrlcultural ‘Economics . therature 1 (Mlnneapolls' Unlver51ty,yi
.;rof Mlnnesota Press, 1977) 36V 389 . 7

o R
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Among the questlons the stud1es they rev1ewed sought to
answer have been whether or not changes 1n farm prlces are‘
promptly ‘and fully reflected in reta1l prlces, whethernl'
marglns are above" normal and whether changes in marg1ns

1nfluence farm and reta1l prlces. These authors concluded

‘ that 1n general whlle the analys1s of pr1ce relatlonshlps

(at least 1n spatlal markets) have prov1ded a. loglcal ba51s»

for estlmatlng the geographlcal structure of prlces, there
have been some shortcomlngs w1th th1s approach They clalmed i

that the squared correlat1on coeff1c1ents between actual and:f
Sy
expected prlces have been less than 0 5 They observed that

'w’ v

‘these low correlatlons may be ev1dence of 1mperfectlons Ain

he pr1c1ng system or they may -be due to the unreallstlc o '

4"models and 1nadequate data. Tomek and Roblnson concluded

part that the adequacy of a spatlal model must be judged

ff'relatlve to. the problem under study

The studles on product prlce 1nterrelatlonsh1ps
selected for rev1eﬁ here 1nclude those by Hassler (1953)

Tr1erwe1ler and Hassler (1971) Lele (1957) and Tomek
(1980) ')jf";»;:-,T_]v .ye,__

e e e e e e i e

’James B. Hassler,. "Pr1c1ng Eff1c1ency in- the Manufactured

Da1ry Products Industry", Hilgardia 22 (Aug. 1953); John E.
" Trierweiler and James: B. Hassler,ﬂ"Measurlng Eff1c1eny in .-

‘the Beef- Pork Sector by Prlce Analysis™, ‘Agric. Ec. Res. 23 S

(Jan. 1971), 11-17: ‘Uma_J. Lele,'"Market Integratlon-'A,
Study of Sorghum Pr1ces in Western India", Journal of FaPm
- Economics .29 (Feb. 1967), 147-159; and W1111am G.. . ,
" Tomek,"Price- Behav1or on a Declining Terminal Market"' .

Amenlcan dburnal of Agnlcultupal Economlcs 62 (Aug 1980)
434 444 o RO :
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v

Hassler (1953) analysed the level of pr1c1ng eff1c1ency |

~\) in the dalry products 1ndustry by compar1ng expected and
_actual pr1ces of manufactured da1ry products in the Un1ted
ﬂStates over space, form and time d1mens1ons. He flrst
‘estlmated the base prlces of products 1n(space, form and
tlme d1men51ons. Next he estlmated the costs of L
’transportlng, manufacturlng and stor1ng the varlous dalryv
-products. Thlrd he computed the expected product prlces in.
*space, form and t1me d1men51ons by summlng the un1t base’

*?_product pr1ces and costs of transportlng, manufacturlng and

"storlng the product Flnally, he employed the procedure

outllned below to assess allocatlve eff1c1ency in spatlally

ﬁseparated markets.l

‘ \;} ', Flrst spec1f1c c1t1es in the mldwest Un1ted States

,"_(whlch was ‘the . ma]or area . of supply of. dalry products) Were"

'dchosen as base po1nts. Second _major wholesale term1nal
7markets wh1ch 1ncluded Chlcago, New York Boston,
'“juPhlladelphla, San Franc1sco ‘and. Los Angeles were. selected

K ,7"-

JProduct pr1ces 1n the supply and term1nal markets and
.transportatlon costs between supply and termrnal markets
vwere obtalned Expected product prlces in termlnal markets>>
‘wd‘were computed as the base p01nt prlces pa1d to processors of
dfdalry products plys the approprlate transportatlon costs.-ﬁ
'lActual and expected product pr1ce dlfferences between-v“"
1p‘manufactur1ng and term1na1 markets were calculated The
v?:prlce 1nterrelat10nsh1ps of - dalry products between spatlallw

“‘;vseparated termlnal markets were also assessed The results

R
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'showed that d1fferences between adtual prlces in prlmary and ‘.
termlnal markets exceeded the expected dlfferences between
produot prlces between these markets. Hassler concluded that
_relatlve prlce 1ntegrat1on between the supplylng and
‘termlnal markets and w1th1n termlnal markets was
'con51stently hlgh 1f quallty dlfferences were taken 1nto
laccount He also concluded that the geographlcal structure

. of prlces of da1ry prodacts manlfested reasonable eff1c1ency

u';jln the 1ndustry. 1t was: noted that some sllght dlstortlons

;1n product prices were due - to varlables whlch mlght beo

bpunquantlflable and might not..be ddtermlned

| The study demonstrates both the usefulness and
:.11m1tat10ns of the normatlve approach to the measurement of

-f{allocat1ve eff1c1ency Adequate knowledge\ofisuppller and

» termlnal markets, costs of marketlng serv1ces (transportlng,lf”

'proce551ng and storlng) product quallty dlfferences, and

.marketlng regulatlons are 1mportant for an accurate

vrhassessment of allocatlve eff1c1ency of a market Further,
c'large dlfferences in fre1ght rates due to dlfferences 1n’

.ivmodes of - transportatlon sub51dlzatlon, and less eff1c1ent ”
»ftransportatlon systems reduce the usefulness of Ehls | |
SR

,japproach Opp051ng the above arguments, the approach can be

‘;useful where product and transportat1on systems are y;f

'freasonably homogeneous._"

.Trlerweller and HasSler‘(1971) analysed prlce

yrelat1onsh1ps for both beef ahd pork _at dlfferent stages ofv

'the marketlng system from the ’arm to the consumer, 1n the

. \
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Unlted States from 1957 to 1967. The ob]ectuve was to
"evaluate spec1f1c prlce relatlonshlps w;thln these sectors'
and to dellneate areas of 1neff1c1ent productlon and |
market1ng The stages of the market for wh1ch prlces ofb
dlfferent grades of anlmals or meat were analysed 1ncluded
the feeder, slaughter, wholesale and retall markets A
-simple regresslon.model-adopted for the‘analysﬁs,wasjof thex

u'form:v’
P, =a + bP, + CW .4 V —mm—mmmmmee (v-1)

‘Where':: ‘
:J'P denoted the product prlce at a lower stage 1n the.;
lpmarketlng system'*h | | '
Py denoted the prlce of an equ1valent quant1ty of the o
’lproduct at a- h1gher level iin the arketlng-system;"
‘HHW denoted the wage rate‘land | o Lo
v denoted the error - term |
The statlstlcal 51gn1f1cance of - the coeff1c1ents and other
stat1st1ca1 tests were used to assess the strength of the

prlce 1nterrelat10nsh1p and hence the level of pr1c1ng

s =]

eff1c1ency There are several shortcomlngs to thlS approach,
In pa;tlcular Jh1gh correlatlons between product pr1ces at
dlfferent stages of the marketlng process mlght ‘not be-
1nd1cat1ve of a h1gh level of pr1c1ng eff1c1ency unless the
costs of the marketlng functlons are m1n1m1zed In addltlon
they mlght s1mply 1nd1cate the presence of a constant_”'

B

¢
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‘monopoly markup rather than marglnal.cost pr1c1ng
Lele (1967) analysed reglonal 1ntermarket pr1ce
relat1onsh1ps for sorghum 1n Indla. The model used in the
dstudy was ba51cally 51m1lar to that used by Hassler wh1ch 1s

outllned above An[analy51s of market prlce relatlonshlps

between prlmary (farmers ) .and termlnal (wholesale) markets,

was made. Expected sorghum prlces in termlnal markets were
computed as prlces of sorghum in pr1mary markets plus costsr
of marketlng serv1ces. The analy51s of ‘the relatlonsh1ps of.

'sorghum prices between spat1ally separated termlnal markets

l,and between expected and’ actual Be) }ges 1n spec1f1c term1nal.~'

markets was based on correlatlon c0eff1c1ents. Prlces of

%

"sorghum in prlmary and termlnal markets and between termlnal

ﬂiQmarkets were hlghly correlated Slmear}§} expected and ¥
f;actual prlces of sorghum in t minalfmarkets ‘were hlghly
correlated Lele concluded that most-markets for sorghum :
~Were prlce eff1c1ent In case wheredmarkets appeared to be'
lneff1c1ent Lele 1dent1f1ed certaln government regulatlons,
.quallty differences and .a- lack 6f adequate transportatlon u
ifac111t1es which 1nh1b1ted the flow of sorghum between |
d_markets,’as the main sources of 1neff1c1ency Lele argued
fthat the analys1s of prlce 1nterrelatlonsh1ps 1s ‘a useful

¥4

;lapproach to the evaluatlon of’ the level of marketlng

eff1c1ency However “an adequate knowledge of product flows,

: ’costs of marketzng serv1ces, ava1lable market 1nfrastructure
‘. \ ~ ;

\and government.marketlng regulatlons 1s 1mportant 1n

asse551ng the level of allocat1ve effsciency by thlS o
A .

Voo

B

\ :
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approach
Tomek (1980) examlned the relatlonshlps between pr1ces
'for choice steers in three- termlnal markets)(Omaha, Denver
" and Sloux.Clty).’ The approach taken was to. compare prlce

lévels ‘and flrst dlfferences of prlces in those markets. The

model used 1n the comparlson was

' Where: . B o ‘h f : o /
Subscrlpts denote the tlme perlods 1 and 2 whrle
.Superscrlpts denote markets 1 and 2'

P“denoted the prlce of a product in market ﬁ'in7the

, current t1me perlod 1;

P; denoted the pr1ce of the same product“in market 1 in
.'the prevzous t1me penaod 23 N ld_k : ﬂ~-“o-»-.‘.
-P’ denoted the prlce of the"same product in market 2 in

thelcurrent-tlme perlod 1°' [
1

, Pz denoted the price- of the same product_in market'zlin

'the prev10us time perlod/z' and

\4 denoted the error term.f _

In thlS ana1YS1s, movements of. the pr1ce levels between

1

‘dlfferent prlmary markets, termlnal markets and between

“prlmary and termlnal markets were evaluated The estlmated

u*j'coeff1c1ents of the 1ndependent varlables were taken as

1nd1cat10ns of the nature of the price relat1onsh1ps between -

_—__._-.-...—-——______.

*William G. Tomek) Qp. cit, ”.'ﬂg"d~n o | . \\¥



132

these markets;_an”estimated.slope COefficient'which‘was
hclose to one together'With a high_coetficient of
>determina5ion KR;squared) were”assumed'totbe indicatiVe of a
high degree of precisionvin‘the‘establishmentvof prices in
these terminal‘marketsl The results indicated that the level
lrof pr1c1ng eff1c1ency was hlgh and was 1nfluenced by the,
‘volume of sales 1n each. termlnal market Tomek dlscussed
some problems wh1ch mlght blas the results The maln .one was>
' whether the prlces of steers traded on thesé termlnal
markets were representatlve of all the pr1ces of steers
straded in the whole country Th1s author observed that 1f°
the volume of steers traded out51de the termlnal markets was
substantlal then a h1gh degree of correlatlon .might not be
_1nd1cat1ve of a hlgh level of allocatlve eff;c1ency |

| In 5ummary, one approach to the measurement of
allocatlve eff1c1ency 1s to analyse the relatlonshlps‘
'“between product prlces in space "form and time dlmen51ons;
As was observed by Lele (1967)' knowledge about a market1ng :
,system w1th respect to the nature of product mix, H
1nfrastructure, government»regulatlons,and_the‘structure‘ofv
frelght rates is alsopimportant for”the‘asseSSment of‘.
'~allocat1ve efﬁ1c1ency of a marketlng system u51ng the

B approach consrdered above
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C. Theory and Emp1r1cal Studxes Related to Assess1ng Socxal

h Costs due to Market Power

,TheorY'of.Social Costs‘of Substantial Market Power

"The exertion of market power by flrms 1n an 1ndustry to

) . X
vachleve higher price levels and restrlct output has certa1n

social costs for’ the economy These costs can be cla551f1ed

,1nto three components. One cost component 1s ‘associated’ w1th7‘

the deadwelght soc1al losses (net effect on consumer and
'producer surplus) AJsecond cost component assoc1atedjw1th
excess Capacity arises”ff variableﬁresources'not employed‘
due to restrlcted output are'not product1vely used elsewhere
in the’ economy or result in some dlstortlon in' resource use
in other sectors. A thlrd type of cost may 1nclude such
'factors as x- 1neff1c1ency and any costs oq protectlng the

’ N
market power of the ollgopollsts. In add1t1on there are

v

-

losses in consumer surplus and increases in producer surplus
; ar151ng from transfer of surplus from consumers to .
\producers._ | ‘ | ‘

Flgures V-1a and v-1b prov1de a framework for
’est1mat1ng losses 1n\consumer surplus and 1ncreases in ‘
producer surplus caused by exertion of market power by'

\

;producers..Flgure V-ta 1s the general framework dep1ct1ng

ydownward and upward sloplng demand and supply curves (DD,
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-ana (SS,), respectively.”’ Figure V-tb depicts the framework
‘for‘eStimgtés of losses ih*consumerisurplus presented in
Chapter VI of this study. This follows thelapprpach of
Sé¢herer (p. 40%) and Park€r and Connor (p. 62é)} In Figure
,Vi1b the loﬁg—run supply curve (LRC) is'horizontal rather
than ﬁpward ﬁioping, ‘ |
in‘both‘Figufes V-1la and V-1b the equilibrium price gﬁﬁ

quantitﬁ‘under perfect compétition are depi;ted by'P,nané
‘Q',ﬁrggpéctiVely. Consumer Sﬁ%fl”§ undér compefitive market

conditions isVdenﬁted by théqh}@as DAP,.'° The exercise of
. . v F , . ?m‘&« - .

‘market power by producérslg?” ,!aé price increase from P, to
. LR § L '

‘P, and output is reduced from Q, to Q,. It follows that, in
both Figuf@éﬁv—1a and V-1b reduction in consumer surplus is

- denoted by the area P,P,BA. This reduction in’cénsumer
surpiué has‘tw03¢6mponentsE'the transfer of incdmes,from

" ‘consumers to pfoducef;.di?éted by the areé‘P;P,EB and tHé.
deadwe&gbt.sqcial ioss in consumer snrp;pg reéresented byi

the area ABE. There may also be socia

costs which are not

{

It is assumed that the ordinary demand and supply curves
approximate the Hicksian compensated demand and supply
curves. (If these coincide the estimated consumers' and
producers' surplus is exactly equal to the consumers' and
producers' compensated variation, respectively). This

o /-

~

Y

- assumption implies that the "income effect" resulting from. a

change in the price.of a commodity i3 small and-the marginal
utility of money is constant for all individuals. Further,
the income elasticity oﬁ‘gemand is small. For a detailed
review,of the theory of economic surplus and its use, see
J.M. Currier, J.A. Murphy, apd A. Schmitz, ""The Concept of
‘Economic Surplus and its Use "in Economic Analysis," The
‘Economic Journal, 81 (Dec.s1971)% 741-99. Also see Robert
Willig, "Consumer's Surplus Without Apology," American
Economic Review 66 (Sept. 1976): 589-97. -

'° Consumers' surplus .is denoted by the area above the price
line P,A and below the demand curve DD, . .

¢

e

2,
¢
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deplCted in Flgures V-la and V 1b.1These 1nclude hlgher

's“,v' . HE R o

costs assoc1ated w1th0excess capac1ty, lags in adoptlng new :ﬁj o

"ltechnologles and other costs'of protect1ng ol1gopol1sts
:p051t1ons (Scherer p 405 408 and Parker-and Connorl-p.
. 628) B | |

The deadwe1ght 50c1al«loss 1n consumer surplus can be
37:” ~,est1mated by the foIIOW1ng formula'”"' G
dwl (O 5)(Pz,f-P )(Q1V‘WQ.)'%f?f“f;f_ff;f-ftyf3)

Y

e S el

"ffPif— Pm denotes the prlce nlse due to market power' and

Qfl- Qz denotes the reductlon 1n output due to market

- oy
‘\‘.

ERNEY

As shown by Scherer (1970) this-areafhas;been1apbrokimaﬂedu;§]f,F

by the formula.ut,ﬁ'h

E ;;c;ii_‘w - (o 5)(t )(e P, Q) ——-—“'—'fj—"—"é_.-',—14.»-(_-_4'—i5_('\;;4_), s
Where.

ih; t denotes P2 P d1v1ded by P,, thlS is the proportlon

-,of the increase 1n the prlce ‘due to market powe@

’1le denotes the absolute value of the prlce elast1c1ty of
?;’d§jl_1dfdemand-,ando s ‘.v;f;tj,_;4‘ ffﬁhﬁ'hh,ff:,lf;7 ﬂ/fz_Tﬁ
PO e S RN D B

'HP Q denotes the total value of sh1pments pes perlod when

”Hf"F M Scherer, op Clt., 402



‘market power 1s/exerted
,«d}i;‘»_{ Referrlng to Flgure Vé1a ‘an 1ncrease 1n the pr1ce of a
“product from P to’ P2 and -a reductlon in output from Qi to
in results 1n an 1ncrease in producer surplus denoted by
’rP P BE mlnus EAG ? The)area EAG 1s the deadwe1ght soc1al

loss 1n producers surplus. ThlS area can be represented

R . -
. wl Ce o I

1npa?1";'(o;5)(P"%_¢)(Q1ﬁé;Q;)U;l;:llr;ll;llu{Y£5)p."
‘hnbwhere the notatlons are the same as 1n Flgure‘v 1a.-TheJ7ﬁ
‘&”?procedure of estlmatlon of the deadwelght 1055 1n producer,fﬁ;:h
';isurplus 1nvolves estlmatlng the prlce and output levels =N |
'57?before market power is exerted Productlve resources Wthh
“"Vif}are released when the level of output 1s reduced (denoted 1n,?*

“-%F;gureshv 1a and V-1b by Q Q GA and Q Q EA respectlvely,

h7fﬁare assumed to be transferred to other sectors of the

Vgeconomygrlf thlS }s not the case, there are econdm1c losses

-,}aassoc1ated w1th underutlllzatlon of resources. SRR

Spme Emp1r1calq8tud_es Related to Ecoﬁomlc Surplus Loss due
Market Power a“/ﬁ R - L ' )

*A number of st¢d1es have attempted to assess losses 1n':

economlc surplusfdue to the appllcatlon of market power 1n

i-.‘."._;;_.'-_'_’__"_-.____L;.._"i' u T e ' : :
. ‘l‘vzi?;In Flgure ~la, producers surplus is denoted by the area
“.. 7 below the price line P A and-above the: supply curve SA. Jh
L7 % Wallace /(1962) has. suggested an: approximation approachx,:p
3jest1matedyhe total’ deadweight loss in consumer .and produce%Aﬁ\“ i
~surplus.denoted by trlangle ABG in Figure V-la. For.a . ' .- -
_rdlscussrbn of thls model; see T.D. Wallace, "Measurement of
'Q,,Soc1al.Costs in. Agr1cultura1 Programs,f dburnal of FaFm "
..;Econo' ICS 44 (May 1962) 582 4 : e S




;”assess losses in allocatlve eff1c1ency due to substantlal

T'estlmate of excess proflt rat

'};percentage of total Sales of eachfﬁ

"measure of praﬁg

e e e i e e

=p:,"Arnold C. Harberger,;"Monopoly and Resource Allocatlon"'
: .'vamer-lcan Econom:c Revrew ( May 1954) 77 84 g

A Coo N . l . ) . .
the 1ndustr1al and agrlcultural sectors. Some of these'

stud1es are rev1ewed 1n thlS sectron} The f1rst attempt to

o

'market power was: by Harberger (1954) 4 Harberger est1mated
Q. the deadwe1ght loss 1n consumer surplus, ‘shown. as trlangle

: ‘";ABE in both F1gures V—1a and V 1B, 1n the manufacturlng

Ty

'vfto 1928 us1ng data for seventy three manufacturlng"

0

1ndustr1es. F1rst average prof1t rates on capltal of thls

Y%

S sample of 1ndustr1es over the perlod of t1me was taken as
'the compet1t1ve ratefof return from wh1ch the average proflt

h‘vrates of each of the seventy three 1ndustr1es were compared

sample of 1ndustr1es and the average proflt rate'of;each=-~"'

,*3 :

"uﬂt1ndustry over. the same perlod of" t1me were taken as. the
!L

v.(

'5_value of excess prof1ts was calculated for the seVenty three

W ?}' . ’ A

7’,1ndustr1es. These excess proflts were expressed as a

v

‘Tstortions due to. substantlal market

';powerg Harbergerhthen assumed a constant rather than an”

”“fThe elast1c1ty of demand for the varlous products in~ each

'f,1ndustry was taken as unlty. The reductlonfjnﬁﬁatput durlng

U51ng the ava1lable data on

138

1ksector 1n the Unlted States for the perlod of t1me from 1924>

v

fYThe d1fferences between the average prof1t rate of the whole"

B .ithe value of cap1ta1 from each 1ndustry, an estlmate of the--"

~ oy s

'dustry and taken as. afff'

_:ﬁlncrea51ng ﬁlongFrun average cost curve for each 1ndustry._vgfjf



. ‘the period of time when market‘power~was applied was
'Vh_estlmated for each 1ndustry from demand and supply
. ;

_equatlons._The value ofr the deadwelght loss in consumer. o

surplus in each of the seventy three 1ndustr1es was

.

hfcalculated u51ng a mbdel - ‘form spec1f1ed 1n Equations

V,éﬁ

‘ V 3 and V 4 The total

~ - p

’seventy three manufacturlng 1ndustr1es was adjusted to cover_~‘

the whole of the.manufacturlng sector 1n the Unlted States
ffThe estlmated deadwelght loss 1n consumer surplus due to
'market power amounted to 0 1 percent of the gross natlonal

‘product of*the gn1ted States over the per1od covered

SChwartzman (1960) used the same data and a 51m11ar>“»

t'monopoly power 1n the manufacturlng 1ndustr1es in: the Unlted
“fStates. s Monopoly pr1ce dlstortlon was taken to be the
Vftdlfference between the prlce/cost ratlos in concentrated
iCanadlan 1ndu€tr1es and unconcentrated Unlted States |
*ilndustrles U51ng a: prlce elast1c1ty of 2. 0 thlS author

_ estlmated that the deadwelght loss 1n éonsumer surplus d1d

'tnot exceed 0 06 pé@cent of the gross natlonal product of the=i

"i‘Unlted States.
' Scherer (1970) dlscussed the_varlous theoretlcal and

'demp1r1cal shortcom1ngs of these procedures u5ed 1n the

~_Test1mat1on of soc1al costs and outllned reasons why the»

‘r\-v

: f‘?‘Dav1d Schwartzman,'"The Burden of Monopoly dourhal_ofs'
’i-PQ]Itlca7 Economy (Dec._1960)_ 627 30 ’ , Lo

o 139

#:.the . estlmated losses for the~ -

tprocedure as Harberger to estlmate the soc1a1 costs of iﬁti‘

A

e
=t P



'go’long run- average costs are constant and are m1n1mlzed was_

”_of manager1al slack or" x 1neff1c1ency, monopollsts and

140

prev1ous studles mlght ‘have, underestimated tﬁis‘loss;"
%
Scherer questloned the valldlty of the asumpt1on that

resources Whlch were not used by monopol1sts who restr1cted
‘output\would be released to and used . 1n other sectors of thebv
-heconomy ThlS author observed that unused resources in the
];form of excess capac1ty contrlbuted to unproductlve losses )
hto the eqonomy Scherer also. noted that in general the

e

Mredlstr1but10n of 1ncomes from consumers to producers had
":substantlal adverse effects to consumers and the. whole s

'economy, though these effects were not taken 1nto account by h:‘
"dthe general approach of the measqrement of losses 1n f'

'economlc surplus Further,_he noted that the assumpt1on that f,u

I

d_questlonable. Lelbensteln (1966) has argued that‘as a resu t

‘h_ollgopollsts do not m1n1mlze costs.kl Thus, the deadwelght
i;‘50c1al loss 1n consumer surplus may be a small part of total
'llosses in consumer surplus due to market power.:The:t
'wemplrlcal‘problems arls1ng from the use of thlS model to

- ﬂestlmate losses 1n economlc eff1c1ency 1nclude the lack of rfj}‘
. Ry .

?5faccurate data on the long run prlce elast1c1t1es of demand

- vproflt rates and costs. Also, the lack of adequate data on

rcosts assoc1ated w1th excess capac1ty, bas1ng p01nt pr1c1ng,

ﬁ."government regulatlons and other factors tend to reduce the-s

'3@;usefulness of thlS approach to the measurement of econom1c

Sy

.:‘;._..'._..’.; _________ -_.." : - o ) 0o

“F.M, Scherer, op CIt., 402 411 ST e
Harvey Lelbensteln op Clt.,.(1966) 392-415.

PP
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‘“.eff1c1ency
Scherer (1970) estlmated some 1ndexes for the
measurement of varlous components of 1osses in consumer
surplusv(lncludlng the transfer of 1ncomes from consumers to
'producers,‘x 1neff1c1ency ‘and deadwelght loss) attrlbutable
to substant1al market power in the manufacturlng sector 1n
the Unlted States in 1965 On the ba51s of those 1ndexes
*Scherer estlmated the total soc1al costs and 1ncome>
\transfers related to market power in the 1ndustr1al sector
'1thhe Un1ted States 1n 1965 to be 9 2 percent of the gross
'r national product of that couhtry ;‘ L .
| Parker and Connor (1979) adjusted the 1ndexes developed ;
‘t'by Scherer and applled the same approach to the estlmatlon :
v}of soc1al costs of exertlon of market power 1n the food |
Hfmanufacturlng 1ndustry 1n the Unlted States in 1975 Theﬁ'
icomponents of soc1a1 costs estlmated by these authors are
'iubshown in Table v~ 1e3bove.:The aggregate loss was estlmated
‘”hfto:be 7.3 percent of the total. value of shlpments of thefk'
fdfood manufacturlng 1ndustry Thls amounted to about 12 5.
'bllllon dollars in 1975 ‘The estlmated loss was very close'
'ito other est1mates of consumer losses due to exertlon of
"'gmarket power made by these authors u51ng two other dlfferentl

v i {
-approaches. One of these alternatlve approaches of o

| F.M. Scherer, op. czt.,408

_ ,"These ‘authors used three approaches to estlmate welfare
.. losses. For more detail see Russell C. ‘Parker and John ‘M.

Connor, "Estimates of Consumer. Loss due to Monopoly Power in.

““the Unlted States Food- Manufacturlng Industrles," Amerlcan
. -dour*nal of Agmcultur'al Economlcs 61 (Nov. 1979) 627-632.

. B L - ‘ '
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\ TABLE V-1
R B ol
. The Loss'COmponents Estimates ‘of the Total ConSumer
- Losses -Due to Market Power in the United States
S Food Manufacturlng Industries,: 1975 ‘
Estimates of Losses
V T : percentage
of the wvalue . S
: E - -of food - - millions
,Type of loss - - . shipments ' dollars
(1) Incomelredistributioh_f 2.1 SR ‘1;3,613,
(2)Lxsinéfficiency’due to
‘:lexcess advert151ng' N
~and promotlon ) _ A2Q3 P 4,000 -
'(3) X-inefficiency~due to . ,
‘ﬂ 7$a) lack of. cost control 1.7 T ;.'.2}890:“v
(b) suboptlmal scalevl] 'l0,3ﬁ.¢l;  \ ffsf,43Q‘”
: %@, (c) cross- haul1n@ "::5 0.2~ ’  250
(dlrexcess capaclty - ':fO.SH R 7f'-870l1"
(4) Deadwelght loss ﬁﬂ ‘ “va.Z lﬂi, l" 430
'_;(5) Deadwelght‘and . ‘
o : D
L x—1neff1c1ency in _
regula¢ed 1ndustr1es + 0.0 ° S :.ﬁ'fd;f T
. (8) Total o .j"fu.l‘,“ 7.3 ’<12;523fi ;
SOURCE' Russell C Parker and John M. >nnor,7"Est1mates

O

" United States Food- Manufacturlng Industr1es,
;IAJAE 61 (Nov.,1979) - 631. :

o

~of . Consumer Loss due. to- Monopsly Power in’ ‘the |



. desplte some dlfflcultles w1th these
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g calculatlng losses” in: consumer surplus in dlfferent food :
1ndustr1es in that country was based on'. regress1ons of !

'structural and conduct features on proflt rates.‘f The other

/‘\

“,approach ‘was to estlmate the extenm\of excess prlce

enhancement u51ng 1nformatlon on pr}hate and natlonal‘

| o

. PR .
brands. Thlsmlnvolved calculatlng thg extent bY’wthh prices
c

:of natlonal brands exceeded the prices of private brands of
s1m11ar quallty EJch approach gave%gstlmated losses wh1ch :
amounted to’ about $10 b1lllon dollavs for 1975 The
closeness of . the varlous estlmates seims to suggest that,

pproaches,'they glve'

: useful estlmates of the costs attrlbutab e to the exertlon"
,of substantlél market power in-an 1ndustry

B Three recent studles by Grubel and Schw1ndt (1977)

»'-"b

Borcherdlng and Dorosh (1981) and Veeman - (1981) have
‘estlmated soc1al costs of supply management of certaln_
i marketqng boards in Canada,.u51ng the framework of Flgure
V- Ia. 2 In all these studles, thelfocus was on the

estlmatlon of deadwelght soc1al losses in consumer and

.fproducer surplus and of 1ncome transfered from consumers to

producers. These authors 1nferred the value of excess prlces &
__________________ LI it
2opor a detalled dlscu551on of thls approach ' see F M.

Scherer, op. cit. Also, see some of ‘the studles cited in
Chapter II1 of this study. I~r

*' Herbet G. Grubel and Richard W. Schw1ndt Real Cost

of B.C Milk Board: A Case Study in Canadian Agmcultunal
Policy (Vancouver: The Fraser. Institute, 1977): Thomas. -
Borcherding and Gary W. Dorosh, The Egg Manketlng Board: A .
... Case Study of Monopoly and. its Social Costs (Vancouver: The ,
Fraser Institute, 1981); and Michele M. Veeman, "Social -

Costs of Supply Restrlctlng Marketlng ‘Boards," Canadian
"dounnal of Agmcultur*al Economlcs 30 (March 1982) 21 -36.
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pdue to the- exertlon of monopoly power of the respectlve
‘marketlng boards from the value of quota r1ghts. Veeman ‘also
inferred the excess prlces from dlfferences between producer
Prices for»boultry produced in the‘United States'and banada.
The deadwelght losses 1n consumer and producer surplus after
vhmarketlng boards ‘had been formed were estlmated d1rect1y or
‘from approxlmatlon formulae. ' | |
’ The studles suggest that the short runﬁlosses in

allocatlve eff1c1ency (deadwelght loss) were small relatlve
"to the soc1al costs of 1ncome transfers from Fonsumers to
producers. However the most recent of these studles-
ﬁ'ﬂ(Borcherdlng and Dorosh ‘and Veeman) 1hdfcate that in the
"long- run the losses in ‘economic - eff1c1ency from cost
llncreases in the 1ndustr1es are’ substantlal As .was stated
‘by Veeman (1981) the adverse effects of soc1a1 costs are
hlgher if account is taken of underutlllzatlon of capac1ty,

losses of economles of spec1al1zation in product1on and

'trade,'unexp101ted Lconomles of scale, lags 1n adoptlon of

. 1mproved tecnology, and the 1ncreased costs of product;on

for ‘new entrants arlslng from the capltallzatlon of quota
beneflts 1nto quota values or the value of land These

authors recognlzed that the estlmates of soc1al costs have

b‘to be v1ewed w1th cautlon malnly because /of

'mltatlons 1n_1
'data, procedures of est1matlon and assumptlon‘ made about
v fthe characterlst1cs of the demand and supply curves. It is
"ev1dent from these studles that though the est1mates are.

v,llkely to have been conservatlve they 1nd1cate the adverse
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eCOnomic impact of restriCting outpnt byHmarketing\boards;‘

‘ In- summary, desp1te w1dely acknowledged llmltatlons,

" the’ estlmatlon of components of soc1al costs appears to be a
useful approach to the measurement of the losses in. economlc
’eff1c1ency due to the exertlon of market power.wThe order ofA'
the various estlmates suggests a fairly hlgh payoff for |

a ;ncreased publlc pollcy attentlon to. competltlve problems in

- the economy.



VI, ALLOCATIVE EFFICIENCY IN THE SUGAR- REFINING INDUSTRY IN
CANADA

The analys1s in the previous chapters suggests that the
,Canadlan sugar refiners have exerted substantial marhet
'power in the pr1c1ng of refined sugar. ThlS chapter provides

an assessment of the economlc effects oﬁ the exerc1se of

/market power by the refiners. The focusfls on asse551ng

e

.

effects of exertlon of market power by ‘the reflners on the
4 level of allocatlve eff1c1ency of t&e Canadlan sugar
ref1n1ng 1ndustry |
o ’_Several approaches to the-asseSsﬂgnt/of the'leVel of
allocative- eff1c1ency in the agrlculture and food 1ndustr1es
'uere presented in Chapter V 1nc1ud1ng the n ture of prlce
‘relatlonshlps and the est1mat1on of losses in co\sumers
jsurplus due to. exertlon of market power These apprdaehes
are noﬁﬂgpplled to the assessment of allocative eff1c1ency\\
in the. Canad1an sugar reflnlng rndustry A dlmen51on of
technlcal eff1c1ency of the Canadlan sugar ref1n1ng 1ndustry
'has been con51dered in Chapter III under the top1c of
economies of scale. It was 1nd1qated there that the. average
vtotal costs of ref1n1ng sugar in the reflnerles in. eastern‘
| ~ Canada in 1963 seem to-have been sllghtly hlgher than those‘
‘of the most eff1c1ently s1zed reflnerles..It 1s concluded
»that technlcal eff1c1ency could p0551bly have been 1ncreased

if reflnerles had been of the optlmum sizes (w1th annual

average output capac1ty of 30 to 50 thousand tons of ref1ned

) sugar) in 1963. A further aspect of techn1ca1 eff1c1ency

,con51dered in. thlS chapter is related to the utlllzatlon of o

146
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e
plant capaCities.
Two approaches to ‘the assessment of allocatlve
efficiency of the sugar reflnlhg 1ndustry are presented The
flrst 1nvolves an analy51s of the‘relat1onsh1ps between |
‘pr1ces of reflned sugar at dlfferent stages of the marketlng
system ‘and 1n spatlally separated markets using the |
'competltlve market model presented in Chapter V as a norm.

This approach also 1nvolves an .assessment of the level of

'»tproflts in the Canadian sugar ref1n1ng 1ndustry The second

appproach 1nvolves the estlmatlon of soc1al costs and 1ncome‘
transfer effects whlch may be attrlbutable to exevcise of

,market power ‘by Canadlan reflnersr

A, Relat1onsh1ps Between Sugar Prxces in London, Montreal
and New- York . .

IS
As 1nd1cated in Chapter V the relatlonshlps between pr1ces
of a product at dlfferent 1evels of a marketing system, in
spatlally separated markets, and over dlfferent tlme perlods'
"gcan prowlde some 1nd1cat10n of the extent of allocat1ve -
‘eff1c1ency in a market Two dlfferent techn1ques of
,analy51ng prlce relétlonshlps are used to assess the level
of allocat1ve efficiency. of the Canadlan sugar reflnlng
1ndustry. The flrst 1nvolves the calculatlon of correlat1on
’coeff1c1ents between prlces of sugar in dlfferent marKets.,s
The second is a regression analy51s of flrst dlfferences of

vprlces of sugar between dlfferent markets.'
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Twe sets of data are used in this analysis. ngﬂfirst
set consists of annual average prices for raw sugar on the
London Sugar Terminaljmarket and annual average wholesale
and retail prrces for refined sugar }n Montreal from 1961 to
‘1978 The other data included in thlS set are annual average
prices for raw sugar rn New York'landed at the port\(cost,
-insuranee,‘shipping and duty paid) and wholesale andkgetail
Prices for'refined sugar in New York froh'}961:to 1978.
These data are shown in Appendix VI-1 and are from severar
publlshed sources.‘ o o ©

The second set of data. con51sts of monthly average

wholesale prlces for refined sugar 1n Montreal'and the~-f

monthly averages for the United States for dlfferent perlods

‘of time between 1970'and 1977 " The. monthly average
wholesale priees per

sugar for the United'

1970 to‘1977 >

months (January, Aprll July and October) each yerﬂ~‘\

-—_—_—-—._—...___.-.—__.._

1

For the wholesale and retall prices for reflnedwsuggr 1n
Montreal, see Canada, Statistics Canada, op. cit.= ¢ '
32-222; Idem, Cat. 62-002 (various issues); for tha
prices of raw sugar on the London sugar market se
International Sugar Organization, Sugar Yearbook Levr rlous
issues 1960 to 1979); and for - the prices of raw an
-~ sugar -in New York, see United States Department T BTSRRI
- Agrlculture, AgPICUItUPaI Statlstlcs‘(1966) 94 afl (ﬁ979);7”v1%_
90. N e

* Canada, Statistics Canada, op crt., .Cat. 32- 2
issues); and United States Department of Labor,
Prices and Indexes (Washlngton D. C..‘varlous 1ssuesr
1972-1977) .

-3

¢
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1970 to 1975; Because these data are no£ continuously
 available for this period of time and are not available fyom
1976 td 1977, the missinglmdhthly average whglesale prices
in Montreal‘frdm 1970 to 1977 are‘estimated from monthly |
wholesale price indexes for refined sugar in Canqda and from
"a basé price for refined sugar in Montreal.* Thus,\a
continuous series of mdnthly average prices for grahulateq
sugar'fﬁ’ﬁantreal is estimated from 19?0 to 1577u.The)prices
of sugar expressed in American dollars are converted into
Canadianvdollars using éhq_gxchange rates publishedvby.the
. Bank of @hhada.s(Appendix Yi—Z shows thé“mbhﬁhly_averagé
"ppices of.fefined sugar in Montreal and the United Stétes.
211 the prices are~théh defIéted'using the Canadian consumer
briée index for éil item;u t;king 1971 as the base year.*®
. Thelpfices of sugar in’MoH%ie#?,jLonddn, New York and

P [
. the United States are used in this analysis for a number of

;reasoﬁs. First, these»markets'are either‘méjorfcentefs for
' : . . }J ) - N ° » . e . ' . R N
#.4% cane sugar trade or. refining. It'rs‘postulaked-that the

price 'level of refined sugar ' in Canada (represented by
. ' The average wholesale price index for the whole of Canada
.- 1is used because price indexes by city and commodity are not
~available, The estimation procedure involves taking the
price for refined sugar in Montreal in January 1971 as the
base price. This is divided by the wholesale price index for
refined sugar for Canada in January 1971. 'Finally, this is
. >multiplied by the wholesale price index for refined sugar in
‘Canada’ for the month considered. Data on wholesale price
indexes for refined sugar in Canada are published by Canada,
. Statistics Canada, Industry Selling Price Indexes by Major
Groups, Cat. 62-010 (Ottawa: Various :issues 1974~1979).
.*Canada, Bank of Canada, -Review (various issues, 1972-1978);
-and Idem, Statistical Summary Supplements (1962). :
¢ Canada, Statistics Canada, Consumer and Price Indexes,
Cat. 62-011 (various issues,{1960 to 1979).

’
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Montreal) 1s substantlally 1nfluenced by the prlce levels of

o

sugar on the\London Sugar Termlnal market and in the Unlted

: States, partlcularly in New York whlch 1s a maln center of

‘“}W trade 1n raw and reflned sugar. Second potentlal and actual

\

",1mports of reflned sugar 1nto Canada are 11kely to or1glnate

from the Unlted States JItis postulated that the pr1c1ng of

° ‘h_‘

ref1ned sugar in. Canada may be related to the level of

A, o T / :
AR »». < S

: prlces for sugar in the Unlted States.;v .:r‘-f[;,;,tll_ufg//‘i,“j
'tif] Test1ng for Allocat1ve E£f1c1ency Us1ng Correlatlon o //{-;ﬂffuj
- Coeff1c1ents ‘1w._ e i T ;'3, //1 ”.f.

sy .

‘-‘»Frrst correlatlon coeff1c1ents between annual averag

A"»J

‘}“Government of that country. Flnally, sugar pr1ces on the_

'deorld market dur1ng thls perlod wer:

, L .-'.f: 'f/' P ‘,,‘—':-:‘ ‘
R S M A ¢ Ly

.r,- [
prlces of raw sugar ln Irondonl wholesale é;aces of
sugar in® Mohtreal and retall pr1ces of reflned s gar in.
Canada and wholesa}e and reta11 pr1ces of refrned sugar ln,fj

\New York for the perlod of tlme from 1961 to/?978 are FR

presented Second vcorrelat1on coeff1c1ents between monthly

';'wholesale prlces for ref1ned sugar 1n Mpntreal and the

Unlted States are calculated ‘for' 1970 to 1973 1974 to 1975 s

and/1976 to 1977 as well asrfor the ent1re perlod from 1970
to 1977 The t1me perlod from 1970 to 1973 relates to the
tlme before Canadlaﬁ customs dutles on sugar were reduced

" Also, cur‘ng thls per1od ’1mports of sugar products 1nto the

'¥;fUn1ted States were strlctly controlled through quotas by the

N

relatlvely low and

'7f¢stable..As dlscussed 1n Chapter III the per1od of tlme from ey

7”f1974 to 1975 corresponds to the perlod after the Canad1an‘”“”””



vTermlnal market reflned sugar 1n Montreal and New York fromvf_7k'“
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i SUbSta"tlally reduced Thls aL 50 is the p“rlod when the ;'w‘

vtrlal court was hearlng the Atiantlc SugaP case. The: t1me SR

‘shperlod from 1976 to 1977 relates to the perlod after the k
‘trlal court acqu1tted Atlantlc, Redpath and St. Lawrence.:g,,i
:,75Dur1ng thls perlod the %overnment of the Unlted States dldah
;}not control prlces of reflned sugar 1n that country throughf_’
estr1ct1vebumport quotas. It 1s noted that the dlstlnctlonf

/between these t1me perlods 'ay not be that strong A

correlatlon coeff1c1ent of 1 1nd1cates perfect 1ntegrat10n

i

lin prlce movements wh11e ‘2 ro 1nd1cates no relatlonshlp 1n m{di'ff

n the markets con51dered

{the prlce movements betwe'
Table VI—1 summarlzeﬂ the correlatlon coeff1c1ents_'gi'f

*g}between the annual prlce serles of raw 5ugar on the London

'dff1961 to 1978 The correﬁatlon coeff1c1ents range from 0 85
htto 0 99 and are statlstically 51gn1f1cant at the 1 percent

o level The hypothe51s hat there 1s not a 51gn1f1cant

'drelatlonshlp between wholesale prlces of reflned sugar 1n
{
“xspatlally seéarated markets in Canada and the Unlted States
'dfffls rejected | ‘ .‘ R
v Table VI 2 summarlzeswthe correlatlon coeff1c1ents

'between the monthly average wholesale pr}ces of reflned k&f-’

'lTJsUgar in Montreal and the Unlted Statesﬂfor dlfferent fff -

R 2 S
1‘perlods of tlme. The correlatlon coeff1c1ents between the

”tl‘the Unlted States for the dlfferent perlods con51dered range i"
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‘TABLE VI=1 o

"Correiaflon:Coeff1c1ents Between Annual Average Prices f.
for Sugar in ‘Montreal, London an%;New York From o
: o 1961 tO 1978 T o oo-

e Raw Sugar ”ﬁ'“ *;‘:f'5 Reflned Sugar
| : o Wholesale '_,@‘-1‘ Retall

Col e U New o T New o . Néw-
 Market. .- . LDP  York . - Montreal York Canada York

':;New Ydfk : ‘0,97;_;j;oojfg~ivf] o ;iﬂ;7,-,ff?'”rf{r‘?53\3tg7”g

IZLReflned

sugar at-

frfWholesale{l'v55>f'"n'7,7f”n1¢f;”'id}t ST

- Montreal . 0.98°° 0.98 " %9.00 .., " R
”LNequorkgg'~Q0;913,»0;?9~ G 0695 000
F7Refiﬁ§a{x 'iffg}[*ﬂ?:-b'

csugar-at o

Retail: [ ot

. Candda- .ﬂ*;,;0}95nf"9.97d{:a}{'r“
“New York vVO}BSAA}QfSAf‘;¢Z~Y .

'. ’-——...—.__.__-—..-.__._...—-.._-__. _.’.-',.'....,._..._'__’-___..—_

v'ff/NOTES LDP denotes Ehe London dally pr1ce for raw sugar

free on board at Carrlbean ports.>f,fv L




kﬂffrom3—0 444 to 0 943 All the correlatlon coeff1c1ents are

S TABLEVVIJ-Z' [ .

vCorrelatlon Coeff1c1ents BetWEen and Var1ab111ty in the«

Monthly Wholesale Prices for Reflned Sugar. in Montreal,

" and the Unlted States, 1970 to 1977 - R ,;\\'

Period Correlatzon d”jff";'J' Standard Coefflp;ent._‘
o of" t;me>'coeff1c1ent - Mean price. dev1at10n ‘3ofrvariation» o

ARG R

3 ......__._.______.,_'._______'.___'.._.______._.__.__.....___..__..._....___.__...._.._.__

——dollars per 100 pounds~‘

a1970577,‘0;959;**.{14 80\ 14, 84. {8 22 tf7.oo,;7o;56d~o.47a’

IR

1f.197b¢73-%bf444*#§7_10;56[ 11;ebf‘J1;43;a;o;34j:”o-13 0.03
. 1974775 0.874%x  25.30 23.16¢ 9.55 . 992 0.38 0.43

0 1976-77°0.878%#%  12.00 12.00 < 2.14  1.67 0.16 0.14.

'_SOURCE"Calculated from data in Appendlx VI 2

'77NOTES° kR shows that the coeff1c1ent 1s 51gn1f1cant

at the 99.0 percent level.,
.:,bMo. denotes Montreal; and ‘j“
U.Sse denotes the Unlted States.

7]'1J}fﬁti

nd51gn1f1cant at the 1 percent level. The hypothe51s that

,,e\ 6

“,there 1s not ‘a 51gn1f1cant relatlgnshup between wholesale

5?;pr1ces for retlned sugar in'. the Canadlan and Un1ted States

TN

o

Even though all the correlatlon coeff3c1ents shown 1n‘”
‘fTable VI 2 are 51gn1f1cant 1t 1s worthy of note that for

'1970 to 1973 the correlatlon coeff1d1ent 1s negatlve and:»*'

»

“ =y

ST

"omarkets 1s reJected _:,ff‘fif:,i,13f,;.afd.'[f§5‘7;~ﬂfﬂfﬁ**5"”




' 7,,more varlable than those 1n the Unlted States. For the

"”{;standard dev1atlons and coeff1c1ents of varlatlon 1s

low. An e#planatlonjtor thlS result is presented on pages

: \

‘157 to 159 The 1nterpretat10n of the. correlatlon _‘

- coeff1c1ents as a ‘test of allocatlve eff1c1ency of the sugar

‘u-:reflnlng 1ndustry 1s also presented there.

The varlablllty in the monthly wholesale prlces for'
hfreflned sugar in Montreal and the Unlted States 1s also
"calculated for the dlffereht perlods con51dered The

1Tvar1ab111ty 1n,pr1ces 1s measured by the standard dev1at10n

t.and coeff1c1enttof varlatlon around the mean. As shown 1n_

eTable VI 2 the mean prlces 1n Montreal are hlgher than“

_those 1n the Unlted States for the perlod of tlme from 1974

bt~vthe perlods 1970 to 1977 and 1976 to 1977 the mean wholesale

'nprlces fdr reflned sugar are the same 1n both countrles._Theﬂ

sttandard dev1atlons and c0eff1c1ents of varlatlon 1nd1cate:g”"

@
1
Y

T »1fto 1975 The converse 1s true for 1970 to 1973 For each of h"

i '_".'that ‘for the tlme penods from °197o to 1973 and 1976 to 1977”’7

’];as well as for the entlre perlod of tlme from 1970 to 1977

‘monthly wholesale prlces of ref1ned sugar 1n Montreal were

'l»perlod of t1me from 1974 to 1975 the prlces of sugar seem

o

:to have ._en less var1able 1n Canada than 1n the Unlted ;;[

"fﬁystates.»The 1nterpretat10n of the results of the means,

J

h~dpresented later in thlS chapter.,;fff‘”

Bt
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T

‘Téstlng for Allocat1ve E£f1c1ency Us1ng F1rst D1fferences of

@

squares method

_Prlces of Sugar
‘A model of the form spec1f1ed in Equatlon v- 2 is used to

‘test for allocatlve eff1c1ency of the sugar ref1n1ng

1ndustry ~The: dependent varlable is. the first dlfference of

‘monthly wholesale prlcee for reflned sugar in Montreal The

v

rlndependent varlable is the f1rst d1fference of annual

/

‘ywholesale prlces in New York or the monthly average

’]rwholesale prlces for the Unlted Statesathe flrst dlfference

A

' regre551on equatlons are‘analysed u51ng ‘the ordlnary least

_F1rst the analy51s ‘uses: annual average wholesale ‘

e :prlces for reflned sugar 1n Montreal ‘and New York (from -

”,Appendlx VI—1) for 1961 to 1978 The results are shown 1n-v7

< fTable VI 3 (model T) Second the analy51s is- repeated u51ng

R

egthe monthly wholesale prlces for reflned sugar in Montreal
"-and the Unlted States (from Appendlx VI 2) The results for

:hthe dlfferent perlods are shown 1n Table VI 3 (models 2 to

B

The coeff1c1ents of determ1nat1on (the R- square) for

'hgthe dlfferent tlme perlods con51dered range from 0. 33 (for

’VZT1976 to 1977) to 0.79. (for 1961 to 1978) That is, changes' ,

4. in the mgntﬁlz_ayerage prlces 1n the Un1ted States explaln

fgSte1nbrenner and Dale H. Bent op. Clt}_

"f’33 percent of the changes in the correspondlng sugar prlces -

>1n Montreal for 1976 to 1977 The changes in the annual

-—_—-—.—_-———_————‘——_—

7 Norman H. N1e, c. Halall Hull Jea
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' TABLE VI-3
My | |
v v ,
Flrst Diffeténce Regressxons Us1ng Annual and Monthly o
"Wholesale Prices for Refined Sugar in Canada and
‘ Unlted States,v1961 to 1978 “

’ Estimated R ' »_7‘_? - .
coefficient R RO
of - Coefficient .
co - -independent . -~ of o : L : .
. Antercept variable =~ determination. F-value D-w . .
(1) -49.99 . 1.09%xx NY  0.79 . 60%+%  2.45+.
B (T T R T
S (2) -1.38 0.96%+% US . 0,68  188%kx  2.22++
(3)  20.58 0.61%¥+ US . 0.55 52kxx  1.54++
- L. (0.088) S .
(B) =13.92 - 1,02%kx US - 0.71 - Saxxx 2,25+
o te.ass) o RN
©(5) =19.70 - 0.44%¥x US - 0.33 . 10%xx - 2.27++
T eaiee) e T

N oy v L
SOURCE Calculated from data 1n Appendlxes VI—1 and VI- 2 /_

NOTES The dependent varlable is the flrst dlfference :
: 7 of prices -in Montreal; -and the 1ndependent varlable
g.1s either the first dlfference of prices in New York
. (NY) . or the United States (US) M
. Model (1) is based on annual prices for 1961 to L
1+ 1978; Models (2) to (5) are based on monthly ) Ll
«wholesale prlces for the periods of time from . . |
1870 to 1977, 1970 to 1973, 1974 to 1975 and .. ‘
1976 to 1977 respectlvely ' :

Standard errors are ﬁﬁ%wh in parentheses.
_*** -denotes 51gn1f1cance at- the ‘1 percent level
~denotes that- the" DBurbin-Watson value .is not
'conclus1ve. That is 9;pere may or may : u
. not be- autocorrelatlon in the:.data.on sugar pr1ces:",_
. ++ denotes’ that. ther1 is. lack‘of_autoconﬁelatlono1n !
ﬁythe data._-, e EE e : . e




weffect relat1onsh1p " The. hypothe51s that there is n t a

tnInterpretat1on of the Results
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percent of the changes in the correspondlng prlces in

Montreal for 1961 to 4978

The estlmated coeff1c1ents of the 1ndependent var1ables

fg(annual wgolesale pr1ces of reflned sugar in New York and

monthly average wholesale prlces of reflned sugar for the

"Unlted States) for the dlﬁferent perlods con51dered range
;from 0.44 (for 1976 to 1977) to 1 09 (for 1961 to 1978) All
‘the coeff1c1ents are p051t1ve and 51gn1f1cant at the 1

percent level

The coeff1c1ents of the 1ndependent varlables suggest

-

o that changes 1n the annual and monthly wholesale pr1ce fori

__51gn1f1cant changes in the correspondlng prlces for reflned

sugar in Montreal for ‘the. dlfferent perlods between 1961 and

1978 though 1t 1s probable that this is not a cause andOL

“AS noted earller, the correlatlon coeff1c1ent between
monthly wholesale prlces in Montreal and the monthly
"'averages of the Unlted States for 1970 to 1973 is low and“

: _negatlve though s1gn1f1cant. The result 1mpl1es that the_

"~the two countrles was opp051te and weaker than 1n the other

perlods of t1me oon51dered Two reasons seem to explaln

B

vreflned sugar 1n the Un1ted States have been: assoc1ated w1th &

A

°'nature of the assoc1at10n between prltes of reflned sugar 1n-
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.these dlfferences in the assoc1at10n between prlces of
reflned sugar 1n the two countrles. Flrst between 1970 and
1973 the Government of the Unlted States malntalned pr1ces
:for reflned sugar’ ‘at a substantially higher ‘level than.that
1n Canada. The hlgher level of prices was:effectedﬂthrough
strlct 1mport quotas -on raw and‘refined“sugarninto that
country. The restrrctlon of imports.likelyllimited the
;Potential'prfce competition between.Canadian and United'
States sugar refiners. The standard dev1at10ns about the
means of prlces of reflned sugar for the Unlted States _
(Table VI 2) 1nd1cate that pr1ces,were_morevstable for 1970

= o AT T
.to 1973 than for the other periods. The stable prices. for

""1970 to J973 are llkely to have.been due to;the restriction

w \

of . 1mports of sugar 1nto the Unlted States through quotas
‘At the end of 1974 the restrlctlon of 1mports of sugar 1nto
the Un1ted States was relaxed and the assoc1at10n between

vprlces for reflned sugar in. the two countrles is p051t1ve

. Lt

' and seems to be stronger than for 1970 to 1973 Second
before February 1973 the levels of Canadlan customs dutles

_3on 1mports of sugar vere hlgher than later. As dlscussed 1n
'd Chapter III 1n February 1973 ‘the 1evel of the Canadgan

. ! l‘? <
customs dutles was substantlally reduced The hlghe i%

of" tar1ff protect1on before 1973 llkely l1m1ted prr}e'
competltlon between Canadlan and Unlted States"sugar

, o . : C gs
reflners. S , i : o ~Lw“

The strong relatlonshlp between pr1ces of reflned sugar

| '(annual and monthly) 1n Canada and the Unlted States (except B

i

SN
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‘for 1970 to 1973). could be attrlbuted to two features of
pr1c1ng behaV1or of sugar reflners in Canada. One feature'
may be that sugar products 1n Canada (represented by
" Montreal) have been prlced relatlve to those in the Unlted
States.AThe llkely objectlve of such: pr1c1ng strategy could
- be to deter 1mports of reflned sugar from the United States
bAnother 11kely reason is that changes in the ;annual and
monthly average prices for reflned sugar in both countrnes
have occurred 1n response to changes 1n prlces of raw sugar
on the world market | ‘

For a. perfectly competltlve market the hlgh correlatlon
between the prlées for reflned sugar in Montreal and in the

a

_‘Unlted States would—suggest a hlgh degree of allocatlve

- eff1c1ency 1n the Canadlan sugar ref1n1ng 1ndustry between

-1961-to 1978 (except for 1970 to 1973) However ‘for. the_u<
hlghly ollgopollstlc Canadlan ref1n1ng 1ndustry, such a
‘conclus1on is hlghly doubtful As will be shown later in .
'f{thls chapter, there is ev1dence wh1ch suggests that ‘the
41evF1 of allocatlve eff1c1ency 1n thlS 1ndustry was low over
thlS t1me perrod Thus, the results from the above analyses

fappear to be more 1nd1cat1ve of co- ordlnated pr1c1ng of

‘reflned sugar by the Canadlan reflners.

P
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B. Relat1onsh1ps Between Retall Pr1ces for Ref1ned Sugar 1n !
D1fferent Markets 'in Canada ' :
Another test of. allocatlve eff1c1ency in-the sugar ref1n1ng
1ndustry can be performed u51ng data on wholesale prices of
reflned sugar }n dlfferent markets in Canada. However, S
:wholesale prices of refined’sugar in_different Canadianb
cities are not readilyravailabie. For this reasbn, an
‘fassessment of allocative etffciency in therefﬁning/industry;
:'is undertaken‘using'retail prices of.refined.sugarlin

fourteen major cities in Canada. These data'arevshown in
| , Sehmh / ,
-

| Appendlx VI 3.

The Food Pr1ces Review Board (1974) publlshed monthly

-\average retall prices for reflned sugar in fourteen c1t1es

' _from January 1973 to Aprll 1974 Since 1975 ~Statistics
Canada has publlshed retall prlces for reflned sugar in.

'fourteen c1t1es for the th1rd week of Aprll and Octg?er of
each year.‘ In the absence of other data, these ‘are taken to
represent the monthly avérage retail prlces of reflned sugar
for the d1fferent-c1t1es considered: for the period of t1me
from 1973 to 1980 | ; ‘

f It 1s expected that the relationships betweenwthe

/movements ‘in monthly average wholesale prices for reflned
sugar in the different markets can be 1nferred from the
movements in monthly average reta11 prlces 'in the dlfferent

markets con51dered To 1nfer that movements and dlstortlons

1n the relatlonshlps of sugar prlces at the reta11 level are
* Food Prices. Rev1ew Board, op. CIt., (1974) 3; and
. Canada, Statistics Canada, op. Clt., Cat. 62.010 (various
-1ssues 1975 to 1981). ' - -
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attributable to the-'sugar refining,industry implies‘a numher\
of assumptions,'Firstj'it is assuned that the retail market
"for*refined(sugar is competitive in each ofithe cities
considered Imp11c1tly assoc1ated w1th th1s 1s the
}assumptlon that retall pr1ce marglns for reflned sugar ¥n
each c1ty are similar and reflect only normal profit
A .
.marg1ns. ‘Similar assumptlons were made by Hassler (1953) 1n'
" the analy51s of pr1c1ng efflclency 1n the da1ry products
manufacturlng sector in ‘the Unlted States.” However glven:
"the varlablllty in the reglonal concentratlon'levels in the
retall grocery 1ndustry, the analy51s outllned below must be
l'v1ewed w1th some ‘caution. | .
- The two approaches descrlbed 1n the prev1ous section
fare used in the analy51s of prlce relatlonshlps. The f1rst
approach 1nvolves the calculatlon of correlatlon
coeff1c1ents between the retall prlce serles for reflned
sugar in dlfferent palrs of c1t1es.~The monthly wholesale
prlces of reflned sugaq in Montreal presented in Appendlx
”Vi-z, are also 1nc1uded in this ana1y51s. The second
approach-agaln-lnvolves a regre551on model in wh1ch the
first dlfferences of monthly wholesale prlces of reflned

.sugar ‘in Montreal are taken as the 1ndependent varlable.

Montreal is the ma1n center for: ref1n1ng sugar 1n Canada and'

'-.is, in effect treated as a proxy for the3natlonal market.

. The dependent variable is the f1rst d1fference of monthly

'retall prlces of ref1ned sugar in either Toronto, St. John, |

’ J.B. Hassler, op. c1t'.j,}'260.‘



-Winnipegv"Edmonton or VancouVer.‘lhese cities represent&
dlfferent reglons in Canada and also are major sugarv :
uref1n1ng or consumlng centres. The regre551on model used is
~of the form-spec1f1ed in Equation V—2 The pr1cé series are
deflated using the Canadlan consumer prlce 1ndex for all
items, taking 1971 as the’ base year. ‘

Table VI- -4 summarlzes the correlatlon coeff1c1ents ‘
‘between prices of reflned sugar in the d1fferent c1t1es. All
_the correlatlon coeff1c1ents'are high, ranglng from O.éé to

.00 and are 51gn1f1cant at the 1 percent level The‘

hypothe51s that there is not a s1gn1f1cant relatlonshlp

';between.wholesale prlces of reflned sugar 1n.spat1ally

separated markets in Canada is re]ected The hlgh

_ correlatlon coeff1c1ents between prlces of reflned sugar in
"d1fferent markets would rn a competltrvevmarket,’suggest
'fthat the levelvqf allocatiwe efficiency-is high in the
reflning industry:. Such a test is, however, weak and |

i conclusaons of hlgh levels of pr1c1ng eff1c1ency are not |

warranted The 1nterpretatlon of the correlatlon ' R

'_‘coeff1c1ents as a test of allocatlve_eff1c2ency is presented'

‘at the end of theqnext sectlon. T o .
.Table VI 5 summar1zes the results of the regress1ons of

the flrst dlfferences of monthly wholesale prlces for
N o
reflned sugar in Montreal as the 1ndependent varlable and

“the monthly retall prlces for reflned sugar 1n\the f1ve

dlfferent c1t1es as the dependent varlables. The
coefflclent5°of determination range frqm 0.58’(for

PR T
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‘TABLE_VIfs |

PRTT
‘,.

Results of Regre551ons of Flrst leferi ces of Monthly
' Prlces of Refined Sugar in’ leferent Markets ‘in
Canada From 1973 to 1980 -

, Estlmated
_coeff1c1ent ’ » : Sy el -
L el i oof e Coeff1c1ent L ‘”f>*fﬁ&}) o
Equation . - Estimate 1ndependent “of ,~,” ' 9ﬁ¢ BV T
(Dependent of - . variable determlnatlon Tlﬁnﬁgg e
varlable) Intercept (Montreal) (R~ square) - F value SD=W o T

P w17’ st 300e2 0 1.00%sx ‘~,.*.'?0;67;,_,45**#‘“}3.09+~
e (Toronto »;.IVng]v};(O 148) N ENC O S RO AR S
prlce) T e s v iy e
.6-8- 16,420 0.92%%x S0 00760 76 RkE 2, 054+
(wlnnlpegx;tf S 000 e T R
pr1ce) AL e A 0 PP TR
6595+ 727,57 1,05k . 0,80 | 90xxx ' 2.49++
(St Johnauﬁ-ﬁibﬂ; (0. 110)5g‘.ju;Q'\'ﬁaw~ R RN LR
.price) vl S
6-10 s
(Edmo?tonfk_’_
~price AN R
6= 1ﬁ Leady 8§Ei @ o0 88*1‘-“"f. 0,58 *
(Vancouver e (o 15&%»' L T
prlce) S ST S

0 97***# ‘. 0.74 63*** 1@71 ++

SOURCE Calculated from data 1n Appendlx VI 3

NOTES “b- W denotes/the Durbln Watson statls¢1c. B T
: e jThe standard error of the ‘slope coeff1c1ents RIS
e c&ﬂhare .given if - parentheses._.-;‘~ R AP SR SR
., ixx%x denotes that ‘the’ estlmated value 1s 51gn1f1cant“
Lo =0 at the 99.0 percent level,
- +.dehotes autocorrelatlon may be present in: the data\
S denotes lack of autocorrelatlon in the data,v,_/g\ o

g
;;JtC Vanc0uver) to 0 80 (for St John) The coeff1c1ents of. ;
L determlnatlon suggest that changes 1n the monthly wholeséle :
prlces of reflned sugar 1n Montreal explaln a large . b
¢ proportlon of the changes 1n the monthly retall prlces of
!:hvbfeflned sugar 1n Toronto,;St John, Wrnnlpeg, Edmonton and




Ce

Vancduver,.respectlvely The low coeff1c1ent oflg
@ﬁ ' v

determlnatlon between the monthly wholesale prlces of

s

reflned sugar

0

,1n Vancouver 1nd1cates that retall prlces in that c1ty‘are

@n Montreal and retall pr;ces of reflned sugar

more 1nsulated from the 1nf1uence of prlces in Montreal than‘f

:] are reta1l prlces in the other c1t1es.

The est1mated’coeff1c1ents of the 1ndependent‘v r1able d

‘Yange from 0 86 (for Vancouver) to 1.05 (for St Jo'n) ‘Alig:7lﬂ

»

the coeff1c1ents are p051t1ve and 51gn1f1cant at the 1 e s

percent level The hypothe51s that thereéas not a

"_Vys1gn1f1cant relatlonshlp between wholesale pr1ces of reflned

'T”c‘sugar in spatlally separated markets 1n Canada is" rejecttd

/

”5The estlmated coeff1c1ents of the 1ndependent varlable

':Yhsuggest that changes 1n the monthly wholesale prlces of

»'Q%&%lned sugar 1n Montreal are reflected fully in. the retall
f?iipr1ces of reflned sugar 1n Toronto and St John and lefs |
::trthan fully 1n the pr1ces of reflned sugar 1n Wlnnlpeg, |
”Edmonton and Vancouver, though these d1fferences are not

’statlstlcally 51gn1f1cant

RP

As noted earller 1n thlS chapter, 1n a perfectly mfﬂ~"*‘

competltlve market a hlgh correlatlon between prlces for

- reflned sugar 1n dlfferent markets 1n Canada would suggest a

7,hlgh 1evel of allocatlve eff1c1ency Thls does not,seem to:

_,fbe the case for the Canadlan sugar ref&nlng 1ndustry fbrzg'v;_,

R

'1T1973 to 1980 The strong relat1onsh1p between pr1ces ofv'ﬁ'“

[

}TJ,dellvered pr1c1ng(u51ng Montreal as the major base p01nt

| szxreflned sugar is most probably due to the system °f ,5rﬂg;!t




- The hlgh level of correlatlon reflects market 1ntegrat10n

'~vwh1ch 1s not necessarlly 1nd1cat1ve of a hlgh level of

:'15allocat1ve eff1c1ency Also ‘as the analy51s in the next‘__

~ of- cane’ sugar reflners;f

>:<f':Thls feature

‘1sect1onashowsy geographlcal prlce spreadebetween ‘some of

1the markets con51dered here do not appear to be fully s
q

‘ warranted by dlfferences 1n transportatlon costs._Also, as
“fudlscussed 1n the next sectlon of thls study, the proflt

':levels of Canadlan ref1ners have been h1gh compared to those

-
-

gﬁ he Unlted States and are f :

v?slndlcatlve of a low 1e“;(i}f allocatlve eff1c1ency 1n the'u'L'
'*&iref1n1ng 1ndustry from . yf§1 to 1978.w1t can be concluded flf B
_that the strdﬁg rela: onshlp between prlces of reflned sugar“

’}1n the dlfﬁerent '{ kets 1n Canada at the wholesale level

(9

tvr(estlmated fro:tretall prlces of sugar) does not appear t%rv
‘fhbe an 1nd1cat:on of h1gh 1evels of allocatlve eff1c1ency

‘ s most 11kely due to the_&ormula and dellvered;ﬂ
f'g:pr1c1ng of reflned sugar by Camadlan reflners.la;ob‘b

’Retall Price Levels and Pr1ce Dxfferentlals for Reflned
iSugar 1n leferent Markets in Canada N

V::In thlS sectlon,,the levels of retall prlces 1n dlfferent
‘fmarkets and geographlcal prlce spreads between dlfferent

0

']»markets for 1973 to 1980 are evaluated u51ng graphlcal

‘Ifjlllustratlons. Aga1n, the mdnthly reta11 prlce data shown 1ngwﬁ'

‘("7

"fa;Appendlx VI 3 are used 1n thlS analy51s._f

Table VI 6 shows the means and standard dev1atlons
’”j aboutfthe means of the serles of sugar prlces for fourteen
dlffemt\ c1t1es 1n Canada._. In general ‘ monthly retall

»



PR

Means and’ Standard Dev1at1ons of Monthly Prlces of

o TABL‘E‘ vm—‘s

Reflned Sugar in Different Markets in' Canada,
@73 to 1980 (expressed Ain 1980 dollars)

T M S el G e e e G s e e S ks S £¢ S e S o o Al - — o — —— o — -

v~»$St Johns (N F )
;.Hallfax s

St.
Quey

Standard

deviation

—.—-—.—_—-——’.-————_———-——————_——_——-—_—-—_———-——————-——————._—-—

- MontT&d: (retall) i
- -Ottawa, ~j_ RET RV W71
~ Toronto - . .. - 2 9.
V(Thunder Bay _
. Winnipeg. . .
" ..Regina " . S e .49
" Saskatoon .\ 20.52 Gy e, 13,037
Edmonton 38.29 A 11.86%
_Calgary = - '’ . 37.91 - 11071 %
-~ Vancover S - 37.00 o 12,89
“;~Montrea1 TR : : o
(wholesale) ©30.75 ® 11,67
o e e e e e 0 e o e i i e o o s S o s . s ] . e o O s e o I e o o e
SOURCE Calculated from data in Appendlx Vi=3
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.sugar, respect1vely

- 169

prlces for reflned sugar 1n the respectlve c1t1es in western'
Canada have been hlgher than in most of the dlfferent c1t1esf

in eastern Canada for the perlod of time from 1973 to’ 1980
B

'g The average prlces 'in western and eastern Canada were, in‘ Lo

f980‘pr1ces 38.52 and 36 08 cents per pound ofmrefihed

\ ey

Flgure VI—1ushows the. movements 1n re

,.ktoon betwe i 'f'f'and 1980

reflned sugar in Ottawa and;”

-2

Montreal and Ottawa and between Montreal and Saskatoon._

Prlces of reflned sugar in these two‘_ rs_of c1t1es are

a

'7.chosen 51nce the geographlc prlce spread between Ottawa and,‘

o

Montreal and between Saskatoon and Montreal have been the
{41 .

lowest and hlghest respectlvely The Ottawa mlnus Montreal

prlce dlfferences are small and negatlve for most of the
e :
t1me from 1973 to 1980 51nce retall prices. of reflned sugar“

In Ottawa are marglnally lower than those in Montreal The

PO

Saskatoon m1nus Montreal prlce dlfferences dur1ng thlS
. e ,.!‘4 . !
perlod of h1me are large s1nce reta11 prlces in Saskatoon

are . con51derab1§%h1gher than those 1n Montreal Vh_

From the geograph1cal pr1ce spreads there are some

1nd1catlons that there may have been "unwarranted"'prlce

a‘t The geographlc pr1ce spread is deflned as the retall

.price of refined sugar in one market minus- the retalltprlce ;;fg,f
of reflned sugar in Montreal ' : e B
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patterns in the different markets considered. The warranted
'priée’pattern is defined in terms,ofwthe'perfectlyi |
competltlve norm. That 1s, pr;ces of refined sugar in
dlfferent markets should not dlffer by more than the cost of
transportat1on. One%example of an unwarranted pr1ce pattern

durlng thlS perlod (1973 to. 1980) is that prices of reflned 3

sugar havecbéen“&owest in> Ottawa .and Hallfax rather than "in’

y,,:‘_, . Mg

5W,c1t1es in which sugar ref1n1ng plants are located e Another

example of anuapparently unwarranted retall pr1ce pattern is

the feature t%at the. hlghest 1evels of sugar prlces haveg.
-been in Edmonton and Saskatoon, though these c1t1es are
:located.close to the1r maln ‘sources’ of . reflned ‘sugar: whlch
'hare, respectrvely,‘Taber Alberta an Eort Garry,,Manltoba;'
'%he'apnarently unwarranted price patterns during-1§73,
‘to 1980 coulid be expla;ned ‘by a. number of reasons Flrst
rthe feature that the lowest level of sugar prlces occurred
in Ottawa could be attrlbutable to prlce competltlon among

reflners lo ated in. Montreal Toronto, St. John and Oshawa

aand the ‘lack| of competltlon in the latter group of c1t1es'*

i
[

and in weste n Canada. The 1owest prlces of refined sugar in-
fHallfax ‘might be explained by{the practlce of~11m1t prlclng
in_ that'city y‘Canadian refinerslin order to deter imports

7of reflned su ar 1nto Halifax.

Al

Second, a§ Mallen (1976) showed, the level of market .

'concentration 1» the Canadlan retall food trade in 1973 was
"' As reported in ‘Table - 2- 1, sugar reflnerles are located 1n'
.~ 8t. John, Montreal “Oshawa, Fort Garry (Wlnnlpeg) Taber and -
- Vancouver.“ ‘ : C . -

c -



173

much higher indwestern Canada and Ontario than in Quebec and
the Maritime prov}nces.*’3Thus,’the apparent unvarranted
re@gll prlce patterns could be attrlbutableato exertion of
market power by local food retallers. Thlrd the relatlvely
hlgh prlce levels. for ref1ned sugar in Edmonton and
.Saskatoon (and in other cities in western Canada) could be
due to h1gher costsvof proce551ng beet sugar than those for
reflnlng raw cane sugar. |

- Though the apparently unwarranted prlces at. the retall
level can be explaln@d by factors operatlng at that level of
the market, a number of reasons suggest‘that much‘of the |
prlce dlstortlon dlscussed earller is attrlbutable to sugari
‘reflners. F1rst the sugar: reflnlng 1ndustry is- more ‘
concentrated than the retail food sector at the natlonal and
hreglonal levels. It follows that price competltlon is llkely
‘to be much less at the level of the'reflner than the
'retailer. Second as dlscussed in the next sectlon, ‘the ">d‘
‘relatlvely high - 1evels df proflt rates 1n the Canadlan sugar
Aref1n1ng 1ndustry (Table vi- 6 and'VI-7) are evidence—of low'
levels of allocatlve eff1c1ency.\It seems probable that much
of the pr1ce dlstortlon d}scussed earller could be_
vattrlbutable to excess pr1ce markups at éhe ref1n1ng’1evel
Even then, thlS result has to be accepted w1th reservatlon

i'l?‘urther research u51ng data/on wholesale prlces would be

12 Bruce Mallen, "The Levels, Causes and Effects of Economlc
Concentration in the Canadian Retail Food Trade: A Study of
Supermarket Market Power" A paper. commissioned by the Food

Prlces Rev1ew Board Reference No. 6, February 1976 65 67.

?
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‘aballable 1nformatlon on prof1ts (proflts expressed ac

“vpercentage of the price of reflned sugar) 1n the Canadlan-

w}

needed to determlne sources of the apparent price

dlstort1ons at the retall level

C. The Level of Profits in the Sugar Re£1n1ng Industry in
Canada

Economic theory suggests that the existence of above normal
profits earned in an industrY'may be associatedmwith
substantlal barrlers tabentry and market power in that -

-y ',

1ndustry It may also suggest that relatlvely low levels of

allocatlve eff1c1ency apply 1Q\sUCh an 1ndustry Though hlgh

|
levels of profits over a long perlod of time m 1mply,
exertion of market ’power and consequently l&

, allocatlve eff1c1ency;°the conversé does not necessar1ly

apply. That ‘is, the absence of relat1Vely h1gh levels of

proflt rates in relatlvely concentrated industries can be

| assoc1ated with hlgher costs of production and marketlng
(x 1neff1c1ency) and low levels of scale eff1c1ency In this

section, an assessment of the level of proflt rates 1s

o

presented The objectlve is to a1d 1n ascertalnlng whether'

”';:the sugar ref1n1ng 1ndustry ‘in- Canada has operated w1th a

h1gh or low 1evel of allocat1ve eff1c1ency from 1960 to'

The approach taken in the assessment is to compa

percentage of equ1ty and pr1ce cost marglns expressed as a

'

' ref1n1ng 1ndustry w1th that 1n the cane sugar ref1n1ng

174



175

industry in the United States for the period of time from

1961 to 1978.4This analysis builds on two previous studies,
one bv theﬁTariff Board in'197] and another_by the Food'r
Prices Beview‘Board:in.1975rJ |
| In 1971 the Tariff Board assessed the average total
. costs and prof1t marglns per 100 pounds of reflned sugar for
.1the d1fferent Canadlan sugar reflners and ref1n1ng plants
v,from 1966 to 1968 * The Tarlff Board concluded that there:
“\\»/as con51derable dlsparlty in the levels of annual average
costs and prof1t-marg1ns fromvone ref1ner to another.'The
: Food Prices Revlew Board (1975) reported some annUal average
rates of return on capital ’ in the sugar ref1n1ng 1ndustry,
"cannlng and preserv1ng, dalry products, graln and cereals
and bakery 1ndustr1es in Canada for 1967 to 1972, ¢ The
@verage rates. of return on capital in each of the cannlng pf.”
and preserv1ng, dalry products, graln and cerea& products, ~¥g S
) and bakery 1ndustr1es were con31derably lower than the

average for the sugar reflnlng 1ndustry from 1967 to 1972. o

Over thlS perlod the average rate of return on capltal for,

/, =3

all food procéS51ng 1ndustr1es,_exclud1ng the sugar ref1n1ng

- -

1ndustry, was 15,7 percent T;mpared w1th 29.5 percent in the

frefxnlng industry. The hlgh el of prof1t5/1n the sugaﬁ
'.reflnlng 1ndustry relatlve to\those earned in the other food

\
proce551ng 1ndustr1es con51dered by the Board strongly _
,suggests that above normal prof1ts were being earned 1n thlS tf'

Rt ),
'3 For a detalled exp051tlon, see the Tar1ff Board bp o
cit., 32-33. s

“The Food Prlces Rev1ew Board Op Clt (1974) 19 23.

R . . . 1 . -
o . B >
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~industry. This. also suggests that barriers to entrylwere‘

effective over this time period Thus, relatively low levels

of allocative eff1c1ency appear to have applled in the sugar

refining 1ndustry

wfor
,the sugar refining industry in Canada and cane sugar 4

reflnlng 1ndustry in the Un1ted States for dlﬁﬂereﬁf/t;new

Three different measures of profits arehcomputed,

perlods from 1960 to:197% The flrst measure is profits .
(after taxes) expressed as a percentage of equlty for the

+ -~ three largesthanadlan reflners (Atlant1c B.C. Sugar and
Redpath) anﬂ for. the twelve largest ‘cane. sugar reflners 1n‘ ;

the United States

961 to 1971.‘Th15 is the perlod'for
| SR Dt AR
which data on annual avexage rates of return on equity for

il

the twelve reflners are reported by Bohall (1977) Data on ,ﬂl.
| _ :
proflts and the value of equlty of the three Canadlan

'reflners are. publlshed by he Financial Post Serv1ces and
the respect1ve reflners. E The second comparlson is return
(after taxes) on- equlty for the three largest reflners 1n.'

f( { Canada and Amstar Corporatlon of\the Unlted States for 1965 -

X to 1978 ‘The third proflt measure is. glven by pr1ce cost o .

IR margzns expressed as a. percentage of the annual value of’;

J'f?’ Annual Reports of Redpath Annual Reports of Atlantic. = .
Suga r Reflnerles, ‘Anniual ﬂeports»of B.C. Sugar Refinery; .The
(%, al Post Corporation Services, Redpath Industries; . -
AT antt -Sugar..Ref ineriies;> B.C. -Sugar Ref inery, (various - °
~issues);\.and Robert Bohall and others, op. cit., (1977), 18,
Avs Amsta r, Corporation is: one of the largest cane sugar ! "
" refiners ;n the United States. It is the only refiner in the -
‘United. States for which Mpody's Investors Service has ™ - PO
publ1shed eont1nuous and most recent data on annual profits, -
See Moody's . Investors Service, Mbody s Industrial Manual ' ’
\ Amen;can and Fonergn (New York var1ous issues). - _




between average price and eosts expres

lthe prlce of‘reflned sugar j" ]

;Commerce in that country."/For the purpose of thlS study,

:Apayments advertlslng, prOperty taxes '‘and d
'the price-cost margins can be ‘argued for.lwhls measure is
-~ Jjustifiedron: the grounds; that these costs may be a small

R N

hlpments of the sugar refining 1ndu3try}1n Canada and the
cane sugar ref1n1ng 1ndustry in the Unlted States for 1960
‘1977, The prlce cost margln is the dlfference between
gross revenues and dlrect costs eXpressed as a percentage of
theiannual total value of shlpments. If data are llmlted

thlS measure can also be approx1mated as follows' The

'd1fference between the annual value added" and payroll

iexpendlture is calculated and the dollar value of thlS

dlfference is d1v1ded by the annual value of shlpments of~

'the 1ndustry to g1ve the percentage prlce cost meergin. Th1s

“percentage is taken as a proxy measurelfor the dlffepgnce

| AN
The _annual total value added payroll expenditures-and

value of shlpments of the sugar ref1n1ng 1ndustry {n Canada

“it is. assumed that dlfferences; n. rates of re#hrn of the two

s LI B

The 1nclu51on of costs such#as 1nsuranceé/gental . [
reciation in

part of the -total costs in the’ refining of sugar. It is also

' assumed that these costs are similar for -the sugar reflnlng
- industries in Canada and the Unlted States. For a re-
.detailed discussion of . this’ approach ‘to measuring proflts ,
‘see N.R. Collins and 'L.E, Prestou, op. ctit., 54-56. " IR
't canada, Statistics Canada, op: cit., Cat. 32-222. (1971 Lo
~1973 and -1978); and the U.S.. Dept. of. Commerce, 1977 Census -
- of Manufactunes. I ndusth Series ‘Sugar and Confect ionery

PTOdUCtS ?Wash1ngton D C U S/‘Gthl‘Prlntlng 0ff1ce,\1980)

ed as a percentage ofqhwn

L



%~m§been less concentrated than most food proce551ng 1ndustr1es

\

L aeed @
o

& R . Lk -~

Amlndustrles are attrlbutable to dlfferences in' proflts earned

[3

by the reflners rather than to dlfferences 1n the methods of
. B ok
comp111ng the data.‘-. p» B ‘f,_‘f“
h It 1s worthy of. note that :as was shown 1n Chapter III

. I '
the cane sugar reflnlng 1ndustry 1n the Unlted States has ’

t;1n that country between 1960 and \971 It was also reported

- s
1n Chapter/III that the level of concentrat1on 1n the cane,,.ifw =

sugar ref1n1ng 1ndustry 1n the,En1ted States has been
PRRE 7 :g ’ X '
\—t'

substant&alby less than 1n the sugar ref1n1ng 1ndustry in

[E% g

L

~ R

‘l;ind”

N

""ﬂ Canada Unl1ke the- 51tuat10n 1n the Canadlan sugar ref1n1ng

'stry, 1t\ha\\been reported that the annual average rate

x-

eturn on equlty 1n_the cane sugar ref1n1ng 1ndustry 1n-"

fUnlted States was lower than 1n most food process;ng
J

'1ih, Bohall aYso reported thatlfor 1361 to 1;71 the~annual"“

average rate of return in; that 1ndustrﬂ

l.ranked 1n the lower 50 pertent of ail 'ndustrles reported Qy

7".\compet1t1ve compared to the 51tuatlon_1n the Canadlan

ref1n1ng 1ndustry for the t1me perlov from 1961 to 1978

appears also that proflts 1n that 1n ustry have been '4i;¢ ’

con515tent w1th the assumptlon that

of allocatlve eff1c1ency have applle"

Table VI 7 shows the reported annual average proflts‘

(after taxes) expressed as a percentage of equ1ty,‘of theL
S - , - e

\elatlvely hlgh levels N

1787 .

\{_'::

*strles in that country for 1961 to I:71 (Bohall p!PIB),

1n the Unlted States-‘

B \'v B
S
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S : , L : ,
l three Iargest sugar ref1ners 1n Cahada, the tweIVe largest.:

fcane sugar reflners 1n the Un1ted States and Amstar |

&

“:Corporatlon for dlfferent perlods of t1me between 1@61 anﬁ__

LN ® &

“the hlghest of the three Canadlan ref1ners for most of the _

‘ayears con51dered hese hlgh rates of return could be

f;ﬁattrlbutable to the monopoly power of B C Sugar 1n western‘i
'fCanada and 1s llkely 1nd1dat1ve of lower levels of
‘tf}allocatlve eff1c1encym1n thlS reglon.bi f, ' q“:.f _—

For the perlod of t1me from 1961 to 1971 the rates of

- 5

h7return on: equ1ty of the three largest Canadlan reflners'are-

"3hlgher than those of the twelve largest/cane sugar reflners 'fﬁh

T

"ffln the Un1ted States for 1961 to 1$V1 “For the perrod ofpf
ijtlme from 1965 to 1978 the average rates of return on equlty
lg:ﬁof the three Canadlan reflners are hlgher than those of v
115‘.“",.:-Amstar’Corporatlon,uexcept in 1976 O@er thls perlod (1965
hz;to 1978) the rate of return on: equ1ty of the three Canadlan'

v";.reflners averaged 15 2 percent compared to 6 2 of Amstar

1

Table VI 8 shows the annual pr1ce cost marglns

'vf,expressed as percentages of prlces of reflned sugar 1n~

1O

g'1978 The annual rates of return on equlty of B. C Sugar are'?"i

N

‘F"Q{;Canada and the Un1ted States for 1960 to 1977 For each of (.htf.‘

o the years from 1960 to 1973 the percentage prlce cost

"3marg1ns 1n Canada,are substantlally greater than those of

bfathe cane sugar reflnlng 1ndustr\qrn the Unlted States over\;_;f

i
/

pee . . R : 2
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Percentage Return (after Taxes) “on Equ1ty of. Sugar_,”
" Ref1ners @n Canada’ and the United States, i
1961 to 1978 _'r' SRR T

Rates of Beturn on equ1ty of reflners"

e JQggk’f Average 1ux~Average of
T of largest largest’
'fwf’ 'ﬂ - . threes . *twelve"’]
SR L -, refiners.  ‘refiners SRl
Year'~ Redpath Atlantlc ’B“C.*ln Canada ~in U.S. .. Amstar =
o S (1) (1) L (2) 3y e
'*;; percentages
'>10 Ox- 8.3
13,15 11.9
C1a.4 0 18.3
il 14040 24,9
1902 0 16400
19,5 15,1
LT3 2.4
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: ‘ISOURCE Calculated from f1nanc1al statements publlshed y:
R G E O F1nanc1al Post: Corporatlon .Services, =
. \\\\ Atlantic Sugar Reflnerres, Redpath Industrles
~and B.C. Sugar-Refinery.- ‘
- (2)The. -data for. the Emerican reflners are
L from Robert Bohall and., others, op. Clb., g c
R " (1977); WB (3) and Moody's' Investors Serv1ce, ‘
,ﬁ;;*} f' Moody’s Indbstplal Manual , Amerlcan and L T
“ﬁ* - FOPeIgn (New Yonx"varlous 1ssues) e
NOTES- * The last year for whlch proflts of Atlantlc
o ‘are ‘availableis 1972. After this date, the . .00
.company's proflts are. consolldated with the: 0 0 e ot
f1nanc1al statements of Jannock Corporatlon. T T R T

:».\“_ R
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SRR sy : o
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'; Percentage Pr1ce Cost Marglns of " the Sugar Ref1n1ng

e Industries in Canada and the Unlted States,v‘
SRR 1960 to 1977 a3 - '

Prlce cost marglns as a-: percent of prlce of .
Sl reflne sugar ;;;u’ : :

R D L V,’;‘ﬂ_, S leference\ k S
- Year . . Canada ' U.S.A.* .. (Canada mlﬁus U s, A ).

- _..—.——_._.....——__—.——.____.-._.__—_._———..___—.-___...._...._.—_..--..—_ - ———

1966 . 2301 14,3

”i\‘l&i977 ~75,}:&.3f15yqf';f i 15 &ﬁL'h

R _;},‘_u*~ﬂ;§' percentages'

1960 2301 f;.:12 I L
1961 7 T 19,8 - [ T 1Y I S
1962 o 28520 0 L 1207 0 e 1
C1963 0 1BLB 12,90
Co1964 0 L 0B 9,90

1865 7 e 22070 18,5

(19670 - 2601 o 0 15,7
1968° o L 25,8 0 180
1969 o 2507 0 15,20
L1970 o 2308 0 17,9
A T9TA e 1803 B 6 L

19720 e e AT s M52
©1973 . . 5.9 . 1B.g4
c 18740 s S o6J3 1609

1975 e 8490 906

| ST 86 1B

e - el e eiae & & &

1R OO0 ONWUIO SO MINUINNO

(R

o & * e .. e

mﬂmmwmmwg@mgpmwmmmpq

SOURCE Calculated from data publlshed by Canada, Statlstlcs B
-, Canada, Cane and Beet . Sugar -Processors - PR :

Cat. 32-222; 'and U.S. Dept. of Commerce,f,“ F'Qifs SRCRAMED

11977 Census of Manufactures: Industry Series
... Sugar and.: Confectionery Products =~ »
‘f(Washlngton D. C-.,U S. Govt. Prlntlng Offlce,_1980)

‘?NQTﬁriu** These percentage pr1ce cost marglns apply to-ffﬁ_qal“"

v the ‘cane 'sugar reflnlng 1ndustry in the
'{»Unlted States.j;‘ : . S
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'*of the cane sugar reflnlng 1ndustry in ‘the Un1ted States for

. ] VR /
1974 1976 and. 1977 and about equal for " 197% "" L

<8
£
\ The hypothe51s that average proflt rates in the

Canadlan sugar ref1n1ng 1ndustry have ‘been statlstlcally

51gn1f1cantly hlgher than average prof1t ratesﬁlnﬁthe cane
sugar ref1n1ng 1ndustry in the Unlted States for ‘the perlod
of t1me from 1960 to 1978 Js tested us1ng the one- tall t
test Three values of t are computed u51ng three- dlfferent

measurés,pf proflt rates. The computed value Of\\\dtatlstlc

: u51ng data on rates of return on equ1ty of . the three largest

' Canadlan reflners and twelve Unlted States ,cane sugar .

-

IIFreflners 15 7 33 and is greater than the cr1t1cal value of o

the one ta11 t. of 2; 76 at the 1 percent level of
51gn1f1cance. The computed value of t statlstlc u51ng data

on rates of return on equ1ty of the three largest Canadlan."

\ :
reflners and Amstar Corporatlon 1s 12 15 and 1s greater than.

'athe cratlcal value of the one ta11 t of 2 65 at Ehe

percent level of 51gn1f1cance. The‘tomputed value of t u51ng o

data on percentage prlce cost marglns of the Canadlan sugar

‘-fmreflnlng 1ndustry and the cane sugar ref1n1ng 1ndustry 1n

Sy

the Un1ted States 1s 3 30 and is greater than the cfltlcal -

| value of the one ta11 t test of 2 57 at the 1 percent level

e L

1 Phe” one taqled t statlstlc is used to test whether one

mean of a sample is 51gn1f1cantly greater. or less than the
~mean .of another sample or population. That is, the null '
hypothe51s stlpulﬂtes the direction of one mean compared to
“another (Mason, 285), For the procedure of calculatlng the -

'value of one-tail t see ‘Norman H.Nie, C. Halail Hull, Jean

~ Gy -Jen 1ns,:Kar1n Ste1nbrenner and Dale H. Bent op CIt

' 271 27



than the cr1t1cal values of the one- ta1l t, the ypothe51s

-J

‘that prof1t rates 1n the Canadlan ‘su ar ref1n1ng andustry

5vabove normal proflts were earned by

tlme from 1960 to 1978 1s accepted.

-

have been s1gn1f1cant1y hlgher than 'n the cane sugar =

In. su@mary, the assessment of tes of return‘of‘the?

Canadlan sugar ref1n1ng 1ndustry st ongly;suggests that

Canadlan sugar‘refiners

a.1n comparlson to Unlted States cane sugar reflners fromr196q

fto 1973 The hlgher rates of return'are 1nd1cat1ve of

"barelatlvely low levels of allocatlveneff1c1ency A comparlson‘

2

Vof percentage prlce cost marglns 1n the Canadlan and Un1ted

-not earn above normal proflts from 1974 to 1978 However, -

N

‘ uthls 1s not conflrmed by a. compar1son of rgtes of return on.
’;equ1ty of Canadlan and Unlted States reflners whlch

‘.1nd1cates that above normal prof1t5 were earned durlng thlS

perlod Thus,.a def1n1t1ve conclu51on cannot be reached on

whether the level of allocat1ve eff1c1ency 1ncreased from

1974 to 1978

been due to three reasons dlSCUSSed earl}er 1n thlS chapter.:

‘Flrst the ré!krlctlon of 1mports of raw and reflned sugar

-lStates reflners 1ncreased The second p0551ble reason(1s

b‘glnto the Unlted States has been relaxed sxnce 1974 It 1s

"J_poss1ble pr1ce competltlon between Canadlan and Unlted

a

'7l 'States ref1n1ng 1ndustry suggests that Canadlan reflners d1d/.ﬁl

- The lower rates of prof1t from 1974 onwards 11kely have;)_
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that as no%ed 1n/Chapter§?£d from 1973 onwards customs
dutles oﬂ 1mpd£ts;qtj$h§d%kﬁnx Canada vere" substantlally

ar

K ‘i"fx\‘kv":’r?‘f\‘ i 7y . ‘.
reduced.: It‘seem#ypﬁéﬁﬁgf‘f at competltaon from 1mports of

' reflned sugar was more evadent than before. Thlrd between
1974 and 1980 the Atlantlc SugaP case was succe551vely heard,
by a tr1a1 court ‘a court of appeal and the Supreme Court of'
Canada. These factors may have had an 1mpact oh the pr1c1ngv‘
pol1c1es of the Canad1an reflners whlch 1n turn may have had.‘

w‘a downward effect on, thelr proflts

Coraelatlon coeff1c1ents between two sets of data on

"rates of return (presented in: Tables VIi-7 a d VI 8) of the

Canadlan sugar ref1n1ng 1ndustry and the effectlve rates of

'protectlon afforded thlS 1ndustry (presented in- Table ITI- 7):
'nare calculated for 1961 to 1978.(The objectlve is’ to /h\‘
1determ1ne whether there 1s any 1nd1cat10n that the h1gh
1dlevels of proflt rates have been assoc1ated w1th the hlgh
levels of the effectlve rates of. protectlon.\In the flrst
case,'correlatron.coeff1c1ents between the effectlve rates:‘
of protect1on and the annual rates of return on equ1ty of N
adeach of Atlantlc, B C Sugar and Redpath are- calculated All
shthe estlmated correlatlon coeff1c1ents are less ‘than 0. 10
These coefflclents are pegatlve and/are not 51gn1f1cant at
'the 10 percent level When the annual average rates of
return on equ1ty of the three reflners are’ used 1n>the

°

‘dcalculat1on the correlatlon coeff1c1ent 1s ~-0. 14 and 1s not d

¢

islgn1f1cant at the 10 percent level Second the calculatlon

e

1s repeated u51ng the percentage prlce cost marglns (Table



\

»

dlsparltles in*? rates of return between Canadlan 1ndustr1es

'sets of rates of return and the - effeftlve rates of

:.protectlon in the refi 1ng industry most probably could be

\ I 185 .

-8) of the Canadlan ref1n1ng 1ndustry The correlatlon

coe f1c1ent is -0. 56 and 51gn1f1cant at the A0 percent
level, It 1s worthy of notlce that both effectlve rat%s of
protect;on and price-cost marglns are calculated from data. -

‘on ‘value- added ‘and shlpments of the Tndustry "The

H“‘
probably‘spurlous.

S N

Wilkinson and Norrie.(p¢ 61-62) dtd not find\g\strong /

@
<

1ndustr1es 1n Canada. The authors explalned that since the

protectlvé structure had been in force for many years - vw;'

- ST

'y

‘1ndustr1allsts had adjusted to it. It was explalned that the :

4 b\.'

were llkely assoc1ated w1th such factors as 1ndustr1a1.

- concentratlon geographlc separatlon of domestlc markets and

government regulatlons. The low correlatzon between the two

explalned by 51m11ar factors. N

The results of the t st of the hypothe51s that there 1s

\a 51gn1f1cant relationshlp\between the ﬁffectlve rates of.

tarlff protectlon afforded the Canadlan sugar refining

industry and proflt rates of thls‘1ndustfy_areglnconclusive.‘
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D. Social Costs and Income Transfer ﬁffects of Market Power
of Sugar Refiners in Canada

The use of the concept of eConomic surplus in the assessment
”‘of'allocative‘efflciency‘and”other economic distortionsb
resulting“from'the application of market power is outlined
in Chapter V.’lnuth%s seCtion three estimates of losses in
_consumer surplus due to the exertlon of market ‘power by the-
Canadlan sugar\reflners are presented follow1ng the

" framework of Flgure V- 1b ‘First estimates of deadwelght
-soc1al losses 1n consumer surplus dep1cted'as ABE are‘made.‘
SeCond” estlmates of 1ncome transfers from consumers to
sugar reflners represented by area P, P BE are presented ¢
_Th1rd estlmateS'of soc1al costs whlch\arlse from
unwarranted hlgh productlon costs in 1ndustr1es w1th
substantial market power are made.

The est1mat1on of losses in consumer surplus 1nvolves

estlmatlng the 1ncrease 1n the prlce level denoted 1n Flgure

V-1b by Pz = P,. Unfortunately, there are 11m1ted rellable

- and cont1nuoUs data from wh1ch the dlrect estlmatlon of this

"excess pr1ce can be calculated Three sets of estlmates of

excess price, expressed as a percentage of the prlce of
4

',ureflned sugar in Canada, are therefore based on the three,

sets of data on-. the rates of return 1n the Canadlan and

.United States' sugar ref1n1ng 1ndustr1es,(TablestI-7 and
vi-g8).2° e o

- ——— -t —— Y . {2

2° Since the competitive pr1ces for reflned sugar in Canadaf
or the United States are not observable, the increase in the

price expressed as a percentage of the price of refined
' sugar in Canada are estimated d1rectly from/rates of return
of sugar reflners in Canada and the Unlted States.

g~
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‘In one |case, the procedure involves subtracting the
percentage r1ce cost margins of the cane sugar ref1n1ng
llndustry in, mhe United States from those of the Canadlan
sugar ref1n1ng 1ndustry The dlfferences are deflned as a
'proxy measure of excess prlce expressed as a percentage of
the pr1ce of: reflned sugar in Canada and are shown in Table
Vi~8. In a second case, the excess pr1ce as. a percentage of
'the prlce of reflned sugar in Canada is estimated as the
“d1fference between the annual average percentage return on
equqty of Atlantic,: Redpath and B.C. Sugar and from that of
Amstar Corporatlon in the Unlted States. In the thlrd ,case,
the procedure 1nvolves subtract1ng ‘the average rates of
return on equ1ty of the twelve largest cane sugar reflners
in the United States from the corresponding rateS'bf the
three‘lar;est Canadlan sugar refiners. The dlfference is
.deflned as a proxy measure of excess prlce expressed as a
percentage of ‘the wholesale\pr1ce of reflned sugar 1n s
“Canada. ’ | e f | C

_ The deadwelght social lpss in consumer surplus
v(deplcted 1n Flgure N&1b as the area ABE) is estimated from

the approxlmatlon formula Equatlon V—4 presented in

”;Chapter V. The absolute value of the ,price elast1c1ty of

ﬂl”demand for sugar 1n Canada of 0. 0805 estlmated by Hd%san

4

Qand Johnson‘&1976) is used in the calculatlon. The annual

4'tota1 values of shlpments of the ref1n1ng 1ndustry are

¢
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puhlished by Statlstios Canada.?" The three setsﬂof
estimates of excess pricewexpressed.as a pércentage of the
price of refined"sugar in Canada, discussed earlier, are
used_ln the -calculation of losses in consumer surplus. -

The transfer'of ihcomes froh consumers to sugar
refiners*gdepicted in Figure V-1b as the area P,P,BE) is
calculated using the three sets of estimates of excess price
and total annpal value of shipments of refined sugar The
transfer. 1ncomes 1s caloulated as the product "of the

l\ t)

prlce rise (expressed as’a percentage of the Canadlap

exces
'prlce for reflned sugar’) and the value of annual shlpments
_of refined - sugar products. ‘ ‘ . ‘
k The estlmates of the deadwelght social losses and
transfer effects for 1970 1972, 1975 and 1977 are glven in
_Table VI—9 Assum1ng that technlcal eff1c1ency is optimum,
the estlmates of deadwelght soc1al losses are small relatlve
Dto the annual total\value of. shlpments of- the sugar ref1n1ng
~1ndustry When the estlmated percentage excess pr1ce is
based-on the comparlson of perCentage prlce—cost marg1ns}
annual deadwe1ght soc1al losses range from about zero (for
_1975 and 1977) to- 0 01 percent (for 1970) of ‘the annual ,j' ’
‘value of shlpments of the Canad1an sugar ref1n1ng 1ndustry 7
‘AWhen the percentage excess pr1ce 1s est1mated from a

1 - .
fvcomparlson of rat?s of return on equ1ty of Canadian refiners’ \\3 o

3

:and Amstar Corponatlon the annual estlmates of deadwelght

11 7,A, Hassan and S.R. Johnson, op ctt 37—38; and, o
Canada, Statistics Canada, op. CIt Cat. ,32—222 (Issues for-
1971,: 1976 and: 1978) . _ L ' R
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TABLE VI-9

. 5 :
First Estimates of Liosses in Consumer Surplusx*
‘(Expressed in 1980 dollars)

s T —— o e o e s e o i o DR o e s s S 2y o o itk W s e o o e o e e n fhrs o aon o st o o
—

o ) . )
Estimates of the percentage excess price based .on

Percentage price-cost Percentage return
margins ¢ o _on equity
Deadweight .Transfer o Deadweight Transfer

Year loss “‘effecps loss - effects

TSN S e e mm e e el ey e Mo v s e e b e b s e e T e o i o e e mn e e o o o —v— o, on - o

thouéands of dollars

1970 . so T aa,917 132 40,365
ié72u«' 9c v2,o§1 | . 178 . 51,393
1975 o . 2,651 ' 6404 141,292
1977 -2 -5,536 99 39,913

NOTES: * Estimates of excess price expressed as a

> percentage of the Canadian price of refined
sugdr are based on the comparison between .the _
average rates of return (after taxes) on equity
(shown in Table VI-7) of the three largest
Canadian refiners -and Amstar Corporation in
the United States and from. price-cost margins
expressed as percentages (shown' in.Table VI-8)

. ‘of the price of refined sugar in Canada and
and the United States. N :

‘ , . \ Y
* . N

- 03-
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Vs
" TABLE V1I-10
' Second Estimates of Losses in Consumer Surpluss
(expressed in 1980 dollars)
e et o i o v s i o ot 2 i e e e e ot o e 2 e o o e o
Estimated ,
excess price Value of
as percentage ’
of price for Deadwe ight Transferred
Year refined sugar losses incomes
% thouaando of dollarq
£1961 | 2.0 7 8, 429
1963 ©3. | 26 A 22,138
1965 5.5 T osq - 24,725
1967 . 4.8 36 . 18,864
1969 13.2 - g0 58,097
1971 4.7 > a7 25,410

NOTES: # The excess price expressed\as a percentage of
. the price of refined sugar in Canada 1is .

- estimated fram the comparison of rates of.return
on equity (shown in Table VI-7) of the three !~
largest Canadian refiners and twelve largest
cane sugar refiners in the United States.

social losses*range‘;?om about 0.02 ifor 1977) to to about
10.05 percent (for 1975) of the annual value of shipments of
the indﬁstrQ. When the estimated percéntage excess priée is
based on the comparlsog of rates of return on equ1ty of the
,three Canadlan and twelve Unlted States' reflners, tﬁéw
mestlmates of annual deadwelght soc1al losses range from
'about zero (for 1961) to 0. 07 percent (for 1969) of the

apnual value of shipments of the reflnlng'lndustry for the

> 0
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'Jt;f

) ';: The annual transfer estlmates are- about 4 8 percent of

"'assoc1ated w1th chronlc excess capac1ty, wasteful

years con51dered (Table Vi—10) o

°

R

the total annual shlpments of the ref1n1ng 1ndustry 1n 1970

when the estlmated percentage excess pr1ce 1s based on

percentage pr1ce cost marglns. The estlmates of losses 1n""
’ consumer surplus areonegatzve for 1977 Table VI 9 1nd1cates

that when the estlmated percentage excess prlce is’ based on

s
[

returns, expressed as percentages of equ1ty, of the three
Canad1an reflners and those of Amstar Corporatlon, the fh' {a}
estlmates of 1ncome transfers range from 6 2 (for 1977) to;l..
2 percent (for 1975) of the value of shlpments of‘
Canadlan sugar reflnlng 1ndustry When estlmated percentages»,ff
of the excess prlces are based on. returns expressed as.”fﬁ

percentages of equ1ty of the three and twelve reflners 1n§uh

Canada and the Unlted States, respect1vely, the estlmates of;hf f{

\ L ° “ o
1ncome transferred from consumers range from about 2 0 (for

Bl

1961) to 13 2 percent (for 19ﬁ9) e
| As expected (assumlng that techn1cal efflciency was

optlmum) the estlmates from the three sets of data suggest
that the losses 1n consumer surplus are attrlbutable ma1nly

to the transfer of 1ncomes from consumers to the reflners

H jrather than from the,"deadwelght trlangle of soc1al losses;‘f

(A further component of losses 1n consumer surplus 1s

xf;) advertlslng, cross haullng and the use of suboptlmal plant o

51zes. Also,.‘g?ls expmcted that there are economlc losses

‘L~assoc1ated w1th lags 1n adoptlng 1mproved technologles and

et . -
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management skllls wh1ch m1n1mlze costs. An estlmate of thesej

-"other economlc losses requ1res data on excess cgsts

ph’

RS assoc1ated w1th these features. Unfortunately, data on costs-'
“are not readllx avallable and dlrect measurement is
:v5ifd1fﬁ1cult The "other -soc1al costs are estlmated 1nd1rectly.

fyhu51ng the procedure outllned below.._,,v kf_ _“ _fﬁ,

: It 1s worthy of note that that there has been chronlcij.'/

| extess caPBCItY in the Sugaf reflnlng 1ndustry from 1960 to |/

1
BRI
L S
:1978 As shown 1n Table VI—11 from 1961 to 1971 the annual,

'»,average ut111zatlon of plant capac1ty by Redpath Atlantlc‘y‘qﬁ*»

ﬂh’f_and St Lawrence was 62 j100 and 69 perce%g' respectlvely

:”These percentages of utlllzatlon of plant capac1ty are based:ﬁ'.r

x'_However some ev1dence from court ‘in the Atiantlc SUgaP case

ftjshows that 1t was poss1ble to exceed thlS asSumed full

-'on the assumpt1on that operatlng the ref1ner1es for/twenty

/

l"four hours per day, f1ve days per week and about flfty weeks

”"'per year constltuted full capac1ty plant utlllaatlon.

/

7

r;ucapac1ty utlllzatlon by operatlng the reflnerles for~longer

o ‘e

f:rhours per year._Testlfylng before the tr1al court 1n the

: fAtlantIC SugaP in 1975 an englneer w1th Atlantlc stated |

Q!that 1t was/technlcally fea51ble to operate sugar reflnerles

. 2* The Queen v Atlantic Sugan Reflnenles et-al. y Pleadlngs ]
vrﬂbefore the court of appeal Montreal 32 6425 : :

'weeks per year. The englneer agreed that thls schedullng

SERONAID ST P

5on a twenty four hour day, seven days per week and flfty

DA
would have 1ncreased the ut111zat10n of productlon capac1ty

‘ ;and reduced the costs of shut down and start up every week

.;‘.‘

_
7

Tre : PRI "

w0t
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Utlllzatlon of Annual Plant Capac1ty by the ‘h B
' : Sugar Refiners 'in Eastern: Canada,, o 2 K
ST 191 to 1368 )

__v-—_..-_..___.____.__.____.__.-..___—__——_—_...___._—_.-.__—...__..——-

Percentage of the potent1a1 capac1ty used by

'Yearu »‘.‘ - Redpath L Atlantlc -f“StQ Lawrence

S T I ;*d 60 f11bo7‘- e

o968 STeAUER S T gyt g

SOURCE-?' The Oueen v Atlantlc Sugan ‘
-~ Refineries et al., Draft Statement :
;»of ‘Evidence (Ottawa- Dept. of Consumer. and
=Corporate Affa1rs, no date) 151 '
i L . Y S
~ 'NOTES': ,fThese data are based on operatlng the
e sugar reflnerles for 24 hours a. day,
'-;5 days a veek and about 50 weeks per year.vf Fhe
o€

| 7ﬂIn a br1ef to the Tarlff Board in 1971 Redp&th Sugar

"'estlmated that the sugar reflnlng 1ndustry 1n Canada had

5a'operated at 75 percent of 1ts potentlal capac1ty The;r.“
_;‘reflner estlmated that w1th a two percent compound annual

g?growth rate 1n the market for reflned sugar 1n Canada,’ heﬂ‘h

then ex1st1ng refmnerles had the potent1a1 capac1ty to *;r:;;*w



. . Co . sd e i .

3

"Wsupply the requlrements for reflned sugar 1n Canada for the B

tnext 15 years w1thout addltlonal 1nstallat10ns.-J Excess' .

*vbetween 1960 and 1978 R }

| capac1ty was therefore Ser1ous in the ref1n1ng 1ndu§try

; g | S
Also, as d1scussed 1n ChapteF IV between 1967 and

1972 Atlantlc, Redpath and St. Lawrence substantlally

,increased the cost of raw sugan’by excess1vely 1nf}at1ng

g;losses 1n consumer surplus of 2 7 percent of. the value of

ftotal 1ndustry shlpments shown 1n Table V—1,,IS taken as

Q:f{outllned above.;In order to test the sen51t1v1ty of the/f

ﬁestlmates of soc1alrcosts assoc1ated w1th unwarranted hlgh

.

'transfer prlces of ‘raw sugar Another featd&e wh1ch is*
vfidlscussed 1n Chapter IV is the pr1c1ng of reflned sugar rn,"”r
l‘{dlfferent markets 1n Canada by the reflners on a str1ct base:‘.‘kw
‘fﬂ;po1nt pr1c1ng system. It 1s 1nd1cated there that the -

7kCanad1an reflners appropr1ated phantom frelght rates and ’
:lthat cross haul1ng was prevalent in the 1ndustry It follows;vv
Wthat economlc losses of thlS pr1c1ng system probably vere:

hsubstantlal for the\perlod of tlme from 1960 to 1978

For these reasons the Parker and Connor estlmate of

]Vthe mlnlmum percentage losses assoc1ated w1th the feature S

¢

.5Icosts of reflnlng sugar losses 1n consumer surplus are also,'
'lcalculated assumlng hypothetlcal cost lncreases of 4 6 -8

df;;and 10 percent of the value of annual shlpments of the o

—.__..—.-._____......—__-..—

2R Sugan Reference No. 146 quoted in’ The Q en v Atlantlc j“'

. Sugar Refineries et ‘al. (1976) A Draft, Statement of . :

- Evidence (Ottawai’ Dept of Consumer and Corporate Affalrs,
b Unpubllshed)f 151 SRS . . . L



7eref1n1ng 1ndustry in- Canada. Table VI—12*su;Farizes‘thé'
»estlmated losses under dlfferent assumptlons. The value of .
the estlmates of losses vary from year to year 1n proportlon

:7'to the total value of 1ndustry sh1pments.<" '

Table VI-13 summarlzes the est1mates of the three

°

”-fcomponents of losses 1n consumer surplus, that 1s,'»

K3 \
\

*deadwelght soc1al losses, transfer of 1ncomes from consumers &

-

"}L;to reflners and unwarranted hlgh costs of productlon and

rmarket1ng of : reflned sugar 1n 1975 and 1977 The estlmates R

€

5hof the "other"'soc1al costs 1ncluded 1n Table VI—13 aregT,j”

e based on the Parker and Connor estlmate of 2 7 percent of

BN

Ithe 1ndustry shlpments.vi

Referr1ng to Table VI—l3 the total e:ﬂects oflexert1on,
of market power in: the Canadlan Sugar feflnlng 1K:U$ﬁrYiiﬁé )
Tf1975 are estlmated to be from-$36 mllllon to $176 mlllrht "fo-<}
“ff(expressed 1“ 1980 dollars) These estlmated losses in :“i>\*fd "

1fconsumer surplus are equ1valent to excess pr1ces of from‘-

:’fﬁf$1 63 to $7 99 per 100 pounds of shlpments of reflned sugar;,‘f

"1n 1975 " The total effects of exert1on of market power 1n L

“rthe Canadran sugar ref1n1ng 1ndustry 1n 1977 are est@mated
lﬁpto be from $12 mllllon to $57 m1lllon (expressed in 198U

':dollars). These estlmates of losses 1n consumer surplus are
Co e \
a-equ1va1ent to excess prlc\s\of from $0a48 to &2 31 per 100

‘hpounds of.. shlpments of reflned SUgar 1n 1977

%,“?‘ The total shlpments of goods of the sugar reflnlng o
- “industry in Canada in" 1975 and 1977 ‘were - about 2 204 and
}:f2 481 mllllon pounds, respectlvely ROOE .
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. - .TaBLE Vi-12' S LT

Ranges of Estlmates of Losses in Consumer Surplus* , O
. | (expressed in, 1980 dollars) » _ U

Estlmated losses 1n consumer surplus u51ng

Parker and
Connor - :
, percentage T : :
. .0of the wvalue ;~nypothet1cal percentages
, “of industry. - of the.value of
Y shlpments R ~industry- shlpments

Y

Year »7v2~7_f'f';jfff Y

'ifl’g g,kairgv,- millions of . dollarsv,bv P
_;,7197q5ta§3}513}46*::;ffg9.9§;e1.29.90ﬁ  'g39;37t|~4f49,sl
4~H1971.3§g‘14.59,..A21.63 -l32{46_»fl.’{43;25¢'f"{54;66"
Coa973 Y 49.07 2826 42.36 | 56.48 L 70.60
1975 3a.06 50,46 75.69 . 100.92  126.10.

L1977 17039 2575 3868 51.50 636,

I e e i e et e i o e e o e e e i e e e e s e i e o o o S e o S s s et e

NOTES Losses in consumer surplus arlslng from
. excess’ ‘costs’ in® the sugar ref1n1ng’
v~1ndustry. ' Vi A
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~lf‘TABLE,VIe13

Estlmates of Total Losses in. Consumer S‘rplus Due to
4 Market' Power in the Canadian Sugar I £1n1ng ‘
T, 'Industry for 1975 and 1977 .-
(expressed in 1980 dollars) ' ’
' e : L e . j Loss per -
A Deadweight Income : Other ~-Total - 100 1b -
Year :_-losses o transfer " losses losses* sugar
'7r-—-—4-thousands of dollarSfr-f-*-fff” dollars -
(1) 1995 s . 2,649 - 33,308 135,957 1.63

o - e . ' ‘ ) : . . .‘ - B - . .':P R _ ‘,' . _. ) “ ‘

2) 1977 =2 . 25,536 17,281 11,843 - 0.48
(3) 1975 640 141,292 34,061 175,993  7.99
(4) 1977 99 - 39,913 17,381 57,393  2.31

":;:SOURCE Summarlzed from Tables vI- 9 VI—1O and VI~12 "

NOTES' * denotes total losses in consumer surplus e
' The estimates of deadwelght social losses and» .,

: " transfer of incomes in results 1 and 2 are based

‘on an est1mate of percentage excess price from the .
'comparlson ‘of the: percentage price-cost marglns
~while results 3 and 4.are from the comparison of
.. .rates of return on ‘equity of Canadlan and o
. United States' ‘refining industries. . :
~ #% indicates that the estimated- loss is less
o than one thousand dollars.f.

e
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wthere is a need

o wh1ch can 1mprove the economlc performance of

3:ref1n1ng 1ndustry in partlcular.

Slnce the excess prlces/ exptessed as percentages of

o] mpet1t1ve prlces of reflned sugar .are 1nd1rectly

—\

‘les 1mated it is 1mportant to treat these reSults w1th

\ 0

tcau3lon. Even 50, “the estlmates of the total effects prov1de,

-

§ugar ref1n1ng 1ndustry Though th1s ana1y51s applles solely'”

f ,
to pr1ces at the ref1n1ng level ,1t 1s noted that the-

' ﬂvertlcal flow effects of exce551§e pr1ces on other sectoﬁA
',whlch use sugar as an . 1ntermed1ate 1nput may be substantlal
.'(Scherer p. 403 404) Also, as Veeman (1981) noted |
hlong run losses in: allocatlve and teehnlcal eff1c1ency may

efbe“even more 1mportant than the short run los es. Thus, the

"Lactual effects p; market power. The estlmatesisuggest that

or a more effectlve compet1t1 n pol1cy

v

industrlal and serv1ce sectors 1n general and the sugar

B

s o S 138‘.

1nd1catlon of the 1mpact of market power in the Canadlanngi

rjhestlmates in thls study are lrkely to underes 1mate the p I

the Canadlan '
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Avfl; A SUMMARY OF THE STUDY CONCLUSIONS AND RECOMMENDATIONS
The main features of~the market structure, conduct and
performance of the Canadlan sugar ref1n1ng 1ndustry from
1960 to 1978 have beer presented in this study. The f1rst

r

paft of thls last - chapter prov1des a summary and conclu51ons

of the study. The results of tests of hypotheses are also
isummar1zed here. The second part of the chapter prov1des
l.some recommendatlons ar1slng from the f1nd1ngs of thls

| study

‘A. A Summary and{Copclusions of the Study

An Overv1ew of the SugarbRef1n1ng Industry rn Canada :
l’The market structure, conduct and performance of the sugar.i
refining 1ndustry between 1960 and 1978 have reflected a.

- number'of fundamental and hlstorlcal factors.\Flrst the'
merger act1v1t1es wh1ch took place between 1930 and 1960
contrlbuted to thé emergence of the ol1gop011st1c market
structure of the sugar ref1n1ng 1ndustry 1n Canada. Second

the relatlvely small 51ze and slow growth rate of the

Canadlan market for reflned sugar have probably llmlted the

'kvf‘number of reflners that can be establ1shed in ‘the ref1n1ng

1ndustry The concentratlon of most of the populatlon in few
"vmajor c1t1es in Canada llkely has. 1nf1uenced the locatlon of
1’sugar ref1ner1es in (or aﬂound) these centers, espec1ally lf
owhere c1t1es have been major ports. The effect has been the

emergence of reglonal markets domlnated by one or two

- reflners. Another feature is that products of the sugar



N o ' 200

refining prbcess areQeSSEntially homogeneous for all |
,reflners. Add1tlonally, there have been- llmlted subst;tutes
“to reflned sugar, Thus,_compet1t10n between reflned sugarf
and non-sugar sweeteners has been 11m1ted |
In general the nature of the world market for sugar

seems to have had an 1mportant 1mpact on ~the structure,'
nconduct and performance of the sugar ref;nlng 1ndustry in-
~,Canada in ‘the 19605 and the early 1970s Canadlan 1mporters
. have purchased the1r raw sugar from a‘"thln" and re51dual
",world market (about 20 to 30 percent of total world trade 1n'v
7Traw sugar) durlng the perlod under rev1ew (1960 to 1978) |

N2

nThe effect seems to have been that the level of competltlon‘
rn the market to supply raw and reflned sugar to Canada has
ﬁ-been low. Ev1dence c1ted in the s¢udy 1nd1cates that there

Ahas been a hlgh 1eve1 of concentratlon of sugar brokers 1n
ﬁ:Canada.:These Canadlan brokersﬂ’who have been sub51d1ar1es
"d;of major sugar brokers ‘in London and New York seem/to have
preven;ed the 1mportat10n of raw and reflned sugar by
’»potentlal competltors in Canada.' | -
AMarket'Structure: Conduct“and.éerformance ofnthedSugarg
"Ref1n1ng Industry o o ‘

" The sugar ref1n1ng 1ndustry in. Canada has been-

'>3bfapprec1ably concentrated on both the natlonal and reglonal

'y o~

1evels. The largest four ref1ners have controlled over' 80
percent of shlpments of the Canadlan sugar ref1n1ng 1ndustryiﬂ
‘ﬂfrom 1960 to 1978. In add1t1on,'ev1dence presented in

,:Chapter III 1nd1cates that the moderate degree of - vert1cal

K3
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integration in this industry has had an impact on marhet
competitionvin the refining industry. for example,'the\bited‘
ev1dence ‘indicates that‘because of the ownershlp of Redpath
by Tate and Lyle, the latter. appears to have deterred the
supply of raw and refined sugar to potent1al compet1tors in
Canada in the_jQGOs An example of a case where vertlcal“
integration seems to have rncreased compet1t1on,relates to \
the entry of Steinberg and George Westondinto the_refining
;induStry in 1964 .and, 1974, respectively. The*entry-of these
two food manufacturing and dlstrlbutlng f1rms into the
,reflnlng 1ndustry can be expected to%have increased

compet1t1on 1n1the Canad;an,market ﬁor‘reflned'suga;,v\
| Theihigh leveitof‘oonCentration (and associated low
levels of market compet1t1on) 1n the Canadlan sugar ref1n1ng
flndustry in the 1960s and 19705 seems to have been related
to three main factors. the exclu51onary tactlcs employed by
'eastern Canadlan refiners agalnst prospective competltors
(reflners and\lmporter;.of refined sugar) the apparently

high levels of tarlff protectlon afforded the ref1n1ng

1ndustry and the. extens1ve exceSS‘capac1ty that has*ex1sted'

"l_ln thlS lndustry in the 1960s and early 1970s.

It was shown in Chapter III that the level of effectlvej
_tarlff protectlon afforded the ref1n1ng 1ndustry was hlgh
-from 1960 to 1978. The estlmates of thé annual effectlve
rates of protectlon for this perlod of tlme range from 11 to
.212_percent and averaged 42 percent over thlS per1od of

time; Aecordlngly, 1mportatron of re£1ned sugart;nto Canada

o
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has been negligjble. Second, 'the Canadian preferential
customs duties on imports of sugar from countries with
Commonwealth ties has meant that the main sources of rawv.
sugar to Canada have been from these countries. Imports of
sugar 1nto Canada from the most favoured nation countries
haye been neglxglble, possibly because of the hlgher.customs}
_duties on sugar from this group of'countries, It -would be
expected that because of the limitednnumber‘of suppliers of
sugar to,Canada; competition in the market‘to'supply sugar'
to Canada may have suffered' 3 |
Evidence,cited in Chapter Iv 1nd1cates examples of

: strategles used by the three reflners to exclude potential
'tcompetltors from the eastern Canadlan market ﬁor reflned
'.sugar between 1960 and 1973. The main exclu31onary tactic

@

was to deny potentlal compet1tors in Canada access to rawg
'and refined sugar on the world market This was achieved in
several.ways Oné.strategy seems'tO'have been that'the'
reflners ‘would purchase most of ‘the sugar from those sources r
.'whlch were llkely to supply potentlal competltors with raw
tsugar It seems that exporters of raw sugar from such
sources agreed to supply sugar to Canada exc1u51ve1y through
ex1st1ng reflners "The arrangements appear to have been
strlctly enforced by sugar brokers in eastern Canada New
dYork and London and by Tate and Lyle. The effect was that in
tthe 19605, several 1ndependent potent1al sugar competltors

'fwere dlscouraged from enterlng 1nto the market for reflned

' sugar in. Canada Cartler and Westcane thehtwo,reflners who‘
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successfully,entered into the industry, are controlled
respectively by Steinberg and George Weston, large food
processingvconglonerates in Canada." It is likely that the
conglomerate market power of these ‘parent companies
facilitated the successful entry of Cartier and Westcane
into the refining industry It is conclud:d that
exclu51onary strategles presented subs}anilal barrlers to
entry into the Canadlan sugar refining" industry and that the
hlgh,level‘of concentratlon in theArefrnlng industry was
related to the exclusionary tactics of the eastern Canadian
refiners. - o ﬁ - ‘ -

‘An analy51s of utlllzatlon of plant capac1ty in ‘the
eastern Canadlan)sugar refining industry -between 1963 and

1975 ‘shows that this industr operated at less than 70

percen¢ of full:capacity.-The evidence from court

' transcripts in the Atlantic Sugar case indicates that this

3

industry had enough capac1ty to last -fof the next fifteen

years from 1975. It 1s concluded that the 7&cess capacity in

thls Tﬁdustry presented substantlal barr:ers to entry. That

‘is, not many[flrms would want’ to enter ‘an 1ndustry w1th su&hj

.
exten51ve excess capacity.

It is estlmated in thlS study that 1n 1963 the . annual

output of" plants of . optlmum 51ze was betyeen 30 to 50

thousand tons of reflned sugar. This plant size 1s observed

" to be much less than the capac1ty of all e}lstlng cane sugar
"reflnerles 1n 1963 in Canada From these results it appears

that the hlgh level of concentratlon 1n the reflnlng

° . G \

= 3 , T e
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industry in 1963 was unlikely to have been related to the
moderate economies of scale at the plant level
| After an inquiry into the patterns of market conduct of
Atlantic, Redpath and St. Lawrence in the 1960s and in the
early 1970s, the Crown prosecuted these refinersAunder the
anéicombines law, These refiners were charged with
.con5piring to lessen market competition unduly and to
enhance the price’ of refined sugar to the detriment of the
public interest. This case was decided upon by a trial
‘court, a court of appeal and the Supreme Court of Candda in
‘1975, 1978 and 1980, respectlvely The trial court acqu1tted
the refiners®on heth charges. The court» of appeal {eversed
the acquittal on the charge of lessening market,competltion
through fixed shares ef the market. The reflners were
acqu1tted on the second count of unreasonable enhancement of
prlces of refined sugar to ‘the detriment of the public
interest. The refiners appealed and in 1580 the Supreme
Court of Canada reversed the conviction- The trial court and
they&ugfeme Court of Canada,EOncluaed'that competition had
‘not been lessened unduly by the the alleged agreement to
share the market in’ flxed proportions. Further, both‘courts
contended that the sharing of the market had not been the
“: intenfion ofwthe ag;eement. The evideﬁceyﬁrom cpprk
'transcgipts'cohcernihg these refiners are assessed in
Chapter IV'and a suhmary is given below.
The three features af market conduct of Atlzpt1c

Redpath and St Lawrehce evaluated are the malnt nance of

kY
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e "constant market shares‘L the formu@a pr1c1ng of reflned sugar

a;fby the three ref1ners~ and the exclu51on of . potentlal

d’competltors‘(reflners and 1mporters) from the easternv:
-iCanadlan market for #Wflned sugar. Th1s last feature 15'

-
N G

”“K;already summarlzed above and 1s not further con51dered herefg

The hypothe51s that there was not a s1gn1f1cant

s

;rdlfference between the means of market shares for the perlodf.f

'onf t1me from 19A0 to 1949 and from 1961 to 1973 for the

5fhfshares of - Atlantlc, Redpath and St Lawrence waS evaluated

"*a USlng the.t statlstlc Thls hypothe51s was accepted at the

"”Epercent level of s1gn1f1cance for the market shares of each o

.(.

S B ’ '
wf.liof these Feflners._The results 1nd1cate that market shares

"1of each of Atlantlc, Redpath and St Lawrence have been ffrJ;f

T‘l_stable from 194b to 1973 though economlc condltlons 1n the

Mfﬁreflnlng 1ndustry seem to have changed substantlally. Both

'“ffthe c1ted ev1dence from court transcrlpts in the Atlanttt

”ﬂSugaP case and economlc theory of ollgopol1st1c market

behav1or outllned An Chapter IV suggest that eastern

"ACanadlanFSugar ref1ners applled a quota rule as an effectlve"

s means of ma1nta1n1ng stable market shares. It 1s concluded

that the,malntenance of stable market shares was an efflcent't;

e way of deterr1ng off Llst pr1c1ng and lessenlng competltlon

1n the ref1n1ng 1ndustry The results of the assessment of

strategles used by the three ref1ners to ma1nta1n marketff

e

shares suggest that stable market shares were assoc1ated

fF:W1th substantlal lessenlng of competltlon in: the easterns,t

L

Canadlan market for reflned sugar for the per1od of t1men:
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h,from 1960 to 1973 |
Another feature of market conduct assessed 1s the"
.pr1c1ng of ref1ned sugar at the piant gates on a cost plus
F[formula by Atiantlc, Redpath apd St Lawrence between 1960 |
ciand 1974 There 1s no ev1dence that the 51tuat10n has |
hchanged 51nce 1974 The standard cost components 1ncluded

;the prlce of ‘raw sugar as reported dally on the London Sugarr?

Termlnal market '1nsurance, transportatlon handllng and

'}l]customs duty (1nclud1ng the preferent1a1 margln remltted to j,]

'graw sugar exporters) A certaln ref1n1ng margln was added to3

: these costs to cover ref1n1ng costs and proflt marglns. The"fv

"ﬁaanalys1s 1n Chapter IV 1nd1cates that by u51ng thls standardjj

Vﬂyprocedure, Atlantlc, Redpath and St Lawrence arrlved at

'»puldentlcal prlce llStS. Though there has been a debate as to_'h

' 'fwhether the pr1c1ng of reflned sugar was due to collu51on orgri

h.consc1ous parallellsm the adoptlon of a common pr1c1ng

br_fformula 1s 1nd1cat1ve of covert collu51on. Another objectlon;'a

v;,to thlS cost plus formula of pr1c1ng reflned 5ugar by the
"rthree reflners was that on occa51ons, some of the costs x
't_1ncluded 1n the formula were hlgher than actual costs. Thus,‘ )

Q#h*Canadlan consumers pald hlgher prfdes for reflned sugar tha"[”‘

,P"

R PN
Vo

“fwere warranted by the actual costs._h'

As outllned 1n Chapter IV durlng 1960 to 1974 fhs'f’,,

1 l

"base/p01nt pr1c1ng system was’ used by Canadlan reflners to [

'7'~;p}1ce sugar 1n spatlally separated markets* The maln base f"'v

ﬁfp01nt was Montreal ThlS system has ensured unlform

_idellvered prlces for all reflners Aine any partlcular market

.’v v

e,
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Lo

1rrespect1ve of the source of reflned sugar..The dlscu551on

) 1n Chapter IV suggests that the pr1c1ng of ref1ned sugar on

3,

the bases of these two standard procedures resulted 1n

. .
1dent1cal pr1ce llStS of Atlantlc, Redpath and St. Lawrence‘
i'p durlng the 19605 and earlv 1970s. Apparently 1dent1cal
"‘Jprlces appear to have lessened prlce competltlon in thefﬁn¢f
‘ref1n1ng 1ndustry It can be 1nferred that allocatlve B
'veff1c1ency suffered‘due to these procedures of pr1c1ng
.reflned sugar g?" ‘:.FM ' - ‘ L
o It seems evrdent that the threeifeatures outllned above
'*fhad adverse effects on compet1t1on 1n the ref1n1ng 1ndustry
::between 1960 and 1973. However, these patterns of market |

'{,conduct do not appear to be prohlblted under the present
\ ’
*;gantlcomblnes law espec1ally 1f these patterns seem to arlse

- e A .'- _
. ’from consc1ous parallellsm o
: . S e T

'hf?Allocatlve‘Eff1c1ency of the Sugar ref1n1ng.1ndustrv
'"“Allocatlve eff1c1ency 1n the Canadlan sugar reflnlng ‘
k’rlndustry between 1960 and 1978 1s assessed u51ng three
f;dlfferent approaches.fFlrst an assessment of the,w'
'ldrelatlonsh%ps between prlces of sugar at dlfferent stages of
.'rthe marketlng system»and 1n d1fferent markets 1s made.‘ .
'bSecond proflts of Canadlan reflners are evaluated Thlrd

-ffgffestlmates of losses 1n consumer surplus due to exerc1se of
‘VMlhmarket power by Canadlan reflneﬁs 1s presented E |

The relatlonshlps between prlces of sugar are assessed

".‘u51ng correlat1on and regre551on analyses and graphlcal “
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fillustratiOns. FirSt correlatlon coeff1c1ents between L' ‘
"changes over tlme 1n annual average sugar prlces 1n London

fNew York and Montreal are calculated for the perlod of t1me

_\‘Z‘

from 1961 to 1978.. Second regre551on analyses of the flrst
d1fferemces of monthly wholesale prlces of reflned sugar in:
'iMontreal (the dependent varlable) and the averages of the

;Vmonthly wholesale pr1ce§ for reflned sugar in the Un1ted

Tl

‘States (the 1ndependent varlables) are used to evaluate the

relatlonshlp of pr1ces of reflned sugar 1n these markets for

s

“'dlfferent perlods between 1970 and 1977 These two o

'ﬁechnlques are also used to evaluate the: relatlonshlps _[hﬂf”“
._between monthly wholesale prlces of reflned sugar in- f;,”f
terontreal and a serles of monthly reta1l prlces df reflned

'*.;sugar in: fourteen major c1t1es 1n Canada for the perlod of

'*»l:;tlme from 1973 to 1980.

The results showﬂthat pr1ces of raw sugar 1n London -;*'”

\>f@twholesale pr1qes 1n New York and the Unlted States arefi

i?51gn1f1cantly correlated w1th wholesale pr1ces of reflned
“ffsugar fn Montreal durlng 1960 to 1978 The hypothe51s that

there 1s not a 51gn1f1cant relatlonshlp between wholesale S

-

I prlces of reflned sugar 1n Canada and the Unlted States was'f‘

Vrejected Slmllarly,vwholesale prlces for reflned sugar 1n
:_Montreal and retall prlces 1n fourteen major c1t1es 1n;hh

- Canada are 51gn1f1cantly correlated for the perlod of tlme
».)

C,ifrom 1973 to ﬁ980 The hypothe51s that there is: not a’

f51gn1f1cant relatlonshlp between wholesale prlces of reflned

Vf sugar 1n spatlally separated markets 1n Canada was rejected
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Infa‘competitive market “the results outllned above X

‘ 'would suggest h1gh levels of allocatlve eff1c1ency Thls 1s

.not the case for the Canadlan sugar ref1n1ng 1ndustry As

joutllned above, %he high correlatlons are probably due to

‘the procedures o}

pr1c1ng ref1ned sugar on the cost plus and

.base p01nt system by all Canadlan reflners._That 1s, prlces, .

»offrefined.sugar aﬁpear to be admlnlstered by the reflners.

lbIt~is noted in hapter VI that durlng 1970 to 1973 when'

'l_‘_imports'of sugarllnt§ the Unlted States vere restr1cted

'fthrough quotas, the relat:onshlp between prlces 1n the two

chountrles was. weak It 1s concluded that market compet1t1on'bg

'zbetween reflners 1n the two countrles durlng thlS perlod may

vffuqalso have been weak Also though retall prlces of ref1 ed :

o prlce spreads for reflned sugar between dlfferent sugar g,_.-

kfsugar 1n dlfferent Canadlan markets are 51gn1f1cantly

nijcorrelated 1t seems that there are unwarranted geographlcal

0.

f;reflnerles and dlfferent markets 1n Canada. Flrst theg'

!

';-grelat1vely hlgher levels of prlces of reflned sugar 1n
"~{western Canada than those 1n eastern Canada do not appear to"-5

'rl;_be warranted by transportatlon costs. Con51der;ng the

Lfmonopoly p051t1on of B C Sugar in, western Canada and the

;relat1vely hlgh rateg of proflts earned by thlS reflner,ilt

- x
‘is concluded that much of the hlgher prlces of reflned sugar

.l~1n thlS reglon‘are attrlbutable to the exerc1se of market S
. fpower by B C Sugar. Second c1t1es 1n wh1ch sugar

af'é reflnerles are located d1d not report the lowest retall

pr1ces “of reflned sugar. ThlS feature can be attrlbuted to
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the monopoly power of most reflners in the c1k1es 1n whlch s

they are located On the ba51s of these results, 1t can be

:concluded that allocat1ve eff1c1ency 1n the sugar reflnlng

1ndustry in Canada was not sat1

'1980
The t test was used to’ compare a‘ rage proflt rates 1n o

A e
the Canadlan reflnlng 1ndustry and U 1ted States cane sugar

"ffreflnlng 1ndustry for dlfferent perlods of t1me between 1960

and 1978 The three sets of “t statlstrc show that ratesoof

'return in the Canadlan sugar ref1n1ng andustry were N

'L151gn1f1cantly hlgher than those 1n the cane sugar ref1n1ng

N:,lndustry ln the Unlted States durlng these perlods.-The

1,,hypothe51s that average pTOflt rates 1n the Canadlap sugark:;'
reflnlng 1ndustry have been 51gn1f1cantly hlgher than 1n the ;‘

e cane sugar ref1n1ng 1ndustry 1n the Unlted States for the

fEes perlod of t1me from 1960 to 1978 was accepted The resultst"

nt,lndlcate that above normal prof1ts gﬁve been earned by
'gCanadlan reflners between 1960 and 1978 : " ,‘ |
The hypothe51s that there 1s a 51gn1f1cant relatlonshlp
”between ‘the: effectlve rates of tarlff protectlon affdrded
vthe Canadlan sugar reflnlng 1ndustry and proflt rates 1n' 3
'{thls ref1n1ng 1ndustry from 1960 to 1978 was tested u51ng
~dcorrelat10n analy51s.'The results showed that there was notbs
| ;a 51gn1f1cant relatlonshlp between fhese two varlab%es wh n
‘Tfrates of return on equ1ty were usedsas the measure of
proflts. However, there was ‘a 51gn1f1cant relat1onsh1p when ey
\‘.the prlce cost marglns, expressed as percentages of |

g SR
. S
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‘Tollgopollsts pr1ce Of reflned sugar, are used}1n thlS test

"The results of the test of thlS hypothe51s were, therefore,
not conclus1ve. 1 : !f\ B |
D1fferent estlmates of soc1al costs and 1ncome

' transfers attrlbutable to exerc1se of market power 1h the_
dﬁCanadlan sugar ref1n1ng 1ndustry 1n 1977 were made. Thesej-ft
Qranged from about $12 mllllon to $57 mllllon and are o
i equ1valent to a pr1ce rlse of from $0 48 to $2 31 per-.dO'
rfpounds of reflned sugar (Expressed 1n 1980 dollars) That;“-l
=Y Canadlan consumers may have pald from about $0 48 tovi

Eyi$2 31 per 100 pounds of reflned sUgar more than was

’vwarranted by costs and normal prof;ts.,? :
qB Recommendatlons of the Study

The recommendatlons pf‘tpls study are based on the results

';of the analyses. These recommendatlons are almed at 'TW
“1mprov1ng the welfare of the consumer and may 1gnore galns :
whlch may accrue to the reflners due to exerc1senoi thelr'~1‘”
fmarket power.;frn - | | | | | '

| ,In general the patterns of market conduct of sugar

N

_f:reflners revealed in- thlS study appear to be those Wthh

“]ewould be expected from the theory of t1ght ollgopolles.vl

‘ -'performance 1s to reduce

',fan 1ndustry where there are few flrms,,1nterdependence w111
fbe hlgh It appears that one’ way of 1mprov1ng market |

&

7ref1n1ng 1ndustry, probably by preventlng exclu51on of new_“tfl

7

the levels of concentratlon 1n the

';entrants 1nto the 1ndustry



\g The flrst recommendatlon is that the level of effect1ve"
”»tar1ff protectlon afforded the Canadian- sugar ref1n1ng | H
' 1ndustry should be reduced ThlS should 1ncrease the extent
of actual and potentlal compet1t1on 1n the Canadlan market
ifor ref1ned sugar. ThlS recommendatlon should be 1mplementedf;v

.gby reduc1ng the dlfference between the Canadlan customs'
:‘tarlff rates on raw and ref1ned sugar by reduclng the'
J‘nom1nal tarlff rates on reflned sugar. In addltlon '1t isal
suggested that the multlple customs tar1ff rates (the B
"Brltlsh preferentlal most favoured natlon, and general
Tftar1ff rates) be abollshed ThlS could be replaced w1th
funlform tarlff rates for each form of sugar 1rrespect1ve of?
a;the source of’ sugar 1mported 1nto Canada. Thls ' i
1irecommendat1on 1s llkely to 1ncrease competltlon 1n the
market to supply sugar to Canada.*‘ e |

. A recommendatlon wh1ch arlses out of the ev1dence .
\'. o
: \

presented un Chapter IV is. that the antlcomblnes law should

.Eé‘be amended to proh1b1t features of market conduct whlch »

'fvarlse f?om common p011c1es of _one or more flrms that act as
"1f they are a monopoly Though the sectlon of ant1comb1r*t

ﬁllaw concernlng exclus1ve deallng could have been ~appliec

= athe Atlantlc SugaF case to prosecute the exclu51onar

:fpractlces of the largest three‘reflners (Atlantlc, Re

: and St Lawrence) thls was not applled because the pract

F'were not due to collu31on. As outl1ned 1n Chapter IV the
“'ant1comb1nes law should be amended to prohlblt exclu51onary -

o

/’practlces of 1nd1v1dual domlnant (as well as. collu51ve)



'~serv1ce sectors.

encourage 1ncreased competltlon in the ref1n1ng 1ndustry.‘

213

v

"flrms. In add1t1on, domestlc brokers mlght be prosecuted for

* refusal to sell to new entrants ThlS pollcy would probably

h Y L,_)

‘fprevent one or: ‘more flrms from follow1ng strategles which

© are llkely to have adverse econom1c effects on the'

performance of an- 1ndustry It 1s hoped that w1th a ‘more

A*effect1ve antlcomblnes law competltlon pollcy could be .

fapplled more effectlvely to the Canadlan andustrlal and

g
o

It 1s recommended that further research be conducted to

-

update the results 1nd1cat1ng moderate econom1es of scale at

Q.

vrthe plant level Also, further research should be conducted
f_‘to determlne the extent of economles of scale of mult1p1ant1,7{
'flrms and of transportlng reflned sugar. The results of the‘

: research could be used to 1mplement pol1c1es that would

' ;One optlon could be to apply exlstlng pollc1es and programs

50 as to avoid encouraglng new plants wh1ch are much. larger

‘than the m1n1mum optlmum 51ze.vFurther, if economles of

9w

: multlplant operatlon are not large, each Canadlan reflner
jcould be dlscouraged from operatlng many ref1n1ng plants."
":'Multmplant flrms could be dlscouraged through tax penaltles
"'and through restr1ct1ng llcences to establlshed flrms for
- new plants. Entry of new flrms could be encouraged by-
b}lncrea51ng sub51d1es to these f1rms, espec1ally in- the form
.‘of DREE locatlonal grants to new flrms. These pollc1es could
3encourage an 1ncreased number of reflners and thus. encourage

jlncreased compet1t1on 1n thlS 1ndustry A closely related B
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recommendation is.to discourage the entry'of'the.éxistiné
Canadian sugar refiners into the high fructose corn
5weetenér industry. This;policy could have the effect of

f,encouréging'sgme'competitioh.bétween'thgse two industries.
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’APPENDIx.Iv;i

Percentage Market Snares of the Eastern Canad1an Market
~for Refined 'Held by Atlantic, Redpath ‘
and St. Lawrence, 1940 to 1973 By

/
/g MarKet shares of
Yean, At]ant1c Rédpath St. Lawrence
mmem-- mEesmee percentages------r-f7*e
1940 35,8 - 42.8 - 21.4
1941 34.8 . 42.3 20,9
1942 34.2 42.6. - 23.2
1943 34.9 . 43.0 -20.8
1944 36.6 . 43.7 4 214
1945 36.6 - 42.4 21.0
1946 36.3" - 42,0 - 21.7 -
1947 . 34.3 - 43.6 22.2
1948 36.3 . 42,2 - .21.6
1849 35.0 - 42.6. 22.4
1950 35.3 . 42,5 - 22.3
1951 36.4" .. 446 19,0, -
1852 35. 1 - 41.8 - 23.1
1953 .. 35.3 . . 43.6 21.1
1954 - 35.5 - 42 .6 21,9
1955 35.0 = 43.5 21,5
1956, 35.1 S 425 - 22.4
1957 35.0 - [ 42.8" 22,2
1958 32.0 46.6 22.4
1959 31.4 - 44..86 24.0
1961 35.8 . 43:8 ‘ 20.4.
1962 - 33.7 oo 43,6« 22,7
1963 35.7. 0 42,4 -- 21,9
1964 35.0 - 43.3 21,7
1965 - 35.4 43,9 20.7
1966 35.1 41.9 23.0
1967 . 35.8 43,2 21.0
1968 35.5 . o424 . 20.1 ‘
1969 . 35.6 . 42,8 '21.6 -
1970 35.0. 42,7 22,3 -
1971 - 36.2 42,1, 21,7
- 187F ., . 33,4 ' 43.9° 22,7
- 1973 So..32.9. 43.9 ©23.4
~.Average for ... N L SRR
1940 to. 1973 35.1 o 4301 . 21.8
~Government . S S
allocation e ST e T e
1940 -to . 1949 35,5 o " 43.0 ¢ 21,57
o O
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SOURCE: The Queen v Atlantic Sugar Refiner ies"et‘ al.
o : : ég978)§'P1eadings»Before the court of appeal, 32,
6396-97. S LT T
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APPENUIX1VI-2 .
Monthly Wholesa]e Pr1ces of Ref1ned Sugar. in Montrea]
and ‘the. Un1ted‘States, 1970 to 1977 ‘ '
L S
Wholesale price of ref1ned sugar in’
tear and month : : Montreal the Un]ted States
Canad1an do]]ars per 100 pounds
1870.J . - 8.29 ) , 10.94
- F 1 8.34 - S 11.08
M 8.78 - 10.94
A 8.83 10.94 "
M v , 9.09 10.94
J ) L - 9.09 10.94 _
J S 9,18 11,28
A oy .9.04 S 11.28 . . g
S : 79,10 11.28 .
0 0.9.20 11.43
_ “N 9.29 -11.43
' 1971<§ 9.85 11.43
EE 9.90 10.72 .
A o 9.70 } 10.62 -
BRI R '9.69 , 10.62
o - 9.36 10.82
ol o ' © - 9.486 11.82
A . 9.50 11.82
S 9.18 11.82 -
0 " 9.62. , - 11.82°
N 9.81 " - C ©11.82
) D - 11.05 . 11.82 '
’1972 J 13.50 S 1.8
: F 11.97 - . 12.21 .
M 11.97 \ 12,21
A 11,97 0 e 12.41
M 11.97 - vt 12.41
J 11,97 12:41
J .11.08 - 212,41
A 11.55 212,41
S .. 11.30 12.41
0 ’ : 12;48 12.36
N - 11.40 12,16
D 12.50 12.16
~. |



. APPENDIX VI-2
CONTINUED
| o ’ Wholesale pr1ce of refuned sugar in
Year'and'month : Montreal i the United States
. Canad1an dollars per 100 poundS"
1973 U 12.61 . S 12.16 %
* F 9.85 , - 13.18
M 9.80 - 13.18
A - 13.14 13.30
M 13.24° 12.75
J - 13.26 . 12.75
- - 13.26 . 13.15
A - -13.36 - - 13.68
S » 13.46 13.68 .
0 13.56 14,12 |
N 14.82 14,95
.- D 18.70 12.80
1974 4 22.19 “14., 32
F . 27.83 "16.13
M- 29.10 19,95
A 30.23 . - 19.95
M. 31.49 24,80
J 32.45 . 28.48
o 32.73 - . . 31.91
A 30.94 : -/33.77,
'S . 42,78 ' : +39.50 -
0 - 49.48 C 40.83
- N v 69.84 - 53.93
D ¥ © 53,42 : . 59.25
1975 J 47.60 : ., 51.80
, F A47.75 " . o 47 .88
M 37.28 ' 41,02 -
A 35.30 36.12
M- 26.29 31.91
Jo \ 21.29 - - 25,93
J . 24,65 26,79 X
A \ 29,77 28¢29
'S . 24,20 23.18
0 22.57 1 20.47
N 21,95 20.73
D 21.15 19.36

L e e e e e e s e e e e e e e e e e = e e e e e e e e e e e e tm e En e e e e e

230



@

- Year and month

o

APPENDIX VI-2

CONT

INUED
f’

_____ e e e e e e e e e e e e A W e L e e e

231

 WhoTesale-price of refined sugar in-
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pounds

1977

SOURCE

21

NUTO O~~~ 00~ O O UTUTUT U100

22,

. Canadian d
22.
.49
98
.60
.34
.37
.18
.29
.66
.75 .
42
.50
.35
.85
.85 -
.69
.90
.05
.54
.10
.89
.22
.54
.33

62

ollars per 100

Vi
e

20.
. 34
r1.10
.02
.25
.75
.43
J100 7
15. ’
.20 |-
.97 .
.63
.97
71 B o
.10 )
.08 : L
.20

87

19

:'Canada, Statistics Canada, ConsUmér Prices

Indexes and Processors, Catalogue 32-222 (Ottawa:

~Various issues); and U.S.- Department of Labor,

Wholesale Prices and Indexes {Washington
D.C.: various issues, 1972 to 1977).‘
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