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Abstract

In recent years, Canada has witnessed a rapid
growth in short food supply chains. As in other
countries, such marketing channels have emerged
in Canada in response to a growing demand among
consumers for fresh, local products. However, a
unique feature of Canadian agriculture is that dairy,
egg, and poultry production are under supply
management. The government requirement for
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producers in these sectors to purchase a quota
ensures that output matches domestic demand.
Until recently, though, little attention had been
paid to how this system affects the development of
short food supply chains in the country. The pur-
pose of our study is to examine this emerging issue.
The results of our policy analysis suggest that small
farmers in Canada face multiple challenges when
seeking to produce and market specialty products
that are under supply management. Furthermore,
the cost of entering supply-managed sectors for
producers varies as each province is responsible for

Authors’ Note: Implication from COVID-19

Our research was conducted before the COVID-19 outbreak.
Since then, interest in short supply chains and local food has
dramatically increased. Certain stakeholders discussed in this
article are again asking that the supply management system be
changed to allow local farms to produce eggs and chickens for
their clients.
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establishing its own quota exemption limits, mini-
mum quotas, and new entrant programs. Our study
indicates that supply management policies have
important implications for local and regional food
system development and for food diversity in
Canada.
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Introduction

As in other countries, Canada has witnessed in re-
cent years a rapid growth in the practice of farmers
directly marketing their products to customers
through short food supply chains. According to the
most recent agricultural census (Statistics Canada,
2017a), more than 24,500 farms in Canada use such
marketing channels, a figure that represents 12.7%
of all Canadian farms. Most direct-market farmers
sell their products at the farm gate (89%), while
some also participate in farmers’ markets (22%) or
distribute food boxes as part of community sup-
ported agriculture programs (CSA) (5%).

Studies indicate that Canadian consumers
attribute a wide range of benefits to short supply
chains (Mundler & Laughrea, 2016; Newman et al.,
2017; Smithers, Lamarche, & Joseph, 2008),
despite remaining barriers that limit their accessi-
bility (McIntyre & Rondeau, 2011). Farmer’s
markets in Canada are notably gaining in popularity
and are the most commonly studied direct-
marketing channel (Connell, Smithers, & Joseph,
2008; Smithers & Joseph, 2010; Smithers et al.,
2008; Wittman, Beckie, & Hergesheimer, 2012).
Moreover, research findings suggest that short
supply chains contribute to the renewal of Cana-
dian agriculture as many new farmers rely on such
local outlets to sell their products (Laforge, Fenton,
Lavalée-Picard, & McLachlan, 2018). Funda-
mentally, farm-direct marketing is part of a larger
movement that seeks to promote the relocalization
of food production (Mount et al., 2013). Indeed,
vatious studies have explored the relationship
between short supply chains and the social
economy (Beckie, Kennedy, & Wittman, 2012;

Campbell & MacRae, 2013).

In Canada, poultry (chickens and turkeys), egg
(table and hatching eggs), and dairy (cow’s milk)
production are under supply management. In each
of these commodity sectors, quota policies ensure
that supply matches domestic demand by control-
ling output, setting prices according to production
costs, and limiting imports (Goldfarb, 2009;
Painter, 2007; Schmitz & Schmitz, 1994). As a re-
sult, Canadian farmers interested in producing sup-
ply-managed commodities are required to purchase
a quota once their production volume exceeds a
certain threshold. While the effect that this system
has on the growth of short supply chains is consid-
ered an important research priority (Blay-Palmer et
al., 2013), the topic has received relatively little at-
tention until recently.'

Supply management in Canada has proven ef-
fective at stabilizing production and protecting
farmer revenues. At the same time, it has been crit-
icized by some for its inability to supply consumers
with niche products (Amir, 2014; Legendre, 2015).
Indeed, several press articles in recent years have
reported on growing calls among Canadian con-
sumers for more specialty poultry, eggs, and dairy
products (marketed as organic, free-range, grass-
fed, antibiotic-free, heritage breed, etc.) (Ballivy,
2012; Csanady, 2015; Lamontagne, 2015; Ménard,
2015). However, according to sustainable farming
advocacy groups, the rules of supply management
prevent the farm sector from responding to this
rising demand.

These critics point out that many farmers are
interested in producing small quantities of specialty
products for local markets but are unable to do so
because they do not own a quota. Indeed, small
farmers often struggle to enter supply-managed
sectors because quotas are rarely available,
expensive, or require a minimum level of output
that is too high (Amir, 2014; Lamontagne, 2015;
Legendre, 2015; Young & Watkins, 2010).

The purpose of our study is to examine these
various issues affecting Canada’s food system. In
the first section, we provide a brief overview of
supply management in Canada. We also examine
the ongoing debate around quota policies and high-

1'With the notable exception of Young and Watkins (2010) and Mount (2017).
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light how the nature of the disagreements has
shifted in recent years due to rising consumer intet-
est for specialty food items and the growth of short
supply chains. In the second section, we outline the
research activities we undertook to gather infor-
mation on supply management policies and pro-
grams. The results of our research are then pre-
sented in the third section. Specifically, we examine
quota exemption policies and minimum quota
holding requirements and analyze the programs
that have been created to assist small farmers seek-
ing to directly market specialty products. In the
fourth section, we discuss the implications of our
findings and the major lessons that can be drawn
from recent reform experiences in Canada. Finally,
we conclude by examining the future of supply
management in Canada in light of the growing de-
mand among consumers for specialty products and
the rising popularity of short supply chains.

The research contribution of our study is two-
fold. Firstly, since each province sets its own quota
policies, our study highlights the unequal playing
field that faces farmers who are interested in di-
rectly marketing supply-managed goods. Secondly,
we provide an in-depth analysis of the new societal
challenges that curtently confront Canada’s supply
management system. This system was historically
implemented during a period of agricultural mod-
ernization and market instability. We note that the
mounting calls for regulatory reform are not in-
tended to challenge the basic legitimacy of the
quota system. At the same time, the criticisms
made do reflect a growing demand on the part of
consumers for greater food diversity, understood
here to mean a wider variety of available food
items (Hatvey, McMeekin, & Warde, 2004; Thiele
& Weiss, 2003).

Supply Management in Canada

The Organization of Supply-Managed Sectors

In Canada, the federal and provincial governments
have historically enacted different programs to sup-
port farmers (Schmitz, 2008). At the end of the
1960s, the idea of controlling agricultural supply
through quotas emerged as a promising policy al-
ternative to revenue support programs, which had
been introduced in the post-war period. Policy-
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makers argued that a quota system was preferable
because it would effectively safeguard farmer reve-
nues, promote market stability, and ensure that
prices adequately compensated producers without
the need for further subsidies (Gouin & Kroll,
2018; Hiscoks, 1972).

In concrete terms, supply management policies
control output in a given sector and set prices so
that farm production costs are covered. The fiscal
burden of implementing such a program is minimal
since most of the costs are borne by stakeholders
within the supply chain itself (producers, proces-
sors, distributors, and consumers). In addition to
protecting farm revenues, supply management also
plays an effective role in stabilizing consumer
prices.

Dairy farmers were the first to be included in a
national quota system (1970), followed by egg
(1972), turkey (1974), and chicken producers
(1978). Subsequently, prices for these commodities
were no longer determined by supply and demand
but set using a formula that accounts for produc-
tion costs. As a result, the system enables produc-
ers who hold quotas to obtain prices that are
negotiated, known in advance, and guaranteed.

In exchange for this arrangement, producers in
Canada are required to collectively adjust their total
output in response to changes in domestic demand.
When demand rises (falls) for a supply-managed
commodity, the national quota is adjusted upwards
(downwards), and changes are then made to each
provincial allotment. Finally, the amount allocated
to individual quota holders is adjusted based on
their share of the provincial allotment from the
preceding period (Katz, Bruneau, & Schmitz,
2008). Usually the national quota is adjusted annu-
ally and the changes are passed down to the prov-
inces, who then proportionally adjust the amounts
held by each individual quota holder. In excep-
tional cases, these adjustments are made over the
course of the year. As a result of these policies, ag-
ricultural commodities in Canada that are regulated
through quotas are rarely exported. At the same
time, access to the Canadian market is limited since
import tariffs are imposed on all supply-managed
goods. However, to ensure that the poultry, egg,
and dairy sectors remain at least partially exposed
to market forces, producers are authorized to buy
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and sell quotas (except in certain cases, such as
when the allotment is a loan) (Gouin, 2001;
Walker, 1968).

To implement the quota system, the producer
association at the provincial level for each supply-
managed sector was given a legal mandate to dis-
tribute and manage the province’s allotment. Each
of these associations is also responsible for detet-
mining the maximum authorized level of output
that farmers without quotas can produce, as well as
the minimum production volume that is required
of those who wish to obtain an allotment.” In addi-
tion, every province has an independent regulatory
agency whose role is to review the regulations pro-
posed by producer associations, verify that the
rules are being correctly enforced, and settle disa-
greements among stakeholders.

At its core, supply management was instituted
as a way to address the problems experienced by
dairy, poultry, and egg producers, who regularly
faced periods of overproduction and declining
prices (Doyon, 2011). As Figure 1 illustrates, sup-
ply-managed production has had to adjust to
changes in demand. For instance, public concerns

about cholesterol at the end of the 1980s caused
dairy consumption to fall. As a result, downward
adjustments were made to dairy quotas, and pro-
duction contracted by 11% between 1988/89 and
1992/93. Nevertheless, since 2014, growing de-
mand among Canadian consumers for dairy prod-
ucts has led to a rise in milk production.

In addition, a rise in demand for chicken from
the mid-1980s onwards has led to a significant in-
crease in output. Since the beginning of the 2000s,
egg production has also expanded rapidly. In re-
sponse to these favorable market trends, the asso-
ciations of chicken, turkey, and egg producers in
each province have distributed new allotments to
individual quota holders. These allotments are gen-
erally given (not sold) to producers and immedi-
ately acquire a market value (since they can be
traded). However, in some cases (e.g., Quebec’s
egg producer association), they are lent out and re-
main the property of the association.

To summarize, supply management policies in
Canada were enacted in order to (1) set prices ac-
cording to production costs, (2) establish a quota
system that could meet the needs of the domestic

Figure 1. Evolution of Production in Sectors Under Supply Management, Canada, 1976-2017
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2 The producer associations enforce their regulations through marketing boards (Royer, Ménard, & Gouin, 2015).
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market, and (3) control imports. These policies
were the result of a social compromise established
in Canada in the 1970s. In practical terms, the
quota system reflects a willingness on the part of
Canadian consumers to accept prices that ade-
quately compensate producers by limiting their ex-
posure to foreign competition and the volatility of
world markets. In exchange, supply-managed farm-
ers agree to meet the needs of the internal market
and satisfy the quality expectations of Canadian
consumers.

A Contested System

While supply management is today a unique feature
of Canadian agricultural policy, it is not without its
critics. Some argue that the use of quotas leads to
markets distortions, protects inefficient producers
(Veeman, 1982), hinders restructuring efforts, re-
duces sectoral competitiveness, and prevents pro-
ducers with lower production costs from expand-
ing their output (Hall Findlay, 2012). Moreover,
certain studies suggest that supply management in
Canada places a heavy burden on consumers, espe-
cially low-income households, due to the inelastic
nature of demand for supply-managed products
(Cardwell, Lawley, & Xiang, 2015; Desrochers,
Geloso, & Moreau, 2018). Quota policies are also
criticized by some for hindering the ability of pro-
ducers and food processors to export their prod-
ucts (Barichello, Cranfield, & Meilke, 2009; Carter
& Meérel, 2016). Finally, it is argued that Canada’s
defense of supply management weakens its negoti-
ating position during international trade talks and
closes off export opportunities for other products,
including food items that are not regulated by quo-
tas (Hall Findlay, 2012).

The cost of purchasing a quota also uses up
capital that could have been productively invested
elsewhere on the farm. Some researchers suggest
that this discourages new farmers from entering
supply-managed sectors and lowers farm produc-
tivity. (Moreau, 2017; Richards, 1996). Further-
more, given the significant decline in the number
of dairy producers in Canada, critics contend that
the system fails to protect small farms and that
quotas are increasingly concentrated in the hands
of a few producers (Hall Findlay, 2012).

At the same time, other studies indicate that

Volume 9, Issue 3 / Spring 2020

supply management offers more advantages than
drawbacks, including for Canadian consumers. In-
deed, various authors argue that criticisms of quota
policies overlook the fact that agricultural markets
are inherently unstable, given that food prices are
more volatile than output (Boussard, Gerard,
Piketty, Ayouz, & Voituriez, 2006; Gouel, 2010;
Graddy-Lovelace & Diamond, 2017). Also ignored
is the fact that food supply chains are often domi-
nated by stakeholders capable of imposing their
own terms and conditions on producers. (Royer,
2008). Consequently, if the price for a primary agti-
cultural product falls, the reduction is not automat-
ically passed along to the consumer. Instead, the
difference is often captured, to a greater or lesser
extent, by processors and distributors, depending
on their level of market power (Boston Consulting
Group, 2015). Furthermore, research findings indi-
cate that consumer prices for supply-managed
products ate sometimes cheaper in Canada com-
pared to other countries, depending on the product
category and the value of the Canadian dollar,
among other factors (Doyon, Bergeron, & Tamini,
2018). As well, it is argued that import restrictions
on eggs, dairy, and poultry products do not weaken
Canada’s position during international trade talks
since the country has many other market opportu-
nities that can be presented to prospective trading
partners (Mussell, 2012).

Other studies have also found that supply
management does not hinder sectoral development
but rather, creates a stable environment for invest-
ment (Tamini, Doyon, & Zan, 2018). In addition, it
is worth noting that Canadian farms in supply-
managed sectors are, on average, considerably
smaller than those in New Zealand and the United
States, where quotas are not used. For instance, the
average number of cows per dairy farm in Canada
is 85, which is considerably lower than in the
United States, where the average exceeds 230
(Mundler & Ruiz, 2018). This suggests that supply
management has been successful in protecting the
viability of family farms and rural communities
(Muitrhead, 2017).

Indeed, various studies have emphasized the
importance of maintaining the agricultural fabric of
rural areas and of protecting the economic, social,
and environmental role of farmers (Boody et al.,
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2005; Bowler & Ilbery, 1999). In this context, sup-
ply management does not so much encourage inef-
ficient small-scale farming as it preserves a dynamic
form of agriculture. Thus, the policy is, beneficial
for rural communities and leads to the creation of
numerous services that supply-managed farmers
and their households can rely on, such as garages,
salesrooms, grocery shops, financial service cen-
ters, and community gathering places. (Muirhead,
2017). In this way, supply management helps shape
the rural landscape by maintaining a strong agricul-
tural presence in regions where soils are not fertile
enough to grow crops intensively (Ruiz & Parcer-
isas-Benede, 2017).

The Growth of Short Food Supply Chains and the
Changing Nature of the Debate

The debate over supply management has generally
centered around the question of whether it is eco-
nomically efficient. However, new questions are
being raised in Canada about the role that the
quota system plays in rural development. Pro-
moters of farm-direct marketing argue that the
system prevents specialty farmers from selling
small quantities of supply-managed products to
consumers in local niche markets. At the same
time, the goal of these critics is not to dismantle
supply management, but rather to push for reforms
that address the growing desire among Canadian
consumers for specialty products and direct
marketing relationships (Laforge et al., 2018;
Mount, 2017).

We note that Canada is the only country that
still maintains supply management policies. Conse-
quently, it is difficult for comparisons to be made
with other countries. In addition, the potential im-
pact of quotas on the growth of farm-direct mar-
keting and specialty products was not a topic of
discussion in those countries that did adopt supply
management. Furthermore, Canada was the only
country to supply manage chicken and egg produc-
tion. Moreover, the current debate in Canada over
whether to loosen regulatory restrictions mostly fo-
cuses on these two commodities, which explains
why little research has been conducted on the topic

outside the country.

In contrast to many European countries, the
practice of farm-direct marketing in Canada is a
more recent phenomenon and was not part of the
agricultural landscape when supply management
policies were introduced. In the dairy sector, for in-
stance, rising consumer demand for specialty
cheeses has led to the growth of artisanal cheese-
making on farms, especially in Quebec. However,
regulations in most provinces set the minimum
quota at 10 kg of butterfat (BF)® (equivalent to
roughly 80,000 annual liters of milk), making it dif-
ficult for producers to start small dairy farms. Poli-
cymakers established these minimum quota
requirements as a way to boost productivity in the
dairy sector and ensure a cost-effective collection
of milk across each province. Nevertheless, the
rules enacted fail to account for the recent develop-
ment of small-scale artisanal cheese production.
While only a small fraction (0.4%) of dairy (cow’s
milk) farms process and directly market their own
products, many small-scale producers make their
own cheeses from sheep or goat’s milk. Since these
dairy categories are not regulated by quotas, they
represent a more feasible production option for
small farmers and new entrants (Mundler et al.,
2017).

Ultimately, the growth of farm-direct
marketing alongside Canada’s supply management
system raises new challenges for policymakers.
Regulatory officials are increasingly under pressure
to accommodate the rising demand for specialty
products in short supply chains (Mount, 2017;
Stewart & Dong, 2018; Young & Watkins, 2010).
There are also growing calls for policy-makers to
facilitate new entrants from different backgrounds
who are looking to supply these emerging niche
markets (Laforge et al., 2018). Consequently, the
debate over supply management has shifted away
from the question of whether it should be
abolished for economic reasons. Instead, advocates
for reform maintain that quota regulations should
evolve in order to promote equity, foster
agricultural renewal, and respond to changing
consumer tastes. Such reforms, they argue, will

3 Daity quotas are measured in terms of kg of BF/day. The level of daily BF content can vaty, depending on different factors, but one

kg is roughly equivalent to the output of one dairy cow.

266

Volume 9, Issue 3 / Spring 2020



Journal of Agticulture, Food Systems, and Community Development

ISSN: 2152-0801 online
https:/ /www.foodsystemsjournal.org

enable supply management to become once again

an effective tool for rural development (Girouard,
2014; Laforge et al., 2018; Legendre, 2015; Mount,
2017).

Materials and Methods

To better understand how the governance of Can-
ada’s quota system affects the ability of small farm-
ers to produce and directly market supply-managed
commodities, we gathered information from vari-
ous stakeholders at the provincial level. The re-
search undertaken focused specifically on three key
areas of interest:

e The maximum amounts that farmers can
produce without a quota and the reasons
behind these limits;

e The minimum output that farmers are re-
quired to produce if they wish to purchase a
quota; and

e The reforms enacted by certain provinces
to support new entrants who wish to di-
rectly market small production volumes.

In total, we carried out 19 semistructured
interviews by telephone with representatives of
industry, producer associations, and government
ministries in three Canadian provinces (British
Columbia, Ontatio, and Quebec). We focused on
these provinces because, in recent years, they were
required to change their policies to accommodate
direct-market farmers. Also, in all three provinces,
there are large numbers of farmers who practice
direct marketing (in total, these farmers represent
76% of all Canadian producers who sell through
short supply chains). As well, we contacted each
active provincial producer association in Canada
(37 in total) by email or phone to obtain additional
information on current quota regulations. The data
presented in the following section was accurate as
of December 31, 2016.

Results
Quota Exemption 1evels
The producer associations in each province deter-

mine the maximum level of supply-managed out-
put that farmers can produce without needing to
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purchase a quota. Production within these limits is
intended for farm household consumption and not
for sale, although selling is not prohibited. How-
ever, the exact volumes that are sold without a
quota cannot be determined since the producers
who do so are not required to declare their output.
Nevertheless, we show later on with the cases of
Ontario and British Columbia that these sales most
likely represent less than 1% of chicken and egg
products sold in Canada.

With the average decline in the size of Cana-
dian families, certain provinces decided to tighten
their exemption rules. For instance, in the egg sec-
tor, Quebec reduced the ceiling from 249 to 99
hens (Mundler et al., 2017). Nevertheless, a flock
of 99 hens (each one producing almost one egg per
day) still largely exceeds the consumption needs of
a current family of four or five—just as 249 hens
surpassed the needs of larger farm households in
the past. Thus, it is not clear whether the decision
to impose tighter restrictions was motivated by
changing family demographics. In most cases, the
provinces seek to give farmers the option to pro-
duce small quantities for domestic (household)
consumption and local sales. Later on, we discuss
quota exemption policies in the context of direct
marketing.

Table 1 shows the maximum outputs allowed,
as well as the percentage of farms in each province
that practice farm-direct marketing. As can be seen
from the data, the exemption ceiling for chicken
production varies widely, from 99 birds in New-
foundland and Labrador to 2,000 birds in Alberta.
There are also large differences in the maximum
flock size for turkeys, although less so for laying
hens. We note that none of the provinces authorize
dairy production without a quota except Alberta,
which allows farmers to produce up to 50 li-
ters/day as long as the milk is processed on the
farm.

Table 1 also reveals that the least restrictive
quota exemptions are found in the provinces
where farm-direct marketing is less commonly
practiced, namely Alberta, Manitoba, and
Saskatchewan. According to the stakeholders we
interviewed, this could be due to the strong
presence of Hutterite colonies in these three
provinces (96% of the 370 colonies in Canada are
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Table 1. Quota Exemption Limits and Percentage of Farms that Practice Direct Marketing

Percentage of farms

Dairy that report practicing
Chickena Turkey@ Egga (L/day) direct marketing
Alberta 2,000 300 300 50 5.1
British Columbia 200 (2,000) 49 (300) 99 (399) 0] 323
Prince Edward Island 500 n/a 299 0 14.4
Manitoba 999 99 300 0 6.1
New Brunswick 200 25 199 0 221
Nova Scotia 200 25 200 0 23.6
Ontario 300 (3,000) 50 99 (500) 0] 15.1
Quebec 300 25 99 (500) 0] 18.9
Saskatchewan 999 99 300 0] 3.8
Newfoundland and Labrador 99 n/a 99 0 34.2

aThe chicken, turkey, and egg columns indicate the maximum number of chickens, turkeys, and laying hens, respectively, that farmers can
raise without a quota. The figures in parentheses either indicate the maximum level of production allowed with a direct marketing permit

(which we discuss later on) or represent grandfathered provisions that benefit only a limited number of producers.

Sources: The data in the first four columns were gathered by the authors and updates the previous findings of Young & Watkins (2010)
and Girouard (2014); the data in the last column were sourced from Statistics Canada (2017a).

located in Alberta, Manitoba, and Saskatchewan).*
It is thus possible that the exemption levels are set
high in order to respect the communal arrange-
ments of these colonies. At the same time, in
British Columbia, where almost one in three farms
pursue direct marketing, special programs have
been created that give poultry and egg farmers
permits to produce over the exemption limits for
local markets. Similar programs have been set up
for chicken and egg producers in Ontario and for
egg farmers in Quebec (we examine these
programs further on).

Qunota Procurement Rules

In addition to setting the exemption limits, the pro-
vincial producer associations specify the minimum
output levels that farmers are required to meet if
they wish to own a quota (Table 2). In the case of
poultry, it is difficult to compare minimum quotas
because Quebec measures production in square
meters, whereas the other provinces use kg of live
weight. As well, depending on the province, poul-

try output is measured annually or by the produc-
tion cycle (which lasts eight weeks). We note that
Alberta is the only province that does not impose a
minimum quota in any of the four sectors under
supply management.

Table 2 also indicates that the minimum quota
for a supply-managed commodity varies widely
from one province to another. Even within a prov-
ince, one sector might require that producers put-
chase a minimum quota, whereas another sector
might not specify a base amount. Since many pro-
ducers who directly market their own products run
small farms, these regulatory differences affect
their ability to enter certain supply-managed sec-
tors. For instance, in Nova Scotia, it is theoretically
impossible to produce between 200 chickens (the
quota exemption ceiling) and 117,500 chickens (the
minimum quota), meaning a farm has to stay small
ot become very large. It is also difficult to process
cheese or yogurt on a small dairy farm since the
minimum quota is generally set at 10 kg of BF/day,
which roughly corresponds to the milk output

4 According to the Canadian Encyclopedia, in 2016, there wete 175 colonies in Alberta, 110 in Manitoba, and 70 in Saskatchewan

(Ryan, 2013).
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Table 2. Minimum Quota Holding Requirements

Chicken Turkey 2 Eggs Dairy
Alberta No minimum No minimum No minimum No minimum
British Columbia No minimum No minimum 400 hens 4.1 kg of BF/day
Prince Edward Island No minimum n/a No minimum 10 kg of BF/day

. 30,000 kg/cycle (roughly
Manitoba ; 60,000 kg/year 500 hens 10 kg of BF/day
97,500 chickens/year)

New Brunswick No minimum No minimum No minimum 10 kg of BF/day

235,000 kg/year
Nova Scotia gy ) 71,400 kg/year No minimum 10 kg of BF/day
(roughly 117,500 chickens)

. 182,000 kg/year o
Ontario . 2,000 kg/year No minimum 10 kg of BF/day
(roughly 91,000 chickens)

. No minimum; 50 m2 o
Quebec 10 m2 (roughly 775 chickens) No minimum 10 kg of BF/day
(roughly 3,000 kg/year)

38,940 kg/cycle (roughly . - -
Saskatchewan ] No minimum No minimum No minimum
143,000 chickens/year)

Newfoundland and

No minimum n/a No minimum 500 liters/day
Labrador

a Regarding turkey production: In Quebec, there is no minimum purchase requirement if a quota is bought through the province’s
centralized trading platform. If a farmer buys a quota directly from another producer, the minimum amount is 50 m2. Prince Edward Island
does not have an active producer association, although the regulations needed to create one are in place. In addition, Newfoundland and
Labrador does not participate in Canada’s supply management system for turkeys.

Sources: The data were gathered by the authors and updates the previous findings of Young & Watkins (2010).

from 10 cows. lowest price ceiling) to $40,040 in Alberta.® For

As well, the financial cost of purchasing a producers, the cost of purchasing a quota is equal
quota presents an additional entry barrier for many to the minimum output requirement multiplied by
producers. Generally speaking, quota prices vary the price for a quota unit.”
between provinces. In the dairy sector, the pro- In the egg sector, the price for a single laying
ducer associations in Nova Scotia, Prince Edward hen quota varied between $245 and $350 at the end
Island, Ontario, and Quebec responded to rising of 2016, depending on the province. As we men-
milk quota prices by capping the per-unit value at tioned, it is difficult to compare poultry quotas
$24,000.° In the case of New Brunswick, a price across Canada since the provincial producer associ-
ceiling of $25,000 was instituted. Dairy quota prices ations use different units of measurements. How-
in the remaining provinces are determined through ever, by converting the different values to annual
supply and demand. In February 2019, the price of kg of live weight, we estimate that chicken quotas
a milk quota in Canada ranged from $24,000 (the at the end of 2016 were priced between $3.56/kg

SAll figures are in Canadian dollars.
6 http://lait.org/leconomie-du-lait/statistiques

7 We remind the reader that dairy quota units are expressed in kg of daily BF. One kg of quota is roughly equal to the output of one
dairy cow. If the minimum quota is 10 kg of BF/day (as is the case in most provinces, see Table 2) and the price of a single unit of
quota is $25,000, the minimum entry cost for a producer is $250,000. To produce a hectoliter of milk, a farmer will spend $235 in
quota, while the price per hectoliter is roughly $70. A farmer will thus need to produce milk for a little more than three years to pay
off the quota, leaving aside other production costs.
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and $10.85/kg.® We also estimate that turkey quo-
tas during the same period were valued between
$3.08/kg and $7.64/kg.

Each province has programs in place that sup-
port new farmers by giving or lending them special
quotas. For example, Quebec’s association of egg
producers allocates lifetime quotas of 6,000 laying
hens to one or two new producers each year. In
some provinces, priority is given to certain regions
or production methods (such as certified organic).
However, in many cases, the programs fail to meet
the needs of new entrants, many of whom are in-
terested in directly marketing small quantities of
supply-managed products (Young & Watkins,
2010). Furthermore, only a small number of new
producers each year benefit from these programs.
This is because most of the increases in provincial
allotments due to rising demand are freely allocated
to farmers who already own quotas. This is due to
the fact that quota holders are the ones who fix the
quota procurement rules within the producer asso-
ciations that represent them and that manage the
system. Consequently, between 2005 and 2015,
only 7% and 6.9% of new chicken and hen quotas
respectively were allocated in Quebec to beginner
farmers (Mundler et al., 2017).

This brief overview of provincial quota regula-
tions highlights the many difficulties faced by small
farmers looking to produce supply-managed com-
modities for niche markets. Moreover, since quota
policies are enacted at the provincial level, the cost
of entry for producers varies depending on the
province, while producer prices are generally the
same across Canada (which is considered to be a
single market). Entry barriers are especially high for
prospective chicken and turkey farmers, owing to
the strict minimum quota requirements in several
provinces. Setting the exemption limit too low also
compromises the ability of small farmers to supply
local markets. For instance, in the egg sector, most
provinces do not impose a minimum quota, so the
starting level is usually determined by the exemp-
tion ceiling, which, in several provinces (Quebec,
Nova Scotia, and Newfoundland and Labrador), is

limited to 99 hens. Producers in these provinces
could theoretically purchase an allotment to grow
their production, but, since quota prices are ele-
vated (between $245 and $400 for a laying hen), the
profitability of such a purchase is limited.

Finally, we note that most provinces set the
minimum quota for dairy production at 10 kg of
daily BF (equivalent to roughly 10 cows). With the
notable exception of Alberta, farmers without quo-
tas are not authorized to produce limited quantities
of milk. Nevertheless, Alberta and Saskatchewan
do not specify a minimum quota amount, meaning
that producers in either province who want to start
small dairy farms could theoretically do so by put-
chasing a small allotment. This avenue is likewise
open to producers in British Columbia, since the
province’s minimum quota is set at only 4.1 kg of
BF/day. As we explain in the following section,
British Columbia’s dairy association also created a
program to assist small farmers looking to manu-
facture and market their own dairy products.

Making Room for Short Supply Chains: The
Diverging Reform Paths Between Provinces
In response to changes in consumer demand, Brit-
ish Columbia, Ontario, and Quebec have recently
implemented policy reforms to support small farm-
ers who wish to market supply-managed products
through short supply chains. Theoretically, Can-
ada’s supply management system could evolve in
different ways to accommodate small-scale spe-
cialty producers (Young & Watkins, 2010). In Fig-
ure 2, we organize these various policy options into
four categories. Three of these have been enacted;
the fourth is possible but has not been tried.
Options A and B accommodate new farmers
within the quota system. Under both scenarios, the
producer association in question administers the
new policy and sets the rules. In contrast, options
C and D enable producers to market their products
outside the quota system. The easiest solution (op-
tion D) is to raise the quota exemption ceiling. An-
other possible approach would be to change the
legislation so that certain markets or products are

8 In the case of Quebec, chicken quota trading resumed in April 2019, following a nine-year moratotium, so our calculation is based
on prices for that month. With the resumption of trade, the quota price increased to $1,850 per square meter of production (equiva-

lent, on average, to 77.5 bitds annually). In other words, a chicken weighing 2.2 kg was priced at roughly $10.85/kg.
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Figure 2. Supply Management Reform Options

Opening supply management to small-scale
producers

| 2
Remainingin the quota
system

¥ A

4

Going outside the quota
system

X 4

Establish separate Grant permits that are
quotas not quotas
Option A Option B

Develop alternative markets that
are not regulated by quotas

Increase the quota
exemption limit

Option C Option D

exempt from supply management rules (option C).”

Table 3 presents the various programs intro-
duced in British Columbia, Ontario, and Quebec to
accommodate small farmers in short supply chains
and the corresponding policy option that each pro-
gram reflects. As can be seen, the producer associa-
tions mostly favored options A and B as it enables
them to maintain regulatory control over the devel-
opment of local specialty markets. The only policy
exception can be found in Quebec where the quota
exemption limit for chickens was increased from
100 to 300 birds in July 2019 (option D) (RMAAQ,
2019).

We note that the regulatory oversight exercised
by the associations does not extend to farmers who
produce within the quota exemption limits. Ac-
cording to the Ontario Federation of Agriculture,
over 16,000 Ontario farmers without quotas pur-
chase chicks annually, although the average chicken
flock size is 75, far below the maximum authorized
exemption limit of 300. In Quebec, the association
of poultry producers in 2014 calculated that
716,000 chicks were purchased by producers who
did not hold quotas. Since the province’s exemp-
tion ceiling is set at 100 birds, this implies that at
least 7,160 farmers were raising chickens without a

Table 3. Outline of the Programs Introduced to Support Small Producers in Short Supply Chains

(and the Corresponding Policy Option)

Chicken Turkey

Eggs Dairy

British Columbia Permit Growers Program

Direct Vendor
(B) Program (B) (B)

Small Lot Program Cottage Industry

Program (A)

Artisanal Chicken
Program (B)

Ontario
Local Niche Markets

Program (A)

Increase in the quota
Quebec exemption level from
100 to 300 chickens (D)

Support program for
beginner farmers focused
on direct marketing (B)

9 This approach has not been tried for the moment. Howevet, the provision does exist in certain regulations. For instance, in Quebec,
Atticle 63 of the Act Respecting the Marketing of Agricultural, Food and Fish Products stipulates that “a joint plan does not apply to
sales made directly by a producer to a consumer. Nevertheless, the Régie [the province’s administrative tribunal for agriculture] may,

by regulation, on the conditions it determines, subject such sales to any provision of a plan, by-law, homologated agreement or arbi-
tration award if it is of the opinion that such sales seriously affect their application.” In this sense, the quota exemption ceilings can be
justified on the grounds of the second half of Article 63, although this legal interpretation is challenged by different stakeholders

(RMAAQ, 2019).
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quota (RMAAQ, 2017), a figure that represents al-
most a quarter of all producers in Quebec. As a re-
sult, the province’s poultry association has
expressed concern that a large number of these
farmers will increase their output if the quota ex-
emption rules are relaxed. We later show that such
fears are largely misplaced.

As Table 3 indicates, British Columbia pursued
options A (for dairy) and B (for poultry and eggs).
Reforms began in 2003 after the British Columbia
Farm Industry Review Board (the province’s agti-
cultural regulatory agency) instructed the associa-
tions of chicken and turkey producers to revise
their quota exemption policies (BCFIRB, 2005).
Subsequently, two new programs were created that
now give small farmers special permits to raise up
to 2,000 chickens or 300 turkeys for farm-direct
marketing purposes. Producers interested in joining
either program must first register and are required
to follow animal care, food safety, and biosecurity
regulations. Nevertheless, participating farmers do
not pay fees to the province’s turkey or chicken
producer associations (which, for quota holders, is
set at $0.019 per kg of live weight). In 2016, 182
chicken permits were distributed to farmers in the
province, who raised a total of 73,266 birds (with
an average flock size of 403 birds). This output
represented 0.08%—0.09% of British Columbia’s
total chicken production. In the same year, turkey
permits were given to 42 farmers, each of whom
raised, on average, 162 birds. The total output from
this program was equivalent to 0.15% of the
province’s turkey quota.

In British Columbia’s egg sector, a similar pro-
gram was implemented that gives small-scale pro-
ducers permits to raise up to 399 hens without
needing a quota. At the end of 2015, the program
was limited to 50 permits, and registered farmers
are required to produce eggs that are certified or-
ganic. The province’s egg producer association esti-
mated that permit holders raised, on average, 350
hens and produced a total of 445,200 dozen eggs, a
figure that represents 0.56% of British Columbia’s
egg quota.

While most Canadian provinces impose a min-
imum dairy quota of 10 kg of BF/day, in British

10 htps:
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Columbia the minimum is set at 4.1 kg. Further-
more, in 2005, the province’s dairy association cre-
ated the Cottage Industry Program to facilitate the
small-scale production of farm-manufactured dairy
products. Under the program, participating farmers
are given a free quota between 4.1 kg and 27.5 kg
of BF/day. The allotment is non-transferable dut-
ing the first 15 years, and producers are required to
process their own milk. In 2014, the program had
four participants.

In the case of Ontario, sustainable farming
advocacy groups in the eatly 2010s pushed strongly
for chicken quota regulatory reforms. Two organi-
zations in particular (Sustain Ontario and Practical
Farmers of Ontario) led public campaigns, lobbied
officials, and filed lawsuits against the provincial
government and the Chicken Farmers of Ontario
(CFO) (the province’s association of chicken pro-
ducers) in an attempt to increase the quota exemp-
tion limit from 300 to 2,000 chickens. In 2010,
roughly 13,000 producers without quotas were
raising chickens with an average flock size of 75
birds."” The total output from these producers
represented 0.4% of Ontario’s chicken quota in
2011.

Despite the efforts of advocacy groups, the
exemption ceiling in Ontario for chickens was kept
at 300 birds. However, in 2015, after a series of
consultations with stakeholders across the province
(Bryan Boyles & Associates, 2015), the CFO
agreed to create new programs and make changes
to existing ones. Subsequently, in 2016, the Arti-
sanal Chicken Program was launched, which gives
producers permits to grow between 600 and 3,000
birds annually. By the end of its first year, the
program had issued 103 permits to farmers who
proceeded to raise, on average, 1,500 chickens.
Unlike the program in British Columbia, partici-
pating farmers in Ontario pay an annual fee to the
chicken producer association ($0.036 per chick), in
addition to paying for the permit ($0.20 per chick).
However, we note that, in both provinces, the total
output from permit holders as a percentage of
provincial chicken production was roughly similar
(between 0.08% and 0.09%, depending on the
weight of the chickens).
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The permit programs for chicken growers in
Ontario and British Columbia both reflect policy
option B. However, the CFO also pursued option
A by setting up the Local Niche Markets Program,
which grants special quotas to farmers who are in-
terested in supplying local markets with specialty
products. In total, 5% of the annual increase in
provincial production is allocated to this program
along with the Artisanal Chicken Program.

In Quebec, the association of egg producers
chose option B by introducing a five-year pilot pro-
gram that supports farmers who practice direct
marketing. Every year since 2016, the program dis-
tributes five new permits, which enable recipients
to raise up to 500 laying hens. The permits are
non-transferable, and the program targets produc-
ers who sell their products through CSA programs,
online platforms (marchés virtuels), or farmers’
markets. In addition, participating producers are
forbidden from selling to restaurants or grocety
stores and are not allowed to own a quota.

Despite these changes, various advocacy
groups in Quebec argue that the reforms do not go
far enough. As a result, in 2018, a farmer organiza-
tion (Union paysanne) requested that the prov-
ince’s administrative tribunal for agriculture
(RMAAQ) give producers without quotas the right
to raise up to 2,000 chickens, 300 turkeys, and 300
hens (an outcome that would correspond to policy
option D). The tribunal denied the request to raise
the exemption ceilings for turkeys and laying hens.
However, it did agree to increase the allowable
limit for chickens from 100 to 300 birds (RMAAQ,
2019) and to put in place a five-year pilot project,
similar to the one created in 2016 by the associa-
tion of egg producers. The new program will give
10 producers per year the right to grow and directly
sell up to 2,000 chickens. Thus, at the end of the
five-year period, 50 farmers will have been issued
permits as part of this pilot project.

Discussion

Originally conceived as a mechanism for stabilizing
markets for certain agricultural commodities, Can-
ada’s supply management system today faces new
challenges due to changes in societal views about
agriculture and rising demands for greater food di-
versity. Since the beginning of the 2000s, short

Volume 9, Issue 3 / Spring 2020

supply chains have become increasingly popular
sales points for consumers interested in fresh, lo-
cal, farm-made products (Hdkansson, 2015; Pear-
son et al., 2011; Van der Ploeg, Jingzhong, &
Schneider, 2012). Furthermore, many new produc-
ers, who often have a different vision of what it
means to be a farmer, rely on these direct-market-
ing channels to sell their products (Laforge et al.,
2018; Milone & Ventura, 2019).

At the same time, there are growing concerns
that supply management leads to product standard-
ization, especially in egg and poultry production. In
Mount (2017), an interviewed stakeholder from
Ontario’s chicken sector described a “cookie-cut-
ter” system in which 1,100 supply-managed farm-
ers “produc|e] the exact same product: same ge-
netics, same feed, same housing facilities—you
have a monoculture of chicken happening” (p.
155). While product standardization is not unique
to supply-managed sectors, the quota rules in place
leave little room for farmers who might wish to
adopt new production and marketing practices.
This problem is compounded by the fact that the
investment costs needed to start production under
supply management ate considerable and even
more so when a minimum quota is required. Fur-
thermore, the programs that do distribute quotas
to new entrants only benefit a limited number of
farmers who are selected by the producer associa-
tions and receive a small percentage of new allot-
ments (Mundler et al., 2017; Young & Watkins,
2010). Consequently, many producers engaged in
direct marketing turn to other categories of live-
stock (e.g., ducks, geese, quails) or process their
own dairy products using sheep or goat’s milk,
which is not under quota. However, farmers often
have difficulty marketing such products due to
lower demand.

As we previously illustrated, the quota exemp-
tion limits set by the provinces vary widely. For in-
stance, a farmer in Alberta without a quota can
raise 20 times the number of chickens that a farmer
can in Newfoundland and Labrador (see Table 1).
The push by certain advocacy groups in the most
restrictive provinces to reform the system is
prompted by this uneven regulatory playing field.

In response to these demands, some of the
provinces where farm-direct marketing is more de-
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veloped (British Columbia, Ontario, and Quebec)
chose to implement certain changes. Overall, two
lessons can be drawn from these reform experi-
ences. First, when policies are enacted to accom-
modate small producers, the resulting output is
marginal compared to the volumes of production
under quota. In concrete terms, the additional
amounts that have been put into circulation repre-
sent less than 0.1% and 0.6% of chicken and egg
production, respectively, and only constitute a
small fraction of the overall annual increase in de-
mand. This suggests that policy reforms to facili-
tate the direct marketing of chickens and eggs do
not have any noticeable effects on the conventional
markets for these products. Such reforms also do
not jeopardize the market stability that supply man-
agement is meant to protect.

Second, as Table 3 showed, the producer asso-
ciations tend to adopt policy reforms that fit within
the supply management framework by controlling
the allocation of new permits and imposing various
rules on new producers. For instance, permit hold-
ers are required to follow food safety and biosecu-
rity regulations and, in some cases, must pay a fee
to the producer association. In Quebec, program
participants can even be prohibited from selling
their products through certain marketing channels.
Furthermore, permit holders are not recognized as
members by the producer association managing the
program, meaning they cannot take part in deci-
sions ot vote on proposals. As a consequence, the
producers who own quotas and market their out-
put through conventional supply chains continue
to have the final say on how niche markets in local
communities are developed.

Conclusion

Our objective in this study was to explore how ris-
ing demand for specialty products in short supply
chains has created new challenges for Canada’s
supply management of egg, poultry, and dairy pro-
duction. We note that new critics of the system are
less focused on whether quotas are economically
inefficient or entail higher costs for consumers. In-
stead, what is highlighted are the difficulties that
the system currently faces in trying to accommo-
date niche-oriented farmers who wish to pursue di-
rect marketing initiatives. Such producers tend to
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run smaller farms and often play a crucial eco-
nomic and social role in rural development (Kneaf-
sey et al., 2013; Martinez et al., 2010). Certainly,
one of the main arguments for supply management
is that it helps maintain the presence of farms
across Canada. Nevertheless, the system is increas-
ingly coming under criticism for impeding the de-
velopment of farms (both new and established)
that practice alternative forms of agriculture, that
directly market specialty products, and that capital-
ize on their relational and geographic proximity to
clients and local communities.

Our analysis of quota exemption limits and
minimum quota requitements underscores the sig-
nificant regulatory differences that exist between
provinces in Canada. Paradoxically, the most re-
strictive rules can be found in the more urbanized
provinces (British Columbia, Ontatio, and Que-
bec), where a considerable number of farmers sell
through short supply chains and benefit from ac-
cess to large consumer markets. In contrast, the
quota exemption limits are higher in the Prairie
Provinces (Alberta, Manitoba, and Saskatchewan),
where export-driven conventional farming is more
widely practiced (Beingessner & Fletcher, 2019).
This is probably due to the fact that, in the more
urbanized provinces, the strong growth of short
supply chains is viewed as a potential problem,
from both an economic and food safety perspec-
tive.

The three provinces presented (British Colum-
bia, Ontario, and Quebec) all enacted reforms in
response to growing pressure from small-scale, di-
rect-market farmers who often struggle to grow
their businesses due to their inability to obtain quo-
tas. However, as we showed, the new programs in-
volve strict production and, in some cases,
marketing controls. Moreover, the proposals en-
acted so far will not, on their own, significantly im-
prove the diversity of supply-managed products in
Canada.

In conclusion, the results of our policy analysis
suggest that the changes made to Canada’s quota
system have not eroded the regulatory powers of
the provincial producer associations. While supply
management policies have undeniably evolved in
response to growing calls for reform from consum-
ers, farmers, and advocacy groups, the reforms en-
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acted so far have yet to meaningfully promote
greater food diversity. At the same time, supply
management has proven to be an effective revenue
protection tool for farmers and continues to be
supported by most consumers. If the system can
find additional ways to accommodate new entrants,
develop niche markets in local communities, and
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promote food diversity, it will likely maintain its le-

gitimacy in the eyes of Canadian consumers. =
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