
VIEWPOINT

Since the 1970s, farms in the dairy, 
poultry, and egg sectors have been 
subject to supply management, a sys-
tem which combines production quotas, 
price controls, and import barriers to 
increase the prices of goods produced 
by these farms. 

The negative effects of this system for 
consumers have been studied in 
depth, and there is now a broad con-
sensus regarding their existence and 
amplitude.1 The question of compen-
sating farmers in order to abolish this 
regime remains an open one.

Liberalizing sectors under supply management 
would mean eliminating price controls, tariffs on 
imported goods (nearly 300% on certain prod-
ucts), and production quotas, and would lead to 
gains of billions of dollars for consumers. But 
there would be a cost to liberalization, since 
farmers own their production quotas. 

The market value of these assets, as determined 
by the marketing boards of each province, to-
talled $34.4 billion in 2015 (an average of $2.8 
million per farm).2 The issue for policy-makers is 
thus to determine the level of compensation re-
quired to end this policy in a way that is fair to 
farmers, taxpayers, and consumers alike.

COMPENSATION IS NOT 
A BARRIER TO LIBERALIZATION
The cost of compensating farmers is often pre-
sented by proponents of supply management 
as a barrier to liberalization. This is because the 
figures they put forward, which rely on the mar-
ket value of the quotas, are high. This reflects 

the future stream of earnings from the higher prices im-
posed on consumers. Reimbursing market value would 
be extremely generous to farmers who bought their licens-
es at a fraction of that cost (or received them free of 
charge) and who have benefited from artificially high 
prices for many years.3

As such, most compensation plans do not use market 
value, but rather the accounting value of the quotas. 
According to some estimates, the quotas’ accounting 
value is on average equal to 38% of their market value.4 
Compensation paid to farmers would vary depending on 
the price originally paid as well as the amount of free 
quotas received.
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Figure 1

Effect of liberalization on the price of different 
products under supply management

 
Note: This scenario uses the accounting value of quotas and a 5% discount rate over ten 
years and is based on a conservative estimate of the effect of liberalization on consumer prices. 
Sources: See Technical Annex.
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While still substantial, the cost of compensation 
offered at accounting value would thus be far 
lower than at market value. It would also avoid 
providing excessive compensation to long-time 
farmers, while being fair to newer ones who 
have acquired quotas at a higher cost.5

EVEN WITH A TAX, CONSUMERS BENEFIT
The simplest option for proceeding with com-
pensated liberalization would be to implement 
a temporary tax borne by consumers. The pro-
ceeds of such a tax would then be used to com-
pensate farmers on an annual basis.6 The tax 
would remain in effect until the amount raised 
equalled the amount to be paid in compensa-
tion, at which point it would disappear.

This policy course has the advantage of having 
been used successfully in Australia when that 
country eliminated its own supply management 
and price control system in the dairy sector. The 
compensation offered to producers was financed 
by a transitory tax equal to half of the expected 
retail price decline. However, the compensation 
was not based on the value of the quotas, but 
on an estimate of the loss of revenues following 
liberalization.7 Compensation based on the ac-
counting value of the quotas, as proposed here, 
is more generous for farmers.

As in the Australian example, Canadian con-
sumers could benefit from reduced prices from 
the start of liberalization, since the amount of 
the transitory tax used to reimburse the value of 
the quotas would be far lower than the gains 
stemming from the abolition of supply manage-
ment. Also, rules regarding the environment, 
health, and food quality would be preserved 
once the market is liberalized.

The reimbursement of the accounting value of 
the quotas over a period of ten years would 
represent a total payment of $13 billion, or  
$1.6 billion a year.8 As for the net benefit for 
consumers, it would be from $3.9 billion to  
$5.1 billion, depending on how prices evolve. 
Once the reimbursement period is over, this net 
benefit could equal up to $6.7 billion per year. 
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For example, Canadians could pay $2.31 for a two-litre 
carton of milk from the start of liberalization, and $2.08 
after the reimbursement period, instead of the current 
price of $4.93 (see Figure 1).9

CONCLUSION
The costs of abolishing supply management are not 
negligible, but they are relatively modest when com-
pared to the gains for consumers and to the wider eco-
nomic benefits of liberalizing a sector whose growth 
would no longer be artificially restrained. Furthermore, 
in the context of imposing new tariffs on softwood lum-
ber and renegotiating NAFTA, the abolition of supply 
management could be used as a bargaining chip and 
send the message that Canada is serious and coherent 
when it comes to free trade.10 As such, compensation 
should not be seen as a barrier to reform, but rather as a 
realistic means of ending supply management.


