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the fiscal freedorn end responsibility of the provinces. Without resorting tO unduly burdensome levels of

We must, on the other hand,.-fashion machinery which taxation.

will strengthen the ability of the provinces te provide Te accomplish this goal, and in the spirit of the

the greatly exponded and improved public services principles 1 spoke of earlier, we have concluded that

which are expected of them, but without at the same we must undertake a fundamental reforin in ourequeli-

time hobbling the Federal Government or forcing it te zation arrangements. We should àeek in the future te

have different laws for different parts of, Canada - measure the whole revenue or1iscal capecity of the

differences which might have tfie effect of obscuring provinces - te develop a comprehensive I«prosperity

or weakening its proper role as a governinent which index", if you will - in place of the partiel measure

governs ail Canadians end protects equally the now in use. Instead of selecting certain taxes and

interests of all of them.... equalizing them te the level of the top two provinces,

we should take into account all of a provincels

PRINCIPLES GUIDING FISCAL ARRANGEMENTS revenues and ecqualize them te the national average.

Any general appreciation of the objectives of federal- This would be a good deal more expansive te the

isrn in Canada, such as this, must lead te a statement Federal Treasury, but fer more equitable. Secondly,

of the guiding principles, which flow from it, If it is the arrangements should be sensitive ta the revenue

te be useful In discussions such as those we are requirements of the provinces, token together - that

about te begin. The following then, are the principles is, they should grow as provincial responsibilities

by which we believe we should be guided in trying increase - end they should be equally responsible te

te develop a systern of federal-provincial fiscal changes in the tex cepecity of individuel provinces.

arrangements which will be consistent with the federal- Finally, te develop a formula that meets these require-

ism of the future: 
ments, we muet take into accourit objective factors

(1) The fiscal arrangements should gîve both the only, recogpizing at the same time the need te deal

federal and provincial governments access te fiscal with any' special problems which may arise in the

resources sufficient te discharge their responsibilities transition from the present te the new arrangement.

under the constitution. 
The formula being ptoposed is designed te meet

(2) They should provide that each government ail of these requirements. It would provide that any

should ble accountable te its own electors for Its province In which average provincial tax rates (not

taxing and spendinig decisions and should make these its own tex rates) would yield less revenue pet

decisions with due regard for their effect on other capita thon the vield in Canada as a whole would

goverriments. 
be entitled te an equalization paymen.t.,The payments

(3) The fiscal arrangements should, through a would be arrived et in this. way. We w , uld detemine

system of equalization grants, enoble each province what it is the provinces gene.rally tex - in technica , 1

te provide an adequate level of public services with- terms the tax base for each revenue source - and the

out resort te rates of taxation substantially higter average level of the rates or levels which the pro-

than those of ether provinces. vinces generally impose. Then we would apply this

(4) They should give te the Ferlerai Government av 1 erage tex level te the tex base in each province -

sufficient fiscal power te, discharge its economic again the incomes or sales or resource production

and monetary respansibilities, es well as te pay its which provinces enerally tex - te find out whether

bills. In particular, they should retain for Federal the per capi ta yield in that province iB below the

Government a sufficient part of the income tax field national average. If the total yield of ail provincial

in all provinces - both personal and corporate - te revenues, calculated' in this way, were te yield

enable it te use variations in the weight and ferra of less thon the nationat average in any province the

that tex for economic purposes end te achieve a Federal Government would-make up thé difference in

reasonable degree of equity In the incidence of equafization paymerit. The ' proposed formula in

taxation acrose Canada. 
estimated te cost the Ferlerai Tréasur'y about $490

vvernmental million, about $140 million more thon the present one.... 

(5) They should lead te uniform Inter&

arrangements and the uniform application of federal The transitional arrangements proposed would

laws in all provinces. 
provide thet any province which stood te receive leu

1 (6) The fiscal arrangements should seek te pro- under the new formula thon under the old, would have

vide machinery for hormoniting the policles and the its payments reduced gradually, resultin C presumably

priorities of the federal andprovincial governments.... in the dectine in equalization payments being largely

offset by increases in other revenues....

A NEW EQUALIZATION FORMULA

Equalization arrangements are one of the four central SHARED-COST PROGRAMMES

teatures of federal-provincial fiscal relations. They ... Most Canadians woiàd agree that shared-cost pré-

représent one of the dividends of Canadien unity, grammes, such as hosp,41 insurance ànd old age and

,desigped es they are te enable ell Canadiens te unemployed assistance, have contributed grëatly

enjoy an adequate level of provincial public services. toward social advences across Canada. Most Cana-

Where circumstances - whethe; naturel or mon-made - dians will expeçt the Federa , 1 Government te retaiti

have chamelled alarger thon average share of the some vehicle for brinrJng about n ew coùntry-wl'de

nation's weaith lnto. certain sections of the country, social and economic advances in tfiiý .future.

there should be a redistribution of that wealth se At the same time we must recognize that the con-

that all provinces are able te provide te theircitizens tinuous and cumulative use of shared-cost programmes

a reasonably comparable level of basic services, in fields of, Juriediction ývhich. are primarily pr'01

2 (Continued on P. 4)
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representations. Accordingly, Mr. Sharp has asked Five members of the mission are leading dairy-

that the Canadien market situation again bereviewed. men from vatious areas of Peru. The sixth is a bànk
representative, who is responsible for technical

TVIMPORTS advice in the handling of World Bank funds allocated

Towards the end of lest year Canadien producers of for Peru's agricultural programme.

television sets expressed their concern that, with
the capacity of patent protection In june 1966,
japanese experts of television sets te Canada might

accelerate et a very rapid rate end damage their FEDERAL-PROVINCIAL ECONOMIC POLICY
industry. The Government has decided net te seek an
expert quota but te alert the japenese Government (Continued from P. 2)

te the worries expressed by the Canadien Ind'ustry i
and te ask that the japanese authorities take such vincial wouldresultine izreater and greater proportion

steps as might be necessary te ensure that their of provincial budgets being' devoted te programmes

exporte of this product were matketed In en orderly whose costs are shared by the Federal Government,

fashion. 
leading te a continuing, influence on provincial

Mr. Sharp noted that, in the late 1950s and earlier decision-making. The result would be te ceduce the

19609, total restreints covered more thon a third of fiscal responsibility of the provinces and te hamper

Conada's importa from jupon. Today, notwithstanding thern in estabilshingtheir own prioriti;s.

thât the restreint levels have been increased In We muet recognize too that the provinces have

every year since 1961, the restreints cever ýonly more and more wanted to assume full responsibility

10-15.per cent of jupanese goods, owing te japanle for' initiating and operating their own programmes,

efforts to diversify into less sensitive products and and that their ability todo se has grown.demonstrably
since the War. This bas been eépecially true of

to: Canada's' ébility te agree te the removal of certain Quebec, whose particule r social and cultural goals
quotas.

In each of the lest few Vears, a number of pro- have been a continuing and dominant Influence on

ducts have been freed from restreint. This year, its approach tp federal-provincial relations....

three additional products have been removed from In discussing the proposed new approach 1 would

quota. These are- elastic webbing, ladies' fabric differentiate between social and.economic programmes.

dress gloves and transistor radios. Mr. Sharp stated SOCIAL MEASURES
thot this was consistent with the Government's With regard te the first of these categories (social
policy:of net asking fur the maintenance of restreints meaeures), it is our view that, in respect ofthe
when disruption te Cmodian markets is no langer three large and continuing programmes which come
threatened. The Mînister expressed the hope that under provincial juriedictIon, federal conditions
the japenese Government would recognize thig es an should be withdrown as soon as full provincial res-
indication of tho willingness of the Cmadien Gôven- ponsibility for thern con be es'tablished. 1 refer te
ment te work toward en orderly expansion of trade hospitel insutence, the Canada Assistance Plan,
botween the two counfties. -He aligo noted thet no
new products had been placed under quota this and the continuing portion of National Health grants.

year. 
We are considering doing this in two stages.

First. the Federal Government would invite the
provinces te take the firet step towards greater fiscal
independence end responsibility by accepting a new
form of compensation in respect of these programmes,

CATTLE ULSSION FROM PERU effective January 1, 1967. This compensation would
be made-up of three componerits. the "transferl' of

Six livestoek spécialiste frm Pem arrived In 17 points of the individuel income tex le the pro-

Canada recently te study varlous breeds of Canadien vinces; the asacciâted equalization of - these 17

dalq catfle. points up to the national average under the general

The trade mission, which is sponsored by the equalization formula; and an adjustment grant te

Dep*fýtment of Trade and Conîmetce, -la Intended te each province which would bring its total compen-

brifig ti>gethet men Inývclved in the Péruvien livestock- ââtion up te the fetieral share of the actuel Conte of

improvement programme and Canadien breedèrt who the three Procrammes.

have developed high-quality seed stock. A tour of The tex transter . would taýethe'form of a reduc-

Canadien beeeding establishments bas been planned tion in the federal personal income tex end a corres-

by the Department with the assistance ofthe Aymhite pouding increase in the provincial tex. Assuming

Br,èedffll Association of :CMada, the CAmdian all provinces took this Letion, the incteàse In pro-

Guetnsey Breedero" Association, thé C»àdien jersey vincial revendes would automaticmily enter into the

C9tifle f7lub, the Ilotateiti-Ftlesien Aosodation of gweral equalization formula, resulting la en. equal-

Canada end the: federal Vepartment of Agriculture. ization of this tex trensfer. The third élément in, the
. Canadien, dairy cattle have been sùccessfully compemation ioan adjustment payment, a-programme

lnttodu êed Into Fem, and Csn«ýiâ#î breedert hope equalization p«yMený which would be equal te the

td'dem6'"àtreté,thsit the Ptemvion industry con profit difference betweea the fedeW share.9f theactuel

'from fuyther lmportg..n-e excellent fîffllth of Canadien Yeat-hy-yeur cost of each province, of the, thffl

cattle, es well es thýir proven piodùcdve ability and shamd-cost programmes, end the velue to -that pto-

deslrable type, will be demonstrated. vince of the tex transfer and associated equàlization*
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It will be evident that this arrangement would ECONOMIC MEASURES
not achieve full provincial responsibility for the ... The shared-cost programmes in this category cover

social measures, since the total compensation to a wide spectrum. They range froin a variety of agri.

each province would continue to be based upon the cultural programmes and the ARDA agreements, to

actual cost of standard programmes. This would the Trans-Canada Highway and Roads to Resources,

niake it nécessary to continue the shÉired-cost pro- to water-conservation projects, and to the combating

grammes in their present form, in order to determine of unemplayment through the Municipal Winter Works

the programme costs. The second step, therefore, Programme and the training of the unemployed....

would be to make the federal compensation wholly The guiding principle in the Federai Govern-

independent of programme costs, or unconditional. ment's approsch to this category of programme might

This would be accomplished by escalating the be stated in this way- while the provincial govern-,

adjustment payments, after a given date, on an ments undoubtedly have an interest in stable and

objective basis unrelated to programme costs. After balanced economic growth, and are increasingly

this date the provinces' compensation in respect of embarking upon their own programmes for this pur-

these three programmes would increase quite inde- pose, and while it is certainly truethat the provinces

pendently of - and almost certainly more rapidly have control over their own resources, the Federaý

than - programme costs, on the formula we wîll Government must continue to accept an overriding

propose. 1 am suggesting that this second step be responsibility for employaient, economic stabilitye

taken on April 1, 1970. and economic development in Canada.

As to portability and 'programme standards, we it follows that it should continue to be free td

are proposing a general intergovernmentai agreement en gage in federal-provincial measutes es well as its

that would contain three provisions. First, all govern- own tex, expenditureand ceedit measures, in order t

ments would agree toi continue the intergoverrimental accomplish this Ce qýjective. The . Federa

machinery that has been déveloped for the purpose Goverriment proposes, therefore, to conUnu'è to

of reviewing programme developments and discussing employ s4ared-cost eralgammes for econqmi -c pur-

programme improvements, and' to continue to partici- poses, and to offer thein op the, sanie basis to ali

pate in these consultations. Secondly, the, Federal provinces-.
Government would undertake to continue to, provide
technical assistance, to any province that wants it, EDUCe ATION
for the purpose of m.aintaining and improving pro- The federai-prgvincial programmes in.. ' the Ipnçre.

gramme standards. Thirdly, the provinces Would fi.eld.of: e4ucation gre,,the subject. of p@rtIçiýl&r itâtçva,

agree to maintain uniform residence requirements in est and controversy. It is generally recoý,àzQd t4t

respect of all health and social security measures expenditures on education are growing more rapidly

where benefits toi'ndividuals and families are involved. than any others. and thet educational prpgremees.aro

We recognize that the cost of this latter pro- fat frorri >ýing settled in their fo-rm or stable îothgît

vision fails unevenly upon the different provinces- trend, we aire, cpna=ous ofthe pressure the provinces.

those provinces in which the "in-migration" of a te under ... At. : the' u.ameý time,.pmvinci4 f Vommentist

people exceeds ««out-mig.retion" atg.aýsu»iing a net aducatio gw institptions and studen» bave.lbeeil

bùxden.-In reco.EP':ition of this jact, the Federai pressing the F1çdergIý,Gqyerament tg take fufthet

Go Proposes.. tb of 1 '«portabilityý açtIon in thig fiel4,ý,lt z4 kagwn, of cfflS, that

gants" v;hich ýýQi4d. be pailleto ony 'province main- pir esfflt iederal-provincial progSmines in the,,fie.là.a

tainini the ggreed regidence rules ond in vihich net edncatioa,. lpëi" g i4çý teçhnicel and aji i

in-migri'tion. la Qccurring. lfhe graits wQ.utd be tt'a ements and wilvereity,ý,grants, are iMdies

equivalçnt to tfie:ýamount of net in,-ýùgç.atiQn for the réi6 ' 1;ýefede
th e. OP.

yeaf mulfiýliîed býý the per capite coif of the pro- qm.,.àb.le..'to annou'nce tw e emw ûýVe'M_
gr .ammes In' "question.. ment. propues, îp, ÜaRançI4, asa'in'4'o'ce

1,have one other.prçpps rý î .of... ucqâm., Tht iform
il ake concemin in

fedetal-provinçial social measures. ne arrangements tlii 'i t shoujd e1t'. us irela-

have' described apply ýo the major end,..estàblL-,hed tic" 11p tp f r. ro nç

continuing nere are, in .,addition to Motter < reqi 1 in Zî îîý.'i cEýý1 *a#. thm*
çpo.5ýi ý <.. e4e.

thése a nume of smaller piogram most of which deratiôîi.1ý et kinister
Id be,# - ec4l'ý= or«

form, a part of the h'eýâth granw and the tho soi f

Canada Àssictanc' lan whi SiM4 ï. t îÊa, ch are mode' up largely this c A t ti e we wid present the Federal

Of a series of individuel projects. These research Cwovernment's views.

and demonstration projects, es they have come to be
known, are Individuel projecto in respect of which jomr USE OF TAX FIELDS

federal support is non-continùîng, and Which are The major element of federal-proviiicial fiscal reW

d igied to deterffiine techriôlôgical soündness or dons, by fat the most important one in the pont-war

z féasibility or desirability of néw appronaes and perlod, là the division and use of tex fields by the

new ideas. They are desigrred to contribute know- féderal and provincial government%. Whàt tbis han

ledge and experience to the whole of Canada, and come to me» to, moist of us is petiodic federal-

they do not, because of théir mize and' theit short- piovincial disputes over what shore of personal

term nature, result in any significant fédéral influence Inccme tex obould'be fedmel- and whet shore pro-

'ýver provincial decialon-making. For these reasons vincial. We have corae tg tht concluMM thst it la

the Federal Goverriment proposes to continue to time tc try to recest this whole question of tex-

support research and demonstration projects.... sharing in broader and more comprebensive terms....

(Over)

.. ..........
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