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SUPPLEMENTARY ORDERS OF REFERENCE

Extract from the Votes and Proceedings of the House of Commons, Sep-
tember 9, 1966:—

“Mr. Sharp, seconded by Miss LaMarsh, moved,—That the Joint
Committee of the Senate and House of Commons appointed by this House
on March 15, 1966, to enquire into and report upon the problems of
consumer credit, be instructed to also enquire into and rpeort upon the
trends in the cost of living in Canada and factors which may have
contributed to changes in the cost of living in Canada in recent months;

And that a Message be sent to the Senate to acquaint Their Honours
thereof and to request the concurrence of that House thereto.

And the question being proposed;

Mr. Pickersgill, seconded by Mr. Mecllraith, moved in amendment
thereto,—That the motion be amended by striking out the words “by this
House on March 15, 1966” where they appear in the second line thereof
and by inserting in the motion as the second paragraph the following:

“That the Committee have leave to sit notwithstanding any adjourn-

ment of this House;”.

And the question being put on the said amendment, it was agreed to.

After debate on the main motion as amended, it was agreed to.”

Extract from the Votes and Proceedings of the House of Commons, October
7, 1966:— :

By unanimous consent, Mr. Basford, seconded by Mr. Allmand,
moved,—That the First and Second Reports of the Special Joint Com-
mittee on Consumer Credit and Cost of Living, presented to the House
on Friday, April 1 and Thursday, October 6, 1966, be concurred in.

After debate thereon, the question being put on the said motion, it
was agreed to. '

Accordingly, the said Reports were concurred in and are as follows:

FIRsT REPORT

Your Committee recommends that seven (7) of its Members consti-
tute a quorum, provided that both Houses are represented.

SECOND REPORT

Your Committee recommends that the House of Commeons section of
the said Committee be granted leave to sit while the House is sitting.

Extract from the Votes and Proceedings of the House of Commons, De-
cember 20, 1966:—

Mr. Basford, from the Special Joint Committee of the Senate and
House of Commons on Consumer Credit and Cost of Living, presented the
Third Report of the said Committee, which is as follows:

Your Committee recommends that it be authorized to adjourn from
place to place. .

2457
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Mr. Basford, from the Special Joint Committee of the Senate and
House of Commons on Consumer Credit and Cost of Living, presented the
Fourth Report of the said Committee, which is as follows:

(For text see Interim Report in Committee Procéedings No. 27.)

LEON-J. RAYMOND,
Clerk of the House of Commons.

Extract from the Minutes of the Proceedings of the Senate, September 13,
1966:—
“The Honourable Senator Connolly, P.C., moved seconded by the
Honourable Senator Hugessen:
That the Senate do agree that the Joint Committee of the Senate and
House of Commons appointed to enquire into and report upon the prob-
lems of consumer credit, be instructed also to enquire into and report
‘ upon the trends in the cost of living in Canada and factors which may
have contributed to changes in the cost of living in Canada in recent
months; and
That a message be sent to the House of Commons to acquaint that
House accordingly.
After debate, and—
The question being put on the motion, it was—
Resolved in the affirmative.”

Extract from the Minutes of the Proceedings of the Senate, November 22,
1966:—

The Honourable Senator Connolly, P.C., moved seconded by the
Honourable Senator Beaubien (Provencher):

That the Third Annual Review of the Economic Council of Canada
rela}tmg to Prices, Productivity and Employment, dated November 1966,
whlch.was tabled in the Senate today, be referred to the Special Joint
Committee of the Senate and House of Commons on Consumer Credit and
Cost of Living.

The question being put on the motion, it was—

Resolved in the affirmative.

Extract from the Minutes of the Proceedings of the Senate, December 20,
1966:—
The Honourable Senator Croll, from the Special Joint Committee of
the Senate and House of Commons on Consumer Credit and Cost of
Living, presented their second Report as follows:—

MonpAY, December 19, 1966.
The Special Joint Committee of the Senate and House of Commons on
Consumer Credit and Cost of Living makes its second Report, as follows:
Your Committee recommends that it be authorized to adjourn from
place to place.
All which is respectfully submitted. ‘
DAVID A. CROLL,
Joint Chairman.

U
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With leave of the Senate,

The Honourable Senator Croll moved, seconded by the Honourable Senator
Benidickson, P.C., that the Report be adopted now.

After debate, and—

The question being put on the motion, it was—

Resolved in the affirmative.

The Honourable Senator Croll, from the Special Joint Committee of the

Senate and House of Commons on Consumer Credit and Cost of Living tabled
the Third Report of the aforementioned Special Joint Committee.

With leave of the Senate,
The Honourable Senator Croll moved, seconded by the Honourable Senator
Benidickson, P.C.:

That the Third Report of the Special Joint Committee of the Senate and
House of Commons on Consumer Credit and Cost of Living, tabled today, be
printed as an Appendix to the Debates of the Senate and to the Minutes of the
Proceedings of the Senate of this date and form part of the permanent records of
this House.

The question being put on the motion, it was—
Resolved in the affirmative.
(For text see Interim Report in Committee Proceedings No. 27.)

J. F. MACNEILL,
Clerk of the Senate.
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MINUTES OF PROCEEDINGS

TUESDAY, January 31, 1967.

Pursuant to adjournment and notice the Special Joint Committee on Con-
sumer Credit (Prices) met this day at 9.30 a.m.

Present: For the Senate: The Honourable Senators Carter, Croll (Joint
Chairman), Hollett, Inman, McDonald (Moosomin), McGrand, O’Leary (An-
tigonish-Guysborough) and Thorvaldson—a8.

For the House of Commons: Messrs. Allmand, Basford (Joint Chairman),
Boulanger, Code, Lefebvre, Mrs. MacInnis, O’Keefe, Olson and Smith—3.

In attendance: Dr. R. Warren James, Special Assistant.

Dr. Otto Thiir, Department of Economics, University of Montreal, was
heard.

At 11.50 a.m. the Committee adjourned.
At 3.00 p.m. the Committee resumed.

Present: For the Senate: The Honourable Senators Carter, Croll (Joint
Chairman), Hollett, Inman, McDonald (Moosomin), McGrand, O’Leary (An-
tigonish-Guysborough) and Thorvaldson—8.

For the House of Commons: Messrs. Allmand, Basford (Joint Chairman),
Boulanger, Leblanc (Laurier), Mrs. MacInnis, McCutcheon, McLelland, O’Keefe,
Olson and Whelan—11.

Dr. Walton Anderson, Agricultural Economics Research Council of Canada,
was heard.

At 5.20 p.m. the Committee adjourned until Thursday next, February 2nd,
at 9.30 a.m.

Attest.
John A. Hinds,
Assistant Chief,
Senate Committees Branch.
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THE SENATE

SPECIAL JOINT COMMITTEE OF THE SENATE AND
HOUSE OF COMMONS ON CONSUMER CREDIT

EVIDENCE
OrTAwA, Tuesday, January 31, 1967

The Special Joint Committee of the Senate and House of Commons on
Consumer Credit met this day at 9.30 a.m.

Senator David A. Croll and Mr. Ron Basford, M.P., Co-Chairmen.

Co-Chairman Senator CrRoLL: We have a quorum. This morning we have
with us Professor Otto Edouard Thiir. Professor Thiir began his university career
in Hungary in 1947 and studied there until he left the country in 1949. Later the
same year he entered the University of Louvain where he received his commerce
degree in 1952 and his licentiate in economics in 1954.

While still in Europe and after coming to Canada in 1959, Professor Thiir
benefited from a wealth of experience in the socio-economic field. He was
research director for six years at the Louvain Institute of Economic and Social
Research. In 1959, he completed a study for Henry Spaak, the Secretary General
of NATO, on the subject of price stabilization of international raw materials. In
1960, he did a study of Quebec’s hospital insurance plan.

Among numerous other publications, he was instrumental in 1963 for the
issue by the University of Montreal of a monthly journal, called the Canadian
Economic Outlook. Besides, he has headed several economic research projects,
some of which were undertaken for the Province of Quebec.

Professor Thiir’s teaching career has taken him through the universities of
Louvain, Luxembourg, Laval and Montreal, where at present he is professor in
economics.

Besides teaching, Professor Thiir is presently preparing three special studies
for publication, one of which dealing with the economy of Quebec, is being done
in collaboration with Madame Thiir.

Professor Thiir has not a brief prepared, but he will speak from notes, and
will first cover the price cost relations and administered prices. He will then deal
with monetary and fiscal policy versus income policy, so you will be obliged to
make notes as we go along. :

Professeur Otto Thiir, professeur d’economie politique, Université de Montréal:

Je vous remercie, monsieur le président. Je dois dire que c’est un grand
honneur de pouvoir déposer ici aujourd’hui. Je vais tacher de faire, d’abord,
un bref commentaire sur un rapport, celui du Conseil économique du Canada,
un rapport difficilement attaquable parce que, comme toujours, ce rapport est
merveilleux, équilibré, parfaitement proportionné. II n’y a aucun élément
d’exagéré, ce qui est toujours la force du Conseil économique du Canada.

Mes commentaires seront faits sur deux sujets spécifiques. Le premier est le
probléme colit et prix. Je crois que le nombre de détails qui sont contenus
aujourd’hui dans le rapport est peut-étre un peu trop élevé. En effet, ce que je
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voudrais dire par 13, c’est que la fameuse distinction que nous faisons entre petite
inflation, les nombreux types d’inflation, et dans lesquels nous retrouvons deux
grands groupes qui sont les inflations du type «demand-pull», posées par la
demande. Alors que la seconde catégorie les «cost-push», que ces distinctions en
soi, bien que les économistes les utilisaient pendant bien longtemps pour dire
quelle était la cause & Peffet, je crois qu’elle a trés peu de valeur en soi, dans le
sens que si vous prenez augmentation des prix d'une part, et T’augmentation des
salaires de l’autre; vous inscrivez I’augmentation des prix = poule, que l'aug-
mentation des salaires = ceuf, et vous retrouvez tout le probléme. On ne sait pas
quelle est la raison, je crois, parce que, en fait, c’est parfaitement interdépen-
dant. Alors, suivant que vous choisissiez une année de base, vous aurez 1’impres-
sion que c’est plutét par la demande qu’une augmentation des prix est interve-
nue: si vous choisissez, par contre, une autre base, et que vous vous reportez par
rapport a cette autre année de base, dans ce cas-1a, vous aurez 'impression que
c’est a cause des salaires que l'augmentation des prix a eu lieu. Je crois fon-
damentalement que I’aspect de la pleine augmentation des prix et des salaires est
secondaire. La chose importante est de savoir de quelle facon cela arrive.

Je crois que, pour bien saisir les augmentations, et surtout la récurrence
périodique des augmentations, il faut accepter une vision fluctuante de 1’écono-
mie, de ce qu’on appelle, en fait, la conjoncture; ce qu’on appelle, en anglais, en
fait, le «business cycle». Ce «business cycle» est une expression beaucoup trop
précise pour dire le mouvement gue nous connaissons en économie. En effet, ce
cycle n’est pas du tout un mouvement absolu. Cela veut dire que cela peut se
traduire parfaitement par une augmentation de la croissance et une diminution
de la croissance, mais tout en restant une croissance positive. Donc, nous avons
un phfénoméne d’'une certaine fluctuation, mais qui se développe & base de
mécanismes spécifiques, et je crois que ’essentiel des prix est de les relier a ces
mecanismes une fois qu’il y a augmentation.

En effet, quelle que soit la raison, le premier pas d’'une expansion au Canada,
c’est bien, il me semble, que le Conseil économique du Canada ne se fasse pas
d’illusions. Généralement, cette poussée qui fait produire I’expansion, elle le fait
par I’exportation vers les Etats-Unis. Maintenant, dés que ce premier pas a été
donné, il y a immédiatement augmentation de revenus. Alors, ’augmentation de
revenus va provoguer un effet du type multiplicateur, que I’on considére un
meécanisme multiplicateur, c’est-a-dire la dépendance entre I’'un et ’autre.

Evidemment, une premiére dépendance, quand elle est distribuée a travers
le pays, a des effets plus que proportionnels, ce qui veut dire que l’accroisse-
ment de la dépendance se multiplie dans le temps et, aprés avoir épuisé la
capacité de la production qui existe dans le pays elle déclenche un second
phénomeéne que nous appelons accélérateur. Dés que l’accélérateur entre en
fonction, et I'accélérateur n’est rien d’autre qu’une réponse des investissements a
des demandes. Cette accélération va produire, évidemment, de nouveaux effets
multiplicateurs, parce que toute dépendance des investissements sera de nouveau
un revenu, ce qui veut dire que notre systéme économique est basé sur un
niveau de plein emploi, que ce soit dans les capacités de production, ou bien
que ce soit dans les facteurs de production. g

Maintenant, lorsque nous approchons le plein emploi, une économie ren-
contre une série de plafonds, et ces plafonds ne sont pas nécessairement uniques
pour tous les secteurs. Il n’y a pas seulement un plafond. Il y a autant de
plafonds possibles qu’il y a de secteurs. Donc, chaque fois qu’un secteur arrive a
la pleine réalisation de ses capacités, on peut dire que I’on a atteint un plafond,
ou un terme, et qu’il y a un certain manque d’affaires par rapport a la demande.
Maintenant, chaque fois qu'un secteur arrive a ce plafond, donc, en touchant le
plafond, la possibilité d’adaptation quantitative dépend des matériaux nécessai-
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res, et, ce qui reste, c’est seulement la possibilité de I'augmentation des prix.
Maintenant, dés qu’une augmentation des prix se produit, généralement notre
systéme économique est aujourd’hui un systéme qui peut-étre caractérisée par
des prix administrés, ce que—il y a toute une littérature sur ces «administered
prices»—et qui veut dire, en fait, une chose trés simple, qui est une pratique
industrielle et commerciale, aujourd’hui, en fait, suivant le Professeur Andrews
d’Oxford, c’est une pratique qui a été connue depuis fort longtemps, sauf que I’on
ne sait pas rendu compte tout & fait en temps de l’impact sur le nombre de
secteurs dans lesquels quelques entreprises auraient dominé la situation, étant
moins prononcée qu’elle ne I’est aujourd’hui. Bien, le principe des prix adminis-
trés, c’est en fait le principe du cofit total. En fait, c’est une utilisation de ce qu’on
appelle «full cost pricing». «Full cost pricing» veut dire que I’entreprise essaie de
couvrir tous ces cofits en y ajoutant ensuite une marge bénéficiaire qui est
considérée comme normale dans le secteur. Ces marges bénéficiaires, évidem-
ment, sont différentes, comme dans tous les autres pays, d’un secteur a 'autre.

Maintenant, le probléme est le suivant: c’est que, lorsque le moindre colt
augmente, que ce soit & cause du prix des matiéres premiéres que l'on utilise, ou
bien qu’il y ait augmentation du colit parce que certaines catégories de travail=-
leurs augmentent le salaire, or, chaque fois, nous sommes dans une phase
d’évolution; cela veut dire tout simplement qu’un certain nombre de gens qui ont
une qualification spéciale, eh! bien, deviennent de moins en moins disponibles, ce
qui veut dire que, si on désire les avoir, on procéde a une opération de prendre
ces gens-la ou ils se trouvent, ce qui nous amene, en fait, & une situation de
«wage drifts». Ce fameux «wage drift», c’est en fait un paiement qui n’est pas du
tout fonctionnel; c’est en fait une sorte de sursalaire, un surplus qui accompagne
tout notre systéme dés qu’il approche du plein emploi. Maintenant, utilisant donc
notre «cost pricing», évidemment, dés qu’un élément de colit augmente, son effet
immédiat, ne change pas ses prix, mais son taux de profit a diminué et, dés que
son taux de profit diminue, il y a une indication que I’on ne peut pas retrouver la
situation précédente, et qu’il faudrait recourir a 'augmentation des prix. Quand
cette augmentation aura lieu de facon précise, ca dépendra, avant tout, de la
position de l'entreprise la plus forte dans les secteurs. En effet, la décision est
prise finalement par le plus important qui est, lui, le «price leader»; les autres
s’adaptent. Ceci ne veut pas dire, comme on a peut-étre vu dans des expériences
récentes, que le «price leader» sera celui qui fera le premier pas; ce qui veut dire
que ce sera une entreprise moins importante qui fera I’essai et sera le «price
leader»,—quand il aura vu la réaction des marchands, du Gouvernement, des
autorités publiques, devant cette augmentation. Ceci étant, je crois qu’une
augmentation des prix, dans des conditions, disons, conjecturées et spécifiques,
dans lesquelles le Canada se trouve, cette augmentation est restée encore relati-
vement modérée.

Notre probléme, et ce que le rapport du Conseil économique regrette aussi,
c’est que, dans ’ancien temps, disons il y a 15, 30, 50 ans, c’est celui ou la
conjoncture avait des effets de hausse et de baisse sur les prix—ce que nous
n’avons plus, a travers un service de prix administrés; il n’y a plus de baisse,
mais des hausses, plus ou moins variées. C’est-a-dire, quand nous avons des
hausses de 1 ou 2 p. 100, nous considérons cela relativement normal; quand nous
avons 4 ou 5 p. 100 d’augmentation, nous commencons a nous inquiéter. Mais, a
aucun moment dans l’aprés-guerre, au Canada, il n’y avait de baisse de prix,
comme telle. Ces baisses de prix sont évidemment exclues, & cause de cette
application d’une politique des prix de la part des entreprises et, ensuite, a
cause de tout le systéme de négociations salariales que nous avons. C’est que,
notre systéme de négociations salariales est un systéme dans lequel on interdit
la rigidité dans le systéme. Nous avons des conventions-types, pour un, deux ou
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trois ans, et on prévoit des augmentations—et ces augmentations produiront un
effet, par ailleurs, sur la situation de T’emploi. Y

Maintenant, ces augmentations de salaires, évidemment, comme d’ailleurs
les prix, ont une tendance a se généraliser; d’on vient cette généralisation? C’est
que les salaires ne sont pas uniquement du type économique; les salaires ont, en
effet, une dimension sociologique et, du point de vue sociologique, dans les
salaires, il y a une partie fondamentale, ce qui veut dire qu’il y a différentes
courbes de salaire. Ce qu’ils tichent de défendre le plus, c’est leur position
relative, par rapport & d’autres travailleurs. Donc, chaque fois qu’il y a pression
dans un domaine, il faut nécessairement que d’autres, qui ne voudraient pas
avoir un pouvoir d’achat amoindri—ils tichent de suivre, et d’autres tachent de
laisser cette différentiation des salaires qui est la nétre, dans tout le systéme
économique. Ceci, évidemment, introduit des augmentations qui sont absolument
irréversibles, et elles seront d’autant plus fortes, quand on sait le nombre de
secteurs dans lesquels I’augmentation de productivité est difficile & obtenir et
devient de plus en plus grand. Je crois que c’est une des choses qu’il faudrait
envisager, et que le Canada étant un pays extrémement évolué du point de vue
économique; c’est un des grands pays développés.

Ca se présente sous quelle forme? C’est que nous avons une industrie
primaire qui est assez importante en tant que valeur de production mais qui, en
nombre d’emplois ne représente pas un trés grand nombre de personnes.

Nous avons une industrie secondaire qui se développe, mais qui, cependant,
elle-méme ne représente pas encore un trés grand nombre de personnes. Ce qui
veut dire que nous avons une population qui a tendance a se déverser dans le
secteur tertiaire, c’est-a-dire dans tous les services possibles. Dans' la
productivité, dans les services, ces choses sont trés difficiles et pratiquement
inconnues, comme mesures. Ce qui veut dire, disons, que nous avons un certain
nombre d’augmentations ou la productivité pourrait étre mesurée.

Admettons que dans la sidérurgie elle peut étre mesurée, mais, dés que cette
augmentation est en mieux, c’est que d’autres secteurs entrent en jeu. Nous
avons un changement dans les rapports des revenus de ceux qui sont dans
I’industrie manufacturiére, et ceux qui sont dans les services, et, done, un ajuste-

ment par les prix de ceux qui sont dans les services, par exemple pour ajuster
leurs revenus.

Ils peuvent gvoir un certain avantage, mais sa productivité ne change pas de
facon spectagulalre; ca reste a peu prés la méme chose. Alors il va rénover son
revenu en faisant une chose trés simple—en augmentant son prix.

\ Alors, il y aura une augmentation irréversible et je crains qu’elle devienne
d aut’ant plus forte que le secteur des services devient plus fort. Aujourd’hui, ils
représentent une demie de la population et dans une dizaine d’années ils repré-
senteront peut-étre 75 p. 100. Ceci pose évidemment le probléme de quelle
facon? Est-ce qu’on peut lutter contre ce genre de chose? '

. e‘crois qu’au Canada il y aura un certain nombre de prises de position trés
nettes a ce sujet, suivant le c6té ol on se trouve, dans notre systéme économique
et pour tout le monde, ca correspond trés bien a ces intéréts, disons, dans la risé
de position, qu'on ne voit pas de quelle facon un contrc‘)ie de p’rix peutpétre
efficacement in§tallé. Je crois qu’un contréle a une importance, et c’est extréme-
n}ent efﬁcat_:e _s’11 est appliqué pour une période trés courte; mais, toutes mesures
d’une restriction de ce genre s’émoussent avec le temps; done s’on effet devient
de plus en plus faible, et ca devient un trés grand désavz;ntage' c’est que,
lorsqu’on .mtervient sur un certain nombre de prix, le trouble ql,xi se fait &’
c{]?que fois, c’est d’agir sur les symptomes, sans agir sur les causes: on essaie
d’éviter que les prix montent dans un secteur donné, car on croi1; que c’est
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important pour le colit de la vie; on tache de freiner 13, et on laisse le reste. Ce
qui veut dire qu’on fait un déséquilibre—et la chose principale a saisir, dans les
interventions économiques, c’est que, quelle que soit notre intervention, elle
touche nécessairement, en fait, I’ensemble; ce qui veut dire que les sytémes sont
parfaitement interdépendants; lorsque nous touchons les prix, nous créons un
déséquilibre ailleurs; nous corrigeons un deuxiéme point et nous en créons un
troisieme.

On en a un exemple magnifique, en ce qu’on a le marché, au Canada, sur le
contréle du lait. Le Gouvernement fédéral intervient sur ce programme diffé-
rent. On a commencé avec le lait, ensuite le beurre, les importations, les exporta-
tions et, done, on déplace les équilibres. Alors, disons que les pressions au sujet
du contréle des prix sont fondamentalement inefficaces. Le probléme est celui de
faire, contre ¢a, une politique économique dans laquelle on pourrait éviter notre
mécanisme d’accélération et de multiplication, produisant un total de croissance
d’un autre ordre. Il ne faut pas se faire beaucoup d’illusions; le Canada étant un
pays extrémement ouvert, il ne controle pas nécessairement ’ensemble de I’évo-
lution de certaines autres croissances qui sont souvent dictées par le taux de
croissance, tel qu’il a été obtenu aux Etats-Unis. Alors, je crois que, cependant,
méme si ce probléme est difficile, il faudrait lentement y arriver, et peut-étre,
sur ce plan, disons, je suis, en partie, les propositions du Conseil économique du
Canada et, en partie, je ne les suis pas. Ceci rentre dans le second probléme de ce
que j’aimerais développer, d’une part, la politique des prix, enfin, pardon,
excusez-moi, la politique monétaire et la politique fiscale, et d’autre part, la
politique de revenu.

Du point de vue de la politique de revenu, le Conseil économique du Canada
a pris une position excessivement réaliste, c’est-a-dire que la politique de
revenu n’est un succés, aujourd’hui, nulle part. Done, ce n’est pas une solution
pour le Canada dans le proche avenir. Je crois que le Conseil économique du
Canada a parfaitement raison, car ce n’est pas une chose que l’on puisse improvi-
ser d'un jour a l'autre et qui va donner suite a des résultats immédiatement. En
effet, une politique de revenu présuppose beaucoup de choses, notamment, un
certain type d’organisations syndicales, un certain type d’organisations patro-
nales en méme temps qu’un certain type de relations ouvriéres, et aussi, disons,
une étude gouvernementale qui est peut-étre trés différente de ce que nous
avons, en fait, dans les pays nord-américains.

Ce que j’aimerais simplement souligner c’est que, bien que la politique de
revenu ne puisse pas étre réalisée au Canada dans un proche avenir, il faudrait,
cependant, penser—et je crois que c’est le Conseil économique du Canada
lui-méme qui devrait y penser—vers quoi l’on s’en va dans ce domaine? Parce
que nous nous rendons tout de méme compte aujourd’hui qu’il faudra que l’'on
arrive a un peu plus de contréle, & un peu plus de cohésion, car I’on ne pourra
pas continuer, disons, avec notre systéme de législation. Je trouve que, actuelle-
ment, c’est trés bien de dire que nous sommes habitués a ce que nos décisions se
fassent par petites unités autonomes. C’est prouvé que, lorsqu’un probléeme,
disons, du point de vue de I’économie nationale, n’est pas énorme, mais lorsque
ces petits groupes autonomes représentent les débardeurs d’un port comme
Montréal, cela pose un probléme énorme, peut-étre, pour toute I’économie d’un
pays. Mais, lorsque dans un secteur on a une gréve de quelques semaines, c’est ca
le drame, puisqu’il y a des gréves beaucoup trop longues. Une gréve de 24
heures, ce n’est pas mauvais, mais une gréve qui dure 6 semaines, ou 2 mois,
cela devient dangereux.

Done, il faudra chercher une politique de revenu, d’ici 25 ou 30 ans, qui sera
exactement le genre d’organisation que nous aurons; une politique de revenu ou
les partenaires se mettront d’accord, mais ce sera une politique de revenu en



2468 JOINT COMMITTEE

bonne et due forme. Je crois que le Conseil devra garder son intérét pour ces
problémes. Je crois que nous devons y arriver un jour, et que nous y arriverons,
en fait, disons dans une période fixe, ou d’ici 15 ans. 11 faudrait tout de méme
savoir ce que 'on voudrait faire. Alors, 15 ans, ce n’est pas long.

Maintenant, en ce qui concerne une politique monétaire, une politique
fiscale. Nous nous sommes done, mis d’accord auparavant que, aujourd’hui, notre
mécanisme d’accélération multiplicateur tache de les freiner a travers des politi-
ques de prix, pardon, de politique monétaire et de politique fiscale. Pour étre
certain que nos politiques monétaire et fiscale sont efficaces,—et on n’est jamais
tout a fait str, parce que l'on ne sait pas les réactions d’une économie a un
moment donné,—on a I'impression que c’est ce que nous faisons en mettant un
frein suffisamment pressant pour produire le résultat. Alors, si le frein est
suffisamment pressant, cela veut dire, évidemment, qu’il exclut nos mécanismes
multiplicateurs et accélérateurs. Mais, en les excluant, nous obtenons, en fait, soit
un arrét, soit une baisse, ce qui veut dire qu’il est difficile de voir de quelle fagon,
avec une politique monétaire, et méme une politique fiscale, on pourra aller
beaucoup plus loin. Ce que nous connaissons, c’est le «stop and go». Donc chaque
fois qu’il y aura un accroissement plus important des salaires, 'on prendra des
mesures fluctuantes, la «expansion oriented». Evidemment, <«expansion
oriented», cela veut dire une productivité continue. Le chémage s’accroit et 1a on
se dit, évidemment, qu’il n’y a plus de raison de garder les freins sur la
productivité d’expansion. Il faut éviter ce genre de difficultés qui, aujourd’hui,
pour le Canada, ne posent pas de probléme.

; En ce qui concerne les prévisions a courts termes, parce que tout le pro-
bléme est pour une politique de revenu, soit une politique fiscale ou monétaire,
cela‘suppose, en fait, une image relativement claire de ce qui se passe dans notre
systeme économique. Or, ce qui est difficile, au point de vue économique, c’est
que, avec les renseignements que nous avons a notre disposition nous faisons, en
fait, une prévision de la journée méme dont nous nous trouvons; cela veut dire
que l'on ne fait pas de prévision comme telle, on fait de la prévision du présent.
C’est que nos données ont 3, 4 mois de retard. Nous n’avons de renseignements
que pour cette période. Nous tachons donc de prévoir ce qui se passe aujourd’hui
et ce qui va se passer demain. L’effet d’'une politique & court terme risque done
de sut?lr certains retards nécessaires. Nous ne sommes pas suffisamment efficaces
au point de vue de politique économique. C’est que nous nous rendons compte
des choses avec un certain retard. Alors, on pense de prendre les mesures pour
contrecarrer les forces en présence. Finalement, on décide sur les politiques et

ensuite on commence a réaliser facilement que I’addition de ces retards atteint
9, 10, et méme 12 mois.

J’aimerais utiliser un simple exemple d’une expérience trés récente au
ganada, et c’est la question de savoir ce que serait exactement PYannée 1966. Bien
a la fin de l'année 1966, tout le monde était parfaitement d’accord que le,
mau}nen, cela veut dire en prix, au mois de décembre, au mois de novembre en
partie, que lg 'maintien de I’économie canadienne va vers une expansion plus
lente que precgdemment, et ca, c’était un diagnostic fait avec beaucoup trop de
retard. I1 aurgxt da étre fait beaucoup plus tét. Moi-méme j’ai fait, dans ma
revue iiu mois de février, parce que, au mois de février ’il m’appz;raissait a
moi-méme que la croissance économique du Canada, donec ’le taux d’expansion
serait plus éleve, et il I'a été d’autant. Et que, aprés cela \;iendrait une diminu-'
tion de ce taux. Mais, il se pose, évidemment, un autr,e probléme, celui d’un
budget supplementaire. Si ce probléme avait été réglé a la fin du' rintemps,
ph}tot qu’.a la fin de 'automne, je crois qu’une certaine chose aurait 1Z’abé em %-'
chée palxruell‘eme.n't. Mais, ceci n’est pas important. Ceci démontre simplemgnt
que, méme si nous avions des méthodes, disons, que je tiche de mettre 2 point, il
¥y a moyen de se rendre compte ou est cette tension afin d’en prendre connais—

Q.
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sance. Alors, les gens prennent conscience de ce qui se passe et, dés qu’il ya
évidence que ces choses se produisent, ¢’est un peu trop tard.

Je crois done, que, sur le plan d’une politique monétaire, d’une—politique
fiscale, je serais beaucoup moins optimiste sur cette possibilité, & travers ces
deux politiques, d’obtenir, disons, une croissance parfaitement stable sans aucune
fluctuation, parce que, normalement, nous devons appliquer des mesures plus
fortes que la raison, que les causes. Alors, nous apphquons des politiques plus
fortes. Evidemment, nous posons toujours le mécanisme de plus d’expansion.

Je crois que c’est & peu prés l'essentiel de ce que je voulais dire. Mais, je
voudrais, encore, avec une longue expérience de la politique a court terme, faire
une remarque sur un sujet débattu dans le rapport du Conseil économique du
Canada, et qui a été débattu, en fait, au colloque de Toronto, a savoir qui devrait
faire—et c’est un programme en trois points, je crois,—au Conseil économique
du Canada, qui devrait faire le travail d’analyse a court terme et exiger des
politiques gouvernementales, ou est-ce que c’est mieux que ce soit une chose
absolument externe, parfaitement indépendante, qui donne une opinion a laisser

ou a prendre.

Je crois qu’il est excessivement difficile d’'un institut gouvernemental, donc,
le Conseil économique du Canada, qui est concu d’une certaine fagon, cela veut
dire ol on a tenu compte de la représentation, on a mis un certain membre
parce qu’il représente différents milieux, différents centres d’intérét, et c’est
excessivement difficile, avec un groupe semblable, d’arriver a une conclusion qui
soit une conclusion, disons, qui signifie une chose trés précise. Le probléme est,
lorsqu’il y a 25 personnes qui doivent signer une déclaration, c’est toujours plus
long, parce qu’il s’agit d’une politique déterminée, dans l'immédiat. Si vous
demandez a un groupe de 25 personnes de signer un document de ce genre, eh!
bien, on va éplucher le texte aussi longtemps qu’il ne restera plus rien d’intéres-
sant, et ce sera donc un texte parfaitement nul qui ne se prononce sur rien, Nous
avons I’habitude, en temps différents, dans cette conjecture, de faire des déclara-
tions de ce genre. En fait, en Europe, dans les pays de la communauté économi-
que, eh! bien, lorsque les différents instituts allemand, francais, italien, belge,
néerlandais, lorsqu’ils se sont mis d’accord, ils se sont mis d’accord sur un texte
qui ne voulait rien dire du tout, et qui ne prenait aucune position, parce que,
effectivement, si vous prenez une responsabilité, il faut la prendre seul. Ce qui
veut dire qu’'un homme libre peut prendre des responsabilités sans engager ses
responsabilités a lui, et, quand chacun, avec ses intéréts a défendre, émet un
certain nombre de points de vue, ceci ne s’applique pas ici, ceci ne s’applique pas
13, ete.

Donc, je crois que le Conseil économique du Canada, sur ce plan, a parfaite-
ment raison, et disons qu’il faudrait que ce soit un organisme indépendant qui
ferait ce genre de travail et qui se rapporterait, soit au Conseil des ministres, a
un comité parlementaire, peu importe le canal. Disons donc, que je crois qu’il est
important, dans ce genre de prévisions, qu’elles se fassent d’une facon trés
ménagée, par des gens qui n’ont absolument aucun intérét, ni d’un c6té, ni de
l'autre, c’est-a-dire, qu’il ne soit engagé, mi du c6té patronal, ni du c6té
syndical,—il y a le fait méme qu’on évolue, et j’admets que les personnes doivent
obtenir une marge d’objectivité. Quand on évolue dans un milieu déterminé, on
ne se rend pas compte d'un certain nombre de réalités, car ce n’est pas le
probléme qu’on discute dans le milieu méme.

Ceci étant, je vous remercie de votre attention. Je crois que peut-étre j’ai
parlé un peu trop longtemps, car il est peut-étre plus important que je réponde a
des questions précises, et que je donne des explications & un certain nombre de
problémes. Je vous remercie beaucoup.
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Senator CARTER: Mr. Chairman, I want to say how much I have enjoyed this
very interesting talk that we have just been given. I was getting it second-hand
through the translation system, and it is possible I might not have quite got the
full meaning of what was said, so I would like to phrase my questions in a way to
ascertain if I did get the correct interpretation.

Did I understand you to say, sir, that in a few years the economy of Canada
will reach a point where regulation by stop-and-go methods will no longer be
feasible?

Dr. THUR: It is feasible, and it is done today, because we have no choices to
make than this stop-and-go. But the problem is the question of logic in our
expansion. Is it so normal to pay this price of stop-and-go because this is a loss?
Every time you have a stop it is a loss of social efficiency. It is not easy, but I am
not sure it cannot perhaps be voluntary in the future. I think perhaps it is easier
to do so with an incomes policy. I do not know how it could be done today. It is
extremely complicated as a subject matter, and I think perhaps a logical system
by incomes policy should be certainly easier than it is with fiscal and monetary
policy, because we have kinds of measures which are sometimes and very often,
too strong to meet the problems.

Senator CARTER: You emphasized that monetary and fiscal policy depended
on timing.

Dr. THUR: Yes.

Senator CARTER: And it was very difficult to determine the exact point of
time when this should be applied if the maximum effect is to be attained; and I
gather you are pessimistic about their ability as a measure.

Dr. THUR: It can be improved, but it is very risky to do so.
Senator CARTER: What would you substitute?

Dr. THUR: We accept today we have scme delays in these measures, and
really we have six months, nine months or perhaps one year delay. That is our
problem, that we discuss the problems, and it is too late. The de-taxation in
Canada in 1965 is an excellent example. It was just the wrong thing to do in
1965.

Senator CARTER: You started out your talk about the causes of inflation and
the question of demand-pull and cost-push. It sounded very much to me like the
argument about the chicken and the egg, which came first.

Dr. THUR: Yes.

Senator CARTER: Depending which base you take, the chicken could come
first, or the egg could come first, and depending on the business cycle in that
particular year.

Dr. THUR: It is not very important to know whether it is a demand-pull or
a cost-push, because it is always one of the two.

Senator CARTER: What about inflation due to factors outside of Canada?

Dr. THUR: It is a real fact in Canada, and I think it is very difficult to avoid
this problem, because we are not sufficiently informed compared to the United
States. There are economic situations in our economy which are derived from the
effects of the United States. As the Economic Council pointed out, our fluctua-
tions are just something stronger than they are in the United States. So, I think
on this subject the Canadian economy is dominated by the problem of the
structure activity, where we have too much industry working for export to the
United States and too much importation from the United States.

01
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Senator CARTER: You did not give us very much hope that prices would ever
come down. You said productivity gains take place mostly in the manufacturing
and service industries, and that pushes up prices and salaries, and that causes
other sectors to push for increases where there is no productivity, and the soci-
ological results are that they must have the standard of living. Why cannot
productivity gains be passed on the consumer without injuring the standard of
living?

Dr. THUR: It is very difficult to do so because it is a question of accounting
practices. In an enterprise, if you have a price increase, the first effect will be a
decrease in profits. It will be a decrease of all the inventories; the real value of
the inventories will be decreasing. So, there will be all these losses, and all these
losses together will have a terrific effect on new investment. So, it is the way to
prepare, perhaps, for a major depression.

The last real attempt to deal with the problem was in continental Europe in
the thirties. The French, or the gold bloc, tried to down prices. England tried it
10 years before, in the twenties, and then continental Europe in the thirties.

Senator CARTER: It is mainly because of our system of accounting, is it?
Dr. THUR: Our system of decision depends on our system of accounting.
Senator CARTER: Do you say the means are more important than the ends?

Dr. THUR: No, not at all, but we cannot realize the ends with the means we
have today. In another kind of system, where accounting has no big importance
—take a very centralized socialistic system—it is a very different kind of
decision; they can do with prices what they want. This is the price we pay for
our system.

Senator CARTER: Maybe the system is not worth the price, if we are not
getting the benefit from it?

Dr. THUR: I do not know if there is no benefit at all. It was the position of
Professor Flichter from Harvard that mild inflation is perhaps the price to pay
for expansion.

Senator CARTER: I do not think anybody would quarrel too much with that.

I have numerous questions to ask, but other people want a chance, so I will
wind up with this one.

Did I understand you to say that we are reaching a point where labour
should no longer bargain in small units?

Dr. THUR: I think it is a question of the logic of our system, that we cannot
pay the price of these very centralized discussions because our possibilities of in-
formation are big today. All the newspapers, radio and television always give the
results of these discussions. It was perhaps unimportant 30 years ago, and all
these local discussion had a local colour, but today they have always a national
colour and we have to accept they have. There is the problem of the teachers and
other groups. There is a certain solidarity between the income categories
throughout Canada.

Senator CARTER: Do you advocate the system used in Switzerland, say,
where management as a whole bargains with Iabour as a whole?

Dr. THUR: Yes.
Senator CARTER: Do you think it is feasible in Canada?

Dr. THUR: Yes—Well, certainly not today, because we have no organization
for this.
25600—2
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M. LEFEBVRE: Merci, monsieur le président. Je veux premiérement féliciter
le conférencier pour les grandes connaissances qu’il a démontrées dans son
exposé, ce matin. J’aimerais poser quelques questions, d’'une fagon générale,
parce qu’il y a certains arguments dans votre exposé ou j’étais perdu.

Premiérement, est-ce que les salaires augmentent, aprés que les prix ont
subi une hausse, ou croyez-vous que c’est le contraire?

D" THUR: Le point, c’est le point de la poule et de I’ceuf; ¢a dépend ou vous
regardez, et & quel moment vous regardez. Il y a l’année de base que vous
choisirez, et il vous paraitra que les salaires augmentent parce que les prix
augmentent. Si vous choisissez une autre base, il paraitra que les prix augmen-
tent parce que les salaires ont augmenté; les deux choses vont ensemble, et il se
produit une chose, par ’expansion, vous arrivez prés du plafond, de plus en plus,
dans le secteur; alors, vous avez élevé le prix et le salaire, et vous savez, en fait,
comment ca se passe.

M. LEFEBVRE: Mais pour dire ou ca commence. . .

D" THUR: Ce n’est pas possible. Je crois qu’on perd du temps a vouloir
chercher la cause exacte, parce qu’il y a des faux chemins vis-a-vis le systéme
économique, comme un lien de causalité; ce n’est pas ca, c’est parfaitement
indépendant, que chacun agit dans tous les sens. C’est pour ca que je crois qu’on
perd son temps a vouloir chercher la cause exacte.

M. LEreBVRE: Vous dites aussi que notre systéme économique ne pourrait
pas prendre le plein emploi, que ceci dépend, premiérement, de la situation aux
Etats-Unis. D’aprés votre expérience, en général, qui a la meilleure chance de
joindre les deux bouts,—le Canadien ou ’Américain?

D" THUR: Je n’ai pas saisi, quant a rejoindre les deux bouts.
M. LEFEBVRE: C’est-a-dire, un homme de métier, au Canada?
D® THUR: Du point de vue augmentation de salaire?

M. LEFFBVRE: Oui; c’est-a-dire, de rejoindre les deux bouts, qu’il ne dépense
bas plus qu’il gagne, en salaire; il arrive souvent au Canada que des travailleurs
dépensent plus que ce qu’ils gagnent?

Dr THUR: Aux Etats-Unis, il y en a probablement autant dans le sens que ce
serait une question de systéme spécifique, dans lequel nous sommes installés.
Disons, dans d’autres pays, on a peut-étre moins cette question, comme vous
avez, par exemple, des systémes du type anglais, dans lequel on dit,—et je crois
que la mesure a beaucoup d’importance,—on dit que pour acheter a erédit, il y a
un minimum de paiements, mais variables—et la Banque d’Angleterre, ou la
Banqu? de Belgique, ou d’autres banques centrales, peuvent décider quelle sera
la partie que I'acheteur devra payer, et il ne peut y avoir de prix a la consomma-

tion, comme pour le reste,—ce qui permet de jouer sur le multiplicateur, de
facon beaucoup plus efficace.

2 Quand vous avez une pression pour certains biens, ce que vous tAchez de
fax.re, c’est de diminuer la pression, parce que vous augmentez, et vous dites: la
vogtgre, vous pouvez l’acheter autant que vous voulez, mais on peut avoir du
crédit pour 60 p. 100 de la voiture, et non pas 90 p. 100. C’est done un
changeme{lt, suivant la position, on change les pourcentages. Mais, c’est difficile
de passer a un systéme pareil quand on est pris dans cela des dizaines d’années,
d.jans Pautre systéme, ou il laissait parfaitement libre et, 13, les gens sont engagés.
Sl‘ nous voulions faire un remous avec le systéme, il y aurait quelques années
tres difficiles 4 passer.

M. LEFEBVRE: Il y aurait peut-étre une crise économique?
D" THUR: Exactement, oui.
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M. LEFeEBVRE: Vous dites aussi que, probablement, qu’il n’y a plus la baisse
des prix, mais seulement la hausse. Comment peut-on s’attendre a une baisse des
prix dans une période de plein emploi?

D" TuUr: Il n’y a pas moyen. Je crois qu’il faut fondamentalement accepter
une augmentation légére des prix. Ce que nous aimerions, c’est que les prix
n’augmenteraient pas plus de 2 p. 100 par année.

Ici, je pose un probléme, c’est un probléme essentiellement social; il faut
accepter qu’un systéme économique peut produire n’importe quel résultat, n’im-
porte quel taux de croissance, si vous acceptez un taux élevé d’inflation. Si vous
laissez augmenter les prix de 8 a 10 p. 100, dans I’année, vous verrez que la
production va aussi augmenter autant. Vous allez dévaluer,—mais cette politique
qui était celle de la France,—ils I'ont fait depuis 1945-46, jusqu’a 1958, c’était
leur politique.

M. LErFEBVRE: Croyez-vous qu’on devrait avoir plus de réglements du
Gouvernement pour contréler la pression des prix?

D" THUR: Je ne sais pas si beaucoup de réglements. . .parce que je ne crois
pas dans le contrdle des prix, dans son efficacité; je n’y crois pas du tout. Si vous
voulez soutenir un certain contréle. Je crois que le controle ne pourra se tenir
qu’en contrélant lentement ce qui entre dans les colits, qu’est-ce qu’on accepte en
tant que coflits, au niveau des prix. Ce qui veut dire, que disons, que c’est une
opinion personnelle,—et je crois que, par exemple, qu’il y ait une législation tres
nette, par exemple, dans la publicité. La publicité colite une fortune, aujour-
d’hui, c’est fondamental. Elle arrive a quoi? Vous avez un budget de publicité,
vous savez que les 3/4, ou les 4/5 de ce budget ne servent qu’a se défendre contre
une attaque de publicité par quelqu’un d’autre. C’est dire 13, une organisation, un
systéeme énorme qui augmente les colits d’opération sans cesse, et qui, en fait,
n’est que de la dépense. Quand vous avez, dans les grandes entreprises, au niveau
continental, 50 millions de dollars en budget de publicité, vous étes sir que 35
millions, c’est seulement pour tacher de compenser, par exemple, chez General
Motors, ce que Ford fait,—et le contraire.

M. LErFEBVRE: Croyez-vous que le consommateur paye trop cher pour la
publicité?

DT THUR: Il la paye de toute facon; c’est-a-dire que tout ce qui a été rendu
sous forme de services, ca doit étre payé par quelqu’un, ce qui veut dire que ca
sera indiqué dans le cofit, par définition, et, encore 1la, il faut faire attention.
Cependant, quand on a permis cette expansion extraordinaire de la publicité, on
a infléchi dans la structure de ’activité, dans ce sens.

C’est exactement le méme probléme de discuter qu’est-ce que sont les «open
accounts». C’est bien de toucher cela, mais qu’est-ce que cela veut dire, a part
une série de magasins a chaine, ou de restaurants,—ils fonctionnent avec cela; il
y a peut-étre trop de poussée dans ce sens-la.

M. LEFEBVRE: Vous parlez aussi d’une politique monétaire et fiscale efficace;

aprés un accroissement de salaire, il faut apliquer les freins au colGt de la vie.
Pourriez-vous nous donner vos suggestions dans ce domaine-1a?

D" THUR: C’est difficile, parce que toute intervention d’un type économique
est une intervention des données, parce que la vie économique ne permet pas de
voir la vie en noir et en blanc, c’est toujours une nuance de gris. Je crois que
plus de discussion sur le sujet sera utile. On pourrait envisager, un jour, qu’on
ait une institution parfaitement indépendante dans son opinion et, en plus, ce
qu’on peut faire, comme en Allemagne, on charge quelques personnes, qu’on
appelle les sages, de déposer un rapport, un rapport qui recoive de la publicité, et
on voit quelle politique doit étre faite. Qu’est-ce qu’il faudrait faire, dans les 6

25600—2}
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mois & venir? On pourrait demander & 3 ou 4 personnes d’'une uni\_rersit’é, de
déposer un rapport qui, d’ailleurs, peut parfois provoquer des discussions énor=-
mes. C’est ca, le but.

M. LeresVRE: Une derniére question. Qu'est-ce qu’une ménagere ordinaire
peut faire, pour assurer qu’elle donne le meilleur rendement possible a sa
famille, avec le budget a sa disposition? Je crois que c’est trés important, parce
que, depuis qu’on a commencé a siéger a ce comité, c’est surtout du probléme des
ménagéres qu’on a traité, et c’est pour ca que je vous demande cette question.

Df THUR: Il est trés normal que c’est 14 que le probléme se pose le plus. Je
n’ai pas de formule magique a ce sujet. mais disons que c’est une trés longue
lutte & faire, qui est une lutte d’éducation. Ce qui est important, c’est que les gens
ne soient pas pris par un certain nombre de facteurs extérieurs, pour étre
indépendants par rapport a la publicité. Ca dépend de votre niveau d’éducation,
disons, et une publicité agressive produit exactement 1’effet adverse. On nous a
donc pris dans ce jeu-13a; ce qui veut dire qu’une personne serait relativement
libre de toutes ces influences extérieures; c’est celle-la qui a une forme de
rationalité. Je ne pense pas qu’on devrait présenter & des ménageéres des budgets
types, parce que ca change tellement d’un ménage a l’autre, que c’est pratique-
ment impossible de dire quelle est la bonne répartition du budget, par exemple,
quand quelqu’un arrive a un niveau de 5,000 dollars.

M. LEFEBVRE: C’est surtout un probléme d’éducation?

D’ THUR: Oui, et de données dans la rationalité,—qu’on ne paye pas un cent
de plus, si ca ne vaut pas la peine pour moi.

M. LEFEBVRE: Pourriez-vous nous donner votre opinion sur le systéme de
timbres-primes, et de «cents off»?

D" TuUR: Personnellement, je suis hostile & ces choses; je suis parfaitement
hostile parce que vous donnez & des personnes des choses qu’elles n’ont jamais
désirées; si elles désirent les acheter, qu’on leur laisse ’argent, et elles I’aché-
teront si elles le veulent. Mais, acheter des aliments pour obtenir finalement
quelque chose autre, ce n’est pas normal; s’ils en ont besoin, ils ’achéteront.
Le systéme de timbres-primes, ete., c’est tout de méme un cofit. Ce cotit devra
donc se retrouver dans le prix des produits alimentaires. C’est impossible de
faire autrement, ¢ca se retrouve. Il ne faut pas augmenter bien des choses
secondaires de ce genre pour que ¢a rende un mauvais service aux prix.

M. LEFEBVRE: Merci, professeur.

Co-Chairman Senator CrorL: Mr. Allmand.

M. ArLmanD: Vous avez rejeté le contrdle des prix comme une solution
contre 'inflation; mai§ vous avez dit que vous luttez plutét contre les symptomes,
plutét que les causes?

D" THUR: Oui.

M. ALLWND: Est-il possible, au Canada, que des produits, ou des services
essentiels, et si nous contrélons les prix de ces services, nous contrdlons la cause
plutét que les symptémes? Par exemple, ’acier, ou la sécurité sociale? Avez-vous

étudié le «Canada Pension Plan», I’an dernier, qui a été entrepris le 1°F juin
1966,—et les prix durant cette année-1a?

D" THUR: C’est un probléme que je n’aurais pas a étudier. Est-ce que le
«Pension Plan»’a influencé les prix, comme tels. Ce qu’il faut étudier, ca pose un
probléme de I'Etat, & savoir qu’il devrait contrdler certains prix. D’abord, quel
genre de controle devrait étre efficace? Je crois en un contrdle de législation. 11 y
a une loi, par exemple, qui détermine un prix de T’acier, a un certain nombre de
figures; ce serait trés délicat et difficile & faire. Par contre, ce qu’on pourrait
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faire, & des moments dans lesquels on a des difficultés d’approvisionnement, par
exemple, le secteur est arrivé a sa pleine capacité d’utilisation, dans ce cas, ce
qu’on pourrait faire, ce serait de jouer plus libéralement avec les importations et
les exportations,—de faire pression a travers les importations.

M. LEFEBVRE: Avez-vous étudié le controle des prix en Angleterre, ’année
derniére,—le controle des prix et des salaires?

D’ THUR: Oui.
M. LEFEBVRE: Que pensez-vous de cette facon de contrdle?

D" THUR: Il y a un certain nombre de vues qui peuvent étre obtenues, quand
vous vous retrouvez devant une situation d’urgence nationale, et que vous avez
beaucoup de difficulté d’obtenir ailleurs ce que vous voulez; ce qui veut dire que,
fondamentalement, la politique anglaise, si vous la regardez, en comparaison de
la politique américaine, ou il y a le niveau de «income policy», ce n’est pas trées
différent; c’est-a-dire, indirectement, c’est de donner un «guideline»,—combien il
peut étre supportable par rapport a la balance des paiements; les Etats-Ums ont
taché de faire la méme chose. En Angleterre, cela a une bonne portée, car les
syndicats sont fondamentaux, c’est toute une organisation différente; c’est-a-
dire, si ca nous intéresse, on essaie de se conformer a ca. Est-ce que le Gouver-
nement va ensuite controéler les organisations locales, si elles acceptent le prin-
cipe? Quelques messieurs, disons, sont les conseillers du «pricing», et tAchent de
s’en tenir a 3 p. 100, 2 p. 100. Il y a plus de gens en Angleterre qui sont
impliqués, et vous avez une expérience, dans laquelle on s’est rendu compte, et le
danger est que ca serait a la dérive dans deux mois.

M. LEFEBVRE: Si je comprends bien, vous dites que la cause principale de
Taugmentation des prix au Canada était la demande faite par les Etats-Unis?

D" THUR: En partie; ca dépend de quoi. Ce que je voulais dire,—que nous
sommes dans une économie que j’appellerais, au sens mathématique, un dérivé
de I’économie américaine.

M. LEFBVRE: Je parle de ’an dernier, la guerre au Vietnam?

D" TuUr: Non, je n’ai pas l’impression que c’est la guerre vietnamienne
qui a provoqué une hausse des prix ici.

M. LEFEBVRE: Vous ne le croyez pas?

D" THUR: Non. La guerre au Vietnam a une certaine importance. Mais,
disons que le champ militaire aussi a une importance fondamentale sur un
certain nombre de secteurs extrémement précis et limités. Je crois que les

tats-Unis se sont approchés du plein emploi, et le Canada aussi, et cela a été
beaucoup plus décisif que la guerre au Vietnam, qui est un pur accident.

M. LEerFeEBVRE: Une derniére question; je vous suggére qu’au Canada, ce
serait mieux, si les négociations des salaires étaient nationales?

D" THUR: Oui.

M. LEFEBVRE: Oui, mais, avez-vous pensé comment est-ce qu’on peut faire.
¢a, au Canada, avec notre systéme fédéral? Nous avons dix provinces.

D* THUR: Oui. Malheureusement, j’ai pensé souvent....
M. LEFEBVRE: Nous avons dix provinces,—et quatre dans les Maritimes.

D" Tui’R: Disons que la description nationale,—j’envisage moins d’avoir,
d’abord, un niveau gouvernemental. Ce que j’envisagerais, d’abord, c’est d’avoir
des organismes responsables, du c6té patronal, et du c6té ouvrier qui, un
moment donné,—ce que je veux dire, disons que les secteurs comme tels, dans
Yindustrie du textile, par exemple,—qu’on tache d’avoir une politique du cété
patronal, et du c6té syndical, et qu’on tiche d’avoir une politique de ce que sera
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la politique des salaires, et des profits, au Canada. Je ne crois pas qu’il faille
envisager ceci aujourd’hui, comme une discussion qui devra se faire avec l'ar-
bitrage car, effectivement,—on ne sait pas qu’elle est 1a. Alors, pour l'instant, il

ne faut pas envisager, je crois, les choses économiques,—ce qui est graduel. Mais,

il faut avoir de la patience, patienter 15 ans, pour avoir cela; mais, les résultats
peuvent étre quelque chose de positif, organiser, par exemple, dans I'industrie du
textile, quelque chose qui se tient. En méme temps, les grands manufacturiers
seraient organisés, pour qu’ils sachent exactement les possibilités de payer les
salaires dans différents secteurs. Il serait bon que la sidérurgie sache qu’elle peut
payer tel salaire, et que les ventes lui permettent de payer un salaire élevé,
tandis que l’autre ne pourrait pas le faire. Mais, ce qui pose le probléme, c’est
que, beaucoup de secteurs beaucoup moins bien situés, ne peuvent pas les payer.
Or, ils seront obligés de le faire, parce que les écarts deviendront trop grands, et
ils devront les payer aussi,—parce que les secteurs qui n’ont pas une existence
suffisante, a longs termes, sont aussi obligés de s’ajuster, par les prix.

Senator CARTER: If we bargain on this grand scale of industry, say the whole
brewing industry or the whole textile industry, with management on one side
and labour on the other, would that not produce inefficiency, because some
textile firms cannot pay more than others, and if they have to go down to the
lowest common denominator, would that not result in inefficiency?

Dr. THUR: I would not think so, because today in this fractional discussion
you respect all the inefficiencies on a local level, too. If you take the textile
industry and you discuss salaries in Victoriabille and Montreal, the results in
Victoriaville will be quite different from those in Montreal. Perhaps with a
general discussion for the textile industry, it would provide for the difference in
these industries. I suppose it would perhaps accelerate the disappearance of
certain very inefficient enterprises.

Co-Chairman Senator CroLL: It is well to note that the packing industry
does bargain nationally at the present time.

Senatqr THORVALDSON: Professor, I would like to comment that once again
an economist trained in Europe appears before us. I find it very interesting to
listen to you and to such gentlemen—I am referring to the gentlemen from
Swedep who came some time ago. You have detached views that our Canadian
economists sometimes do not have. I wish to make that remark, because your
remarks have been most interesting.

I presume you have followed the proceedings of this committee. I would like
to ask you one question, if the chairman will allow it.

You saw the testimony in regard to the growth of a very huge empire,
pamely., the Weston empire in Canada, which controls a tremendous amount of
industries, mainly in the food sector. Would you care to make a comment as to
whether an amount of concentration of capital and economic power, which is
indicated in t}}at, has reached the danger point for a country like Canada. When I
say danger point I mean it from two points of view, namely, to the consumer and
also to the competitive system that we pride ourselves on having in Canada.
Would you like to comment on that?

. Dr: TrUR: My first point of view is that I do not care very much about the
dimension of an enterprise, in the sense that competition among a few—perhaps
two or three enterprises—can be much more efficient than the competition
among a fractioned production system of 10,000 or 20,000 enterprises. I am not
sure that it is really a question of competition, in the case of the number. I would
;ay that two or thrge_ can be quite competitive, and if there are only two, you
d::lve a very big facility that, if there is some problem to industry, you have a

irect fiscal control on them. You can do with them what you want.
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It is much easier to influence a system of three or four big enterprises than
to influence perhaps ten thousand small ones.

The big enterprise has one advantage, its stability. It was an economist’s
dream to arrive at perfect competition. We had just one sector of growth in
competition, it was in agriculture, which was the most unstable of activities we
had. I do not believe that perfect competition has all the virtues given to it by
economic theory.

Perhaps a certain control should be exerted on the big companies. I think
that in the case of big companies fiscal control can be easily exerted.

Senator THORVALDSON: Would you care to compare the development of
control by strong economic groups in Canada, say in the food industry, to those
in, say, France or some of the European countries?

Dr. THUR: The situation is perhaps comparable in Germany, not in France.
In France in a certain amount of factors, France has a special protective policy
for many years. So they had this family enterprise, and it was a very big step for
France to accept the Common Market because on the industrial level they were
the worst prepared for a common market, because they were not organized for
big markets.

I think Germany today, and Belgium and the Netherlands, have certainly
enterprises in the food industry which are proportionately as important as
Weston Foods in Canada.

I do not remember discussions about abuses of economic power by those
enterprises.

; Sena@or THORVALDSON: Would you care to comment on England, on the
United Kingdom? Is there any concentration there in the food industry? I have
not observed it myself.

Dr. THUR: I do not know.

Senator THORVALDSON: You referred to the Economic Council of Canada,
which we all agree performs a splendid function. However, you spoke of the
problem of economic forecasting, which is important, and because of the make-
up of the Economic Council it was difficult for the Council to make long-term
forecasts. Is there real importance to the forecasting that ought to be done in a
country like Canada, long-term?

Dr. THUR: I think that today all our investments represent such deep
amounts, that you would wish to see what kind of development you have. It is
very important to have one institution discussing problems over five or ten years,
because the economic structure is quite stable and you cannot change anything in
one or two years. But in eight or ten years you can change something. If you
have a clear perception of the problem, I think you can do some work of
convinecing people why they should do what we are expecting of them to do, and
SO on.

It was a good idea to have an institution to think about these problems. It is
not in governmental administration that you can expect such results, because
they have no time for this, they always are in the direct discussion of the
problems of the day.

The problem of development is to know what to do in eight or ten years.

The first time that I met Monsieur Lesage and I was asked to prepare the
economic content of his budget speech, was in 1961. He asked me: “What do you
think, how should I organize government?” And I told him the best thing to do is
perhaps to have one minister—just one with no connections, who will never
come to the discussions in the council, who will have an excellent and very nice
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department but the only thing he will think about is what will be done in ten
years later, to find out what kind of thing should be done. 3

Mr. LEFEBVRE: Did he find that man?
Dr. THUR: I do not think so.

Senator THORVALDSON: Is there any organization of which you know socially
connected with the European Economic Market, which has a long-term policy to
study long-term trends?

Dr. Tuiir: In Europe, with the exception of Germany, each country has an
organization for this. In France it is institutional. In Belgium it is also institu-
tional, Le Bureau des Programmes Economiques. In the Netherlands, it is insti=-
tutional, they have a Central Planning Bureau, and in Italy they have a similar
organization.

In Germany, however, they have not; in Germany this kind of work is done
by the Berlin Institute.

Senator CARTER: What is the situation in Japan?

Dr. THUR: They have a government organization, the Central Planning
Bureau, for Japan.

Co-Chairman Senator CrRoLL: Mr. Boulanger.

M. BOULANGER: Monsieur Thiir, vous comprendrez facilement que déja 5 ou
6 de mes collégues vous ont posé de nombreuses questions, et, des quelques
questions que j’avais, il y en a déja quelques-unes auxquelles vous avez
répondu; je n’ai pas été nécessairement d’accord avec chacune des réponses que
vous avez données A certaines de ces questions, mais, afin de ne pas revenir sur
ces sujets, étant donné que nous sommes ici pour prendre des idées que vous
pouvez émetitre. . .

o Dr. THUR: Je ne demande pas que vous soyez d’accord, enfin, j’exprime mes
idées.

% M. BOULf\NgER: C’est ca, étant donné que ce n’était pas 1a la nature de notre
role’. '_1‘oute'f01s’, il y en a une qu'i m’a frappé, quand vous avez parlé d’organismes
exterle}zrs indépendants, et qu’il s’agissait de trouver des gens; quand vous dites
cela, dites-nous donc quelle serait la qualité ou quel serait le genre d’homme

o : < e
qu il fapdralt ‘tI.‘O}.lVEI' dans un organisme indépendant? Serait-il, encore, un
économiste? Ou irions-nous chercher ces gens-1a?

Dr. THUR: Alors, on devrait aller chercher des technocrates. Alors, les
te,chr}ogrates sont les techniciens qu’on n’est pas. Je crois qu’il ne faut’ pas
déprécier le travail excessivement efficace qui peut étre fait. Il faut avoir des
bonnes personnes quand vous avez une discussion aux trois niveaux de gou-
verpement. En 1962, exactement, lorsqu’on m’avait demandé de préparer un
p?O]et‘ de rapport sur la possibilité de tenir une exposition universelle & Mont-
réal, & la fin de ce rapport, je donnais trois problémes et aujourd’hui—je suis
tellerr\xent‘modeste que je m’en vante et je le souligne pax"ce que je n’avais pas
tout a fait tort,—j’ai posé trois problémes. On voula’ait faire, comme remlzer
a.pproche, I’hypothése que, aujourd’hui, il y a 37,000 ouvriers ’dans la cé)nstruc-
tion sur I'fle de Montréal, disons que l’on pouvait augmenter cela, avec un
certain nombre d’efforts, on pouvait obtenir, en 1966-67. 42 000 travaiileur as
plus que Fela. Done, lorsque vous avez un projet d’inve’stiséement un pro, 'Sétpde
const’ructlon, et que vous voudriez mettre sur une base un pe’tit o? ailisme
rt?presentant les trois niveaux de gouvernement, trois personnes ougr faire.
dlsons,’ un choix de priorité au point de vue de permis de constructio;n p on m’ di::
que c’était trop compliqué pour le faire. On I’a payé cher, parce que’ effre‘;:;:
ment, ce que nous avions a Montréal c¢’est une organisation de comi)agniesv(:
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construction qui est, en effet, en dehors de toutes proportions, parce que, effec-
tivement, en 1966, ou 1967, il n’y aura pas plus que 42,000 travailleurs a
Montréal. Je crois donc qu’il y a moyen de vous exprimer une opinion. Lorsqu’il
y a trois personnes qui travaillent, un groupe de deux ou trois personnes, c’est
tout—je sors une revue, laquelle est publiée 11 fois par an, et sur laquelle il y a
trois assistants et moi qui travaillons, pas plus, et, de cette facon-la, il y a
moyen de faire beaucoup de choses.

M. BouLANGER: Ca répond a cette question-la.

Dr. THUR: Car, vous savez, lorsqu’il y a une organisation de 200 fonction-
naires, cela devient trop lourd dés que vous avez un grand nombre de fonction-
naires, ou, par exemple, des professionnels, des économistes, c’est plus difficile
que lorsque vous n’avez que quelque 10 personnes. Alors, vous tracez un
programme exact et chacun sait ce qu’il veut dire, de sorte que il y a plus de
flexibilité lorsque vous avez un petit groupe de trois personnes. Alors, vous
pouvez donner du travail pour trois a trois jours de distance et demander ceci
parce que c’est cela qui est important dans ’avenir, et c’est cela qui est impor-
tant.

M. BOULANGER: Vous avez surtout amplifié sur le fait que, dans notre
systéme, qui est pratiquement impossible, j’ai pensé que je pourrais demander
au témoin comment on pourra réaliser de réduire les prix de 2 ou 3 p. 100—di-
sons que vous n’avez pas a répondre ni 4 recevoir des associations de consom-
mateurs, vous admettez cela, et, en admettant cela, puis étant donné que, par
rapport a notre systéme qui nous gouverne dans le moment, ainsi de suite, et qui
ameéne ces changements de prix, et surtout ces derniéres années, ’augmentation,
qui était le point du rapport, je n’ai pas le montant, 'augmentation au cours de
T’année passée

D™ THUR: Du colt de vie?

M. BOULANGER: Oui.

D" THUR: C’est & peu prés de 4 p. 100.

M. BOULANGER: Alors, cela veut dire, et admettant aussi, quand vous avez
répondu a M. Carter, que, dans la publicité exagérée, il y a un danger, parce que,
a ce moment-13, il entre dans le prix un surplus, c’est-a-dire que cela sous forme
de serviettes dans les boites de savon, des primes dans une livre de steak. ..

D" THUR: C’est un coft inutile.

M. BOULANGER: Alors, admettant tout l’ensemble de ceci, par exemple,
forceriez-vous une chaine de compagnies de publicité, ou essaierait-on de réduire
leur budget, dans I’ensemble? A ce moment-l3, qu’est-ce qui pourrait arriver?
Qu’est-ce qu'un comité comme le nétre pourrait faire? Est-ce que nous pour-
rions, par une loi, forcer ces compagnies qui dépensent des millions & réduire
leur budget? On se buterait envers quoi?

D" Tuir: Evidemment, on se bute toujours & un certain nombre d’intéréts;
ce qui veut dire qu’il y a aujourd’hui des intéréts extrémement puissants, car
cela engage l'industrie publicitaire, tout le probléeme de la radio-télévision,
placez sur cela tous les journaux et toutes les revues, ce qui veut dire que 1a
vous avez tous les moyens d’information qui seront contre le Parlement. Je crois
que ce qu’on veut essayer de faire, c’est bien de revenir en arriére, ce qui n’est
pas possible, de remplacer le programme. Ce que 1’on pourrait faire avec les gens
dans ce secteur, par contre, il serait peut-étre possible de limiter I’expansion de
cette publicité, et cette limitation de I’expansion, je crois, qu’elle devrait prendre
une forme fiscale, c’est-a-dire. . .

M. BoUuLANGER: Une forme fiscale?
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D* Tuir: En fait, au point de vue de comptabilisation, le colit est reporté
exactement, et il est une augmentation, disons, acceptable, parce que, si une
entreprise aprés 'autre, enfin, commence a augmenter le budget de publicité de
20 a 30 p. 100 par an, cela fait 2 ou 3 p. 100 des coiits globaux qui vont
augmenter chaque année. Je crois qu’il y a moyen, A travers la fiscalité, de
réduire la tendance a ’expansion.

M. BOULANGER: Maintenant, il y a une question, pour un homme public,
et c’est toujours délicat a poser, parce que, & ce moment-13, il y a toujours le
danger d’étre mal interprété, parce que l'on parle du public, de la masse, qui fait
les achats, qui achéte, mais, moi, je suis moralement convaincu, et je veux avoir
votre opinion la-dessus, que, si la population, la ménagére, disons, surtout,
quoique ’homme aussi achéte, et surtout lorsqu’il achéte une voiture de 6,000
dollars, que c’est au-deld de ses moyens et qu’il aurait dii plutét acheter une
voiture de 3,000 dollars, croyez-vous que, étant donné que vous nous avez parlé
de politique, du déséquilibre de ’organisation, et qu’il manque dans tout notre
systéme auprés du consommateur un systéme plus simple pour qu’il soit possible
d’éduquer les gens; moi je trouve, dans toutes ces expressions-la, parce que ce
que vous avez expliqué, quand vous arrivez devant 25, 30 madames révoltées,
parce qu’elles payent la saucisse, le savon, trop cher, cela c’est correct, mais pour
ce monde-13, ca ne veut encore rien dire. En d’autres mots, ces gens-la s’imagi-
nent qu’ils sont truqués dans les prix qu’ils payent. On va leur expliquer des lois.
Ils sont moralement convaincus que, pour une livre de beurre, ils ne devraient
pas payer plus que .60, au lieu de 70; ne trouvez-vous pas que tout cela devrait
tre placé sur une campagne d’éducation que le comité pourrait se charger de
faire, méme si cela était avec le Gouvernement, une campagne d’éducation pour
éduquer la femme, la ménagére a savoir comment acheter? Moi, ce qui me frappe
le plus—et je donne cela comme exemple—et je vous demande de nous donner
votre opinion, car vous allez prendre la dame qui entre dans le magasin, dans
I’épicerie, elle prend un panier, et vous vous demandez comment il se fait que, au
bout d’'une demi-heure, elle ait réussi & emplir son panier. Moi, je suis convaincu
qu’elle n’a pas pris le temps d’étudier article par article par rapport au prix
qu’elle payait; ne trouvez-vous pas que I’on pourrait faire quelque chose, et que
c’est 14 que ¢a manque 1’éducation?

D" THUR: Oui, d’accord. Je suis parfaitement d’accord la-dessus. C’est pour
cela que j'ai tdché de dire en réponse & une question, disant, en fait, que la
rgtionalité de I’économie se fera par I’éducation. Maintenant, il ne s’agit pas,
d‘lso.ns, d’envisager que tout le monde devra avoir demain une éducation univer-
sitaire. Il y a un moyen beaucoup plus simple, beaucoup plus efficace et effectif. Il
y a sur ce point, I'attitude de la ménagere, d’une part, et il y a un manque
d’information, qui est énorme, d’autre part, ce qui place plus ou moins notre
populAation .d’aujourd’hui-—et peut-étre la population de tous les pays, car ils ont
la méme situation. On sait que la majorité des mesures qu’un gouvernement
dgvra prendre seront, par définition, des mesures de type économique. La ména-
gere mesure limportance que l'on prend du caractére économique avee un
certain nombre d’autres choses qui, en soi, s’organisent a la condition de notre
vie. On vote, mais on vote sans avoir pris les moindres renseignements sur un
programme quelconque. Ils ont une option économique quelconque, mais rien du
tout dans I'option globale. Il y a la ménagére qui choisit chaque fois qu’elle va au
magasin, et je voudrais qu’elle ait beaucoup plus de critéres. En tant que citoyen
elle dev_rait avoir beaucoup plus de renseignements qu’elle en a aujourd’hui:
Alors, si cette éducation pourrait se faire, il reste a savoir exactement qui
pourrait la faire, et de quelle fagon, par des brochures, etc. Mais, ce n’est pas
facile parce que cela se lit, et ceci ne se lit pas. i

M. BouLANGER: La derniére question, une question additionnelle. Alors,
disons que toutes les compagnies qui font de la publicité, ces grossistes, ces

©
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manufacturiers, s’il y avait une recommandation, si on leur suggérait un budget,
disons, de 10 millions de publicité réparti dans 4 ou 5 différentes compagnies, ou
différents produits, et qu’on leur demandait dans cette publicité-1a des explica-
tions additionnelles sur le produit qu’elles offrent, des explications plus justes,
plus précises, est-ce qu’on pourrait arriver a faire comprendre & ces compagnies
que, dans le méme budget, elles pourraient renseigner de facon plus réaliste
qu’elles ne le font dans le moment?

D’ THUR: C’est difficile & faire, disons fondamentalement, plus de publicité,
de présenter le produit, disons que tout cela a donné lieu a un style publicitaire,
et la ménagere s’amuse a lire la publicité, parce que ca donne 'impression que
vous avez toutes les merveilles du monde absolument pour rien. C’est ca qui est
merveilleux dans le langage. Alors, je crois, disons que, si vous voulez, une
sorte de publicité qui renseigne sur le produit, il ne faut pas la demander ni a
T’entreprise de la faire, ni a ’entreprise de publicité.

: M. BouLANGER: Cela veut dire, en somme, que, si on admet le manque
d’information publique pour le consommateur, et qu’il faut dire 2 madame

pourquoi acheter du beeuf rouge au lieu du beeuf bleu pour 3 ou 4 cents de
différence.

D" THUR: C’est difficile, parce qu’il faut qu’un producteur commence a dire
que c’est ca la liste des avantages de mon produit; voila les trois défauts
principaux; c¢’est véritable.

M. BOULANGER: J’en aurais plusieurs autres, mais je vais laisser ma place a
un autre.

Co-Chairman Senator CroLL: Mr. O’Keefe.

Mr. O’KEEFE: Professor, would you agree that certain fiscal policies, tight
credit, for example, have an uneven and often unfair effect on different parts of
Canada? Do you agree that a dose of castor oil does not always work equally for
each of the provinces?

Dr. THUR: All our monetary policies are to a very large extent, in an
economic sense, in a liberal tradition. From the beginning our problem was that
we did not make distinctions as between enterprises. The only thing to do is to
have a general means of intervention, and it seems that that means is money. We
always suppose that it is perhaps the most neutral means of intervention. Today
we are quite convinced it is not necessarily so. There are perhaps some unfair
effects for certain types of enterprises for particular reasons. This could be quite
true. To change this is possible, but it would require very long effort. First of all
it is difficult to make or to realize a project of Mr. Kieran’s on this problem—the
generalization of banking policy in Canada. I do not know if it is possible. It
could be possible, perhaps, one day, but you have changes to make in the
banking system. It is just impossible for a bank with a federal charter to make a
regional difference, and it is much more difficult for enterprises in different
sectors because this policy would mean that you give credit scopes to different
enterprises or to different sectors, and it should be done by the Bank of Canada.
It would be a very long procedure today, and not necessarily the best.

Mr. O’KEEFE: We have heard a lot about the 11 per cent sales tax and its
effect on the low income group’s budget. Would you change this tax from goods
to services, or is the present policy more equitable?

Dr. THUR: Not exactly, because this kind of transmission tax applies in every
country. It is a means of paying tax revenue to the government. Now I am
convinced that all these taxes are always paid by the consumer, and the problem
is to know who should pay and for what exactly. I have no preference because
services are consumed in the same range by persons in the low revenue bracket
as by those in the very high.
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Mr. O’KEEFE: But surely not to the same extent.

Dr. THUR: Not necessarily to the same extent, but I don’t know if it coulc! be
changed because it would be quite difficult to have eleven per cent on medical
services and so on.

Mr. O’KEEFE: I think that is a change. What is your opinion of the possible
policy of a guaranteed basic income for all Canadians?

Dr. TaURr: I think it will be a trend which will develop and strengthen in the
future. The problem is the following: We accept that there is some inflationary
evolution in our development. Now if we have just private security the prob-
lem is very costly.

Mr. O’KEErFE: I don’t quite understand that.

Dr. THUR: If you have to organize your own personal security it is quite
expensive. And it will be expensive for the results you will get at the end,
because the problem is you have a 2 or 3 per cent price increase every year.
What does that mean to a private pension plan?

Mr. O’KEEFE: What about a basic minimum income clause?

Dr. THUR: With a private plan you have a revenue of 68 or 65 or 70, w1.1ic.h
represents 65, 60 or 62 per cent of what you can expect today, so I think it is

unavoidable that the Government should enter this field and organize minimum
security for everybody.

Mr. O’KEEFE: Do you think this is a good thing?
Dr. THUR: Yes. It is a question of living with our fear.

Co-Chairman Senator CRoOLL: Even the chairman thinks that will be a good
thing.

Mr. O’KEEFE: What effect do you think the tragic war in Viet Nam will have
on Canada ultimately?

Dr. THUR: There is certainly the economic effect, but I would not like to
over-emphasize this effect because our problems are not closely connected with
the problem of the war in Viet Nam. Without the Viet Nam war perhaps the only
difference we would have today—it would be the same price and wage increases
in 1965, the same price and wage increases in 1966—it was a problem of getting
the flow to a ceiling and perhaps the situation of depression today.

Mr. O’KEEFE: It is true to say that Canada really has not benefitted by this
tragic war?

Dr. THUR: No, I do not think it has.

Mr. O’KEEFE: Do you foresee any recession or depression in the near future
in Canada?

Dr. THUR: It could arise very easily now. It is not sure today, but it could
be the case perhaps. It depends on the circumstances, on the Viet Nam conflict,
because if in the United States there is some slowing down we will be in a
depression. There are signs of slowing down in the United States, but, on the
other hand, there is a neutralization by the military expenditure. Without a
rapid increase of military expenditure it would be quite difficult today not to
foresee a recession. The problem is to know if really military expenditures are
what they appear to be. So these expenditures could be down for other purposes
too. It is not necessarily only the military.

Mr. O’KEEFE: What is your opinion?

Dr. THUR: .I do not know, because I do not like this kind of prediction if I
have not sufficient reasons. I know today we are in a slow-down period. Our

v
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expansion is slowing down. It could become a recession from now on, but there is
no necessity that it should arise.

Mr. O’KEEFE: How would you avoid this possibility?

Dr. THUR: I think the measures today are just, in this sense: a drop of the
interest rate in this country, and then some projects in the construction industry,
and so on.

Mr. O’KEEFE: That is obviously being done. Can you suggest anything else
we should be doing?

Dr. THUR: That it quite difficult to say, what we should do, in the sense that
the problem is—and that is perhaps my point—to prefer a kind of organization
for long-term projection, so that if you have some long-term plans you know
how to spend money, if you need to spend it, and in an efficient way, because
today if we decided to spend money, I do not know for what and for what
economic advantage. I would not advocate today very big increases in spending
on social welfare and so on. I do not know. It is not necessarily the way to do it.
Perhaps if there are some problems, the best way to deal with them is with some
income tax cut, perhaps in June or July, if there is some necessity for this.

Mrs. MacInnis: I would like to get at one or two of your views on controls.
Let us take an example, this proposed legislation in Quebec which will introduce
a rental control board operating around the Montreal area for the duration of
Expo. Do you think this is a good principle for controlling rents?

Dr. THUR: No. What they are doing is to avoid the problem of very big
shake-ups. I think it is a very temporary measure, and it is not intended at all to
be a permanent body for control.

Mrs. MacInNis: You think it would be good temporarily?
Dr. THUR: Yes.

Mrs. MacInNis: Why would it not work on a permanent basis?

Dr. THUR: If you have these controls, as in the case of rent controls, then
there is no construction at all, and you have dwelling problems for the popula-
tion. There should be a fair economic return on capital spending. So, if in
secondary industry you have a better return than from housing, why should you
invest in housing?

Mrs. MAcINNIS: We are interested in the price of housing and rents. How

does one control rents so that people would not see the rent going up and up and
up? Is there any way of doing that?

Dr. THUR: It was done, I think, everywhere during the war period, that the
rents were controlled.

Mrs. MAcINNIS: I am asking whether this should be done on a permanent

basis, because right now we are experiencing rising rents. Should there be a
control?

Dr. THUR: I think not.

. Mrs. MacINNiS: What are we going to do to keep down the cost of living in
the housing field?
Dr. THUR: It would be just a kind of pressure on just one sector of prices,
and I do not know really if it is a solution to the problem, because 10 years later
you will have a housing problem.

Mrs. MacInnis: All right. I will come back to that.
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One question on this advertising of these large concentrations, these big
firms. Do you think it would be a good idea to recommend action along the line
of limiting the amount of budget, by law, they could put into advertising?

Dr. THUR: The increase of their budget.
Mrs. MAacINNIS: The increase in the amount for advertising and promotion?
Dr. THUR: Yes, or have some ratios of total cost, and so on.

Mrs. MacInnis: I would like to get at this business. You could educate
housewives, and you should educate housewives and consumers along various
lines, but I do not think you could or should educate housewives to pay prices
beyond their means. If we cannot take measures to keep prices down—and you
seem to be pretty doubtful about that—what measures can we take to keep
incomes in line?

Dr. THUR: That is always a problem. It is a question of point of view. The

housewife is afraid to pay the price she has to pay, but she is not afraid at all
that her husband is on strike for a 25 per cent increase.

Mrs. MacINNIS: But the reason why he is on strike in the lower groups is
very frequently because there just is not enough coming in. You know about
people in the low income groups who cannot afford the kind of food they must
have.

Dr. THUR: Yes. Certainly, it is a question of a fair situation for everybody,
but I do not suppose today there are income groups in Canada which have lower
real incomes in ’66 than they had in 1964. Of course, there are some pension
categories, and so on. There is always the problem of general security, because if
you have a private pension plan and you pay in $150 a month, what does it
represent 30 years ahead?

Mrs. MacINNIS: Yes, but we do know there are certain income groups in
Canada who pay 40 per cent of their budget for food whereas other income
groups pay only 20 per cent. Does not that mean that the ones who have to pay
40 per cent are condemned to a much lower standard of living—and here I am
thinking of other things than food. How are we going to get a decent standard of
living for Canadians when we cannot interfere with the prices that the big

companies want to charge and, on the other hand, we cannot move up incomes?
What are we going to do?

Dr. THUR: But, on the other hand, the high income groups are consuming the
services. If you look at the increase in prices over the past 5, 10 or 15 years you
will see that the biggest increase has been in the price of services. It has not been
in the price of food. The increase in the price of food was an explosion.

Mrs. MacInnis: But food is not the only element. Many other things go into
the making of a modern standard of living. What are we going to do? We are
investigating the cost of living. What are we going to do to get this good
guaranteed all-round standard of living for people if we cannot have control
over prices? What measures should be taken.

Dr. THUR: Today I think there is—

Mr. ALLMAND: May I add a supplementary? Increased production would be
a step towards lower prices.

Dr. THt'n}: The on}y thing to do is to have better jobs, and better paid jobs,
and so on. It is a question of expansion then. But, I do not think that today there

is a possibility of legislation with respect to incomes, and in such a situation an
incomes policy is involved.




CONSUMER CREDIT 2485

Mrs. MAcINNIS: But you do believe, do you, that we will have to work
towards an incomes policy in this country?

Dr. THUR: Yes, but it is a 25 years’ prospect.
Co-Chairman Senator CROLL: I am sorry, but I shall not see it.
Mrs. MacInnNiS: I have an old gentleman of 106 in my riding.

Now, I would like to come back to this other angle, if I may. You spoke of
the desirability and necessity of long range forecasting, and you spoke also of the
difficulty of getting an objective body to make those forecasts.

Dr. THUR: There are two things—the long range and the short range. I think
the long range forecasts can be done, and are done in certain circumstances, by
the Economic Council of Canada.

Mrs. MAcINNIS: Yes.

Dr. THUR: For the short term forecasts you need just a very small organiza-
tion—an advisory organization, that is all.

Mrs. MacInNis: Well, again, are you not going to run into the same difficulty
of getting objectivity? How are you going to find in that small advisory group
the objectivity that you pointed out so well was so very difficult to find even in
the set up of the Economic Council now.

Dr. THUR: I think that in three or four years there are no problems with
respect to objectivity. It is very objective. It is, perhaps, too objective. There is
no discussion at all.You cannot discuss a report of the Economic Council because
it is so objective and so proportionate. There is no angle at all. As for the short
term forecast, I think it helps to have three independent men in Canada making
it, and it is possible to find three independent men.

Mrs. MAcINNIS: Referring to forecasts, do you also believe that these people
are capable of outlining certain plans and being able to advise the government
on long range planning?

Dr. THUR: It should be the duty of such an advisory body to say: “We see

the problem this way, and we see that this should be done in the short term”,
but that is all.

Mrs. MAcINNIS: There is one last point that I want to get at. What should be
the guiding principles in such planning? What is one trying to do with the
economy—+to keep it in balance, or what?

Dr. THUR: To endeavour to maintain a certain kind of balance, and to avoid
fluctuations in social costs—and unemployment is a very high social cost. In long
range forecasting it is a matter of the choice of the kind of economy the
Canadian wants. It is really a problem of colour T.V. or, perhaps, of education
—there are some priorities. Over 20 years you can choose priorities, but over two
years you cannot. All your priorities are given for a very short period because
you cannot change a long term trend in a very short period. You have some
options in a longer period.

Mrs. MAcINNIS: Could I dare ask you to name a few priorities that would be
important to you as an economist.

Dr. THUR: I think there is—the economist in a value judgment is not any
better than anybody else in this country. If it is a question of a very general
choice then I am not interested at all to give my personal choices. Perhaps they
will meet with some agreement, but perhaps not. I think that everybody in
Canada is as well situated to have some ideas on the general objectives of an
economy as I am, because economics is the science of means; it is not the science
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of aims. Our science is as to methods of how with a limited amount of resources
or factors of production you can get the best results. But, what kind of result is
open to the population to—

Mrs. MAcINNIs: In other words, there is still a function for government?
Dr. THUR: Yes.

Co-Chairman Senator CrorL: If I thought he was going to advocate the
doing away of government then I would not have invited him here.

Senator McGRAND: Most of my questions have been answered or partially
answered. You said earlier in your remarks that a price increase of about 2 per
cent a year would be a normal behaviour in our economy. Now, in order to
maintain that would it be necessary that wages and profits rise only in that
proportion?

Dr. THUR: No.

Senator McGRAND: What I am getting at is: Is it fair to discuss this rise in
the cost of food and living at the three levels of profits, wages and taxation?

Dr. THUR: Yes. The first question is with respect to a price increase of 2 per
gent. This is just the difference between a cost increase and a productivity
increase. If you have a general cost increase of 5 per cent and a productivity
increase of 3 per cent there is no problem. You have a price increase of only 2
per cent, and that is all.

With respect to your second question, I think that what you touch on in the

;chrei.propositions is just an incomes policy. It is exactly that—wages, profits and
axation.

Senator McGRAND: I am sorry, but I did not hear you.

Dr. THUR: The second point is a question of discussing how to manage
wages, profits and taxation in the food industry. Now, there can be, perhaps,
some very particular interventions in the food industry, but I do not advocate a
special intervention. I do not think that it is very important. But, on the whole,
what you touch on in your question as to profits, wages and taxation is the rev-
enue of the state, and this implies an incomes policy, and that is all. So, if you

accept tomorrow, perhaps, the possibility of an incomes policy then all of these
three problems are regulated.

Senato_r McGranD: The thing is this, that over the past few years we have
pad a considerable increase in salaries and wages, and we have had an increase
in taxation. We hgve had an increase in the social security level. In spite of these
1mpr9vements~b1gher wages, better social security measures, together with the
taxation to provide for them—people find the cost of living squeeze perhaps
harder to bear than they ever did before. What is the reason?

: Dr. TI:II'jRE Because of un point de sensitivité—a sensitive spot. I think that
if your price increase exceeds 43 per cent you have this kind of reaction, and
when your increase is about 2 per cent you have no reaction at all. Between a
normal level and the actual situation there should be about a 2 per cent dif-

ference. If it would be perhaps from 3 per cent to 5 per cent or from 2 per cent
to 4 per cent, you reach a reaction from the population.

. We are discussing today, I think, real prices. However, also the pressure is
going down. The maximum pressure was between July and perhaps October and
November, and our price increases are going down now. This will continue for

se\'lera‘l months, and certainly one year because of a generalization of a certain
price increase of a month ago.
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Senator McGRAND: Would you agree with me that in spite of the rise in
salaries and wages and our social security measures and the increase of taxation
to provide social security measures, people are finding it as hard as ever to buy
the necessities of life today?

Dr. THUR: Yes, certainly.
Senator McGRAND: Then what is the answer?

Dr. THUR: I am not sure that it is objectively more difficult than it was one
year ago.

Senator McGRAND: I do not mean just now compared with a year ago, but I
will say over a period of 15 or 20 years.

Dr. THUR: Yes. There is some delusion concerning the situation, because if
you look back over a period of 20 years you will never have bad memories, they
are just good memories.

Senator McGRAND: I am not a reactionary, you know. I am a left-winger.

Dr. THUR: But we forget the small difficulties of life 20 years ago. You
cannot have a memory of a headache you had ten years ago. I think there is a
great delusion about the manner of living 20 years ago as compared with the
manner of living today, because the standard of living today is certainly about 25
per cent or 30 per cent higher, and perhaps more, than it was 20 years ago.

Senator McGrRaND: What I am trying to arrive at is, did not the average
Canadian 15 or 20 years ago have as much money to meet his obligations as he
has now?

Dr. THUR: Yes, certainly.
Senator CARTER: But he did not have the same obligations.

Senator McGRAND: The obligations have increased, and the standard of
living has increased.

Dr. Tuiir: Obligations can be a very subjective thing, because if you
purchase a car for $6,000 or $7,000, that may not be an obligation according to
your social standing. You never will have sufficient money to buy everything,
that is impossible.

Senator McGRrAND: That is what I have been trying to find out from
somebody for months.

Co-Chairman Senator CrorLL: Have you further questions, Senator
McGrand?

Senator McGRrAND: I have finished, but I have not yet received the answer.

Mr. BOULANGER: When the witness answered my question as to what people
should buy, he said it is a question of buying a car in relation to one’s personal
comfort, and that a car which cost $6,000 or $7,000 is just as good for one’s
purpose as a $3,000 car. One person feels he should have two cars instead of one,
or perhaps one costing $3,000 instead of $6,000. You choose for yourself.

Co-Chairman Senator CrorL: Arising from a question asked by Senator
Thorvaldson and perhaps not clearly on the record, and because you have a
background that seems to fit into the question, can you tell us, Professor, in order
that a layman may understand what is keeping Britain out of the Common
Market? In short, we are a bit confused. Why are they keeping her out, or
attempting to do so?

Dr. THUR: The big problem of Britain today is that it is a socialist organiza-
tion. It is a very strong trade union organization, and in order to have an efficient

income policy you need something that is efficient in comparison with other
25600—3
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untries, because we have no absolute standard in economics'. You can be foole'd
ic: economics, but not more than your neighbouf' _at all. So I think }Brlt'fun today is
expecting from the Common Market competitive pressure Yvhlch it does not
have, competitive pressure of Germany, Italy, France, Wh.lch w1l'_l be. more
efficient for checking price increases, wage increases, than is the sm{atlon of
today. They have an organization which is not very efficient in a certain sense,
because Sweden and Portugal and Austria are not really competitors of British
goods. So I think in joining the Common Market the British industry would have
a higher degree of competition than they have today.

Co-Chairman Senator CRoLL: Then why should Britain be attempting to
fight a competitive position that is very difficult?

Dr. Taiir: Very difficult, but it is perhaps the only way to have an efficient
economy. You can have every kind of economy if you are completely protected,
but it can be very inefficient.

Co-Chairman Senator CRoLL: The purpose then is to make their own econo-
my more competitive?

Dr. THUR: You oblige their own economy to be more competitive.
Co-Chairman Senator CROLL: Then why is France opposing it?

Dr. THUR: There are some problems in the Common Market and especially in
the United Kingdom joining the Common Market, because the United Kingdom
is a world power and has world ties so the United Kingdom cannot enter the
Common Market without some very specific conditions. In regard to those very
specific conditions, France will perhaps disagree.

Co-Chairman Senator CrRoLL: Has France a veto, or has any other power a
veto?

Dr. THUR: Everyone has a veto.
Co-Chairman Senator CROLL: So Denmark could have a veto?

Dr. THUR: No, Denmark is not in the Common Market.

Co-Chairman Senator CRoLL: Is Sweden in the Common Market?

Dr. THUR: Sweden is not in the Common Market. There are six.

Co-Chairman Senator CRoLL: Does Belgium have a veto?

Dr. THUR: Yes.

Co-Chairman Senator CROLL: Any one of those six has a veto, so there is no
special responsibility?

Dr. THUR: They will not—

Co-Chairman Senator CROLL: They have said that.

Senator THORVALDSON: On the point of the Common Market, may I put it on
the record that some of the finest literature I have read in regard to the Common
Market is contained in the current issue of “Round Table” which came out a
couple of weeks ago. There is in particular an article by Monsieur Paul-Henri

Spaak in regard to Britain taking part and I think it is the finest I have read in
reference to the Common Market.

Mr. BouLANGER: You asked an opinion on this Comm:
an opportunity to ask about the same informa
and wages and the control of industry like, as

: on Market. It gives me
tion. What is the freezing of prices
in last year?

WithCo-Chairman Senator CRoLL: That is a domestic problem they have to deal




CONSUMER CREDIT 2489

Mr. BOULANGER: Some people in this country said many times since last year
that they should have done it or should have tried.

Co-Chairman Senator CRoLL: I did not hear many people.
Mr. BouLANGER: I did. I will ask about it again.

Senator CARTER: I think I misunderstood the translation. I thought I heard
that there was one point at least at which you disagreed with the Economic
Council. If that is correct, what would you say about it?

Dr. TaUR: I did not exactly disagree. I think that there was one point or
perhaps two small points.

The first one is that the report is a perfect report but perhaps too extensive
on this price issue, so what I am challenging is all the discussions about the
origin of inflation.

The second is perhaps the too negative position towards income policy. I
agree completely that today it is of no aid to Canada or for the next year it is of
no aid for income policy; but in ten or 15 years it is something. It is a line which
should be discussed and should be underlined in the future as well as in the past.

Senator CARTER: Would you say that our present monetary system is too
antiquated to permit the benefit of the mass distribution of the fantastic wealth
that is possible, that can be created today by automation and synchronization?

Dr. THUR: Our monetary system—I do not know that there are really
problems about our monetary system.

Senator CARTER: I am talking about the system, not the policy.

Dr. THUR: Money is quite a kind of institution and it develops according to
the needs. It had a gold price and so on for 150 years; then we had bank notes as
a second development; we have today cheques as a third development. There is a
possibility of extension and change.

Senator CARTER: Would you say it would be better if money were limited to
its use as a medium of exchange and not used as a commodity to be bought and
sold?

Dr. THUR: Money has to be a commodity. It is a commodity like all the other
commodities, with just one difference, that it has a general power of choice on all
the other groups, and so on. It is a commodity of itself. So money has an
advantage, because it is useful and there is not plenty of money, there is some
scarcity of money. A good money must have two conditions—it should be useful
and there should be an area of scarcity.

Co-Chairman Senator CroLL: Would you mind telling Senator Carter if
there is any alternative for money?

Dr. THUR: There is not, because it is a problem of what you are using. You
can use other things. Historically, one used everything.

Co-Chairman Senator CrorL: The credit card.

Senator McGranD: Coming back to a question I asked, I did not get a
satisfactory explanation. Dealing with the increased cost of food, clothing and
the necessities of life, in order to buy them and provide money for the increased
cost of food, shelter and clothing, will the two per cent increase in wages or
salaries meet that obligation or necessity, or is it necessary to have a three or
four per cent increase in salaries and wages to meet that normal increase or will
two per cent cover the cost of necessities of life, taking in food and shelter? What
are the other factors which enter into this and make it necessary for a higher
rate of wages and salaries to be paid in order to meet the normal increase that
you would expect? It is an academic question,

25600—33
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Dr. Tui’R: Wages and salaries are related directly to a productivity concept.
If productivity progresses at three or four per cent, if wages and salaries
progress at three or four per cent, there is no reason at all for a price ghange, th.e
general level of prices will be the same. If there is a two per cent. increase, it
would mean that the nominal wages are growing faster at every period, perhaps
nationally faster than productivity does.

In this connection, the wage increase becomes quite indifferent. If we have
the productivity increase of eight per cent, and if wages increase by elgl.xt per
cent, there will be no price effect at all. But if the increase were only six per
cent, there would be a price increase.

Mrs. MacINNIS: What is to stop price increases even if wages and produc-
tivity stay in line?

Dr. TuUR: If price and wage increases are just in line, the Qroblem is t.o
know what kind of productivity increase you can achieve. On a national level, it
is very difficult to have more than three per cent.

We have a supplementary problem that, if we have a progress in productivi=-

ty of three per cent a year, it does not mean at all three per cent for everybody,
and there is the problem.

On our general level of prices, they can be completely stable, but we will

have price effects on some categories of prices, because in some categories there
is no productivity increase.

Mrs. MacInnis: We are talking about administered prices, these big firms,
what is to stop them from raising their prices to whatever they like, even if the
other two are in balance. What is to stop them from doing it? We have had
people here before us and they have said that frankly their job was to make a
profit. What is the limit to the amount of profit they set in their minds to reach?

Dr. THUR: Generally, there is no ceiling for profit, but there is a lower limit.

This lower limit is perhaps six or ten per cent that they have to pay for the loan
of capital.

Mrs. MacInNts: But if they have the capital themselves, because they do not
distribute their dividends?

Dr. THUR: If you do not distribute dividends, then your shares have not the
same preference, because the shareholders are paid by an increase of assets, so I
think that if an enterprise is self-financing of their investments, there is a need
to realize about six or seven per cent of profit, as minimum profit. If they do not
do so, the problem is that they have shares and investments and the investments

are not very good paying so that the shares will have low prices and the
shareholders will not be content. That is all.

Senator THORVALDSON: This question may have been asked. There are eleven
months left in this year. I was wondering if you could make a firm prediction, or

have you made it in your own mind, as to the likely trend in food prices between
now and the end of 1967?

Dr. TuUr: It is my opinion that the price increase in Canada is slowing
down, but that there will be a further increase in the Montreal area.

Co-Chairman Senator CRoLL: Because of the special conditions there at this
time?

Dr. THUR: Yes.

Senator THORVALDSON: But there will be a lowering of prices in the rest of
Canada?

Dr. THUR: Yes.
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Co-Chairman Senator CrRoLL: Mr. Boulanger, did you have one more ques-
tion?

Mr. BouLANGER: No. The answer has already been given to Mr. Allmand
about the policy in England.

Co-Chairman Senator CroLL: That completes the questions, then. May I say
to you, Professor, that by the very questions that have been asked here today
you must realize how interested the members were in “picking your brain,” and
a good brain it is indeed. The information you have given us is very valuable and
all I can say to you is that we feel beholden to you. Thank you very much.

Dr. THUR: Thank you, Mr. Chairman.

The committee adjourned
—Upon resuming at 3 p.m.

Co-Chairman Senator CRoLL: Honourable Senators, ladies and gentlemen,
our witness this afternoon is Walton J. Anderson, Director of Research,
Agriculture Economics Research Council of Canada. The Council is an independ-
ent research organization, established three years ago to carry out research in
agricultural economics and rural sociology. Prior to joining the Council, he was
professor of agricultural economics at the University of British Columbia. He has
published numerous works for the Council some of these being Review of
Agricultural Policy in Canada, Symposium on International Trade in Agricul-
tural Products, Symposium Study—Rural Canada in Transition. A recent
publication is Canadian Wheat in Relation to the World’s Food Production.

You have a brief before you, and I have asked the witness to read the brief
and then we shall have a period of questions and answers.

Dr. Walton J. Anderson, Director Of Research, Agricultural Economics
Research Council of Canada: Mr. Chairman, honourable senators and members, I
have prepared the brief in which I have attempted to do two things with this
subject—prospects for world food supply. The first is to state some of the basic
elements of the situation and secondly to say something about the projection for

growth on both the demand and supply sides, and at make some suggestions as to
what I think this means.

The Basic Elements: The total requirement of the world for food has two
dimensions, namely, the consumption of food per capita and the number of
people. The magnitude of the first of these factors is determined by physical
need, purchasing power and individual tastes. The determinants which govern
the size of the human population are more difficult to isolate; demographers
when making projections of population numbers rely heavily on the trends from
the past.

The evidence indicates that the growth in population will be a most impor-
tant factor determining the future requirements of the world for food. World
population, which is now 3.5 billion persons, has been projected to increase at
the rate of two-thirds of a billion persons over 10 years. The demand for food is
also influenced by purchasing power. Per capita income for the world which now
stands at US $505 has been projected to increase by US $200 over 10 years.
Later I will indicate that the distribution of this income varies greatly through-
out the world.

Since the end of World War II the rate of expansion of food output has
barely equalled the rate of population growth in the world. This is generally
viewed as unsatisfactory because many of the world’s population continue to be
short of food by nutritional standards. The World Food Budget, 1970, prepared
by the United States Department of Agriculture, states that two-thirds of the
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world’s people live in lesser developed countries with nutritionally inadequate
national average diets. The Budget also projects food deficits in 1970 as equiva-
lent to 54 million tons of grain, 6.5 million tons of nonfat dry milk, 3.2 million
tons of pulses and 3.1 million tons of vegetable oil. The cost of the food
represented by this deficit at 1963 prices would be US $6.8 billion per year.

The prospects for fulfilling the requirements are determined by a number of
factors: these include: (1) the available supply of land; (2) the amount of capital
used by agriculture for the production of food products which, together with the
quality of the technology used by producers, determines the yields from land,
labour and capital; (3) the policies of the undeveloped countries as they affect
the prices of farm products, and the cost of the inputs which are used in
production; (5) the investment in research for expanding the potential food
supply:; (6) there is also the matter of international and interregional trade,
which serve to make the cheapest sources of food available to the population.
International trade may take place under two distinct sets of circumstances; one
of these is the normal commercial channels through which products are.ex-
changed at prices determined by some set of economic forces, including prices
negotiated between the importing and the exporting countries. The other is often
ca}lled food aid or noncommercial sales which refer to concessional sales and
direct gifts of food to developing countries.

There are three main groups of countries in the world viewed from the
standpoint of economic development and the degree of central direction of the
economy. These groups are: (1) the developed countries (DC), (2) the centrally
planned countries (CPC), and (3) the lesser developed countires (LDC).

These categories, I might say, are used by the United Nations.

The centrally planned countries stand apart because of the greater cen-
tralization of decision-making; in terms of development, countries within the
centrally planned group are found in the full range of developed and lesser
fleveloped countries. In each of those two groups the rates of population and
Income growth are different. Also the food supply situation differs between the
groups, and so does the possibility of expanding the food supply.

Turning now to projections of growth in which I compare the lesser
developed. countries and the developing countries, I have a table appended to this
paper w_hlch I am going to refer to from time to time that is attached with a
paper clip so that if you want to follow it I have made it easy to remove.

This table shows:

(1) The population and income in 1965 in each of the three groups of
countries, (2) the rates of growth of population, of income, of the demand for
foo<;ll, and of the production of food; each rate has been projected over the
perl.od 1965 to 1975. These are data which have been accepted by the United
Natxpns Food .and Agriculture Organization, and have been confirmed by studies
carried out within the United States Department of Agriculture to provide basic
data for The World Food Budget, 1970.

Column .(1? of the table shows that 45 per cent of the world’s population in
1965 was within the lesser developed countries; to this must be added the
populathn of those centrally planned countries which are in the developing
stage; this would bring the total population in lesser developed countries up to
about 65 per cent of the world total. The second column indicates that the rate of
growth of population, projected 1965 to 1975, is more than twice as fast in the
lesser developed countries than it is in the developed countries.

You will note the rate is given as 2.6 i
A .6 per cent per year in the lesser
developed countries and 1.1 per cent per year in the developed countries.
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In terms of income the situation in the world is the opposite to that of
population. Approximately two-thirds of the world’s income is generated in the
developed countries and only 12 per cent in the lesser developed countries. That
is shown in column 3 of the table, which gives the percentage of income
associated with each of those three categories of countries. Expressed in per
capita terms the income in developed countries is 11 times what it is in lesser
developed countries. This is shown in column 4, where you will note that the
income per capita in 1965 in the lesser developed countries was $133 per capita
as compared with $1,506 per capita in the developed countries.

Projecting the rate of growth of income to 1975 indicates that the rate is
somewhat higher in the lesser developed countries than in the developed coun-
tries. This is shown in column 5, the first part of which shows the growth rate
1965-75 in per cent per year. These are expected ranges, a high rate and a slower
rate of growth in each of those categories. You will notice that the rate of growth
in the lesser developed countries is expected within the range of 3.9 to 5.8 per
year and in the developed countries it is 3.5 to 4.8. However, this higher rate will
be partly due to the more rapid growth of population in the lesser developed
countries; thus when the growth of income is reduced to a per capita basis the
projection shows a rate that is considerably higher in the developed countries
than in the lesser developed countries. That is shown in the second part of
column 5, where the expected rate in developed countries is in the range 2.3 to
3.6 per cent per year and in the lesser developed from 1 to 2.9 per cent peér year.

As indicated in the first paragraph, the demand for food is made up of two
main elements, one of which is the size of the population, the other being the
consumption per capita. Changes in the latter to a large extent are determined
by the changes in income. The combined influence of population and income
growth on the expansion of the demand for food is shown in column 6. The data
indicate that in the developed countries the projected rate of growth in the
demand for food is in a range of 1.6 to 1.8 per cent per year. In the lesser
developed countries the projected rate ranges from 3.1 to 3.8 per cent per year,
which is approximately double that of the developed countries.

The production of food in the world has been projected and is shown in
column 7 in order to provide supply data comparable to the projected demand
for food. The data in column 7 indicate that the production in the developed
countries is expected to grow at the rate of about 2.0 per cent per year, while in
the lesser developed countries it is expected to be considerably faster, the rate
being 2.8 to 3.6 per cent per year. The significant fact, however, is that the
projected rate of growth in production is greater than the comparable growth in
demand in the developed countries, while the reverse is true in the lesser
developed countries.

So, if you compare columns 6 and 7 in developed countries you will see the
projected rate of growth of food production is greater than the rate of growth of
population, while the reverse is true in the lesser developed countries, the rate
being somewhat higher in food demand than in food production.

In connection with these rates of growth it is important to note that the food
production of the developed countries assures adequate diets. A large proportion
of the people in the lesser developed countries are inadequately fed by reasona-
ble nutritional standards of calorie intake, or of balance in the diet between
energy, proteins and fats; there has been little change in that position over the
postwar period. Therefore, the slower rate of growth in production in the lesser
developed countries is significant in that it indicates a tightening of food supplies
per capita in countries where the diets are already inadequate.
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I raise one or two questions about this situation which I would like to deal
with now. Why not adjust the uneven world distribution of food through greater
trade in food products? International trade like the exchange of products be-
tween regions within a country, enables everyone to participate in the advan-
tages of supplies from areas where the costs of production are the lowest. The
world trade in foodstuffs, while quite substantial, takes place in large measure
among the developed countries themselves. The fact is that the developed
countries and the lesser developed countries have tended to be insulated from
each other with respect to commercial trade in foodstuffs because of trade
restrictions, exchange controls and lack of purchasing power on the part of the
lesser developed countries. While the exports from the developed countries to
the lesser developed countries are limited in the commercial market, there have
been sizeable transfers in recent years under food aid, including gifts and con-
cessional sales. But the supply-demand imbalance in the lesser developed
countries is so great that students of the subject are agreed that the real solu-
tion to the impending greater pressure of demand on food supply is to produce
more within the countries themselves. The reason is that it would require an
inordinate shift of the resources within the developed countries if they were to
undertake to supply sufficient food to fill the gap under food aid or concessional
sales. It would be a burden of cost on the developed countries which they likely
would be unwilling and probably unable to assume.

Then I ask: Why is it that the developed countries have been so much more
successful in relating the food supply to the growth in population than has been
the case in the lesser developed countries? Part of the explanation is the fact that
the developed countries, when they were experiencing the rapid rate of growth
in population which occurred during the 19th and early part of the 20th century,
were able to expand considerably the land area devoted to agriculture into the
western regions of the United States and Canada.

The developing countries at the present time do not have the same oppor-
tunity to expand the area under cultivation to feed their expanding populations.
The_refore, the means available to them to expand the food supply is primarily
by increasing the yield per acre. Such increases, in fact, have occurred in the
developed countries. Grain yields in the United States, for example, have in-
creased substantially since the 1940’s; so have they also in Japan and in Britain
at an earlier date. These increases in yield per acre have been achieved by
expandlng the use of inputs, including fertilizers and other commercial products,
which increase the productivity of land.

I should like to say a little bit more about expansion within the lesser
deve]oped countries. Why, then, have the lesser developed countries, faced with
the serious problem of population expanding faster than food supply, not taken
advantage of the possibilities which, in the developed countries, have proved to
be.ef’fective in increasing food output per acre? The answer is partly in the
attitude toward economic development, which is reflected in policy. The lesser
developed countries, since the end of World War II have been conscious of the
need for economic development. Generally, they have tended to define economic
development in terms of industrialization, thereby seeking to expand employ-
ment, and influenced of course by the impressive progress in the developed
countries. What the lesser developed countries seem to have often missed is the
fact that the developed countries built the industrial structures upon the base of
an adequate supply of food.

The results of this tendency to underemphasize agriculture on the part of
the developing countries is that they have encouraged, as a matter of policy,
capital investment in nonagricultural enterprises; they have underemphasized
the importance of agricultural research. Secondly, the price relationships be-

e ]
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tween agricultural products and agricultural inputs have not provided sufficient
incentives to agricultural production. The latter is the result of the demand for
cheap food as a political force, that low cost food makes it easier to accumulate
capital for investment in the nonagricultural sector, and that yield increasing
inputs are expensive. The response is as one might expect. Farmers in lesser
developed countries find that it is unprofitable to make use of the kinds of inputs
and the technology which will produce increases in the yields per acre. Thirdly,
there is considerable lack of awareness of opportunities to increase output on the
part of producers in the lesser developed countries. Thus, the lesser developed
countries do not reap the benefits of the food production possibilities which
actually do exist.

To some extent the underemphasis in development plans of the place of food
production has been aided and abetted by concessional sales and food aid from
developed countries. Food aid extended beyond emergency circumstances tends
to obscure the fact that the prerequisite for economic development is an assured
and adequate food supply for the population. This assurance can only be
achieved through developing a viable, dynamic agriculture which, in turn, is
dependent upon favorable price-cost relationships and a policy which enables
capital and research investments to be directed into agriculture.

Now a word about forces influencing farm prices in developed countries.
The prices of farm products have tended to be unfavorable throughout the
world in the postwar period, but for different reasons in the developed coun-
tries than in the lesser developed countries. In the latter where population and
demand have been expanding rapidly, the normal forces of the market would be
expected to work in the direction of turning prices favorably for farmers. This
tendency, as indicated in the previous paragraph, has been dampened by de-
liberate policies aimed at developing an industrial economy.

In the developed countries the output of agriculture has tended to run ahead
more rapidly than the growth in demand ensuing from population and income
expansion. Thus, the normal forces of the market have tended to turn cost-price
relationships against farmers. During the fifties many countries attempted to
strengthen farm prices as a matter of public policy. In the United States this led
to the accumulation of surpluses; these have now been disposed of, largely
through the aggressive policy of concessional sales to lesser developed countries,
particularly India.

Recently in Canada there has been an upturn in farm prices making them
more favorable to farm producers. These have stemmed from the reduction in
inventories in the United States, the large orders which have come from Russia
and China for Canadian wheat, and the strong demand for food in Canada and
the United States associated with high incomes and full employment.

Given the favorable turn that these factors have given to prices, plus the
overall fact that world food is in short supply, might suggest that the terms of
trade are due for further improvement. The most uncertain element in that
forecast would be the assumption that the strong commercial demand from
Russia and China will continue; the uncertainty associated with any forecast
based on the continuance of these sales is obvious. There is the fact that Russia
harvested 6.3 billion bushels of grain in 1966, which was three-quarters of a
billion bushels greater than ever before, and 2.4 billion bushels greater than in
1965. Indications are that Russia is providing the inputs and the incentives to
farm producers which, in the other developed countries, has proved to be
successful in stimulating increases in yields per acre. The situation in China is
fraught with a high degree of uncertainty and it is impossible to say what will
emerge out of the current situation. It seems highly likely, however, that the
commitment on the part of the present Chinese government to properly feed the
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population will continue under whatever changes may take place in the regime.
In that case the prospects for the continued sale of Canadian wheat to China
would be favorable.

On the supply side the possibilities of increased production per acre or per
animal unit are great in the developed countries. The European Economic
Community is pretty well committed to a policy of near self-sufficiency in food,
even at some considerable cost. If Britain enters the EEC this fact would bring
her within that type of policy, giving her obligations to purchase food within the
EEC. Within Canada farmers are embarked on a course which will probably lead
to some substantial increases in yields per acre; there is a much extended use of
fertilizer; also new varieties and techniques which would expand yield are on
the horizon. In the United States the upward movement of yields seems to be
established.

Another influence on agricultural prices could be the extent of food aid
adopted by the developed countries. This form of trade began as a means of
surplus disposal in which case it does not cost the donor much in income
foregone. With surpluses now nearly cleared away, food aid must come within
the more general context of foreign aid, to provide emergency relief or as a
particular form of capital grants. However if surpluses are not at hand donor
countries may look rather differently at the cost of food aid. It will be logical for
them to calculate the cost of food aid as the cost of producing this food rather
than the much lower value of unsaleable surpluses. Also they will ask whether
the donor contributes as much through food aid as through technical aid and
capital grants which enable the recipients to produce their own food. Taking
these factors into account, it is unlikely that food aid will be a factor large
:qough to have a significant impact on the farm prices in the developed coun-
ries.

As a concluding comment:

The pros.pe.cts for world food supply are good from the standpoint of the
physical possibilities of producing food for the expanding population; there is a
store of knowledge which applied research could adapt to the resources of the
developing nations to increase yields as in the more developed countries.

The prospects for adequate food in the underdeveloped regions of the world,
however, are conditioned by some basic factors, many of an economic and social
nature. There are barriers to trade imposed by both rich and poor countries;
these suppress the benefits obtainable from locating production where costs are
lowest; ‘the barriers also increase the cost of yield-increasing inputs in the
develop}ng countries. Furthermore the rewards and incentives to farmers in the
developlng couptries tend to be unsatisfactory; factors such as unfavorable
cost-price relationships and outmoded tenure systems contribute to the inade-
quate rewards to farmers. Also producers need to be better educated to enable

them to make use of better production methods. Research and development must
be carefully planned to meet the needs of these countries.

Canada’s contribution to the problem of world food supply should involve
some expansion of food aid because our commitment has been small. It was
noted above that, to the extent that developed countries sell food on cont;essional
terms tbg developing countries are relieved of the basic responsibility to devise
the Qohcxgs which will bring new technology, capital and improved cost-price
relationships into agriculture. Thus the granting of food aid should take into
accoupt the fact of possible competition with domestic agriculture. This involves
techniques of making the grants so that new capital is created as a result of the

:1?:: aid, and so that food aid does not compete directly with domestic produc-
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The fundamental means of expanding output is to enable agriculture in
developing countries to become more productive, and thereby to provide the
food base necessary for the industrialization phase of economic development.
This suggests that Canada’s main contribution to the world food problem should
be through supplying technical assistance in research and development, and aid
either in the form of agricultural inputs or by assistance to increase the capacity
to produce these inputs.

On the commercial market and in the longer run Canada needs to be alert to
the fact that growing incomes in developing countries are a firm basis for
expanding trade. An excellent example is the growth of income in Japan and the
ensuing expansion of the market for Canadian grain.

Mr. Chairman, that is the end of my brief.
Co-Chairman Senator CRoLL: Mr. Allmand?

Mr. ALLMAND: Dr. Anderson, in calculating food deficits do the statisti-
cians consider what is the actual consumption in the developed countries or
what is required by the consumers in the developed countries? In other words,
I have read statistics that in the developed countries we over-consume, we are
consuming food to the extent that it actually affects our health, and I am won-
dering whether in calculating food supply and food deficits they just take for
granted that the ordinary American and Canadian consumes so much, and
therefore that is not considered as surplus in those countries, but rather what
is actually consumed; but if another person in another country does not get
enough that is considered a deficit. How do they calculate this?

Dr. ANDERSON: To take a specific example—the world food budget prepared
by the United States Department of Agriculture, they use what they call a
minimum requirement for calories, proteins and fats. It is not as high as the
consumption in countries with high incomes such as Canada and the United
States, but it is a minimum requirement for health and growth and energy
required by the population,—also taken into account is the age distribution
within these populations.

Mr. ALLMAND: Therefore, in calculating world food deficits, do these facts
state that there is over-consumption in some of the developed countries such as
the United States and Canada, and that perhaps this is food that could be used in
other countries to balance the deficits?

Dr. ANDERSON: No. They assume the present level of consumption will
continue in the high income countries.

Mr. ALLMAND: Therefore, they accept over-consumption as a fact of life?

Dr. ANDERSON: I am not sure they would call it over-consumption; but they

accept the level of consumption that is now current in these countries with high
incomes.

Mr. ALLMAND: But as you know, there are many medical articles criticising
Americans and Canadians for using too many fats, carbohydrates, etc.

Dr. ANDERSON: Yes, I am well aware of that.

Mr. ALLMAND: Another factor that I did not see discussed in your brief is the
problem of storage in the underdeveloped countries. I understand that one of
the many problems in the underdeveloped countries is the problem of storage
even if they could produce enough food for the people in that particular coun-
try, but they do not have adequate storage facilities and it has to be brought
to the market and sold right away. How correct is this?
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Dr. ANDERSON: They are short of marketing facilities of all kinds, of which
storage and transportation are two of the more important ones. There have been
estimates of the amount that is lost in the world by reason of inadequate storage,
and it is quite a substantial figure.

Mr. ALLMAND: Is much of our aid to the developing countries g.iven towards
a system of storage and distribution of food, as compared to production?

Dr. ANDERSON: As far as I know, there is very little aid going into that, to
assist in the area of food distribution.

Mr. ALLMAND: What is the stage of development of the production of food in
the air and in the water? I notice that on page 1, in discussing factors required
for the development of food production, you say: ‘(1) the available supply of
land.” But I have read in articles, some put out by the FAO, that research into
development is in the air, that we are living higher up and food will soon be
produced through chemicals in the air and in the water.

Dr. ANDERSON: I am well aware of this possibility. In any of the work that
is being done, forecasting where the food supply is going to come from in the
next ten years—which is the horizon that I use—not much is expected from
those sources which you mention; it is the land and inputs that go into the land
that are the sources expected to produce the food for the growing population.

Mr. ALLMAND: You say “in the next ten years”. How much can we expect, or
can we expect anything, beyond the next ten years? Are there real possibilities?

Dr. AnDERSON: Oh, I think there are real possibilities, that science will
enable us to convert various kinds of products into edible foods. I think there is
every indication of that—but this remains somewhat in the future.

Senator CARTER: What about the food pill?
Dr. ANDERSON: Well, yes perhaps.

Mr. ArLmanDp: With respect to the availability of land and over-population
and so forth, if you look at some of the countries—take India, although it has a
big population there, you go for miles and miles and see vacant land, yet in the
cities there is a teeming population. In Japan, there are more people per square
mile than in India and yet Japan seems to be able to feed its people on a much
higher basis. Even Communist China seems to be ahead of India, although
China has a big land area and a big population. The problem does not seem to

be just a large population but the use of all this barren land. I guess irrigation
is one cause and there are many others.

Dr. ANDERSON: Yes, that is exactly the point that I was making in my brief,
that in the development plans in a country such as India the agricultural phase
has been under-emphasized and the capital and inputs that should have gone
into agriculture have gone into other development phases of the economy.

Mr. ALLMAND: In trading, you say that we need a newer system of trading
so that countries with high surpluses will be able to trade with countries with
needs. Do you think that this can be arranged with the traditional commercial
systems of trading, or will some government agencies have to regulate this in
some way or other, through the United Nations or some other body? Can it take
place through trading, just the free flow of trade as traditionally conceived?

Dr. ANDERSON: As between private traders, as it were?
Mr. ALLMAND: Yes. Someone said there seems to be a wall between the

less-dgveloped couptries and the developed countries, where the developed
countries are trading among themselves and both have surpluses, and the
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under-developed countries are trading with the developed countries and they
all have deficits. You say it is important as to what method of trading ought to
take place, but it can take place in the traditional way? It seems to me it could
not.

Dr. ANDERSON: I am not quite sure what you mean by the traditional way.

Mr. ALLMAND: Through countries trading with other countries and through
free enterprise.

Co-Chairman Senator CrRoLL: Commercial business.
Mr. ALLMAND: Commercial business, yes.

Dr. ANDERSON: A good deal more could take place on that basis, were it not
for artificial restrictions which are imposed by both rich and poor countries.

Mr. ALLMAND: Tariffs.

Dr. ANDERSON: There are tariffs and there is the exchange control. Then of
course there is the very great difference in the purchasing power between the
two groups of countries.

Mr. ALLMAND: Is the FAO working on this aspect of the problem, too? I
suppose Canada works with FAO on these problems, that you have discussed in
your paper?

Dr. ANDERSON: Yes, of course, Canada plays an important role in FAO.

Mr. ALLMAND: Is the distribution problem one of the problems they are
working on as well as on that of production?

Dr. ANpERSON: Yes, FAO is working on the distribution problem. You mean
distribution as between rich and poor countries?

Mr. ALLMAND: Yes. Trying to establish new ways of trading so that the poor
countries will be able to get the surplus without upsetting the ordinary commer-
cial patterns?

Dr. AnpeErsoN: FAO has a World Food Program which is a means of
distributing food aid from the surplus countries to the deficit countries, the

food-short countries.
Mr. ALLMAND: Is this a give-away program?

Dr. ANDERSON: Yes, it amounts to what you might call a give-away program.
Countries with surpluses such as Canada—1I should not say surpluses, because
we do not have them now—countries which are able to afford gifts can make a
contribution to the World Food Program and then this food is distributed on a
multilateral basis.

Mr. ALLMAND: This is in addition to the bilateral?

Dr. AnpERSON: This is in addition to the bilateral food aid which character-
izes the United States program.

Mr. ALLMAND: Do you think that anything can be done in a country like
Canada to force a reduced consumption of food so that we could increase supplies
to underdeveloped countries? Do you think that in practice we could be brought
to do this, because this seems to be the sort of real tragedy, that so many
countries in the world have so much waste and so much over-supply, while other

countries have people starving and there seems to be no way to bring the two
together.

Dr. ANDERSON: The only way—1I do not think it is a very practical way—is if
Canadian taxpayers as a group will commit themselves to supplying food aid to
those countries. It means they will have to assume the cost, if they are willing to
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do that. I suggest that this would be more of a burden than they would be
willing to bear.

Senator McGRAND: I have asked this question at a former hearing and I will
ask it again. It takes a good many tons of vegetable matter to produce one ton_of
beef. If the world population increases and the good land in developed countngs
is taken over for other purposes, as is going on today in industry in Canada, will
meat production drop and more vegetarian diet be more common to meet the
food shortage?

Dr. ANDERSON: Your question is, as I understand it, that we are encroaching
upon agricultural land in this continent and that this will in effect reduce the
area in which food supplies can be grown, and this will make products such as
animal products, which require a great amount of basic material to produce,
more expensive, and therefore we will be forced into a more vegetarian diet.

I do not think that we will actually be faced with this, because the possibili-
ties of production are expanding so rapidly that even though we are losing
agricultural lands, the productivity of what remains is going up fast enough to
offset these losses. And I would not foresee the possibility which you suggest,
that the diet is going to shift towards a cereal diet and away from the high
protein animal food diet that we now enjoy.

Co-Chairman Mr. Basrorp: Doctor, you say in your concluding comments
on page 8 that “the prospects for world food supply are good from the standpoint
of the physical possibilities of producing food for the expanding population.”

From all my somewhat limited experience I find that a rather astounding
statement. I understand that world population is going to double in some 25
years and then redouble again in another 20 years. Further, unless something is

done to limit the population of the world, we will not have enough to eat. You
seem to disagree with that.

Dr. ANDERSON: You will notice that my statement is that the physical
possibilities are good. Then I go on to say that the prospects are conditioned by
some basic factors, many of an economic and social nature.

Co-Chairman Mr. BASFORD: Yes.

Dr. AnpersoN: Now, I have also limited my horizon to the next ten-year
period, in which case any effects of decrease in the rate of growth of the
population as a result of birth control will not have been felt. So I am saying that

within this period, at the rate of growth that we can expect, the physical
possibilities are good.

Co-Chairman Mr. BASFORD: I see. But how useful is that projection,
when, surely, you must also look at the long-term projections? The long-term
projections, as I understand them, are, certainly, that unless something is done
to limit world population we will not be able to feed the world physically.

Dr. ANDERSON: I am quite sure, if you look at the long run, the rate of
growth _of population cannot proceed at its current rate. There has to be some
population policy in major regions of the world that will slow down this rate of

growth. It will press not only on food resources, but on all kinds of other
resources in the world.

Co-Chairman Mr. BAsrorD: So then I take it that this statement should
really be qualified, as you have qualified it just now, as a ten-year projection.

Dr. ANDERSON: Oh, yes.
Co-Chairman Mr. BASFORD: Secondly, you also believe, though it is not

st:ated here in your brief, that unless there is some form of limitation policy, we
will not be able to physically produce food for the world’s population.
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Dr. ANDERSON: I would not want to say or forecast that we could not
produce the food physically, because the possibilities of what scientists can do
are quite astounding, if they really direct their research attention along those
lines.

I would not want to say for sure that there were not physical possibilities,
but I would say that it may get to the point where it would take an inordinate
amount of our resources of the world just to feed the population.

Co-Chairman Mr. BASrFoRrD: I am sorry that I did not bring with me some
speeches I have in the office. For example, I have one by Eugene Black, the
former President of the world bank. I wish I had brought that because I do not
think he would agree with you. In fact, I am quite sure he does not.

Dr. AnpeErsoN: Well, I would answer that by saying that statements such as
that made by Mr. Black are made with the assumption of these conditions which
I set forth here, that the social and economic factors provide serious barriers to
the actual increase in the food supply to provide adequate diets for the rapidly
growing population of the world.

Co-Chairman Mr. Basrorp: Rather than extending the food aid that you
suggest, would it not be better Canadian policy to put our aid resources into
population limitation or advice for that?

Dr. ANDERSON: This is certainly one of the important aspects of relating
world population to world resources. I was talking in this brief entirely about
prospects for food supply within the 10-year period.

Mr. ALLMAND: Would you replace food aid, though, by aid to reduce popula-
tion? Is it a matter of choice? Do we have to choose between one and the other?

Dr. ANDERSON: I am not sure if I quite understand you.

Mr. ALLMAND: I mean that Mr. Basford asked you if, instead of sending aid
to produce more food, would you not use that effort to try to reduce the
population? I am asking you is it necessarily a choice between one and the other
or should not both be done?

Dr. ANDERSON: Oh, yes, certainly.

Co-Chairman Mr. BAsrForD: But you say that the Canadian contribution to
the problem of world food supply should involve some expansion of food aid
because our commitment has been small.

Well, we have eliminated for all practical purposes our surpluses in Canada
and, therefore, rather than trying to grow more food to provide food aid, would
we not be better off to tax Canadian people to send Lippes’ Loops to India?

Dr. ANDERSON: The reason I did not get into the question of population
control is that the horizon I put on these prospects was within the next ten years,
or from 1965 to 1975, when population control would not have any effect on the
rate of growth and the amount of food that would be required.

Mr. O’KEeFE: On a point of order, Mr. Chairman, I suggest that this is a
committee to examine the prices charged consumers; we are not here to go into
the question of the abolition of future consumers.

Co-Chairman Senator CROLL: You have a point there. There is no question
that you have a valid point, but they are producing something by discussing the
question here. It is quite a wide subject, as you can see.

Mr. O’KEEFE: As a member I am perfectly in favour of family planning, but
it is perfectly obvious that Mr. Basford is trying to direct the witness to an area
entirely different from his brief.
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Co-Chairman Senator CroLL: The witness is holding his own very well, Mr.
O’Keefe.

Co-Chairman Mr. BasrForp: I was curious, Mr. O’Keefe, to know why that
very important subject was left out of the brief, because it certainly has a great
deal to do with worldwide food prices.

Mr. O’KEeerFE: Then, I suggest you bring Mr. Black here to answer questions
on that subject.

Co-Chairman Senator CroLL: Well, perhaps Mrs. MacInnis can decide this
issue. He is your witness, Mrs. MacInnis.

Mrs. MacInnis: I am afraid that the one subject cannot be discussed
intelligently without the other. Surely, Dr. Anderson, there must be some sort of
optimum figure of population in the world that would make a suitable figure,
given conditions in the world the way they are? Do you think the supply of food,
to go no further than food, is unlimited in terms of what science can produce?

Dr. ANDERSON: It depends on what time horizon you put on this kind of
question.

Mrs. MacInnis: I have in mind now a chart made by an American writer, in
which he shows by his figures that world population has been increasing steeply
while, relative to it, food production has been going down for some time. The
reason I am asking this question is that I have tried to find out what percentage
of our national income should go to feed hungry people in other parts of the
world. The ordinary people of Canada that I have talked to have said to me
“What is the use of dropping all this down the well? The population in those
areas is doubling and so all the time there are more mouths than we can feed.”
Do you think this is relevant?

Dr. AnbpErson: It is very relevant, but this is a social question that is

answered differently by different countries and by different cultural groups in
various parts of the world.

Mr_s. MAC.INNIS: Which of the underdeveloped countries today are making
some kind of. impact in trying to get their population to match their resources?
What countries are really coping with this problem?

Dr. Anperson: India is attempting a population policy. When you ask how
well they are coping, I don’t think the effect is showing up yet, but as I
understand it, it is quite a positive policy in this regard. If you want an example
of a country which has used a population policy very effectively, I would

menlt;on Japan. I believe it is the outstanding example in this regard in the
world.

Mrs. MacInnis: Is land ever worn out? I now have a chance to ask a few
que§t10ns that I have wanted to ask for a long time. I have been reading about
various land methods in use in underdeveloped countries. And I have often
wondered if land ever gets to the stage where it is completely worn out or if with

modern methods of production it is possible to bring it back into production in
the future?

Dr. ANDERsON: Land can be destroyed to the point at which it cannot be
brought back at any reasonable cost.

Mrs. MACINNIS: Are there many underdeveloped countries that have wide
tracts of land of that kind?

Dr. ANDERSON: You mean that have been destroyed by cultivation?
Mrs. MAacINNIS: Yes.
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Dr. ANDERSON: There are tracts, but I don’t think they would be large in
relation to the total land in the world.

Mrs. MacINNis: Could most of these countries use practically all of their
land for food procuction if they had the scientific know-how?

Dr. ANDERSON: Well, I would put it this way; the shortage of land is not the
most serious factor in limiting the supply of food to these countries, because land
can be made more productive by the education of the people to farm better and
by the addition of fertilizers and various modern techniques for increasing
yields.

Mrs. MAcCINNIS: In your view what are the main factors, apart from igno-
rance or lack of education, that hold back production of food in these countries?

Dr. ANDERSON: Ignorance on the part of the producer is an important one,
and I would place a great deal of stress on the need for education of producers in
those countries. Secondly, there is a great need for more and better applied
research so that the scientific know-how which we do have is actually made
available, and is adapted to the kind of resources available. There can be quite a
barrier to overcome in adapting modern technology to particular conditions. The
third factor is the general policy of the country and its attitude towards agricul-
ture, particularly those countries that are involved in extensive development
plans. It can make a great deal of difference to food supply, depending upon how
much they emphasize agriculture in terms of the amount of capital allocated to it
and the price-cost relationships that are established. One of the points I made in
my brief was that there is quite a tendency to keep food prices down. Because
food is scarce and people are poor, they try to keep food prices down. This, of
course, means the incentives are not there to the producers to enable them to use
the kind of inputs necessary to increase yields.

Mr. McCuTcHEON: May I have a supplementary question here?
Mrs. MAcINNIS: Yes.

Mr. McCuTcHEON: In your opinion, Professor, has the give-away food pro-
gram of our neighbour to the south not contributed to some degree to the lack of
development in agriculture in some of these developing countries? In other
words, they get it dumped in there and they do not have to produce it, and they
have not taken to the idea of scientifically approaching it on their own because
they have had this great surplus accumulated in the years gone by in the
United States?

Dr. ANDERSON: It is my opinion, and I have suggested it in the brief, that
concessional sales or food gifts tend to relieve the developing countries of their
basic responsibilities to develop their own agriculture. Thus, to the extent that
they have a tendency to underemphasize agriculture they are aided and abetted
by food aid, unless it is handled so carefully so that it does not become a
competitive factor with the domestic agriculture.

Mrs. MAcINNIS: Do you think Canada could make a contribution by sending
more farmers in there, or people with farm know-how?

Dr. ANDERSON: Well, as I mentioned in my brief—

Mrs. MAcINNIS: What I mean is this: Are we sending enough agricultural
experts proportionate to our other kind of aid? Do you think we are sending a
large enough proportion of people with farm knowledge?

Dr. ANDERSON: No, I don’t. I think that we could make our greatest contri-
bution in the form of inputs on the one hand and sending technical people on the
other. This is the area where we could make our greatest contribution.

25600—4
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Mrs. MacINNIS: Suppose we were doing our fair share of looking gfter
underdeveloped countries, have you any idea what percentage of our national
income we would need to devote to this.

Dr. ANDERSON: Are you referring to Canada’s national income?
Mrs. MacInnts: Looking over the whole picture, how much would it cost to

get these countries out of the hole? How much should we be giving, roughly?
What would it amount to?

Dr. ANDERSON: Using the estimates in the world food budget, the cost of
bringing up the level of consumption to what it defines as adequate, and taking
into account the growth in population, by 1970 the cost would be U.S. $6.8
billion.

Mrs. MacINNis: That is for the whole job?

Dr. ANDERSON: For the whole job.

Mrs. MacInNis: And our share would be?

Co-Chairman Senator CroLL: A little heavy. Do you mind if we let the
farmers have a workout now? Senator McDonald and Mr. Olson.

Senator McDoNALD: Dr. Anderson, there are many people who seem to be
under the impression that you can increase agricultural production by keeping
the price paid for a unit of production down. In other words they believe that
if a farmer has a return from one hog which means that he must produce a
number to make a living, that he will thereby be inclined to produce more
hogs. Do you not agree with this?

Dr. ANDERSON: No.

Senator McDonALD: Do you agree with the opposite, that if there is an
adequate return on the investment, then production goes up?

Dr. ANDERSON: Yes, farmers are economic men, and they respond to those
kinds of rewards.

Senator McDonNALD: Would you say that Canada’s production in agricultural
products generally today is much less than it would be if there was a better
return for the investment dollar in agriculture?

Dr. ANDERSQN: If the price of agricultural products were higher relative to
costs, then certainly we would have more agricultural production.

-Senator McDonaLD: Do you think it is possible in Canada to double our
agricultural production within ten years?

Dr. ANDERSON: Physically possible to double it?
Senator McDoNALD: Yes.

Dr. ANDERSON: This would be a growth rate of 10 per cent per year. It

would k?e physically impossible, but I would not be prepared to say how much
economic incentive it would take to do it.

Senator McDoNALD: It might not be practical to increase it that rapidly?
Dr. ANDERSON: No.

Senator McDoNALD: But it could be done?

Dr. ANDERSON: I would think it could be done, physically.

Mr. McCuTcHEON: Do you not think vou
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Senator McDoNALD: Dr. Anderson, I was very interested in your paper. It is
thought-provoking. It is an excellent paper, and with a great deal of it I agree. I
am very interested in your comments on the effect—and some questioners have
been asking similar questions—of giving food to underdeveloped nations of the
world, and could I ask you now a personal question? Have you ever been to
India? ‘

Dr. ANDERSON: Yes, I have.

Senator McDonNALD: I have too. I had the privilege of visiting it a couple of
years ago, and I got my eyes opened. I am convinced that give-away food
throughout the world has done more harm than good, in my personal opinion.,
From my observations in India, I am convinced that if they were as far advanced
in agriculture as we are in Canada—and I think we are a long way behind the
times—they would not be an importer of food but an exporter. In my humble
opinion, India has sufficient land resources to feed her own people and to export
food.

This is a dangerous statement I am going to make now. In my humble
opinion, the advice which has been given on agriculture, and in many instances
followed, has done more harm than good. It seems to me she has had too many
textbook theorists trying to advise her on agriculture and not enough farmers. I
never have met a successful farmer yet who learned how to farm out of a book.
If these people went farming they would go broke. They and many of the
underdeveloped nations of the world need good, successful farmers. Would you
agree with the statement that a good, successful American or Canadian farmer
could do a lot if we could get some of these people into underdeveloped nations
of the world with government authority behind them to try to change the ways
of agriculture in nations or countries such as India?

Dr. ANDERSON: I am sure that good farmers could make a substantial
contribution to showing how to adapt the production methods that have been
successful in this country to conditions which prevail in countries such as India.

Senator McDoONALD: I think your technicians and your highly trained men in
agriculture have a place, but the people who benefit most from their knowledge
are your best farmers, and your poor farmers, as a rule, copy the best farmers.
They are totally incapable of absorbing the knowledge of your technical and
highly trained people. This seems to be the problem in countries like India. As
far as I can make out, the average farmer is almost illiterate and it is beyond
his abilities to copy that knowledge that is made available to him from the
highly trained agricultural technician. There is a gap, in that he cannot look at
his neighbour and see what his neighbour is doing because he is doing exactly
the same, and they are both in bad shape. But if we had practical farmers who
could put into use the knowledge of our trained agriculturists, and the run-of-

the-mill of farmers would copy what he is doing, we would make far greater
progress.

There is little or none of this done, that I know of, in India. Is not there a
place for us to set up demonstration farms in India and not tell the farmer what
he can do, but do it and let him copy it? Is this practical or possible?

Dr. ANDERSON: I would answer that by saying that I am quite sure the whole
program of extension is inadequate in those countries, and that a good extension
program would include all these elements which you have mentioned.

Senator McDoNALD: But we are not doing that.

Dr. ANDERSON: I am quite surs it is inadequate in those countries.
25600—43
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Senator McDoNALD: As you have said in your brief, in the past we have been
giving away surplus food from Canada and the United States. Now, if we are
going to keep giving it away—which I hope we will continue to do—we are
giving away something we could sell some place else for cash. It seems to me our
whole program should be reviewed because of the situation in which we find
ourselves now. And we might get far better results, both for ourselves and the
recipient countries, if we were to spend an equivalent amount of money in
research, demonstration and training in countries like India, so that they can
produce their own food. So, perhaps we should not be sending food abroad any
longer, but we should take the money we receive from selling it to integrate a
program which will make it possible, over period of years, for them to feed
themselves or to make a much better effort in feeding themselves. Would you
agree with this?

Dr. ANDERSON: I think there is a place for a food aid program. But the
largest and most significant aid that we could give is technical assistance, sending
people of the kind you mentioned, plus the inputs that enable the developing
countries to make their land more productive. There is a place for food aid,
certainly, first of all, on an emergency basis; and, secondly, it has been demon-
strated that food aid carefully tied to development programs can really assist in
developing the capital of those countries; but it has to be well planned.

Senator McDoNALD: One other question. Many of the over-populated na-
tions of the world, in areas where there is starvation—I suppose you could use
that word—governments of the day have endeavoured to use the resources of
their country, in many instances, to industrialize their nation. And yet in many
their richest resource is their land, but they have not laid emphasis on the
development of their land to produce food. It seems to me it is impossible to
industrialize a nation if your main resource is land and yet you cannot supply
food enough. For instance, in India they are making great strides to build
au?orpobiles, and it seems to me they would be far better off if they were
building irrigation pumps. They could build automobiles after they have been
able to feed their workers. Would you agree there has been some misdirection in
the development of the resources?

Dr. ANDERSON: Yes, I do. I tried to make this point in my brief, that part of
the reason wl:xy they were not able to produce sufficient food was that they
complgtely missed the point that the developed countries of the world first
established agriculture so the population was well fed.

Sgnator McDonALp: But without this base it is pretty difficult to develop
anything else, is it not?

Dr. ANDERSON: Yes.

Sena?;or McDonaLDp: Especially in a country like India. For instance, some-
one ment{oned Japan. Japan and Great Britain are great examples of where you
have an island with not too much land, but this is not true of many of the
over-populated and hungry nations of the world.

Dr. ANDERSON: No.

Senator McDoNALD: They do have land, but it is not being utilized.
Dr. ANDERSON: Yes, I agree.

. Senator McDONALD: And yet many of these nations are planning and putting
their latest efforts to doing things that they are not naturally equipped to do. Is
ther.e not some way through foreign aid by which we can advise them to develop
their agriculture first, and to forget about these other enterprises?




CONSUMER CREDIT 2507

Dr. ANDERSON: I would say that the developing countries in recent years
have become more conscious of their agriculture. India’s most recent five year
plan puts more into the agricultural sector than the previous ones.

Co-Chairman Senator CROLL: Dr. Anderson, as I understand the approach of
the United Nations, it is exactly what Senator McDonald was talking about. The
emphasis seems to be on sending these countries technically trained people, with
these countries saying: “We do not want them. They are not acceptable”. What
has been your experience in respect to this. Can the United Nations have been
wrong all these years in pursuing a policy that did not seem to pay dividends?

Dr. ANDERSON: The technical people who have gone abroad from the deve-
loped countries have by and large done a very effective job, and have justified
the expenditure that was made in this direction by the developed countries. I do
not think there has been enough resources put into that area and, has been
suggested, there has certainly not been sufficient people who were able and
willing to work right at the level of the producers in those countries.

Senator McDoNALD: May I ask one more question?
Co-Chairman Senator CROLL: Go ahead.

Senator McDonNALD: How close are we to producing edible protein from
petroleum products?

Dr. ANDERSON: I do not know. I read in the papers that this is now a
scientific possibility, but I have no way of knowing how close it is to being an
economic possibility.

Mr. OLsoN: Mr. Chairman, I would like to ask Dr. Anderson if he or the
F.A.O. have ever made a survey in an attempt to project the possibilities for
total output of human nutrient requirements using the present technology—that
is the present known technology—and the present known land area.

Dr. ANDERSON: I have in my table, in columns 6 and 7 such a projection for
the next 10 year period—the rates of growth in the demand and the supply.

Mr. OLson: Yes, but as I read these tables I think that you have projected
your figures on the basis of what you expect to happen rather than on what could
happen from the physical point of view.

Dr. ANDERSON: These are what would be expected to happen, taking into
account—

Mr. OLsoN: You certainly do not expect the countries in the near East or in
Central Africa and Asia, and so on, to be capable of using all of the known
technology in the production of food during this period, do you?

Dr. ANDERSON: Oh, no. This is assuming a reasonable rate of acceptance of
the technology. Are you suggesting that we could suddenly lay the whole level
of technology of the developed world upon the undeveloped world?

Mr. OLsoN: No, what I am asking is whether any attempt has been made by
anyone—and presumably it would be the F.A.O.—to project these figures if the
technology, skills, and science of the farmers of the western world was applied?
For example, there are some very highly productive areas in western Canada, in
the central and western United States, and there are also some in Europe. If you
applied all of that technology to all of those arable acres in the world, what
would be the possibility of the total output? I am not suggesting it is going to
happen, but when we keep getting fogged up with what we do first in respect of
this food crisis, and about population control and so on, I am wondering if any-
one has done anything about projecting what we are capable of producing on
the acres we have, with the technology that we have, and without using any
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imagination as to what further improvements there might be in the future
coming from research?

Dr. ANDERSON: No, I cannot recall having seen any study that has been made
on exactly the conditions you state.

Mr. OLsoN: I am interested in this because it has been asked whether
Canada could double her production in ten years, and I am of the opinion that
Canada could more than double her production of total human nutrient require-
ments in less than ten years if there was an economic incentive to do so. We
could to it by using all the land that is not used to the maximum now, and
changing the product patterns, for example, on millions of those acres out there
is the objective was to turn out a huge total output of nutrients, rather than
have as our main consideration what it pays to grow them.

I have seen some examples of this in the near East, and I have compared the
output in Israel to that of some of the acres east of Israel. The production in
Israel is much greater because of the application of knowhow by people who
know how to use it. This is why I raised the question as to whether there has
ever been such a survey made.

Dr. ANDERSON: Well, my answer is that I do not know of any study that has
been made under those particular conditions that you outline.

Co-Chairman Senator CROLL: When our surpluses are gone, as everybody

agrees they will be within a short time, would there not be sufficient incentive
there?

Mr. OLsoN: No, not at the present time. In southern Alberta, for example,
because of the irrigation projects that are installed at the moment, the potential
output is perhaps five times the actual output, and yet when farmers move into
these areas they find, because of the price they get for some of these specialty
crops—vegetables, potatoes, etc.,—that while they can increase the total tonnage
tremendously they cannot pay the added cost of doing so. In those cases the
farmer finds himself in financial difficulty, and so he goes back to some of the

other kinds of lower cost production, and this greatly lowers the total output,
although the net return to the farmer is higher.

I say ’ghousands of square miles in central Africa stretching from the
southern fringes of the Sahara Desert down to the jungle on which, if modern
knowhow were applied to them, and if they had some farmers from western
Canada farming them, the production would go up not two or three times, but

ten or twenty times. A tremendous amount of production could come out of those
thousands and thousands of square miles.

: That is w_hy I raised t'his question. I get a little tired of this argument that
the land area in the world is not able to produce when I see millions and millions
of acres on all of these continents just not being used.

: One other thing I would like to ask about is with respect to this policy of
try%n‘g to help some of these so-called developing countries. Have you run into
political problems with their governments in that they simply do not welcome
people with know how in increasing productivity? I was rather startled, as a
matter of.fact, In some of the countries I visited to discover that there was a kind
of obsession to get rid of those who had knowledge of this because of some
nationalism that was the government policy at the moment, and down went

productiqn .because they could not apply the modern technologies. Did you find
any of this in those countries?

4 Dr. A.NDER.SON: In the examples that you cite I am sure there are several
where nationalism has arisen in a country, the result of which has been to drive
out people who could make tremendous contributions to the technical and
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economic life of that country. However, what I thought you were going to ask
was whether there had been resistance to the United Nations or to developed
countries sending technical people to assist, and I would say that I do not know
of any or that I have heard that this is a problem.

Mr. OLson: I agree that they pay lip service to this at the United Nations
and at other conferences I have attended, where they welcome technical and
educational aid, but when you come to the point of supplying them with some
practical people who know about these things and the incentives to get those
practical people to go there, then the door is shut.

Co-Chairman Senator CroLL: That is what I said earlier, and I did not get
much of an agreement from Professor Anderson on that line. That was my
experience.

Dr. ANDERSON: All I can say is that I have not been aware that that is a
problem.

Co-Chairman Mr. BASFORD: Alberta farmers will be welcome in the jungle,
Mr. Olson.

Mr. OLSON: There are other areas in the jungle where the farmers can make
an enormous contribution in output, but I do not think they are welcome in
other countries where the fertility and climatic conditions are different, be-
cause of narrow nationalistic policy which prevents them from going in, not in
a small area, but thousands of square miles.

Co-Chairman Senator CRoLL: Have you any other questions?

Mr. OLsoN: Yes, Mr. Chairman. I am interested in your comment that many
of these countries are trying to keep food prices down—Senator McDonald
explored this for a moment—and that therefore this has resulted in substantially
less than the optimum in food production. Do you think Canada perhaps has
been holding food prices down in the past few years?

Dr. ANDERSON: Canada is a developed country, and I was talking of the
underdeveloped countries.

Mr. Orson: I realize that. My question is whether your examination of
Canadian policy and the total output of food has been such that we have
over-emphasized keeping food prices down and the end result has been that our
total food output has been substantially less than it could be?

Dr. ANpERSON: No, I would not say that food prices or that farm prices have
been kept down in this country by that kind of policy.

Co-Chairman Senator CroLL: Mr. Olson thinks that we are politically un-
derdeveloped in this country.

Mr. OLsoN: Perhaps I could refer you to one specific product, sugar. Are you
familiar with Canada’s policy on sugar, which is one of our basic food products?

Dr. ANDERSON: Yes.
Mr. OLson: Do you think Canadian producers of sugar beets in Canada have

been less than optimistic about increasing their production when they are having
to sell against all the surplus or dumped products in the world all the time?

Dr. ANDERSON: I am afraid I do not know that much about the sugar beet
industry in Canada, but it is my understanding that there is some protection of
that industry.

Mr. OLsoN: There may be some subsidies, but my understanding is that
there is no protection.

Dr. ANDERSON: Are no'; excise taxes remitted in the case of sugar?
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Mr. OLsON: On refined sugar, but not raw sugar. Concerning this aid
program, you have stated that there should be a change in policy in these other
countries to enhance the incentive of producing more food. What does this all
mean to Canadian consumers? Does it mean that in your opinion we ought to be
prepared and willing in the name of humanity to pay a little more for food to
provide the incentive to produce more?

Dr. ANDERSON: Again, I think I have to emphasize that I am talking about
the undeveloped countries. The developed and underdeveloped countries have
very different economies. What I was talking about was the policy for develop-
ment in those countries which tends to under-emphasize agriculture. One way
that it is done is that food prices are kept as low as possible, partly because of
the political pressure from the urban areas in those countries. Now, your
question was, should Canadian consumers pay more, I presume in order some-
how or another to affect the general level of food prices in the world and
therefore provide the incentives for a more favourable situation for the produ-
cers in the underdeveloped countries. I find it difficult to make a connection
between the two.

Mr. OLsoN: In going over your brief—and I did not mark the spot, but I
think you did suggest that we should be prepared to raise our food aid program?

Dr. ANDERSON: Yes, I mentioned that; it has been small.

Mr. OLsoN: If we are to be able to deliver food to these countries under
these increased aid programs we are also going to have to do something to in-
dupe farmers to produce more. I think the one follows the other. If we are
going to give these food products we are going to have to produce them. I won-
der With the ramifications of the cost of living index, the food index, whether or
not in providing these incentives, this is a desirable policy, in your opinion,
because certainly if these incentives to produce more are going to be there and

Canadian consumers are buying in the same market, they will probably have to
pay a little more.

: Dr. AnpErsoN: If Canada embarks upon a large program of food aid along
with t}}e otk_lgr developed countries of the world, undoubtedly it will have some
effept in raising farm prices. You are asking me if I think this is a desirable
policy to pursue?

Mr. OLsoN: Yes.

‘ Dr_. ANDERSON: I wou}d say that it is a desirable policy only within very
§tr1ct 11m1t§, tl}e reason being that even if we put a large amount of expenditure
into food aid it would not solve the food problem in the underdeveloped areas.

So the real way to solve it is to provide them with the technical know-how and
the input so that they can produce it themselves.

Mr. Ouson: But can we justify in this difficult food crisis situation that

everyone talks about, holding down production in C i i
holds down production? Rah N e T

Dr. ANDERSON: Well, our price policy is not designed t
4 ; 3 0 hol -
tion. This seems to be the assumption in your questiorf Dt skl

Mr. OusoNn: I am not trying to embarrass
} 2 : you, I am really concerned about
this, because in most basic food products, such as wheat, flour and sugar, and
many many other products, Canadian farmers are always selling againét an

international market that is protected for the d i i
el omestic producers in those areas

Canadian farmers are always selling agai i i
: gainst an international mark i
protected for the domestic producers in those areas where it is prodlf(fefihaltc::
example, we do not sell wheat on an international market in competition .with




4

CONSUMER CREDIT 2511

what the producers in other countries get: we sell it against what is the declared
surplus of their domestic requirements and they slough it off in some cases or
sell for whatever price they can get. We Canadian wheat producers have to sell
against that all the time, for what we sell to the domestic market, notwithstand-
ing that there is a difference in price in the United States, in the United
Kingdom, in West Germany and in France. None of them are selling into this
market and we are selling against that all the time.

There is the same thing in sugar. There is a one cent and a half tariff or
excise added on bulk sugar that comes into Canada that comes in raw form and
our sugar beet producers are trying to sell against this type of market all the
time. It keeps prices down. There is another question in that area. It also keeps
down the incentive to the farmers to produce more. Is this a justifiable way of
using our potential for production of food, when we have this claim that there is
a food shortage or an imminent food shortage of crisis proportion coming very
shortly?

Dr. ANDERSON: I still come back to the same answer that I gave, that any
food crisis, as you call it, can best be met by production within the countries
themselves. Therefore, the answer to your question is that our present produc-
tion, which we are now able to sell, is presumably the economic one as expressed
in the prices that we have.

Mr. OLson: I agree with that, personally—there is no disagreement with
that. The point I was trying to get at is, whether or not there is misplaced
complaining about food prices in Canada, when we have some international
obligations or responsibilities, from a humanitarian point of view, where in fact
we could, with a small increase in our domestic prices to our consumers,
substantially increase the total output and the balance of this would be available
to those countries that are short.

Mr. McCuTcHEON: Is this food ecrisis that we hear about as severe as is
sometimes reported? The reason I ask the question is based on an article which I
read recently, that in Pakistan they have been doing tremendous things with a
Mexican variety of wheat. Our yield here is probably one ton per acre and this
supposedly has a potential of two to two and a half tons of wheat per acre. It is
assumed or mentioned in this article that they would be self-sufficient in a
matter of five or ten years, or something of this nature. I forget the exact figure.
Therefore, coming back to that article, I restate my question: Is this food crisis as
severe as is sometimes reported?

Dr. AnxpersoN: I think that it is possible to overstate it, and it has been
overstated at times. There is no question that, using reasonable nutritional
standards, large portions of the population of the world are undernourished.
When you say ‘“food crisis,” though, I think of something like mass starvation
and I do not believe that there is a crisis in that proportion on the horizon. I
think the figures that have been derived by FAO, which I included here, show
that developing countries are going to have a hard time keeping up with the
growth in population and the demand on food; but it is not going to run into
crisis proportions of the mass starvation dimension.

Mr. McCuTcHEON: Have you anything that you can add as to the develop-
ment of that program in Pakistan, other than what I mentioned? Is it progressing
satisfactorily?

Dr. ANDERSON: I have not detailed knowledge of that program but I know of
it, and what you have said generally agrees with what I have heard about it.
There are other parts of the world where programs of this kind show great
promise. I have heard that the development of corn growing in Thailand is very
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promising. Furthermore, the production in Mexico itself of grains has been
substantially increased in recent years.

Senator McDonALD: Could you tell me how closely we are now to the
development of a hybrid wheat in Canada?

Dr. ANDERSON: I do not know how to answer that question.

Mr. McCuTcHEON: I would like to pursue the thought that Mr. Olson had
about these low farm prices. I do not think it is possible to deny that we in
Canada as consumers enjoy the lowest price on sugar of any nation in the
western world. Our producers have to compete, not with the orderly marketing
of sugar but with sugar that is surplus to all requirements on the London daily
market. The point is this. Is there any implication there that this is purposely
held down?

Dr. ANDERSON: I am afraid I have not any comment on that.

Mr. McCuTcHEON: Has there been evidence of our food aid programs in
underdeveloped nations being tied to ideological programs? Has there been any
evidence of this type of thing causing resentment in these places?

Dr. ANDERSON: When you say “ideological,” do you mean to promote some
particular political philosophy?

Mr. McCutcHEON: I would assume that would come under that heading.
Dr. ANDERSON: I do not know.

Mr. MCCUTC'H‘EON: One more. How do you propose that we should overcome
the negative attitudes which apparently exist in countries, to accepting our
technical aid?

Co-Chairman Mr. BAsroRrD: Send better looking technicians.
Senator McGRAND: We are all short of years.

Dr. ANDERSON: That brings up the whole question of how best can extension

be managed under various circumstances, to make it acceptable. I am afraid I
have not the answer to that.

Mr. McCuTcHEON: I have one final question. I would like your comments, if
you would, please, on the implications contained in this paper which you have

presented to us, relative to the cost of food in our country, Canada, for the next
ten years.

Co-Chairman Senator CROLL: Someone has come back to the subject. Now
we are all interested, Mr. Anderson.

; Dr. ANDERSON: The implications in my opinion to the farm price of food in
this country are that these will remain about the same, relative to other prices,
over the next ten years, as they are at the present time.

Co-Chairman Mr. BASFORD: You were talking about farm prices. I think Mr.
McCutcheon’s question was directed towards consumer prices.

Mr. McCutcHEON: Yes. In other words, you see no rosy hope in the future

that my farm colleagues over here will get greatly increased prices for their
products? And where is the consumer going to be?

Dr. ANDERSON: Consumer prices are, to a certain extent a reflection of form

prices: What might be added to this over and above what we now pay I would
not be prepared to say.

: Mr. M'CCU’FCHIZION: Did you say “over and above what we now pay?” I take
it that the implication is that they will be going up.

§ e
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Dr. ANDERSON: Are we going to add services because consumers are going to
demand more services? That is the very important question which will deter-
mine what food prices might be.

Senator McDoNALD: May I ask one question? Do you look for larger imports
into Canada of agricultural products over the next ten years?

Dr. ANDERSON: No. I would not expect that there will be larger imports
of agricultural products.

Senator McDoNALD: I am thinking of butter at the moment. It is only a few
years ago that, figuratively speaking, we had butter sticking out of our ears in
government storage, but now we are importing it. It seems to me that the only
reason we are importing butter now is that we will not pay the Canadian
producer enough money to produce butter.

Co-Chairman Mr. BASFORD: The reason is that we are free traders. That is
why.

Senator McDonNALD: I do not mind free trade that goes both ways, but I hate
free trade that goes one way and not the other. Do you look for increased
production of dairy products in Canada in the next ten years?

Mr. WHELAN: What about the lumber industry in British Columbia?
Co-Chairman Senator CROLL: Quiet please.

Dr. ANDERSON: That depends on so many things. When you say the next ten
years—

Senator McDoNALD: Let us say in the next two years, then, coming to short
term policy.

Dr. ANDERSON: No, I would not expect to find an increase in dairy products
within the next two years.

Co-Chairman Senator CrorLL: All right, Mr. Whelan, do you have some
questions?

Mr. WHELAN: I just wanted to ask first of all, whether the witness would
agree that foodstuffs should be gambled with on the market. What I mean by
that is on the exchange they gamble on buying futures in them. There is
gambling on food for human consumption. Do you agree that this is a good
policy?

Dr. ANDERSON: The futures market can make a very significant contribution
towards the marketing of food products.

Mr. WHELAN: Do you not agree that many of the people who make money on
the futures never planted a grain or harvested anything, but they are the ones
who make the money and create in many instances, the phoney prices.

Dr. ANDERSON: You are referring to the speculator, who is an integral part of
such a system. Speculators both make and lose money in their dealings. If the
exchanges are operated under proper rules, a futures market should anticipate to
some extent price changes and, therefore, have a moderating effect on the
fluctuations in prices.

Mr. WHELAN: I cannot think of the name of the man, but I am trying to
remember who it was in the United States in the soya bean market—

Co-Chairman Senator CROLL: You are probably thinking of Cutten, who
tried to do it.

Mr. WHELAN: He did it once.
Co-Chairman Senator CROLL: He sank himself with it.
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Mr. WHELAN: He created a phoney soya bean market without any money of
his own. He was the cause of consumers losing millions of dollars in the United
States. He did this on the exchange. He made a real racket. I think they fined
him and put him in jail, but there was no compensation for the people who
suffered because of his manipulating the futures market. I think this is wrong,
but I do want to thank you for your opinion.

Now, one thing in both Canada and the United States is that we have in our
countries many people leaving agriculture: experienced people, and qualified
people who know how to farm. These people are by no means “dummies”. They
are being put out of business by large operators, vertical integration, et cetera.
Do you not agree that in many instances these people could be of assistance to
the underdeveloped countries?

Dr. ANDERSON: Well, yes. I would say in answer to your question that
farmers can make a contribution in the extension of knowledge in the under-
developed countries. I would not say that we should necessarily choose for this
purpose those farmers who are leaving the industry.

Mr. WHELAN: I am trying to make a point here, sir. You see so many
organizations such as the Corps of Young Canadians which is supposed to be
comprised of people who are trained to do agricultural work, but many of them
have not had practical experience but they are trying to teach people in under-
developed countries to do things in which they themselves are not well versed.
Many of our Canadian farmers have worked with people from all over the world
who cquld not speak our languages, but yet they became efficient workers and, in
many instances, efficient farmers themselves.

These people have the ability to work with people who do not understand
the native tongue that is spoken. They do not need even to speak the language in
order to show these people how to do the job, because they are used to doing it
themselves and they have the know-how.

‘ At t.he P.arliamentary conference which was held here last year I spoke on
this subject in one of the sessions, and it was readily accepted by many of the
delegates attending the conference that this was a wonderful idea.

I thought perhaps many Canadians and Americans, social workers and so
called experts, who were saying that these farmers become social problems
because_ they go to urban areas, would realize that these farmers would actually
be ma_kmg a contribution if they went to other countries, because they would be
of assistance there and would be no problem here.

Co-Chairman Mr. BASForp: Mr. Whelan, both the P i i
Mr. : Mr. 2 eace Corps in the United
States and CUSO in Canada endeavour to include agricultural workers.

Mr. WHELAN: Yes, and I know that some of these 1 i
Basford, are making worthwhile contributions, I am ncﬁte?ar.)kﬁlgl ?}lgige:.\a\vrgl;hfx;;
them,. but these other people could be making just a little bit better contribution
and, if th_ey were really dedicated to join this method of helping their fellow
manl. and if their whole lives were dedicated to agricultural production, then that
:/C?ﬁac}lbehfar. more valua}ble. And I might say that there is a difference between
it 1}(,1 aving done thls. type of work for many years and being superficially

wledgeable in the subject. And as for any talk of inefficiency in these people

who are now leaving the field of agri
griculture, as fa i
most over-talked subject there ever was. figiterta ottt g

withotr}lli cgnti}tlsd oéher quest'lons that I would like to ask is whether you agree
o s i, tates policy of buying up surpluses, putting them in storage
e ol : le 1zing the farmel" fpr his products? This is what they did with all
a7 Wtyeam ago, and it is what they are doing in Florida at the present
i € citrus crops. Apparently they are 40 per cent over the normal crop

€ government has allocated so many millions of dollars to the purpose of

i B T
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buying up the surplus and putting it into a form of frozen products and juices.
This happened just a month ago. Do you agree that this is good policy?

Dr. ANDERSON: It depends on what context you put that in. Your latter
example, where orange juice has been turned into a frozen concentrate and put
into storage, I presume therefore spreads the sale over the market for a little bit
longer period. There the Government is, in effect, operating a kind of futures
market.

Mr. WHELAN: But are they not also guaranteeing that there is not going to
be huge fluctuations in the price?

Co-Chairman Senator CRoLL: That is exactly what he is saying.

Dr. ANDERSON: That is what I am saying. They are levelling out the peaks
and hollows in both prices and the amounts that are offered on the market.

The first example you used applied to the United States policy in the 1950s,
in which it was a longer run policy of keeping prices above the level at which the
product could be sold, so that there was an accumulation of surpluses as a result
of that.

Mr. WHELAN: Well, is an accumulation of surpluses not a really good thing
at the present time? That surplus of corn has practically disappeared in the
last two years, but was it not a good thing that you did not have this to help
the starving peoples in the world?

Dr. ANDERSON: As I indicated, I have some reservations on that, on the
grounds that to some extent this only provided developing countries with
temporary relief. The agriculture of those countries remains undeveloped so
that they have just postponed the day when this development will have to take
place.

Mr. WHELAN: Do you really think they postpone it?

Co-Chairman Senator CrRoLL: He gave that here as evidence.

Mr. WHELAN: I have one more question. First of all I apologize for coming
in late but unfortunately I was making representations in another matter. Now I
know Mr. Olson was questioning you on this and you may have given the answer
earlier. I want to ask about the potential production of Canada and the United
States. What is the potential production of the United States and Canada? How
much higher will it be than it is at the present time?

Dr. ANDERSON: My opinion is that it will readily expand to meet all the
demands that the population of these two countries will make upon it and
without increases in prices, as I have indicated.

Mr. WHELAN: But you are not saying anything about the rest of the world.
At the present time much of our production goes to aiding the rest of the world.
In the future do you think that we can still take care of helping these people
we are now helping even if the population expands here?

Dr. ANDERSON: It would be possible to continue to export as much food as we
have been doing over the last few years and still continue to feed our own
population.

Mr. WHELAN: I have also heard Mr. Olson say that in Alberta they could
increase our production five fold given the proper incentives. I just want to say
that in southern Ontario with improved techniques and better use of fertilizers
ete. there is also tremendous potential. We know from our experience of green-
house production that there is tremendous potential in farming under glass and
that we could increase our output five hundredfold. Even in the areas of the two
counties of Essex and Kent the production could be increased tremendously. I am

most optimistic of our producers being able to produce much more if given the
proper incentives.
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Senator CARTER: Dr. Anderson, you make no mention in your brief of the
world food bank. This idea was popular some years ago. Is it not mentioned now
because the food surpluses have disappeared?

Dr. ANDERSON: The world food bank of a number of years ago is really thg
world food program of today.

Senator CARTER: They are still carrying out that project under another
name? z

Dr. ANDERSON: The world food bank never became a reality, but in a
modified form it is the world food program at the present time.

Senator CARTER: It didn’t become a reality because it was not feasible
because the surpluses disappeared? As I say, it was quite a popular idea a few
years ago.

Dr. ANDERSON: It was, but it was unacceptable to the countries that had to
be involved in it. That is why it failed.

Senator CARTER: What you have told us about technical aid that goes from
Canada made me wonder whether it is worthwhile giving technical aid at all.
The people we are trying to help do not have sufficient education to benefit from
it, and the government policy of depressed prices does not provide any incentive
to take advantage of it, so what point is there in continuing technical aid under
those circumstances?

Dr. ANDERSON: Included with technical aid should be the raising of the
educational levels of the people so that they know how to make use of technolo-
gy. This is a very important part of it.

Senator CARTER: But in the meantime the prices build up and we cannot
wait for that, and I think Senator McDonald had a better solution, that is that
side by side with technical aid we should put in practical aid by sending people
in there who would show these people what to do by doing it.

Dr. ANDERSON: I am sorry if I did not make it quite clear that I would
include that practical aid with the technical aid. I was not separating them. '

Senator CARTER: I want to ask some questions about these appendices. I am
always a little leery of percentages. These rates of growth which you show, are
they averages per year or are they progressive? My question also applies to the
rates for population income and food demand.

Dr. ANDERSON: These are compounded rates.

Senator CARTER: So that each year there will be two per cent on top of the
previous year?

Dr. ANDERSON: Correct.

Senator CARTER: I was not clear about that. The income for developed

countries, this would include Canada, the United States, Scandinavia, Britain
and, I suppose, Japan?

Dr. ANDERSON: Yes.
Senator CARTER: And all that will amount to just U.S. $1095 billion?
Dr. ANDERSON: That is right.
Senator CARTER: Is that the total?
Dr. ANDERSON: Yes.
... Co-Chairman Senator CROLL: That is a lot of money. A billion is a thousand
million. My co-chairman says he does not have that many pennies.

bimoSnenator CARTER: Oh, I was thinking that these were millions instead of
S.

Co-Chairman Senator CROLL: Any further questions?
Mr. BOULANGER: I want your permission to raise a point which I was going
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to make at the beginning. It is a very serious one. It has been said by a member
of the House on the presentation of our report this afternoon. When he made the
point the Chairman could not get up, and it is very serious. This is a question of
defamation and trying to defame the procedures of the members of the commit-
tee. First of all he used the declaration by a member of the consumers group that
the committee could not do anything because of the money coming in to the
parties. This is dangerous for the prestige of our members in the committee as
well as in the House. He said that the lady made the accusation here and that no
member of this committee answered it and so by their silence the committee
members admitted they were guilty.

Co-Chairman Senator CRoLL: Mr. Basford was there.

Mr. BouLANGER: This is why I think this is the first opportunity we have to
talk about it, and this is why I am raising it. Maybe I should start at the

beginning but I did not want to take time from the witness. The remark at the

beginning was declared by Mr. Speaker as being out of order, and he got up
again and brought it up again. If you allow me to speak on it, I have the report of
the discussion and I have the exact words.

Co-Chairman Senator CRoLL: Mr. Boulanger—

Mr. BoUuLANGER: I think you might let some member talk about it, or the
chairman could advise on it. An inquiry should be made right away and establish
how could we speak as members of the committee, if that is the accusation, we
have not rejected our standards. I am throwing out the idea and we should talk
about it.

Co-Chairman Senator CroLL: Mr. Boulanger, the co-chairman was there
and we let him handle the situation.

Mr. BOULANGER: He could not get up.

Co-Chairman Senator CROLL: He knew what to do. He was present, and we
are not going to get into that sort of wrangle in this committee.

Mr. BoULANGER: I want to get an answer on that point.

Mr. OLSON: There were several members of the committee asked her—and I
think Mr. Allmand was one—if she had any evidence, and she blushed and said
she did not.

Mrs. MACINNIS: Right.

Mr. BouLANGER: This is why I brought it up, to see if we could have an
answer.

Co-Chairman Mr. BAsrFoRD: This was moving concurrence in the third report
empowering the committee to move from place to place. Mr. Grégoire got up and
made his speech which I, as co-chairman, saw no purpose in answering. I was
anxious to get the report through. What he said was totally inaccurate and was
not worthy of reply in the House, and I saw no reason to dignify his remarks by
getting up and making a big issue out of it. It was obvious from his remarks that
he had not the faintest idea of what went on in committee and of what what Mrs.
Wilson said, and I saw no need to make a big issue out of his remarks, which
were senseless, meaningless and stupid.

In questioning by Mr. Allmand and others, Mrs. Wilson, in effect, withdrew
those comments, and had they not been housewives who were inexperienced in
the ways of parliamentary committees, probably they would have been asked for
a formal apology, but I do not think any member of the committee wanted to
insist upon that.

Mr. OLsoN: We were being extremely charitable to Mrs. Wilson.

Co-Chairman Mr. BAsrorD: The committee, in effect, did receive from Mrs.
Wilson a declaration they were making no allegations against anyone. Therefore,
I saw no purpose in answering Mr. Grégoire.
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Mr. McCUTCHEON: Mr. Chairman, may I at this juncture say that what our
chairman has done and the action that he took in the House is one I would
commend highly; it is 100 per cent right. There is no point in lending any degree
of credence to that little pipsqueak, and there is no point in referring to it at all.

Co-Chairman Senator CroLL: I agree, Mr. Basford was there and handled
the situation, and I could not care less, and no one else could. We must avoid
taking ourselves too seriously on this. As a matter of fact, Mrs. Wilson sat
alongside me, and if I had not stepped in she would have had some pretty rough
treatment here when she made the allegations in the brief. But I realized she did
not write the brief and I do not think she had ever read the brief. I know who
wrote it, and there was no purpose in chastizing her or any other of the women
about the whole business.

We have to avoid this business of bringing arguments from the House or
Senate into committee. We are a committee on our own and we are not paying
too much attention to what others are doing. Let us do the right thing.

Senator McDoNALD: Mr. Chairman, I would like to point out that in the most
recent issue of the Financial Post there is a small article on this matter. I do not
know which member of the press is responsible for it, but I think the article
points out the situation exactly as it happened in this committee, and I would
commend other members of the committee to read it.

Co-Chairman Senator CROLL: No one took it seriously here. So let us forget
about it.

Mr. BoULANGER: I hope you get me right. I did not try to raise a fight over it
or to blame our chairman. I was trying to find out if I had the right to bring it
up. Now you have given an answer I am satisfied. We will get at it some other
way.

A Co-Chairman Senator CRoLL: No. This is just what I am afraid is going to
appen.

Mr. BouLaNGeER: You will be surprised what he said when you read it
tomorrow.

Mrs. MacInnis: I think everybody in the House felt the same way. We
thought that Mr. Basford was doing the right thing in not rising, and we thought
the matter did not merit being referred to. I do not think it should be referred to
any more, because it may give it undue importance.

Mr. BOULANGER: I am satisfied with what our chairman did.

Co-Chairman Senator CrorLL: If not, may I say, Professor Anderson, we
have been very fortunate in having before this committee men who knew their
subject well and thoroughly, and we have members on the committee who know
what they are talking about too. When you are discussing agriculture we have
some experts around here, and when in other fields we have experts in other
fields. The discussion is a very helpful one to us; it is interesting; it adds to our
knowledge and our understanding; and we are very proud of the fact we can call

on our own Canadians who can talk to us in a way that makes us more
knowledgeable.

That you took the time to prepare yourself and come to talk to us, for that
we are very appreciative. Thank you very much.

The next meeting we have, on Thursday, will be the first chance to talk
about co-operatives.

I\g O’KEEFE: Mr. Chairman, will the expression “pipsqueak” appear in our
recoraq?’
Co-Chairman Senator CRoLL: Mr. McCutcheon can take it out if he wants to.
Mr. McCuTcHEON: I withdraw that remark.
The committee adjourned.
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SUPPLEMENTARY ORDERS OF REFERENCE

Extract from the Votes and Proceedings of the House of Commons, Sep-
tember 9, 1966:—

“Mr. Sharp, seconded by Miss LaMarsh, moved,—That the Joint
Committee of the Senate and House of Commons appointed by this House
on March 15, 1966, to enquire into and report upon the problems of
consumer credit, be instructed to also enquire into and report upon the
trends in the cost of living in Canada and factors which may have
contributed to changes in the cost of living in Canada in recent months;

And that a Message be sent to the Senate to acquaint Their Honours
thereof and to request the concurrence of that House thereto.

And the question being proposed;

Mr. Pickersgill, seconded by Mr. Mcllraith, moved in amendment
thereto,—That the motion be amended by striking out the words “by this
House on March 15, 1966” where they appear in the second line thereof
and by inserting in the motion as the second paragraph the following:

“That the Committee have leave to sit notwithstanding any ad-
journment of this House;”.

And the question being put on the said amendment, it was agreed to.

After debate on the main motion as amended, it was agreed to.”

Extract from the Votes and Proceedings of the House of Commons, October
7, 1966:—

By unanimous consent, Mr. Basford, seconded by Mr. Allmand,
moved—that the First and Second Reports of the Special Joint Committee
on Consumer Credit and Cost of Living, presented to the House on Friday,
April 1 and Thursday, October 6, 1966, be concurred in.

After debate thereon, the question being put on the said motion, it
was agreed to.

Accordingly, the said Reports were concurred in and are as follows:

FIRST REPORT

Your Committee recommends that seven (7) of its Members consti-
tute a quorum, provided that both Houses are represented.

SECOND REPORT

Your Committee recommends that the House of Commons section of
the said Committee be granted leave to sit while the House is sitting.

Extract from the Votes and Proceedings of the House of Commons, De-
cember 20, 1966:—
Mr. Basford, from the Special Joint Committee of the Senate and
House of Commons on Consumer Credit and Cost of Living, presented the
Third Report of the said Committee, which is as follows:

2519
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Your Committee recommends that it be authorized to adjourn from
place to place.

Mr. Basford, from the Sepcial Joint Committee of the Senate and
House of Commons on Consumer Credit and Cost of Living, presented the
Fourth Report of the said Cecmmittee, which is as follows:

(For text see Interim Report in Committee Proceedings No. 27.)

LEON-J. RAYMOND,
Clerk of the House of Commons.

Extract from the Minutes of the Proceedings of the Senate, September 13,
1966:—

“The Honourable Senator Connolly, P.C., moved, seconded by the
Honourable Senator Hugessen:

That the Senate do agree that the Joint Committee of the Senate and
House of Commons appointed to enquire into and report upon the prob-
lems of consumer credit, be instructed also to enquire into and report
upon the trends in the cost of living in Canada and factors which may
have contributed to changes in the cost of living in Canada in recent
months; and

That a message be sent to the House of Commons to acquaint that
House accordingly.

After debate, and—
The question being put on the motion, it was—
Resolved in the affirmative.”

Extract from the Minutes of the Proceedings of the Senate, November 22,
1966:—
The Honourable Senator Connolly, P.C., moved, seconded by the
Honourable Senator Beaubien (Provencher):
That the Third Annual Review of the Economic Council of Canada
relating to Prices, Productivity and Employment, dated November 1966,
which was tabled in the Senate today, be referred to the Special Joint

Committee of the Senate and House of Commons on Consumer Credit and
Cost of Living.

The question being put on the motion, it was—
Resolved in the affirmative.

1966Extract from the Minutes of the Proceedings of the Senate, December 20,

The Honourable Senator Croll, from the Special Joint Committee of
t}}e.Senate and House of Commons on Consumer Credit and Cost of
Living, presented their second Report as follows:—

MonpAy, December 19, 1966.
The Special Joint Committee of the Senate and House of Commons on
Consumer Credit and Cost of Living makes its Second Report, as follows:
Your Committee recommends that it be authorized to adjourn from
place to place.
All which is respectfully submitted.

DAVID A. CROLL,
Joint Chairman.
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With leave of the Senate,
The Honourable Senator Croll moved, seconded by the Honourable Senator
Benidickson, P.C., that the Report be adopted now.

After debate, and—
The question being put on the motion, it was—
Resolved in the affirmative.

The Honourable Senator Croll, from the Special Joint Committee of the
Senate and House of Commons on Consumer Credit and Cost of Living tabled
the Third Report of the aforementioned Special Joint Committee.

With leave of the Senate,

The Honourable Senator Croll moved, seconded by the Honourable Senator
Benidickson, P.C.:

That the Third Report of the Special Joint Committee of the Senate and
House of Commons on Consumer Credit and Cost of Living, tabled today, be
printed as an Appendix to the Debates of the Senate and to the Minutes of the
Proceedings of the Senate of this date and form part of the permanent records of
this House.

The question being put on the motion, it was—
Resolved in the affirmative.

(For text see Interim Report in Committee Proceedings No. 27).

J. F. MACNEILL
Clerk of the Senate.
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MINUTES OF PROCEEDINGS

THURSDAY, February 2, 1967.

Pursuant to adjournment and notice the Special Joint Committee on Con-
sumer Credit (Prices) met this day at 9.30 a.m.

Present: For the Senate: The Honourable Senators Carter, Cook, Croll
(Joint Chairman), Hollett, Inman, McDonald (Moosomin), McGrand, O’Leary
(Antigonish-Guysborough), Thorvaldson, Urquhart and Vaillancourt.—11.

For the House of Commons: Messrs. Allmand, Asselin, Basford, (Joint
Chairman), Boulanger, Lefebvre, Mandziuk, McCutcheon, O’Keefe, Olson,
(Mrs.) Rideout and Smith.—11.

In attenddnce: Dr. R. Warren James, Special Assistant.

The following were heard:

Co-operative Union of Canada:
Dr. A. F. Laidlaw, General Secretary.
Mr. R. S. Staples, President.
Mr. D. F. MacDonald, Director.

Mr. Jim MacDonald, Executive Secretary, National Labour Co-operative
Committee.

At 1.00 p.m. the Committee adjourned until Tuesday next, February 7, 1967,
at 9.30 a.m.

Attest.
John A. Hinds,
Assistant Chief,
Senate Committees Branch.
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THE SENATE

SPECIAL JOINT COMMITTEE OF THE SENATE AND
HOUSE OF COMMONS ON CONSUMER CREDIT

EVIDENCE

OT1TAWA, Thursday, February 2, 1967.

The Special Joint Committee of the Senate and House of Commons on
Consumer Credit met this day at 9.30 a.m.

Senator David A. Croll and Mr. Ron Basford, M.P., Co-Chairmen.

Co-Chairman Mr. BAsrorp: Honourable senators and members, the commit-
tee will please come to order. This morning, a brief is being presented by the
Co-operative Union of Canada. Sitting on my immediate left is Dr. A. F. Laid-
law, General Secretary, Co-operative Union of Canada, whom I will call upon
first to introduce the other members of his party and then to present the brief
which is being distributed. Dr. Laidlaw.

Dr. A. F. Laidlaw, General Secretary, Co-Operative Union of Canada: Honour-
able senators and Members of the Commons who are members of this com-
mittee, I am pleased to introduce the members of our delegation. First, on
my immediate left is Mr. R. S. Staples, President of the Co-operative Union of
Canada. On his left is Mr. D. F. MacDonald, director of the Co-operative Union
of Canada, who is also General Manager of Co-operative Farm Services in
Moncton, N.B. One might note that Mr. MacDonald’s organization is a dual
organization, in two respects, that it is both a marketing and purchasing organi-
zation, and it is both rural and urban.

We also have Mr. George Davidovic, Director of Research of the Co-oper-
ative Union of Canada; and Mr. P. A. Moran, Assistant Secretary of the Co-
operative Union of Canada. Also here is Mr. Jim MacDonald, Executive Secre-
tary of the National Labour-Cooperative Committee, which is a joint committee
of the Canadian Labour Congress and the Co-operative Union of Canada, the
purpose of which is to promote co-operatives among labour union people in
Canada. On Mr. MacDonald’s left is Mr. Keith McCleary, who is Branch Oper-
ations Manager of United Co-operatives of Ontario, from Smiths Falls. Also, we
are pleased to have in our delegation this morning the Director General of Le
Conseil Canadien de la Cooperation, Mr. Hector Yelle, who is with us as a
fraternal delegate.

Mr. Basford, I am wondering what is the wish of the committee. If it is your
wish, we will proceed directly to the reading of the brief.

Co-Chairman Mr. BAsSroRrD: Yes, please.
Dr. LaipLAw: The brief is as follows:

1. Introduction:

The Co-operative Union of Canada, a national association of English-lan-
guage co-operatives in Canada, welcomes the opportunity to make this presenta-
tion on behalf of its member organizations to the Special Joint Committee of the
Senate and House of Commons on Consumer Credit (Prices).

2525
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At the outset we wish to say how pleased we are that this parliamentary
investigation is taking place. The evidence already given to the committee,
showing the extent to which Canadian consumers may be exploited and in
danger of domination by monopolistic concerns, particularly in the food industry,
is ample proof of the need for such an inquiry.

The current protest over consumer prices, the steep upward trend in the cost
of living, the widening gap between the prices received by farmers and the cost
of food to consumers, the rapid increase in the cost of a multitide of services
associated with distribution of food and consumer goods generally, the tendency
towards monopoly control over retail trade—these are all matters of deep
concern to the people who are members of co-operatives and who are adherents
of the co-operative movement and its philosophy, because they are matters with
which co-operatives have been engaged for quite a long time. In fact, co-opera-
tives represent a consumers’ protest that started over 150 years ago, long before
government showed much concern for the welfare of consumers or recognized
any great responsibility to protect them.

Some may read in the present unsatisfactory state of affairs, as revealed by
this investigation and the conditions which brought it on, the failure of co-opera-
tives to measure up to their aims and fulfil the objectives set for them a long
time ago. If this interpretation is correct—and we must admit that, to some
extent at least, it is—then we can only say that there are many reasons for this,
but none to be found in the co-operative idea itself. Instead, they will be found
elsewhere, and this brief will attempt to point out where the trouble lies and
how the present situation might be remedied or improved from the viewpoint of
co-operatives.

The Co-operative Union of Canada:

We should first explain that the Co-operative Union of Canada is not an
association of consumers’ co-operatives alone, but of all types of co-operatives
(English) in this country: agricultural, fisheries, credit, insurance, housing, etc.,
including consumers’ co-ops too. It is a relatively old organization, begun in
1909, at a time when the scattered pioneer co-operatives were seeking legislative
recognition, which, by the way, they did not get then and have never been able
to get at the federal level.

A parallel organization, Le Conseil Canadien de la Cooperation, serves
French-language co-operatives in this country, and the two, CUC and CCC, are
the Canadian members of the International Co-operative Alliance, the world
federation of co-operatives with member organizations in some 55 countries and
tottall{.mgmbership of about 215,000,000 people in affiliated co-operatives of differ-
ent kinds.

The two bodies, CUC and CCC, work closely together and in complete
harmony. Usually they make joint presentations at inquiries like this, but

unfortunatgly it was not possible on this occasion because of lack of time, and so
the CCC will appear separately.

Nature of presentation:

This presgntation will be fairly general in nature, mainly because our mem-
ber organizations, which will present briefs and give evidence at the regional
hearings 'go be held across the country, are better able to explain detailed figures,
comparative prices and business operations.

The aim here will be to describe the general organization and business
methods used by co-operatives in Canada and to indicate how they are trying to
meet the px.‘oblems with which the committee is concerned. But knowing that you
are not mainly concerned with theory and philosophy but their practical applica-

tion, we shall provide some specific information on the business of Canadian
co-operatives.
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2. What Are Co-operatives?

In our day-to-day work we find that there is fairly widespread misunder-
standing about co-operatives, their nature and methods of operation. This seems
to apply to people at all levels of education and in all walks of life. As with many
other institutions, co-operatives have not done a particularly good job of telling
the general public what they are all about. This lack of information is com-
pounded, unfortunately, by people and organizations whose main purpose seems
to be to misrepresent co-operatives in the eyes of the public.

For example, we find some people believing that co-ops are genuine only as
long as they remain small but not if they become large; or that they are good for
farmers but not for city dwellers; or that they are kept going largely through
government support; or that they don’t pay taxes; or that most of them fail; or
that they were suitable for an age that is part but not relevant to modern times;
or that democratic control by members is incompatible with business efficiency.
And so it goes—the erroneous views about co-operatives seem endless.

The easiest way to explain a co-operative is to say that it is a business
owned by people who need and use its services, not by investors. People organize
a co-operative or become members of a co-operative because they want to
provide themselves with a service that is essential or very important in their
lives. So co-operatives may be described as ‘“users organized”. Consequently,
agricultural co-operatives are owned by farmers, fisheries co-operatives by
fishermen, co-operatives for savings and credit by those who want to save and
borrow money, housing co-operatives by those who live in the houses, students
co-operatives by students, and of course consumers’ co-ops by consumers.
Needless to say, capital in some form and in varying amounts is required in
co-ops, at least generally, but members subscribe capital to provide themselves
with services, not to earn a return (dividend) on investment.

Certain fundamental rules have long been recognized by co-operatives all
over the world: open and voluntary membership; democratic control through
“one member, one vote”’; limited interest, if any, on capital; and surplus earnings
(savings) distributed according to each member’s use of the service.

In practice, co-operatives have a dual role: to operate an efficient business,
and to function as a democratic popular movement. The link between co-opera-
tive organizations and education is longstanding and strong, so much so that a
co-operative which does not function in an educational way is regarded as
fulfilling only part of its complete role.

In earlier days there was a tendency for co-operatives to isolate themselves
from other economic institutions and to concentrate on the sole objective of
running a successful business for the benefit of the members, but nowadays
co-operators are inclined to think of their organizations as part of a democrat-
ically-organized society and to judge their co-operatives in terms of the
common good and their value to the community and the economy as a whole.

As evidence of this broader outlook, we are filing with this brief a copy of
“Statement on Social and Public Issues,” an official policy statement of the
Co-operative Union of Canada, passed at its 1966 Congress. As you will see, it
deals with such vital public matters as welfare, education, social development,
health, human rights and international aid.

So, co-operatives are not merely a way to get goods cheaper, or a device for
dividing profits in another way. Rather, they represent a philosophy directed
towards a more just and rational social order and a better way of life for all.
Admittedly, some co-operatives or groups of co-operatives fall short of this
ideal, but in this respect they are no different from other democratic institutions.
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3. The Sector Concept:

In over a century of growth and development certain changes have taken
place in the thinking and outlook of co-op leaders. (People inside the co-opera-
tive movement who believe that co-ops don’t have to change, and those outside
the movement who imagine that they have not changed, are both mistaken).

In the context of this inquiry, a very important change is the development
of the sector concept of co-operatives in the overall scheme of things. Co-oper-
atives today do not wish to be regarded as simply an antagonistic form of
business, but as a vital part of an industrial democracy with interdependent
sectors: (a) public enterprise, operated by government or by crown corporations
for government on behalf of all the people; (b) private-profit business, owned
by investors and oriented to their aims and purposes; and (c) co-operative
enterprise, belonging to the users of goods and services and oriented to their
basic needs.

Each of these sectors has its advantages and limitations; each has a special
contribution to make to the whole; the three should work together, in harmony
as far as possible, supplementing and fortifying one another. Interdependence is
a vital element of modern living and this is as true of business as of other social
relationships and activities.

So, the good society as we see it is a mixed society, with public, private-
profit and co-operative elements carrying out the functions which each can do
best in the interest of the nation and the total economy. Co-operatives recognize
the growing necessity for public ownership in some aspects of modern life; they
recognize the achievements and possibilities of business owned by investors and
operated mainly for profit; but they also insist on the special values and benefits
in business owned and controlled co-operatively by people who are not organ-

ized to make money on investments but to provide themselves with essential
goods and services.

4. The Achievements of Co-operatives:

We are well aware that the members of the committee are dealing with the
hgrsh realities of a vexing problem for which they are seeking workable solu-
tions. Housewives are not looking for far-fetched theories and philosophy but
rather practical answers to the question of how to put food on the table and
make ends meet in the family budget.

So, we wish to emphasize the fact that co-ops are not just abstract philoso-
phy but a thoroughly practical economic system that people have been utilizing
for well over a century in meeting the everyday problems of life. It is true that
cg-qpe}‘atives rest upon a body of principles and philosophy, providing the
discipline and intellectual foundation necessary for the system, but they are at
the same time very sensible and down-to-earth business enterprise.

It seems necessary to emphasize this point here because some observers may
have a cer.tain amount of skepticism about consumer co-operatives being able to
makei an impact on the colossal problems of distribution of goods, as already
described by various groups before the committee. But co-operatives have a long
rec.ord of achievement in a great variety of situations calling for the highest level
of industrial organization and managerial competence.

For example: In several countries of Europe, co-operatives are amongst the
largest business organizations in retailing, wholesaling and manufacture of con-
sumer goods, and in some, e.g. Denmark, Sweden and Japan, co-operatives are
b}{ far the largest commercial organizations in the marketing of food products. I
might explain here that we use the term “marketing” to describe the process
from the producer to the processor—not at the retail level.

In Britain, the annual business of consumers’ co-ops exceeds $3 billion, and
last year more than $150,000,000 was returned to British housewives in Cco-0p

!
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patronage refunds. It was with good reason that Prime Minister Gladstone called
the co-operative method of business ‘“the greatest economic invention of the
nineteenth century.

In many countries, consumer co-operative services are diversified in a great
many fields—for instance, the Scottish Co-operative Wholesale Society operates
what is probably the largest funeral service in the world, handling one-third of
the total business of the country.

In some countries, co-operatives provide as much as 30 per cent of all urban
housing; and it is worth noting that the largest single housing project under
construction in the world today is a housing co-operative in New York City,
which, by the way, when completed will house about 55,000 people.

It was by means of electric supply co-ops that the rural parts of the United
States were virtually lighted up, to the extent of well over 90 per cent of total
coverage—and this was done after the private-profit power companies had failed
to extend service to the rural areas.

From Canada we select just one example: well over half the wheat grown in
this country is handled by farmers’ grain-marketing co-operatives—and it
should be noted that wheat is Canada’s largest export product and certainly one
of the most important factors in the national economy at present.

These are a few cases selected at random to show that co-operatives are
much more than ideals and theory, that they are engaged in the practical
economic problems which concern the Committee, and that they have considera-
ble achievement to their credit.

To quote a world authority, Margaret Digby, Secretary of the Plunkett
Foundation for Co-operative Studies, London:

Co-operation has built a system of production, distribution, banking,
insurance and sundry services which is directed solely to the benefit of the
community and includes no element of individual profit. Within that
system there is complete personal equality. It is a voluntary system,
created by personal effort, freely given. It is a free system giving scope to
the group and the individual to do everything except exploit their fellows.
It leaves wide areas of free choice within a planned framework.

The system has proved technically efficient and has beaten private
enterprise on its own ground, without the intervention of political power.
It is flexible and can interlock with economic life organized on other
bases. But, since it is an organic growth, it tends to wilt if it is either
rigidly confined or artificially extended. It has proved to be applicable to
people of many ways of life and at all stages of economic and educational
development. It provides an unique education in democracy, responsibility
and toleration.

The World Co-operative Movement,
by Margaret Digby, 1960.

5. Co-operatives in Canada:

In order to assess consumer co-ops as a means of controlling consumer
prices, it is necessary to have a general picture of co-operatives in this country.
This will be brief and limited to essential points.

General description: Co-operatives in Canada are, to a great extent, rural
and agricultural. By far the largest and most successful co-operatives are farm-
ers’ marketing co-operatives, but co-operatives for purchasing goods and sup-
plies needed by farmers are also quite important. One is struck by the remarka-
ble variety of co-operatives developed by Canadian farmers—there is hardly a
service of any kind needed by rural people that has not been developed some-
where or other on a co-operative basis by Canadian farmers. It is noteworthy
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that the Prairie Provinces have an organization, Canadian Co-operative Im-
plements Limited, which is, as far as we know, the world’s only farmers’
co-operative for the manufacture and distribution of farm machinery.

The most numerous co-operatives in Canada are credit co-operatives
(caisses populaires and credit unions) and these are the only kind strongly
organized in many urban centres. They number about 4900, with total member-
ship of about 3,800,000. Over half the members and assets are in the province of
Quebec, where the first credit co-operatives in North America were organized
under the influence of Alphonse Desjardins just after the turn of the century.

Co-operatives are found in all provinces and in all parts, even in the far
north beyond the Arctic circle, but, apart from credit co-operatives, the greatest
concentration is found in the Prairie Provinces.

In some places and at certain times in the past co-operatives received
valuable assistance from governments, both provincial and federal, but by and
large they have grown under their own power and out of the resources of the
members themselves.

In the Canadian economy co-operatives play a significant role in the em-
ployment of labour, in the use of capital for resource development, in the
accumulation of savings in Canadian hands, and in the support of essential public
services. They are subject to the same Income Tax Act as other business, and in
many communities throughout Canada they are among the largest payers of
property tax.

Canadian co-operatives are non-partisan in politics, but this rule is not
intended to prevent individual members from taking an active part in political
affairs as long as they do not involve their organizations in party politics.

Legislation: Legislation has been a crucial matter in the development of
Canadian co-operatives. From the beginning they have been struggling for
legislative recognition and for legislation appropriate to their purposes and
methods of operation. The federal legislation sought some sixty years ago failed
to pass the Senate after it had been unanimously endorsed by the Commons, and
thereafter co-operatives retreated into a provincial shell. Ever since they have
been without the legislative machinery so necessary for interprovincial organiza-
tion.

It would be difficult to exaggerate the effect which lack of federal legislation
has had on co-operative development in Canada. Briefly, it has cast co-operatives
in a provincial mold—and for this we have to blame successive federal adminis-
trations over more than fifty years. A few co-operatives in Canada have taken
out federal incorporation, either by incorporating under legislation not appro-
priate for co-operatives or by the costly process of a special Act of Parliament.

To estimate the restrictive influence which this has had on the co-operative
movement, we ask you to imagine what air travel in Canada would be like if
plane service in the country were controlled by provincial companies.

Restrictions on co-operatives: A great deal is heard on all sides today
about the power and rights of consumers, but it is not generally appreciat-
ed how many restrictions are put on consumers when they undertake to organize
to serve themselves co-operatively. In some provinces consumers cannot own a
drug store or pharmacy; in some they cannot operate a funeral service. In some
cases co-operative stores have been denied supplies by manufacturers unless
they undertook not to pay patronage refunds that would have the effect of
lowering prices.

A few years ago, one of the well-established consumers’ co-ops in Canada
was involved in a costly legal process to gain the right to pay a rebate to
members on gasoline. Even now, co-ops in one province are denied a licence for
the distribution of gasoline to members, even though they hold charters under
the Co-operative Association Act of the province to provide members with goods
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and supplies, and even though, I might add, the Provincial Government collects
the wholesale gasoline tax from the wholesale organization.

In another province, citizens are prevented by law from employing medical
doctors in co-operative clinics. No, consumers are really not as free as they may
sometimes imagine.

We do not intend to go into the controversial issue of income tax on
co-operatives here, although we are quite prepared to discuss the question if
members of the Committee wish to; but we do want to point out that the Income
Tax Act itself puts this restriction on co-ops—a restriction aimed purposely at
co-operatives: they are not permitted to distribute to members all the savings
made in their dealings with the members, but must pay a tax based on capital
employed. We refer to Section 75(3) of the Income Tax Act, a section to which
co-ops have been objecting over the past twenty years.

Canadian ownership: In the context of this inquiry, another feature of
co-operatives is of particular relevance and interest; Canadian co-operatives
mean Canadian ownership in the hands of as many Canadians as possible, in
the hands of all Canadians if they so wish. Moreover, it is Canadian ownership
in no danger of foreign control or takeover.

A good case in point is found in the petroleum industry, a segment of the
economy that is notoriously un-Canadian in its ownership and control. But one
small oasis in the desert of foreign holdings is in Saskatchewan, where in the
midst of the depression thirty years ago farmers set up the first co-operatively-
owned oil refinery in the world. Its very nature as a co-operative means that it
remains in Canadian hands, because it was organized on the basis of production
for use, not for profit on investment.

6. Consumers’ Co-operatives.

The organization of consumers: Many of the leaders and writers in the
co-operative movement over the past century have looked upon consumers’
co-operatives as the highest and even the ultimate form of co-operative or-
ganization. Certainly it is about the most difficult type to develop on a substan-
tial and effective scale.

The reason for this is obvious. The very concept of man as consumer is of
rather recent origin, and the thought of people standing together as organized
consumers seems difficult to comprehend. It is much easier for people to see
themselves grouped together as farmers, or fishermen, or workers, or producers,
or members of some occupation or profession; but it is difficult to grasp the
concept of people in their role as consumers and that is why effective organiza-
tion of consumers is not easy to achieve.

But now at last, it seems, many people are beginning to recognize the
wisdom of John Ruskin, when he wrote in Unto This Last:

Consumption absolute is the end, crown, and perfection of produc-
tion; and wise consumption is a far more difficult art than wise produc-
tion...The final object of political economy, therefore, is to get good
method of consumption, and great quantity of consumption: in other
words, to use everything, and to use it nobly; whether it be substance,
service, or service perfecting substance.

From the viewpoint of co-operatives, the case for consumers and organiza-
tion of consumers is well put by the British writer, J. M. Wood, in Protecting the
consumer.

Consumers, that is people who purchase goods or services for private
consumption or use, by definition, include us all. They are the largest
economic group in the country, affecting and affected by almost every
private and public economic decision. Although nearly two-thirds of all
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the spending in the economy is by consumers, they are the only important
group whose views are disregarded when important decisions are being
made.

If consumers are offered shoddy goods, if prices are exorbitant, if
weights and measures are inaccurate, if relevant information is not avail-
able to facilitate choice then their money is wasted, their health and safety
may be threatened, and the national interest suffers. On the other hand,
increased efforts to make the best possible use of their incomes may
contribute more to the well-being of many families than equivalent
efforts to raise their incomes.

The Rochdale story: The present system of consumer co-operation is traced
to the social and economic unrest associated with the Industrial Revolution of the
late 18th and early 19th century, particularly in Great Britain. Rochdale the
English industrial town, is regarded as the birthpace of consumers’ co-ops, and
the year was 1844—though Scotsmen dispute this claim and point to some
Scottish co-operatives that have been in continuous operation since around 1800.

What the Men of Rochdale, as the 28 pioneers of the famous co-operative
society are called, actually did was to sift out the best ideas and practices from
many earlier attempts, most of them unsuccessful, and formulate them into a
practical system that actually worked well year in and year out.

(By the way, Alphonse Desjardins did exactly the same thing, founding the
first caisse populaire at Levis in 1900 from a combination of the best ideas he
gathered from countries all over the world, chiefly European.)

The Rochdale experiment succeeded and spread. In the centry following
1844 it developed into the largest commercial enterprise in Britain, and today the
co-operative societies taken together are second only to government itself in the
size and complexity of business operations.

The message and principles of Rochdale were adopted in one country after
another, and in some countries, e.g. the Scandinavian, consumer co-ops are
commonly regarded as having passed the British in the application of modern
business practices and in influence over consumer affairs. The Swedish co-ops are
known all over the world, especially for their success in counteracting powerful
monopolies and cartels operating to the detriment of consumers, to such an
extent that in Sweden consumer protection and consumer co-ops are synony-
mous. Judged from their place in the market, the Finnish consumer co-ops are

even more successful, for they handle about 4 per cent of all the retail trade of
Finland.

For this inquiry it is especially noteworthy that the Rochdale co-operative
society and its successors regarded consumer protection as one of their main
purposes and wrote rules to this end in their operating practices. Honest weights
and measures and the handling of unadulterated products—these were cardinal
rules of the co-ops at a time when there was little or no government regulation
in this field; and the main reason the co-ops of the 19th century first caught on
and later flourished was that for the first time working people could be assured
they were buying high quality goods—and if there was any surplus or profit in
the end they got it back.

But there was more to it than just eliminating the bad practices of dishonest
traders and diverting their profits to consumers. The early co-ops introduced
e.ducation so that the consumer would have the facts behind business transac-
tions, and they also introduced the very necessary element of self-discipline, for
fexample in the rule of “cash trading”. This matter of self-discipline is an
Important factor in the distribution of consumer goods. All the fault does not lie
with manufacturers and retailers, but a great deal of it with consumers them-
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selves. One writer (Maurice Colombain) commenting on this matter has stated:
“The co-operative movement frees its members not only from wusurers and
profiteers, but also from themselves and their bad habits.”

Consumers’ co-ops in Canada. Although consumers’ co-operatives were
about the first type of co-operative to be organized in Canada (the earliest was
begun in Stellarton, Nova Scotia, in 1861), they are not a strong part of the
Canadian co-operative movement today and they account for a very small
percentage of the total retail trade. At various times in the past a considerable
number of consumer co-ops were set up, and many of them flourished for a while
but then ran into difficulties of one kind or another. The most serious gap in the
Canadian co-operative movement today is caused by the lack of consumer co-ops
in the metropolitan and larger urban centres, particularly in the populous prov-
inces of Ontario and Quebec.

The committee might be interested in examining the reasons why, when
some other types of co-operatives seem to be doing well, the consumer co-ops
have such a spotty record and remain relatively weak, except in a few areas. We
suggest these are the main reasons:

(1) Because rural people have been preoccupied with co-operatives for
marketing and production supplies. In Ontario and Quebec especially
they have not got around to consumer co-ops.

(2) Because workers in cities and towns have had their attention focused
mostly on labour unions, and their energy and leadership have been
absorbed in this phase of their livelihood.

(3) Because the co-operative movement generally, preoccupied with
agriculture and rural affairs, has not faced up to the implications of
very rapid urbanizations in Canada in the last 25 years.

(4) Because Canadian women are only now beginning to realize their
power as organized consumers. (In some European countries over
half the members of consumer co-ops are women, but in Canada
co-operatives are still very much “for men only”.)

(5) Because the structure of consumer co-ops in Canada has been on the
“federated” basis—in sharp contrast to marketing co-operatives,
which are mostly on the “centralized” pattern.

(6) Because many consumer co-ops, when organized, have been too tra-
ditional and imitative—other co-operatives have sought to break
away from the practices and methods of other business, but too often
consumer co-ops simply follow the lead given by other business and
have thus lost the consumer viewpoint.

(7) Because, generally speaking, governments in Canada have not recog-
nized the potentiality of co-operatives in protecting consumers and
have not provided the legislation and encouragement that would have
greatly assisted citizens in their efforts to organize as consumers.
(The Royal Commission on Price Spreads of Food Products, 1959,
stated in its report: “We recommend a federal statute providing for
the incorporation of co-operatives”—but there is still no such stat-
ute.)

Now, having said this, let us make it clear that there are successful and
excellent consumer co-ops in every province in Canada, especially in the Prai-
ries, co-operatives that have a long record of service to their communities and
substantial savings to their members. The trouble is that there needs to be many
more of them, and their operations must be better integrated before they make a
strong impact on the retail market and the conditions under which Canadians
buy their everyday consumer needs.

I am going to ask the President of the Co-operative Union of Canada, Mr.
Staples, to continue from this point.

25602—2
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MR. R. S. STAPLES, President, Co-operative Union of Canada:
The crucial questions which we should be trying to answer for the Com-
mittee would seem to fall into four areas:

7. The Crucial Questions:

(a) Reducing the cost to consumers—
To what extent can co-operatives reduce the cost of goods (a)
to members, (b) to consumers generally?

(b) Protecting the consumer—

What arguments can be put forward in favour of co-ops as defenders
of the consumer interest? What are co-ops in Canada doing to make
consumers better informed? What methods do co-ops use to provide facts
and information to consumers which other business does not ordinarily
use?

(¢) The price spread—

How do co-operatives (all types) tend to narrow the spread between
producers and consumers, especially in the distribution of food?
(d) Control of monopolies—

To what extent do co-operatives provide protection against the grow-
ing trend to monopoly, especially in the food industry?

We shall take these four in turn.

8. Reducing the Cost to Consumers:

The question of savings and financial benefits to members in a co-operative
can be explained simply by saying that its primary economic function is to
provide merchandise or services to the members, charging a competitive price or
rate, deducting the expenses incurred, usually setting aside a modest reserve,
and returning to the members whatever is left over, so that in the end the
merchandise or service is provided at cost.

Canadian co-ops of various types have a long record of savings made on
behalf of members. We can take here only a few examples:

In 42 years of operation, 1924-66, Canada’s largest co-operative,
Saskatchewan Wheat Pool, has made savings of $121,000,000 for farmer-

members, $77,300,000 paid in cash and $43,700,000 credited to them or
paid on their behalf.

Caisses populaires and credit unions have saved their members count-
less millions in interest charges for consumer credit. For example, the
B.C. Credit Union League estimates that the credit unions of that province
save members as much as $10 million annually in interest charges. Here in
the City of Ottawa, the Civil Service Co-operative Credit Society charges
a .straight 7.2 per cent simple interest on personal loans—compare this
with about 10 per cent and over charged by chartered banks for personal

;%%Y(I)S’ and with 24 per cent by small loan companies for amounts up to

'Various forms of co-operative (or mutual) insurance were among the
earliest co-operatives in Canada. In former days it was not uncommon for
fgrmers’ mutual fire insurance companies to cut the rate on farm proper-
ties by as mu_ch as half below the “going rate”. In British Columbia,
ﬁshermep paying insurance rates of 9 per cent on diesel and 12 per cent
on gasoline boats before 1945 found that they could provide comparable
coverage themselves through a mutual marine insurance company at a

rate of 6 per cent for both types, less credits and rebates which further
reduced the rate, sometimes to as low as 3 per cent.

R




CONSUMER CREDIT 2535

We have records to show that, when Federated Co-operatives entered
the field of fertilizer distribution in 1955-56, a certain fertilizer was being
sold to farmers at prices varying all the way from $115 to $145 per ton.
Through collective purchasing the co-operatives were able to set the price
at $111.45, and when the rebate was calculated the final cost to co-op
members turned out to be $99.45 a ton.

It seems unnecessary to go on citing examples like this—and anyway, the
Committee will hear many comparisons of this kind at regional hearings across
the country. We give these few merely to emphasize the fact that saving money
for members is part of the stock in trade of a co-operative. Furthermore, once a
co-operative has demonstrated that savings like these can be made for members,
the influence on price is felt throughout the industry or in the general trading
area, and the benefit redounds to the advantage of all purchasers or users of a
service.

Of course, we are not suggesting that a co-operative can always sell at a
cheaper rate, or always make savings for members, or always operate at a lower
net price. We merely say that (a) if there is a saving at the end of the
transaction, it belongs to the member, and (b) if there is an unwarranted margin
in the handling of a product, the co-operative form of enterprise has a built-in
mechanism to make it available to the members or the customers.

Now, these few examples are taken from fields which are not your most
immediate concern and they are given by way of analogy: if co-operatives can
make savings of this order in fields where they are well established, it is not
unreasonable to argue that they can also make savings in the field of consumer
goods when they become better established there and have a bigger share of the
market, at least big enough to make their influence felt. This is argument by
analogy.

But even with the small share of the market which consumer co-ops in
Canada now enjoy, there is evidence enough of savings being made, and larger
savings to be made as consumer co-ops grow and develop. Again, we select a few
examples at random, leaving further and more detailed figures for the regional
hearings:

The pioneer of consumer co-ops in Canada, the British-Canadian
Co-operative Society, Sydney Mines, N.S., started in 1906 with only 38
members, mostly coal miners, paid to members in the years 1906-1965 the
sum of $6,203,000 in patronage savings.

In its 28 years of operation, 1938-1966, the Corner Brook Co-opera-
tive Society (Nfld.) has paid back almost a million dollars to members in
patronage refunds. This co-operative estimates that its refunds and extra
services are the equivalent of 25 days of free groceries and food supplies a
year.

In only 10 years of operation, 1956-66, the Calgary Co-operative
Association, has shown total savings of $1,500,000 for members.

At the wholesale level, Federated Co-operatives Limited (head office
in Saskatoon), the largest consumer co-operative wholesale in Canada, is

able to pass on savings of the order of $5,000,000 a year to consumer
co-ops of the western provinces.

Maritime Co-operative Services, a central organization of farm sup-
ply and consumer co-operatives, reports that in 1966 it was able to return
$17.49 in savings for every $100 invested in it by local co-operatives.

25602—2}
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The Economics Branch, Canada Department of Agriculture, provides
the following figures for 1965 covering two types of consumers’ co-ops:
Type I, with food sales 60 per cent or more of total sales; and Type II,
with food and other household goods 50 per cent or more of total sales:

Type 1 Type II Total
NUiber sasinis il o tiets 0 ik 236 189 425
Sales:(million}y . oty b ra s i $ 84.9 $ 97.7 $182.6
Net savings (million) ....... 2.1 3.6 Y §

These examples are given to show that consumer co-ops in Canada, even at
this stage of development, do not have to fall back entirely on argument by
analogy—they have proof of savings being made for members over a long period
of years.

Newer Methods:

Co-operatives in Canada have generally followed the Rochdale rule of “Sale
at current market prices”. Following this rule, co-operatives simply charge what
comparable business firms are charging and hold out for the prospect that there
will be a refund or return when the transaction is completed.

It is not hard to understand why the Rochdale Pioneers adopted this rule.
They were pitifully small and weak alongside well established business firms and
they thought it would be risky to undercut prices. So they played it safe.

It should be noted that this Rochdale rule of pricing is not considered a basic
principle of co-operatives, of the same order as the four principles already
mentioned above, but rather a secondary rule or operating practice applicable to
some co-operatives and a very wise one in many circumstances.

But co-operatives in some countries, expecially in recent years, have felt
themselves in strong enough position to adopt an agressive pricing policy and
thus influence the whole level of prices. Swedish co-ops are recognized as
price-setters in the retail market; and they can do this because they own a great
variety of processing plants and factories to support such a policy, in such fields
as baking, vegetable oils, rubber footwear, bathroom equipment, electric lamps,
plastics and appliances—and it should be noted that they went into these fields
of manufacturing only after careful research and when they found that unwar-
ranted profits were being made at the expense of consumers, often by interna-
tional concerns operating under cartels.

.Even in Britain, the home of Rochdale, co-ops are showing signs of aban-
doning “sale at current market prices,” in some cases cutting prices considerably
in order to give members an “instant divi’.

In Canada too, farmers’ co-operatives have not always gone along with
current prices, especially when they found them far out of line, as for example in
the case of fertilizers in Saskatchewan which was quoted above. And the
co-operative buying clubs, which were so common in many parts of Canada
about thirty years ago, usually disregarded the Rochdale rule from the start and
:ol(ci1 goods and supplies to members without the customary mark-up of the retail

radae.

In the past four or so years a completely new departure from “sale at
current market prices” is being followed by citizens in Ottawa organized in
Cp-operative Supplies Depot of Ottawa, Ltd., incorporated in 1964. The essential
difference between this and an orthodox co-operative is that CSD turns goods
over to mgmbers at actual cost, while the members undertake to share operating
eéxpenses 1n a separate accounting. Some would consider this as simply a refine-
ment of the buying club idea, but it is much more than this. It is actually an
arrangement which breaks completely with the traditional techniques of mark-
up and profit. It is still in the experimental stage and requires further elabora-

R ——
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tion, but we think that it merits study and the most careful consideration by
consumers everywhere. (See article “How we beat today’s high food costs,” by
Joan Lingard, in Chatelaine, February 1967).

9. Protecting the Consumer:

Protecting the consumer was, from the very beginning, accepted as one of
the principal functions of consumers’ co-operatives; and long before either
government or non-commercial associations of consumers were in the field,
co-ops were doing battle to protect consumers from the wily ways of traders and
from their own folly.

We have already commented on the difficulties of protecting the consumer,
often because the consumer, from very perversity, it would seem, is not easy to
protect. All too often he or she bases purchasing decisions on points that are
irrational and bear little resemblance to real values and common-sense. Writing
about this, J. M. Wood, already quoted earlier, says:

No system of consumer protection can avert all the consequences of
folly or eliminate every possibility of hardship. The law cannot protect the
consumer against every wile of the trader or producer, or adjust every
trifling injustice. The consumer must exercise due diligence in purchasing
goods to reach a reasonable assessment of their fitness for purpose and
true worth, but he can be helped to develop a critical and responsible
approach to his problems. The provision of specific information
about merchandise by labelling, and the prevention of misdescription,
are designed to assist him with particular purchases, but he may still find
his vision clouded by the abundance of free choice offered to him. He may
be distracted by advertising which concentrates on superficial attraction
or invests an article with irrelevant fantasies. He may be misled by
deceptive packaging, or beguiled by skilled but not over-scrupulous sales-
manship which may lead him to ignore his real needs or forget his
existing commitments.

Co-operatives in Canada try to fulfil this role of consumer protection in a
variety of ways, the more important being these:

A co-operative operates under the stringent rule of “full information
to members’’—another motto often quoted is “no trade secrets”. This
means that members, normally in annual meeting, have access to all the
pertinent information they need or may want.

In addition to the annual business report and financial statement,
many bulletins and newsletters are published in order to keep members
informed Federated Co-operatives Limited publishes Co-operative
Consumer, with circulation about 205,000, focused mainly on consumer
co-ops and consumer affairs.

Interprovincial Co-operatives Limited, Winnipeg, the national sup-
plier to co-operative wholesale organizations in Canada, maintains a re-
search and testing service for quality control of goods and products,
especially those distributed under the CO-OP label and its other private
label brands. .

Women’s co-operative guilds, particularly in Saskatchewan, are ac-
tive in various programs aimed at consumer information and protection.

Co-operatives in Canada have taken a strong stand against trading
stamps and other gimmicks which, we are convinced, militate against the
best interests of the consumer.

Co-operatives in Canada have worked together over many years to
develop a code of ethics for advertising, in keeping with the basic aims
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and purposes of the co-operative movement. The code that has been

generally adopted across Canada reads as follows:

(1) All advertising caims and statements shall be honest and factual.

(2) All claims and statements shall disclose such information as may be
necessary to enable consumers to form an adequate and true judg-
ment of the merits and quality of the product and of the Co-op.

(3) Exaggerated and/or extravagant claims shall not be made.

(4) All advertising shall be in good taste. :

(5) All advertising should reflect the fact that co-operatives are the
members serving themselves through their own mutual self-help
organization.

When account is take of the all-pervasive influence of advertising in modern
merchandising, to the extent, for example, that it represents as high as 20 per
cent of the consumer’s dollar in breakfast cereals, there should be no need to
stress the importance of some form of regulation and self-discipline in this field.

A general Code of Ethical Standards, touching upon other areas as well as
advertising, has been adopted by the main body of consumer co-operatives
operating in Western Canada. It is included in the appendices here, as published
in the 1965 annual report of Federated Co-operatives Limited.

10. The Price Spread:

Canadians are today aware of an ever-widening gap between the prices
which farmers receive for agricultural products at the farm gate and the prices
paid by consumers for food in the retail market. An article entitled “Marketing
Cost of Food in Canada, 1949-1964” in Canadian Farm Economics, for October
1966, published by the Canada Department of Agriculture, summarizes the
situation thus: From 1949 to 1964—the volume of food has risen 60 per cent—
and the costs of marketing an equivalent quantity of food by an estimated
113 per cent. The farmer’s share of the retail value has fallen from 58 per cent
in 1949 to 41 per cent in 1964.

The whole question of price spreads in food products in Canada was exam-
ined and diagnosed by a royal commission just eight years ago, and the views of
the co-operative movement on this complex problem were presented by a
number of co-operative organizations at that time, including the Co-operative
Union of Canada. :

The first point we would make here is that we are convinced the answer for
the consumer’s shopping bill will not be found in getting cheap food from
fgrmers—indeed, in the long run depressed agricultural prices will only result in
higher food prices; for as more and more farmers are forced off the land, the
gontrol of agricultural commodities will tend to fall under integrating influences,
in'position to corner the market and dictate prices, and the end result may well
be complete domination of the food industry by monopolistic concerns.

Qur solution for the price spread in food products can be briefly stated: let
or'gamzed producers ‘(farmers and fishermen) meet with organized consumers,
with government sometimes playing an intermediary role, and let them bargain
together and work out realistic prices that will give the producer a fair return;
and let all three—producers, consumers and government—work to eliminate the
extraneous costs and superficial services which are largely to blame for the price
spread, so that the housewife especially will know when she is buying food and
when shg is paying for a singing commercial on T.V. And speaking of singing
gommercxa}s, it is particularly important to note that the most costly advertis-
ing for which consumers pay dearly today does not sell more farm products, but
only rearranges the trade in different hands; nor does it add food value to what

the housewife takes from the market, but merely leaves less in the basket she
takes home. )
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11. Control of Monopolies:

Startling evidence has been placed before the Committee showing the strong
trend towards monopoly control of the food industry in Canada. This sort of
evidence is nothing new. The Royal Commission on Price Spreads of Food
Products, 1959, expressed its fears on this point in its report (Vol. I, page 57);
“...the evidence we have studied leads to the conclusion that, with the existing
structure of the food industries, the welfare of the consumer cannot be assumed
to be secured by the decisions of large industrial organizations.”

What we should like to stress here is that a large-scale development of
co-operatives would end the danger of monopoly control. Consumers’ co-opera-
tives are open to all who buy family and household supplies; so, Canadians who
today live under the sinister influence of a few giant chains, dominating their
very lives down to the food placed on the family table, should at least know that
they have one final recourse: to organize for co-operative ownership and control.

Here we recall the advice to British workers and consumers generally given
by Dr. William King, one of the pioneer founders of consumer co-ops in Britain
well over a hundred years ago: “Your strongest weapon is your purchasing
power, provided it is organized; unorganized, it is a weapon that is used to keep
you in subjection.”

' Some people might have thought the word “subjection” out of place or a
little too strong in the Canadian setting, but surely the charts recently placed
before the Committee, showing the complex organization of food distribution in
Canada under concentrated international domination, prove that a form of
economic subjection is indeed a reality and not a far-off phantom.

12. Government and Co-operatives:

Since the Committee represents a parliamentary inquiry, it seems appropri-
ate to say something about the relationship between government and co-opera-
tives and the extent to which government might give encouragement and sup-
port to the co-operative idea. '

. We have already made it clear that Canadian co-operatives represent the
voluntary efforts of people acting on their own determination—we are not inter-
ested in developing organizations that must be kept alive by government.

But this does not mean that we want government to be indifferent to
co-operatives, as governments, by and large, are today in Canada. We believe
that government would be well advised to seek new ways to encourage co-oper-
atives of all kinds and to ensure that nothing stands in the way of co-operatives
making their full contribution to the economy and to the social development of
the nation. What we are especially opposed to is the assumption that the
private-profit, investor-dominated business sector is the only legitimate mode of
commerce and must therefore receive prior consideration in legislation and
government policy.

To summarize: we believe that government should help co-operatives in a
constructive as well as sympathetic way, mainly by seeking to create the social
and political climate in which they can grow unrestricted and naturally; and also
by giving special assistance to various groups in the population who are hand-
icapped in one way or another and tend to be pushed outside the mainstream of
an affluent society, so that they too may have the benefits and protection which
co-operatives can provide.

13. Recommendations and Conclusion:
We recommend: -

1. That the Government enact federal legislation for the incorporation of
co-operatives—the report of the Special Committee appointed by the Secretary
of State in 1965 to study such legislation is now in the hands of the Government
and should be transposed into legislative action.
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2. That the Government establish a department of consumer affairs to carry
out various functions in the area of information and protection for consumers.

3. That a broad and well developed program of consumer education be
undertaken, along the lines which the Co-operative Union of Canada recom-
mended to the Royal Commission on Price Spreads of Food Products, using
especially the mass media of television and radio to keep consumers alert,
informed and knowledgeable.

4. That serious consideration be given to ways by which misleading, une-
thical, harmful and socially undesirable advertising can be banned, particularly
in television broadcasting.

5. That the Government, in its official policy, in its legislation, in its re-
search programs, in its information services and in its fiscal policies, give
unmistakeable evidence that it recognizes the primacy of the consumer and the
great potential value in organization of Canadians as consumers.

We conclude with a brief quotation from Economics for Consumers, by
Leland J. Gordon (American Book Company, 1961):

Economically, the cooperative movement is sound. Experience has
proved its practicability. It alone makes consumer control of economic
activity a reality. It eliminates competitive evils, is évolutionnary and
democratic, and builds on an abundance of wealth rather than on scarcity.

I AM A CONSUMER

I am a consumer. I must have goods and services in order to live. I pay for
these with my dollars. I alone decide where and how I shall do my spending.

To myself, I owe the duty of spending my dollars wisely, for I can spend
away my freedom. I can be a servant or a master of my own destiny according
to my own acts.

I live in a world where most men are divided against one another in a
struggle for profits. If I spend my money in a business place operated for profit,
am but a part of a system for building profits for others—a mere servant of the
business.

And it is the spending of servants that builds giants and leads to
monopoly—concentrations of wealth, power and control in the hands of a few to
be used to draw greater yields from the servants.

k When man is a servant of business, he has no dignity except that granted by
his master for no servant is really free.

: My other choice is to clasp hands with my neighbors so that we, together,
might own and control our own business which shall be our servant and we its
masters.

_This shall make us men who are truly free, and we shall not be divided
against one another, but shall share a more abundant life in harmony.

These are my two choices. I can be a master, or I can be a servant. I am a

consumer and have helped to build all business, but only through CO-OPERA-
TION am I the master of what I have helped to build.

THE CODE OF ETHICAL STANDARDS FOR CO-OPERATIVES

1. Purpose

Wg co-operators recognize that the consumer has certain Rights, and that
these Rights should not be violated by the organization. Among these Rights are:
(i) The Right to Safety
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(ii) The Right to be Informed
(iii) The Right to Choose
(vi) The Right to be Heard

2. Code of Ethical Standards

In recognition of the fact that it is a duty of this consumer-owned organiza~-
tion to respect and protect these Rights, the following Code of Ethical Standards
shall apply to all activities of the organization:

(a) All claims, statements, information, advice, and proposals shall be
honest and factual.

(b) Sufficient disclosure of pertinent facts and information shall be made
as may be necessary to enable one to make a fair appraisal of the
proposal as related to the requirements to be fulfilled.

(c) Public decency and good taste shall be duly regarded.

(d) Unfair exploitation in any form shall be avoided.

(e) Comparisons of co-operative merchandising, products, service,
philosophy, principles, and practices, to those of others shall only be
made honestly and fairly. Unfair disparaging comparisons shall be
avoided.

(f) Interests of the membership as a whole shall be paramount to the
interests of the institution.

(g) Equitable treatment of all members shall be diligantly pursued.

(h) Knowingly persuading or advising an individual into action which
may not be in his best interests shall be avoided.

3. Applying the Code to Practices

Because we agree that the consumer has certain Rights and that we aim to
conduct our activities in the interests of the consumer, we shall, therefore, in any
or all interpretations or applications of this Code, concern ourselves with human
values and not with legalisms.

The test as to whether an action adequately conforms to these standards lies
in the answer to the question: What is the effect on the ordinary or trusting
mind? It is not enough that the discerning, knowledgeable and/or analytical
person can make a fair assessment if the ordinary or trusting individual would
be misled.

From 1965 Annual Report, Federated Co-operatives Limited

STATEMENT ON SOCIAL AND
PUBLIC ISSUES

A co-operative is an organization owned and controlled democratically by
the users of a service which they consider good and necessary for their economic
well-being. Co-operatives are groups of people organized voluntarily to provide
themselves with goods and services in the most desirable and effective way. The
co-operative movement rests primarily on its own human resources, drawing its
strength from the spirit of mutuality in its membership.

Yet, because of its very nature, deriving from its genesis in democracy and
social justice and from the basic principle of open and voluntary membership,
the co-operative movement can never be indifferent to the broader social con-
cerns and the wider community of men beyond its membership.

Co-operatives have a social conscience as well as an economic mission. The
members of co-operatives do not seek for themselves any benefit or advantage in
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society which they do not wish for others. The co-operative movement can
never be a selfish or exclusive sect unconcerned with the problems which plague
the population at large and humanity itself.

Acting on this premise, the Co-operative Union of Canada deems it advisa-
ble and desirable to make a statement on a number of social and public issues
which are of urgent concern to the people of Canada—issues which are so
obviously linked with democratic rights, social justice and human welfare that
they cannot be treated with unconcern or viewed with indifference by the
members of co-operatives.

The more important of these issues are:

] (A) GENERAL
1. Human Rights

We subscribe to the Universal Declaration of Human Rights, proclaimed by
the United Nations in 1948 and we urge upon our member organizations to make
known and support the articles of this Declaration.

2. Social Interdependence

We recognize and fully subscribe to the concept of social interdepend-
ence—the concept that every person lives in the community of human beings,
that we depend on one another for our existence and enjoyment of life, and that
the good of the individual can be best secured in the welfare of humanity itself.

(B) SOCIAL
1. Discrimination

We condemn all forms of discrimination based on race, colour, religion,
politics, sex, national origin or social status as contrary to co-operative ideals,
and therefore urge that all member organizations seek to eradicate such dis-
crimination when they encounter it. ;

2. Political Affairs

: The co-operative movement as represented by the CUC is strictly non-par-
tisan. .We believe that the democratic system of government needs the active
participation of the largest possible number of citizens, and therefore no obstacle
should l?e placed in the way of members, officers or personnel of co-operatives
preventing them from taking part fully in political and civic affairs, provided

they do so without, in the opinion of the directors, involving the co-operative in
party politics. '

3. Right of Association

We' believe in the fundamental right of association, including the right of
association of workers, of producers, and of consumers, provided that the exer-

cise of such rights does not contravene the rights of others, or endanger the
common good.

O (C) SOCIAL AND ECONOMIC
1. Minority Groups

¢ We are conﬁd.ent that co-operatives have special value and significance for
minority groups in Canada, and that the co-operative movement has clear

responsibility for promoting and assisting co-operative development among

the;e Canadians, generally in collaboration with government but in certain cases
on its own.

2. Rural Development

We recognize the radical chan i i
; L : ges taking place today in the rural areas of
g:?;sc;g, mv(ci)lvmg a fiechne qf farm population and often resulting in great
1P and economic maladjustment. We believe that special attention must

g
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be given to the social and economic problems of farmers and fishermen who are
classified as “small or marginal producers’”; we urge that exceptional effort be
directed to the organization of new forms of co-operatives to serve rural people;
we recognize the necessity of marketing boards in some situations; we give full
support to the ARDA program now being developed by governments to cope
with rural poverty and depressed rural conditions; and we strongly recommend
that, in extending credit and other forms of assistance to rural people, govern-
ments give special consideration to operating through co-operative organizations.

3. Urban Community Development

Recognizing the fact of rapid urban growth in modern society and the great
economic and social problems resulting from it, we wish to put ourselves on
record as supporting programs of urban planning and urban renewal, and
various plans of urban development that seek to provide for the social and
economic needs of citizens in large cities and metropolitan areas, especially in the
eradication of urban poverty and the fields of consumer affairs and recreation.

4. Health and Medical Care

We believe in the principle of adequate health services and medical care for
all. We support the objective of universal medical and hospital insurance for all
Canadians and we support the organization of consumer-controlled community
clinics and co-operative health services.

5. Housing

Recognizing the fact that, as one authority put it, “at least one quarter of
our (Canadian) families are poorly housed and pay dearly for what housing they
have”, we urge that government—federal, provincial and municipal—undertake
greatly expanded programs of public housing. The co-operative movement
should assume responsibility for initiating and promoting co-operative and non-
profit forms of housing, soliciting government assistance and financial support
whenever feasible.

(D) EDUCATIONAL

1. General Education

We believe that educational opportunities at all levels should be made
available to the largest possible number of Canadians and that barriers which
today stand in the way of full education to the extent of one’s ability to learn
should be removed.

2. Youth and Adult Education

. We are convinced that continuous learning for all is one of the supporting
pillars of a democratic society. We therefore associate ourselves with various
youth and adult education programs at all levels—Ilocal, regional, national and
international—both within and outside the co-operative movement.

3. Consumer Education

We are also convinced that there is special need for programs of consumer
education and we recommend that the federal government, in conjunction with
voluntary organizations of consumers, set up an information service using all
available media of communication for the benefit and enlightenment of the
public at large.

4. Broadcasting

We support the concept of a single Canadian broadcasting system under
public control to serve the public interest, composed of two complementary
sectors, one public, in a central and national role, and the other private, repre-
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sented by private stations, in a supporting and local role. We support the
Canadian Broadcasting League in its effort to promote higher-quality broadcast-
ing in Canada and to protect the public interest in radio and TV broadcasting.

(E) ECONOMIC

1. Concept of Plenty

We believe in the concept of plenty—the idea of abundance—and we believe
that the intelligent use of science and technology can make this abundance
available to all. We believe it is in harmony with co-operative philosophy that, as
economics based on scarcity gradually give way to economics based on plenty,
humanity should turn towards a co-operative economic system based on human
needs to replace competitive systems based on acquisitiveness.

2. The Mixed Economy

We support the concept of “the mixed economy” for Canada—a combination
of private, co-operative and public enterprise—and we reject the assumption
that the Canadian economy must be primarily oriented to, and first serve the
interests of, investor-oriented profit business.

3. Public Controls

We believe that government has not only a right but a duty to protect all
citizens through certain controls over trade and commerce, especially in matters
affecting nutrition, health, housing and human safety. We also believe in govern-
ment control over finance and credit institutions serving the public and we
support the principle of legislation designed for the protection of borrowers and
those obtaining consumer credit, for example “truth-in-lending” legislation.

4. Taxation

We believe that public institutions and services should be adequately
financed through a rational, co-ordinated and economical system of taxation
based on the principle of ability to pay, and we believe taxation through the
graduated personal income tax to be the fairest and most equitable yet devised.

5. Fair Trade Practices

W_e are opposed to all forms of monopoly pricing, restrictive trade practices,
deceptive selling practices, price fixing, retail price maintenance, the use of

trading stamps and all such practices that militate against the best interests of
the consumer.

(F) INTERNATIONAL
1. United Nations

It is our firm belief that peace and international understanding in the world
can best be promoted through the United Nations and its specialized agen-
cies—International Labour Organization, Food and Agriculture Organization,
World.Hefalth Organization, United Nations Educational, Scientile and Cultural
Organ%zatl.on, and the rest—and we believe that the Government of Canada and
Canadian 1n§titutions should participate to the full in the various programs of
these agencies. We further believe that membership in the U.N. should be

::cot;elréded as widely as possible to include nations of all ideologies throughout the

2. World Food

We wish to register strong approval and support for all international
?gggrams qf food distribution designed to relieve hlzfnger and allocate surplus
Freedzlrlr?pfhes v;{here they are most needed. We subscribe especially to the
i rcgvn unger Campaign sponsored by FAO and the proposal for an

panding World Food Programme submitted jointly by the International
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Co-operative Alliance (ICA), the International Confederation of Free Trade
Unions (ICFTU) and the International Federation of Agricultural Producers
(IFAP).

3. World Trade

We believe that the greatest economic good to the greatest number of people
can be best secured by the progressive and reciprocal removal of artificial trade
barriers, and we support all efforts to extend trade between Canada and other
countries of the world.

4. Disarmament

We support a planned and orderly reduction of arms. We believe that true
and lasting peace among nations can be found only in international organization
and mutual trust.

5. International Development

We are firmly convinced that the best guarantee of human progress lies in
various forms of international development, the wealthier and more advanced
nations of the world assisting the developing regions with technical and educa-
tional assistance, and financial help of every kind that will assist them to develop
and control their own economies. We believe that Canada’s External Aid pro-
grams should be enlarged and extended as rapidly as possible until at least one
per cent of the national income is devoted to aid for other lands and peoples.

Co-Chairman Mr. BAsrorp: Thank you, gentlemen.

Mr. O’KEErFE: Dr. Laidlaw, this is certainly an excellent brief, interesting,
informative and in many ways challenging.

At the outset, I would like to tell you that I am in complete agreement with
the co-operative concept of self-help. I agree, with some reservations, that this
probably was the greatest economic invention of the last century. My reserva-
tions—and these could be through lack of knowledge—begin when the co-opera-
tives become multi-million outfits or when these huge co-operatives co-operate
with other co-operatives. How many Canadian members of co-operatives do you
represent this morning?

Dr. LAbLAW: This is a difficult figure to give, Mr. O’Keefe.

Mr. O’KEEFE: To make it more simple, can you tell me how many Canadians
belong to co-operatives in Canada?

Dr. LambLAw: We can give you the total membership of co-operatives in
Canada but it is difficult to say how many persons it represents, as very often a
member belongs to two or more co-operatives.

Mr. O’KEEFE: I understand that.

Dr. LamrLaw: In 1964, as shown by the Economics Branch of the Depart-
ment of Agriculture, there were in co-operatives, apart from credit unions and
-gaisses populaires and insurance—this is just marketing and production, fisher-
ies, and service co-operatives—1,596,000 memberships.

% ’Mr. O’KEEFE: So it represents a very large portion of the Canadian popula-
ion?

Dr. Lamraw: How many individual persons that represents is difficult to
say.

There i§ another way of calculating it, of course, to which we do not often
I"esort, that is, by multiplying by the average number in the family. For example,
if a co-oper.ative has a membership of 1,000, some people say this represents
4,090 Canad.lal_rls, counting the family, the wife and children. We do not do that.
This figure is just straight membership. If you take the second method, it would
represent a very large number.

Mr. O’KEEFE: Could you give me that number, approximately?
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Dr. LAIDLAW: The number of memberships is 1,596,000.

Mr. O’KEEFE: So that would mean roughly 4 million or 5 million Canadians.
Dr. LamLaw: It is a very vague figure and I would not lean on it too heavily.
Mr. O’KEEFE: It is pretty impressive.

Dr. LADLAW: Yes, it is impressive, taken in that way.

Mr. O’KEEFE: Dr. Laidlaw, do you agree with the principles which underline
the free competitive enterprise economy that Canada is supposed to have?

Dr. LAaipLAW: We said in our brief that, number one, we represent or we
stand for the mixed society. We want to see our economy a good mixture of
public, private and co-operative ownership.

The word “free,” as it is commonly used in the pharse “free enterprise” and
so on, is a very vague word and you would have to define it. For example, when
we say “free enterprise” what do we mean by that? For example, in this country
co-operatives cannot go into certain businesses. There are certain businesses
that are solely the prerogative of the Government. In some cases, co-operatives
have been pushed out of a business by the Government.

Mr. O’KEErFE: Can you give me one case?

Pr. Lamraw: For example, just as recent as a few years ago a very large
portion of the rural population of Ontario was covered by hospital insurance
co-operatives. The provincial government in Ontario took over the whole hospi-

tal services field, and co-operatives simply withdrew from the field. So what do
we mean by “a free economy”?

Mr. O’KEEFE: Yes, I can understand the difficulty in getting a definition.
Now, on page 15 of your brief, Dr. Laidlaw, there is the heading, “Restrictions on
Co-operatives.”

Mr. LAaipLAw: Yes.

Dr. _O’KEEFE: Near the end of the paragraph you say that “in some cases
cooperative stores have been denied supplies by manufacturers unless they
un.dertook not to pay partonage refunds that would have the effect of lowering
prices.”

Can you tell me in what province this happened?

Dr. LAIDL{\W: I remember my own experience a few years ago, when the
co-operatives in the Maritimes were not given the privilege, or whatever you
want to call it, of handling the products of the largest tobacco distributors.
Although some of our supply co-operatives have been in the field since the

middle of the thirties, some of them got on to the tobacco list only in the last
five years.

Mr. O’KEEFE: May I ask the name of that firm, Mr. Chairman? I would like
to have the name of that manufacturer who denied them that privilege.

: Co-Chairman Mr. BASFORD: You can ask the question, but it is up to the
witness whether he answers or not.

i 2Dr. LAIDLAW: I am not close to the business operations, but my understand-
ing 0_ years ago when this was brought to our attention, was that it was the
Imperial Tobacco Company.

Mr. O’KEEFE: The Imperial Tobacco Company?

Dr. LATDLAW: Yes.

M. O,;KEEFE} Does that apply to Newfoundland as well as to the Maritime
provinces? You did mention the Maritime provinces.

£ thlgri L:IgLAW: I do not know; this is only in the Maritimes, I think. It is only
o Rt i\§ \ll_e years that the largest co-operative wholesale has got on to the
stribution list of tobacco companies in the East. Long ago they said that,
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frankly, their main objection to having co-operatives on their lists was the
payment of patronage dividends.

Mr. O’KEEFE: The reason being that you intended to give patronage refunds.
Dr. LamLaw: Yes, that is it.

Mr. O’KEeEFE: I have just one or two questions left. On page 5 of your brief
you say that the “easiest way to explain a co-operative is to say that it is a
business owned by people who need and use its services.”

Now I find it a little difficult to understand the difference, semantics aside,
between the position of a shareholder in a co-operative and the shareholders of
the Bell Telephone Company. That example comes to my mind as I look around
here, because I imagine there are some shareholders of Bell Telephone Company
in this room.

Co-Chairman Mr. Basrorp: We are a pretty poor lot, Mr. O’Keefe. I would
not make that assumption at all.

Mr. O’KEErFE: Well, perhaps I should not, Mr. Chairman but I will use that
example because it is an essential service in which shareholders are hoping to
receive a return on the money invested; but they both need and use its services.
Is the only difference between the two that the profits instead of being distribut-
ed to patrons are allocated to patrons; or what is the real difference?

Dr. LamLaw: The real difference, first of all, is that I join a co-operative
because I am going to use the services of the co-operative. I buy Bell Telephone

stock—to use the example you brought up—not because I want to use the
telephone.—

Mr. O’KEEFE: Why not? You must use the telephone.

Dr. LambLAw: I can use the telephone without buying Bell Telephone stock.
There are many millions of people who use telephones every day but who do not
own Bell Telephone stock; there may be people who own Bell Telephone stock
who do not use the telephone, although that is unlikely. But the main point is
that I buy Bell Telephone stock in order to get a return on my investment,
whereas I join a co-operative in order to get the services of that co-operative.
The two things are completely different.

Many people buy the stock of firms in whose services they are not even
interested. They do not anticipate ever using the services and, as a matter of fact,
are so far removed from the services geographically that it is impossible for
them to use them; and yet they hope to get a return on their investments. This
is the essential difference.

Senator CARTER: I would like to ask a supplementary.
Co-Chairman Mr. BAsrorp: Yes, Senator Carter.

Senator CARTER: Is the distinction you just made not one between motiva-
tions? Whereas what Mr. O’Keefe was asking was what is the real difference
between two enterprises, a co-operative enterprise and a utility enterprise such
as Bell Telephone?

Mr. O’KEEFE: Yes, that is the point.

Senator CARTER: What you have just described is actually the difference in
motivation between a person taking part in a co-operative and a person buying
Bell Telephone stock. You described the different motivations but you did not
describe the real difference between the two enterprises.

D}'. Lamraw: All right. Let me take it another way. A co-operative is
esseqtlally an organization of people, a a union of people grouped together to
provide a service. An ordinary company is a union of capital.

Mr. O’KEErFE: I do not see the distinction there. You must have people in
order to have capital. People own capital.
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Dr. LamLaw: Yes, but the organization of an ordinary joint stock company
is grouped around the accumulation of capital, whereas the co-operative is
grouped around the people who are going to use its services.

Mr. O’KEEFE: But in both cases is the accumulation not realized for distribu-
tion to the people?

Dr. LampLaw: No, it is not.

Mr. STAPLES: Mr. Chairman, Mr. O’Keefe used a good example in order to
try to make his point, because both the ownership and use of telephone services
are very widespread. Thus, it is good ground for discussion. However, the Bell
Telephone Company exists mainly for the purpose of showing a return on
investments. If the Bell Telephone Company fails to show a satisfactory return
on investments, the person running that company will lose his job and somebody
else will be put in there to run the business better. Moreover, if over a long
period of years the Bell Telephone Company were to fail to show a satisfactory
return, that company would disappear.

Mr. O’KEErFE: The same thing would happen to a co-operative.

Mr. STAPLES: The Bell Telephone would disappear because investors would
become interested in something else. The main purpose is a financial one. On the
other hand, to stretch our imaginations a little, if the Bell Telephone Company’s
services were owned and operated by a co-operative, that is, by the users, and
those users were determined that they were going to have a telephone service,
then the company would not disappear because the users would provide the
company with whatever money was needed in order to keep it going; the
motivation would be the desire for the service. In other words, they would
want telephones.

Mr. O’KEEFE: To me the distinction is still pretty fine, but perhaps I do not
have enough knowledge. I will leave the question to others. I have one other
qgestlon to ask, though, so that we know what we are talking about; what is the
dlfferi.nce? between the taxation on an ordinary company and that on a co-
operative’

_Co-Chairman Mr. BAsFoRD: Your one question has introduced a three-hour
subject, but go ahead, Dr. Laidlaw.

Dr. Lamraw: I will take the essential points. First of all, both co-operatives

and other businesses in Canada are under the same Icnome Tax Act. This is the
ﬁr§t point. Cg-operatives in Canada have one slight advantage which is very
minor today, in that a new co-operative as it is formed in the beginning is free
o_f Income tax for its first three years. This is an exemption granted to co-opera-
tives as a recognition of the difficulty people very often have in organizing
and getting them started. Today, however, it is a minor consideration because
there are v?ry few new co-operatives starting. That is the second point.
' The third point is that, if a co-operative pays a return on investors’ capital
in the same way as another business, it pays income tax on it the same as other
busmesse; do. If a co-operative sets up a general reserve, in the same way as
othgr businesses do, it pays income tax on that reserve the same way as other
busTnesses. When a co-operative does business with non-members and such
business becomes income to the co-operative, it pays income tax on that, the
same as any other business would. ’

However, if a co-operative takes the earnings or the savings and pays them
back to the members so that the savings become, in effect, a discount to the
me.mbers, then the co-operative does not pay income tax on tl’lat up to this other
pomt. tha‘? we mentioned in the brief. It does not pay incor,ne tax on that
provided it is allocated back to the members. Then it becomes income in thé
hands of the members and they pay income tax on it themselves.
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That is all there is to it, It is the same as if you go down to Sparks Street
today and buy an article. The merchant can say to you, “I will give you a
discount of $2.” I do not imagine you would expect to pay income tax on that $2.
I do not think you could expect the merchant to pay income tax on that $2
either.

That is the position in a cooperative, and that is essentially the position we
are in today. Other businesses can reduce their taxable income in the same way
as a co-operative simply by reducing their income. The essential word is “in-
come.” As we often say, if you don’t have a dog, you don’t have to pay a dog
tax. Similarly if you don’t have income, you don’t have to pay income tax.

Mrs. RipeouT: Mr. Chairman, I would like to have one point clarified, if I
may. I want to be clear in my own mind about what Dr. Laidlaw has said. Dr.
Laidlaw, your refund at the end of the year—if a person belonging to a co-
operative runs a grocery store, and at the end of the year you refund to the
member a certain portion of what has been paid during the year for their
groceries, do they have to pay income tax on that?

Dr. Latpraw: The computation of a person’s income tax—if it is either a
return on marketing, for example, in a farmers’ cooperative, or if it is a return °
on goods that are used for production they do but not if it is for every day
consumer goods—not for groceries.

Mrs. RipEoUT: The consumer would not have to declare this as income?

Dr. LampLaw: No, it is not taxable income, it is simply a discount. However,
if you are a farmer and you get a return of $100 additional on your wheat or
your potatoes or milk or whatever you deliver to the co-operative obviously it is
an increase in your income.

Mr. SmrTH: Or to the net cost of your fertilizer.

Dr. Lampraw: Yes, and obviously if there is $100 rebate on the fertilizer it
means a lower cost of production.

Mr. O’KEEFE: Dr. Laidlaw, I do not want you to take my questions as being
critical.

Dr. LaipLaw: We appreciate that.

Senator McDonNALD: A moment ago you told us that when a cooperative
declared a dividend it was income in the hands of the member, but from your
brief and from my personal knowledge I know that in many, many cases this
dividend is not a dividend in cash; it is a dividend on a piece of paper which is
not negotiable. In other words, you send me a piece of paper which tells me my
dividend is $198.50. But you keep the money, and I pay tax on it. This is not
income in my hand, and in many cases the only way I can get the income is to die
or to become 70 years of age or to move out of the particular area. Is not this an
advantage to the cooperative movement?

Dr. Lamraw: First of all, from the description you give, you are describing
the operation of the wheat pools.

Senator McDonNALD: Yes.

Dr. LAampraw: First of all, membership in wheat pools is voluntary. You do
not have to belong unless you decide you want to. However, if a farmer joins a
wheat pool he has the same right as any other member to express his views, and
the wheat pool through its annual meeting and through its regional meetings and
through majority decisions of its members decides that the earnings are going to
be retained over a certain period. Now, if the member does not like that, and if
he does not want that, he can leave. The fact that these are real earnings in the
hands of the farmer is recognized by the Income Tax Act and is recognized by
the wheat pools because they pay the cash to the farmers so that they can pay
the income tax.

25602—3
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Senator McDoNALD: They pay the cash to the farmers?
" Dr. LATDLAW: Yes.

Senator McDonNALD: They do no such thing.

Dr. Lamraw: Well, the Alberta Wheat Pool does.

Senator McDonNALD: No, they don’t. And when you say that I as a member of
the pool have the same rights as other members, this is not quite according to the
facts. At the annual meetings of the Saskatchewan Wheat Pool, I, as a member,
cannot attend.

Dr. LamLaw: But you can attend the regional meetings where the delegates
are selected.

Senator McDoNALD: But it is a delegate meeting.

Dr. LamrLaw: Yes, and this is the kind of structure which the members
themselves have decided upon.

Senator McDoNALD: I am not sure of that; I think it is more a structure that
management has decided upon.

Dr. LamLaw: Let us look at the figures. The Saskatchewan Wheat Pool rep-
resents something like 60,000 farmers. On the books they have many more,
perhaps 80,000. First of all, not all of them could get to the meetings; only a
small portion could get there. If they could all get there or if you do not have a
delegate system, you could not get them into any hall in Saskatchewan or in
Canada, for that matter. The only thing workable in the circumstances is the
delegate system. Therefore the farmers or everybody who delivers wheat through
the Saskatchewan Wheat Pool has the right to select delegates at the local meet-
ings who in turn can go to the annual meetings and decide policy. As to the right
of the organization as such to maintain such a system, let us take a simple ex-
ample of the city of Ottawa and its library service. The citizens of Ottawa have
decided that they want library service and we have libraries all over the city. If
three per cent of the citizens of Ottawa decide they do not want libraries, this
does not mean that we are going to get rid of them. The vast majority of the
citizens, we can presume, want libraries, and so we are not going to have a
referendum every year to find out if we want libraries. In the same way the
members of the Saskatchewan Wheat Pool and other large organizations have
worked out, very often by trial and error over many years, what works best to
provide service and to develop a good organization, and this is the result. The
fact that the Saskatchewan Wheat Pool handles well over half of the wheat in
Saskatchewan is proof enough that it is very well suvported by the members.

Senator McDoNaLD: Could I just say this; I think the main reason the
Saskatchewan Wheat Pool handles about 54 to 56 per cent—I think that is the
figure—of .the wheat in Saskatchewan is because of the service they give their
customers in competition with anybody else in the grain handling business. It is
a well run country elevator system, probably the best, in my opinion. But your
arguments about attending the annual meeting, as far as I am concerned, don’t
hold water. I happen to be a stockholder in Bell Telephone. I don’t know how
many thousands of shareholders they have, but if I want to go to the annual
meeting I can go. But I cannot go to the annual meeting of the Saskatchewan
Wheat Pool, and I object to that. I do not think for one moment that if you allow
all the members to attend, they would be there. But all holders of Bell Telepone
stock, whether they hold one share or a thousand shares, can attend the annual
meeting and those vitally interested do attend. I think the Saskatchewan Wheat
Pool should make some changes in its regulations.

Co-Chairman Mr. BASFORD: Senator, until you became a senator you could
not attend a Liberal convention unless you were a delegate.
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Dr. LapLaw: May I just make one reply in regard to this matter of delegate
representation. We have been through this matter for years in another field,
namely the field of insurance. You and I know that mutual insurance, giving
every policyholder the right to attend the annual meeting, simply does not work.
What happens to a mutual insurance company? We are sure of one thing, that a
mutual insurance company is not run by the policy holders. Who runs it?—

Senator McDoNALD: Management.

Dr. LampLAW: Yes—management. The delegate system, as established by
wheat pools, is to get away from the very trap into which mutual insurance
companies have fallen. The delegate system ensures that there will be farmers at
meetings of the Saskatchewan Wheat Pool. They will be there; they will make
decisions; and they will have effectice control over management. It has taken a
long time to work that out. That is why in the big organizations, Senator
McDonald, experience has shown that the right of every member to attend does
not work out.

Senator McDo~NALD: You and I will agree to differ, Dr. Laidlaw.

Mr. STAPLES: This is misleading on one point. Not only is the membership
free and open—that is, the Saskatchewan farmer can join a pool or not—but
even when he is a member he does not have to patronize it, but can resign or say
anything to anybody. He can take his patronage somewhere else. This puts the
Saskatchewan Wheat Pool and other co-operatives in a very vulnerable position
from the standpoint of acceptability. This factor should not be overlooked.

Senator McDoNALD: This is one long fight in Saskatchewan after the efforts
to enforce compulsory pools, you must remember that.

. Mr. McCuTcHEON: Mr. Chairman, there are two things I would like to
mention before I ask my question, if I might.

Number one is the reference to mutual insurance, and I would like to call to
the witnesses’ attention that today is the annual meeting of the largest mutual
life insurance company in Canada. It is a co-op, and every policy holder of that
company is welcome in Waterloo today.

Mr. ALLMAND: What company is that?

Mr. McCuTcHEON: Mutual Life.

Dr. LampLAw: How many attend?

Mr. McCuTcHEON: In the neighbourhood of 1,000 or 1,500.

Dr. LAtbLAW: Out of how many policy holders?

Mr. McCuTtcHEON: I do not think that is relevant.

Mr. OLsoN: I am wondering whether any of this discussion is relevant.

Co-Chairman Mr. Basrorp: I was beginning to wonder that myself. I
wonder if we could have questions rather than statements, Mr. McCutcheon.

Mr. McCuTcHEON: Yes, this is going to be a question. In your statement you
infer that the prime purpose of Bell Telephone was to make money. I happen to
be naive enough to think that the company was started on the proposition of
providing a service. Therefore, will you tell me why the Province of Ontario was
filled with co-op telephone systems, and why they are disappearing and are
being taken over?

Dr. LapLaw: Well, first of all, Mr. McCutcheon, it was probably unfortunate
we singled out Bell Telephone. It was Mr. O’Keefe who singled out Bell Tele-
phone.

Mr. O’KeEFE: I happen to like Bell Telephone.

Dr. LaipLaw: As far as I personally am concerned, I believe that such an
essential public service as the telephone system should be publicly owned.

25602—3}%
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Mr. McCutcHEON: I did not ask you that. I asked you why the co-ops were
disappearing. That was my question. I wish you would stick to that, please.

Dr. LAbLAW: The answer is that the small, local telephone companies,
whether they are co-operative or non-cooperative, are disappearing for the
simple reason that the very nature of a telephone service means it must cover a
very wide geographical area and not just a small county or something such. We
have exactly the same thing in the electrical system, bus transportation, and all
these things. They disappeared, Mr. McCutcheon, not because they were co-
operatives, but simply because they were small, local units.

Mr. SmiTH: Was not a large contributing factor the fact that many kept their
rates at an unrealistically low level so long that they were not able to replace or
keep equipment up?

Dr. LAaipLAw: I am sure that did happen in many cases, yes.

Mr. McCuTcHEON: You mentioned one other thing, where there are co-ops
pushed out by Government, and you referred to the Province of Ontario, with
co-op insurance being taken over by Government insurance. Why was that?

Dr. LamrLaw: That is hospital insurance, and the reason, again, is that
hospital insurance is such an essential public service that we do not think it
should be confined just to members of co-ops, but that it should be a universal
coverage. We agree, and the co-ops did not fight this in Ontario. The co-ops went
along with it because we believe it is the right system; it gives universal
coverage.

Mr. McCuTcHEON: The question I started out to ask—and I promise only to
ask one—is based on the statement on page 30 relative to the development of
co-ops in other countries, which, apparently, is much greater than it is in
Canada.

My question is this: Do the co-ops in these other countries operate with a
different view in mind? In other words, to boil the question down very simply,
do co-ops here, by and large, follow the market, or do they ever try, except in
rare cases, to lead it?

Dr. LampLAw: It is very hard to answer that question but, in a general way, I
would say that co-operatives in Canada, once they get well established in a
certain field, almost naturally become the price-setters and the pace-setters; but
that has not happened in many fields.

Mr. McCuTcHEON: Give me a “for instance” on one or two.

Dr. LamoLAw: The fertilizer business is a good example.

Mr. McCuTcHEON: Do you mean they actually set the price in that field?

Dr. LA1DLAW: In fertilizers?

Mr. McCUTCHEON: Yes.

: Dr. Lamraw: In some parts of Canada the co-operatives are really the
price-setters. We gave one example from Saskatchewan.

Mr. McCuTcHEON: Thank you very much. I would like to make one more

observation, if I may and if time permits, and that is the fact that I do not own
any Bell stock, as much as I wish I could.

Senator CARTER: I would like to follow up Mr. McCutcheon’s last question
about co-ops. Some time ago we had Professor Kragh as a witness, and he told us
that Swedish co-ops had departed from the Rochdale procedures of competitive
pricing because they felt that the English or the Rochdale principles were not
really tough enough in their operation to protect the consumer.

In your own brief I notice you make several references to it—on pages 10,

20 and 25. There is a trend in your own thinking now away from competitive
pricing, is that correct?
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Dr. LAamLAwW: Yes, that is true. In some places, and in many fields, this is
now very evident. Obviously, a small co-op starting which is surrounded, as the
Rochdale pioneers were, by very powerful business, is not going to start a price
war. But once the co-operatives feel themselves to be in a strong enough position
they do become aggressive in the field of pricing. This has happened in Sweden,
and it is beginning to happen in Britain too, as we mention in our brief.

Senator CARTER: But you cited only one example in Canada, and that was of
some co-op here in Ottawa, I think.

Dr. LApLAW: Yes.

Senator CARTER: Well, is it because we have reached the stage now where
co-operatives in Canada are strong enough to do this sort of thing?

Dr. LaoLaw: No.

Senator CARTER: Is this just in the nature of an experiment?
Dr. LApLAW: Yes, this is largely an experiment.

Senator CARTER: To see what would happen?

Dr. LADLAW: Yes.

Senator CARTER: Now, you have mentioned—and other questions have re-
ferred to this—restrictions imposed upon co-operatives by the provinces, and
you have also made reference to the need for federal legislation. These restric-
tions that you have mentioned in your brief are all within the jurisdiction of
provincial governments, and there is nothing that federal legislation can do
about them—or, do you think that that is not so?

Dr. LAamLAwW: The cases we mention are within the area of provincial
jurisdiction.

Senator CARTER: So there is nothing that federal legislation can do about
that.

Dr. LAambLAw: The restrictions we mention are on page 15. Yes, the only
cases—of course, the matter of retail price maintenance and that sort of thing
does come within the Combines Investigation Act, but the other cases—for
example, in the matter of pharmacies—

Senator CARTER: But you are protected now under the anti-combines legisla-
tion in that case that you cited where the supplier would not supply you with
tobacco. That would be taken care of under the present anti-combines legisla=-
tion, would it not?

Dr. LaipLaw: That is right.

Senator CARTER: So there is still no change there?

Dr. Latpraw: No.

Senator CARTER: What I would like to know is just what you want the
federal Government to do for you in the legislation you propose, and what benefit
you would get from it. I want to know just how it would benefit your co-opera-
tive movement.

Mr. StapPLES: There are, obviously, two things that are emphasized in the
brief. One is the question of income taxation—we want section 75(3) of the
Income Tax Act repealed—and, secondly, we want a federal co-operatives act.
These two points are very clear in the brief.

Senator CARTER: Yes, but how would this federal co-operatives act benefit

you—what would it do—as compared with your present position? What benefit
would you get from it that you do not have now?

Dr. Lampraw: There are two ways of looking at federal legislation. One is
the long-term historical effect which I need not go into now—the fact that
insistence on provincial legislation is casting co-operatives in a provincial mould,
but I will keep away from that for the moment and come down to the specific
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points of what we want or hope to have from federal legislation which is
different from what we have under the Canada Corporations Act. )
At present, for example, we have a number of co-operatives in Canada
which operate interprovincially and which, in order to do so, must be incorporat-
ed under the Canada Corporations Act. Now, the act as presently set up is
inappropriate for co-operatives, and I will give just a few examples.

First of all, we want the word “Co-op” or “Co-operative” protected under
federal legislation right across Canada. As far as I know the word “Co-opera~
tive” is protected by provincial legislation, but when you come to the federal
level it is not similarly protected. That is one thing.

Senator CARTER: The word “Co-operative”?
Dr. LAIDLAW: Yes.
Senator CARTER: How are you handicapped by that?

Dr. Lamraw: For example, a company that is not a true co-operative at all
can come under the Canada Corporations Act and get a charter, or be incorporat-
ed under it, and use the word “Co-operative”, when we know that it is not a
co-operative.

Mr. SmiTH: Is it done?

Dr. LaroLaw: The last case we had on the record, about which we protested
very strongly, was back in 1958 or 1959. As far as we know there have been no
federal incorporations since then.

Mr. SmiTH: What was the name of that company? Do you remember?

: Dr. LaipLAw: It was a petroleum organization, but we can get the name of
it. From the viewpoint of the co-operative movement obviously it was not a
co-operative.

Senator CARTER: But there is no such organization today pretending to be a
co-op when it is not?

Dr. LampLAw: This organization was incorporated.
Senator CARTER: That is the only one?

Dr. Lamraw: Well, I do not know how many there are, but we want that
word “Co-operative” protected as it is provinecially.

Let us take another example. Here is an essential problem. If I own shares in
a company I can, under the Canada Corporations Act, sell them to somebody
el.se. We want the shares in a co-operative to be traded through the board of
directors to make sure that the shares in the co-operative are available only to
the people who are going to use the services or who want these services. Also, we
want the right under an act so that these shares can be re-purchased by the
co-operative itself, which cannot be done by an ordinary company.

= t.Stfinator CARTER: You want to prevent somebody from buying you out? Is
at it?

Co-Chairman Mr.BasrForp: Dr. Laidlaw is explaining why the Co-operative

Union war?ts a federal act, and I think he should be allowed to set out his reasons
for that without interruption.

Dr. Lamraw: Transfer of shares should be with the approval of the board,
and the co-operative should have the right to buy back these shares. Here is the
reason for that: I_Jet us suppose 25 years ago 500 farmers got together to organize
a milk co-operatlvg. We know that under the circumstances of today there are
not 500 farmers milking cows, or shipping milk. The number of producers is
going down steadily. In order to keep the control of the company firmly in the

hands of the producers, the people who are using th i
> 3 e services, there
some way of buying back those shares. i o YO
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In an ordinary company under the Canada Corporations Act by-laws are
amended by the board of directors, but in a co-operative the only people
competent to amend the by-laws are the members in annual meeting.

The whole principle of one member, one vote is a very important thing.
Under ordinary corporation law a shareholder votes according to the number
of shares he holds. That is an anathema to a co-operative. We want the
control to be by persons—one person, one vote.

These are some of the reasons why we find the Canada Corporations Act
inappropriate for co-operatives, and why we continue to insist that it is. That
is why we want a separate co-operatives—

Senator McDoNALD: Could I ask one supplementary question?

Co-Chairman Mr. BasrForp: I am just wondering if that completes your
answer, Dr. Laidlaw.

Dr. LAipLAW: Yes.

Co-Chairman Mr. Basrorp: I am just trying to proceed in an orderly
fashion.

Dr. LampLaw: Yes. We have a long list of points but I think that will be
sufficient.

Senator McDonaLD: Can a federally incorporated co-operative not k?uy
its shares from deceased members, or members who have gone out of the milking
business, for instance?

Co-Chairman Senator CROLL: Provincially incorporated.

Co-Chairman Mr. BAsrFoORrD: He is asking about one co-operative that was
incorporated under the Dominion act.

Senator McDonNALD: I am asking with respect to both. Can you not do that?

Dr. LamrLAaw: Under provincial incorporation it can be done because it
operates under the Co-operatives Act, but for example, we have an organization
like the Maritime Co-operative Services, which is incorporated under the Canada
Corporation Act or, as it used to be called, the Dominion Companies Act, and
you cannot enforce that you see.

Senator McDONALD: Are there any questions of where somebody has tried to
buy up these shares in order to get control of the co-operative?

Dr. LaipLAw: Let me give you the story. For instance, in Nova Scotia, if we
go far enough back in history, we would find that practically, all the dairies at
one time or another, were owned by farmers. If we come down to about the year
1920 or 1925 we would find that the farmers did not own them any more. What
happened in the meantime? In the beginning 500 farmers would get together and
organize a co-operative. At that time there was no co-operative legislation. So
one farmer would buy five shares, another ten, and so on. All right. One farmer
dies and his wife moves to California. Another man gets into trouble and a
merchant takes the shares. After a while, the dairy inspector, in going around
the country, notices the co-op is getting into trouble and begins to buy the
shares, and one day the farmers wake up and find they do not own the dairy
at all because the shares have been scattered around and are in other hands,
and they do not own them any more.

This is one example, Senator McDonald, to show that co-operatives have
learned from bitter experience over many years that unless they have proper
legislation to keep the co-operative firmly in the hands of the people as users of
the service, then there is no guarantee of the continuity of the organization.

Senator CARTER: I want to refer to page 40 of the brief, which states:

To summarize: we believe that government should help co-operatives
in a constructive as well as sympathetic way, mainly by seeking to create
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the social and political climate in which they can grow unrestricted and
naturally; 3

I suppose you mean that you want a federal act? Is there something else you
want the Government to do besides bringing in a federal act, to create this social
and political climate?

Mr. STaPLES: A federal act would help; and more than that would certainly
be welcome. Let us contrast the attitudes of the Government of Canada toward
say agricultural co-operatives, with that of the United States, the country which
is closest to us, where at the top level, from the Secretary of Agriculture all the
way down the line, almost week after week they are urging on farmers the
necessity and value of doing their business co-operatively. In Canada we do not
see any of that happening on the part of the government officials here. Now, we
appreciate what has been done by the Department of Agriculture, the statistical
and research service, small as it is, and we would like to see it extended. But if
top-level policy were more positive on the part of the Government in Canada,
more firmly established, and better known, the deputy ministers, the civil
servants, all down through the tremendous organization of government, would
be in a position to do far more than they are doing now, because the farmers do
not know what Government policy really is.

Senator CARTER: What you have said, as I interpret it, is that farmers need
more encouragement and more education. But is that not more properly the
function of the provincial government rather than the federal Government?

Dr. LainLaw: We could give you many examples at the federal level of this

sort of thing. Let me take a couple of examples. About three years ago the
federal Government introduced a system of machinery loans to farmers through
the Farm Credit Corporation. Now, the cooperative method of organization,
collective responsibility and so on, in a cooperative is well recognized and well
established, and yet when writing the legislation for the farm machinery loans
they specifically wrote out cooperatives. So ten farmers, or three farmers,
whatever it may be, who today want to borrow under the Farm Credit Corpo-
ration for a farm machinery loan must form what they call a syndicate in which
they have joint and individual responsibility, in spite of all the experience of
cooperatives in this field. That is one example.
. Another example is that a couple of years ago the federal Government
introduced student loans. When the legislation was first introduced, if I remem-
ber ri.ghtly, the loans were going to be made available mainly through the banks.
In .splte. of the long success and experience of caisse populaires and the credit
unions in this country, nobody apparently even thought that student loans would
be or could be made through the credit unions. It is true the regulations were
amended and they can be made now.

We went through the same thing with fisheries plans. About ten years ago
thg federal Government introduced fisheries loans, and although many credit
unions were there working right on the spot with fishermen, making credit
av%nlable to .them, nobody thought of making the legislation applicable to credit
unions or caisse populaires.

What we are saying, senator, is that there is a great deal to be desired in
creating t.he proper attitude and the proper climate in which the cooperative idea
can flourish. We are not asking that the Government pap feed cooperatives; we

are simply asking that they give them the same ki i
e S ind of a chance they give other
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Senator CARTER: If I may conclude with this one question. In that same
paragraph I just read on page 40, it goes on to say:
....and also by giving special assistance to various groups of the popula-
tion who are handicapped in one way or another and tend to be pushed
outside the mainstream of an affluent society,. ...

Just what groups do you have in mind there, and what kind of assistance?

Mr. STAPLES: The quick example that comes to us would be the Indian and
Eskimo communities in Canada—the poor.

Co-Chairman Mr. BAsrForp: In fairness, perhaps I should point out that the
Government is actively trying to promote cooperatives among the Eskimos.

Mr. STAPLES: That is right. I want to give the Government full credit for
that, and this is an exception to some of the things we have been asking, and we
are helping all we can. However, this is something relatively new—only five
years or so, whereas experience with Indians in Canada goes back for a hundred
years or more, and there has been very little recongnition of cooperative action
on the part of many of us, including the cooperative movement along with the
rest, as well as the Government; yet there is a tremendous potential in a selfhelp
approach to some of the problems these people have.

Dr. Lamraw: I have a good example in housing. We have a lot of poor
people in this country who cannot afford a decent home. Under the National
Housing Act we have limited dividend housing for low-income people. If you and
two or three friends want to get together and organize a company with which
you will borrow money to provide limited divident housing for 50 poor families,
you can do that under the National Housing Act, but if 50 poor families
themselves want to organize a cooperative and get the same kind of help they
cannot.

Senator CARTER: What prevents them, because they are poor?

Dr. LamrLaw: No, because this possibility at present is ruled out under the
National Housing Act. This is the sort of thing, for example, the cooperative
movement has been working at for a long time, trying to get certain features
under the National Housing Act to make it easier to promote the cooperative idea
in housing.

Senator CARTER: Is there no cooperative housing?

Dr. LAIDLAW: Yes, there is cooperative housing, but the point we are making
here in answer to your question about special groups of the population, is that
the poor themselves, if they were to be organized as a housing cooperative, they
themselves cannot get the same concessions or the same arrangements under the
National Housing Act that you as an entrepreneur would have if you organized a
housing project for them. We are referring to section 16 of the National Housing
Act.

Mr. ALLMAND: The cooperative idea is a very good one. If more people
accepted it in Canada, prices would be lower at the consumer level and also there
would be greater control over their economic destiny. However, in Canada the
people have not really on a broad scale accepted the co-operative idea in the
cities. I think the reason is that the cooperatives have never really adapted
themselves to modern city life. The city people are those who need it most.

Nearly all the price protestors in the recent movement which started last
September were from the cities. Very few groups were organized in the country
or in small town areas. I put to you some reasons why I think this has not been
accepted in the cities. The Rochdale cooperative principles were established in an
era when people lived, worked and shopped in one community, when communi-
ties were small and there was very little transportation to get around cities and
towns. In Montreal today, for example, people may work in one part of the city,
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live in another part and shop in a third part. When cooperatives were proposed
to them, as we tried to do during the inflationary period last fall, they were
difficult to accept. If the people had one cooperative store in the whole west end
of Montreal, it could prove more profitable to go to the local Steinberg’s or A&P
than to travel to that cooperative store.

As you mentioned in the brief—and there were similar criticisms in this
committee—co-operatives in Canada have been too rurally-orientated and have
not been aggressive like those in Sweden. They have kept with the Rochdale
principle of selling at competitive prices, rather than by competing as they did in
Sweden.

Co-Chairman Mr. BasForD: I am having difficulty in detecting the question.

Mr. ALLMAND: I am interested in seeing this co-operative idea put into
effect in cities and I am trying to give my view. I may be wrong in my view and
I would like to be corrected and then have the ideas of Dr. Laidlaw as to why
they have not gone into cities. The biggest number of consumers are in the cities
and the people there could cbtain much help from co-operatives if the co-opera-
tives were not so conservative and would adapt themselves to the cities.

Co-Chairman Mr. BAasrorp: I appreciate all that, but would you follow the
procedure generally on cross-examination, of question and answer.

Mr. ALLMAND: I would like Dr. Laidlaw to tell us does he not think that
cooperatives in cities would work better if they were citywide, if I could go to a
cooperative and shop in many stores across the city, instead of sticking to one
store or one co-op, or even if they were provincialwide, because many people
work now in different parts of a province. I might work in Montreal and then
move; to Sherbrooke. Would you comment on this question of urban coopera-
tives? ;

Co-Chairman Mr. Basrorp: Now we have a question, thank you, Mr. All-
mand.

Mr. ALLMmAND: They are the people who really need help—the consumers in
the cities.

Dr. Lamraw: I would like to reassure you, Mr. Allmand, that this is a
pxjoblem which is bothering us a great deal and on which much research has been
d}rected. For example, we are holding a major conference in the City of Win-
nipeg next March to discuss this whole question of how to develop consumer
cooperatives in the big cities of Canada.

One of the questions to be discussed is that which is bothering you, the
whole question of membership and the relation between the member and the
€0-0p. I might tell you that the cooperative movement—and I am speaking now
strictly of consumers’ cooperatives—all over the world, but particularly in
Europe in the last five or six years, has been struggling with this problem very
energetically. In some countries they are achieving a new kind of integration,
very much along the lines you picture.

Tl'{e best example is Denmark. The Danish co-operatives are among the
most highly developed in the world. It may come as a surprise to you to know
that consumer cooperatives are very highly developed in Demark. To take one
example, the Scandinavian furniture which is so admired and which is quite the
thing today, was first developed by the cooperatives in Denmark.

At the present time, one-half the members of all the consumer cooperatives
of Denmark belong to one single cooperative society. It is anticipated that within
five years they will have integrated the whole consumer cooperative movement
in such a way that a citizen living anywhere in Denmark can join one single
overall cooperative society, through which he can do his business in any part of
the country.

Senator McDonNALD: Big business, big cooperatives.
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Dr. LampLaw: To be efficient sometimes the cooperatives have to be big. This
is one of the dilemmas the cooperative movement is faced with. People say:
“Here is a problem, why do you people not get together and organize a coopera-
tive? Fine. The people do get together and organize a cooperative, they find that
to be efficient they must become a large organization, so they become a large
organization, and then everybody turns around and says: “You must stop this,
because it is not what we had in mind at all.” i

Mr. ALLManD: I am glad to see that the cooperatives are working on it.
Would the federal legislation that you suggest help this large cooperative or-
ganization?

Dr LamrLaw: We would hope that eventually it would. Incidentally, the
thing that you described in consumer cooperatives as applying to Montreal, has
applied for 40 years in the case of the Sakatchewan Wheat Pool—it is a
centralized organization.

Senator McDoNALD: To a lesser extent.

Mr. OLsoN: On advertising, I have noted that many witnesses before us
indicated they believe that excessive advertising contributed largely to price
increases and the overall high prices referred to, particularly in retail groceries. I
wonder if cooperatives have seriously tried to do anything about this, to cut
down on advertising and give some substitute service that is attractive to
customers. For example, in my home town and other places, when the newspaper
comes out, the cooperatives have as much large advertising as any of the other
stores. Whether it is Safeways, or O.K. Economy or Loblaw’s or the co-op they
have advertising in the paper in relationship to their share of the business—they
have a half page, a full page or two pages.

Is this something you do in self-defence, that if you do not advertise in this
way you would lose the market? Or why do you do it?

Dr. Lampraw: I shall start the answer and say the practice varies widely
from one cooperative to another. The cooperatives are autonomous and make
their own decisions. Some cooperatives in Canada advertise like other businesses,
but other cooperatives use little and some use practically none.

With the chairman’s permission, I will turn over this question to a man who
wrestles with it every day, Mr. D. F. MacDonald, one of the directors, who is also
the general manager of a large and successful cooperative serving both rural
people and urban people in the City of Moncton.

Mr. D. F. MacDonald, Director, Co-operative Union of Canada and General
Manager Co-operative Farm Services, Moncton, N.B.: Mr. Chairman, that is a
very good question and one which we have been wrestling with in our organiza-
tion. We are relatively small, of course, but we do advertise in the newspapers
periodically in self-defence. That would be about four times a year. We do send a
flyer to our members once a week, which costs us much less money, of course.
However, I think you are right. It is done in self-defence in a lot of cases.

Mr. SmITH: It depends on competition, does it not?

Mr. D. F. MacDo~NALD: To a certain extent.

Mr. SmrTH: Our co-operative advertises very widely at home, and I have
always presumed that it did so because it is in a very competitive market.

Mr. D. F. MacDoNALD: That is right.

Mr. OLsoN: The point I am trying to get at is whether this emphasis on the
cost of advertising, as a contributing factor in high prices, is as valid as some
people try to tell us. For example, if you are in a competitive market and you

co-operative is trying to expand its business, but does not do these things, will
you get the response from the customers so that you can keep your business
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growing; or is it something essential to keep volume moving and thereby keep
prices down? Is it in fact a contributor to moving prices up or not? This is the
point T am trying to get at. I

Mr. D. F. MAacDoNALD: Mr. Chairman, I do not think there is any doub
about the argument that the advertising must cost the consumer finally. We
think of these expensive ads in colour; we think of the games that are played,
and all the gimmicks. In the final analysis the consumer is going to pay for
these things. That is the best way to look at it.

Mr. OLson: I will accept that. I am not naive enough to suggest that all of
the costs, whether for advertising or any other part of the businesss, finally get
into the price of the goods they sell, but the point I am trying to get at is whether
or not something can be done. I am asking you people if you have tried to do
anything in order to get customer response to purchasing without advertising. If
you just lower your volume, then, obviously, the cost unit goes up.

Mr. D. F. MacDoNALD: There again it is self-defence. We certainly like to
think that our members would patronize a cooperative without any incentive
advertising, but, unfortunately, in order to create business and traffic you need
to do some of it. In our organization we have a newsletter which we send out to
our members every six weeks. These are things we are trying to point out
constantly, in trying to educate people to get away from unnecessary costs.

Loss leaders is one, for instance, which we do not have in our organization.
We do not sell below cost. Several of our competitors do and they also adver-
tise that they do, which is a cost again. I grant you that this levels out in the
overall price in an order of food.

.

Mr. OLsON: On page 41 of your brief one of the recommendations that you
make is that there should be a broad, well developed program of consumer
education. In the fourth paragraph you go on to suggest that there is undesirable
advertising which should be banned, particularly television broadcasting. Now,
we could discuss a lot of other products, but I am talking particularly about
food. I would like to know from you whether any co-operatives have tried to
do this and have been successful in meeting competition from other stores?

Co-Chairman Senator CrRoOLL: Do what?
Dr. LAtpLAW: Tried to do what?

Mr. Orson: Tried to do exactly what you say here about developing a
program of consumer education and doing away with expensive advertising.
Have any of the cooperatives done it successfully, where the consumers have
respon@ed to it so that they could lower their costs by cutting out so-called
expensive advertising.

Dr. LAIDLAW: First of all there are many cooperatives—how many I would
not want to venture,. but there are many successful cooperatives right across
Canada—l_ am referring to consumers’ cooperatives. I have here, for example,
the financial statement of the one which we quoted in our brief, The Corner
Brook Cooperat{ve. For the size of the community of Corner Brook it is an ex-
cellent cooperative. There are many cases of this across the country.

¢ Now, so far as adver'_using is concerned, I would say that the vast majority
?heogiiggn;;mer cooperatives do follow the code of advertising that is quoted in
ef. ere are quite a number of cooperati isi
it ns ritee p ives that never use any television
havng;erarlllgr, there is a large number of consumer cooperatives in Canada that
-l nstrated that they can show savings and patronage refunds for the
embers years in and year out. We gave a few examples there.

Mr. OLsoN: Mr. Chairman, I do no
L . » I t want to belabour the point, but what I
am trying to get at is whether this is just a lot of wishful thinking, or does it in
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fact work; because we have heard from other witnesses about the enormous cost
of advertising that finally gets into the price structure. What I am wondering is
whether there have been any successful experiments made in a highly competi-
tive market, one in which there were a lot of supermarkets other than co-opera-
tives? Have they been able to hold up their volume of sales and attract custom-
ers without advertising on essentially the same level that the other stores
advertise?

Dr. LALAW: All I can do is repeat that there are cooperatives in Canada
that do not use this kind of advertising. Mr. MacDonald’s cooperative is one of
them. You do not use television advertising, do you?

Mr. D. F. MacDon~NALD: No.
Dr. LAbLAW: And it is a successful business which shows savings.

Mr. SmvatH: Is there any conclusive evidence, in your field, though, that
advertising is the villain it has been made to appear?

Mr. Ouson: This is what I am getting at.

Mr. SmrTH: That it has been made to appear by some of the witnesses, or at
least that it has been alleged to be by some of the previous witnesses.

Dr. LAapLAW: It is not the villain; it is one of the villains.

Co-Chairman Mr. BASFoORD: I think the other Mr. MacDonald wanted to
supplement the answer.

Mr. Jim MacDonald, Executive Secretary, National Labour-Cooperative Com-
mittee: I just wanted to say that one of the important things is consumer
education. When the consumers read the ads, this is as near as they get to
consumer education. But I have come across something pretty striking in con-
sumer education, and that is an arrangement in a high school in Yonkers, New
York.

What they have done there is unique. They do not add courses to an already
over-crowded curriculum; they simply use examples in the course in economics,
showing how to work out the actual, true and annual interest rates; how to work
out household budgeting; how to read ads for loaded words, and things of that
nature. So I think it relates, Mr. Olson, to your question in that if you follow the
mewspaper ads and those on television closely you will notice—and I think you
will probably agree with me—that there are key words that are equivocal,
suggesting one meaning upon a cursory glance and another meaning when
analyzed. Courses of this kind in our school systems might be one way to help
people read ads more carefully. Perhaps then ads would diminish in their effect.

Co-Chairman Senator CroLL: May I say, Mr. MacDonald, that that is part of
the course system in Toronto, and I think every member on this committee
received a booklet indicating so some time ago. I do not know how much good it
does, but it is there.

Mr. OLsoN: Most of the cooperative supermarket advertising that I have
seen has been of exactly the same type of price special advertising that the other
merchandisers do. I still get back to the same point. Is this the only kind of
advertising that you get response to in order to keep up your volume of sales; or
is there something else that works in consumer advertising so that you do not
have to advertise all the time and pay a lot of money for specials all the time?

' Dr. LampLAw: We just want to repeat that there are successful cooperatives
which never use it, proving that this kind of advertising is not essential to
membership support.

¢ Co-Chairman Mr. BASFoRD: We seem, at this point, Mr. Olson, to be repeat-
ing both the questions and the answers.
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Co-Chairman Senator CroLL: It is like a Mexican stand-off, as far as you
are concerned. y

Co-Chairman Mr. Basrorp: We seem at this point to be repeating the
questions and repeating the answers. L

Mr. OLson: All right, Mr. Chairman, but the last answer said it gives
services to the members. But does this other kind of so-called consumer educa-
tion expand cooperative activities? I am talking of retail sales now. 2

Dr. LamLaw: Fortunately we do have a number of cooperatives in Canada
that are growing and are doing well and without benefit of television. I am not
writing off television, of course, but what we are saying is that a great deal of
television advertising connected with the food industry today is not the kind we
want to have in cooperatives.

Mr. SmITH: Does not the Saskatchewan Wheat Pool sponsor the television
news?

Dr. LaipLaw: Yes, that is right.

Mr. SmuTH: And it is a very successful cooperative and yet it is doing this
modern type of advertising.

Dr. Lamraw: Well, there is advertising and advertising, and sponsoring the
news, as the Saskatchewan Wheat Pool does, is more of a public service. But
when a company uses advertising in an unethical way—and here I am going to
give my own personal views—the advertising appearing on all our television
screens every night advertising cigarettes is harmful, unsthical and contrary to
the best findings of science.

Mr. OLsoN: What about advertising for breakfast foods, tea, bacon and so
on? This is not unethical? !

Dr. Lamraw: I would say some of the advertisements for breakfast foods.
are unethical. '

Co-Chairman Senator CroLL: I like the beer advertisements that bring the

Mr. BoULANGER: May I give one example? This is the one we have heard

a lot about. As you know you can get soap, packages of soap with a towel in’
them so you have a choice between buying the soap without the gimmick and
the soap with the towel. You were offered the same opportunity a number of'
years ago. You had the opportunity to buy the soap straight by the pound and
bwnhout anything in the box except soap, or to buy it with the gimmick in the
0X. »

_ Dr. Lamraw: Mr. MacDonald has been struggling with this problem and is
doing so every day. He might like to answer this.

Mr. D. F. MacDonaLp: I think this is a pretty good example. Let us say
there is a new soap called “Gleam” coming on the market. The traveller goes to
a sales convention and comes back all enthused about the new product. He goes
to all the stores to szll it. Meanwhile they have hit television, radio, news-
papers evgrything with this. Now our grocery men will say “No, we won’t
handle this because we have 25 different lines already.” And a salesman will
say “You will have to have it because the people will want it.” And he is

:ight, be.cause as soon as it hits the street the customers will come in and say
Where is the ‘Gleam’ soap? We want it.” :

Co-Chairman Mr. BAsForp: I think Mr, Staples wants to say a word here;

Mr. STA'PLES: I would like to come back to Mr. Olson’s central question. Do
the coopera_tlves go on doing the same as other stores are doing? The cooperative
movement is struggling with this, and the leadership is struggling with it and the
conference Dr. Laidlaw referred to—and Mr. Allmand’s question refers to this
because it is pertinent here—there is a need to find a stronger relationship




CONSUMER CREDIT 2563

between the cooperative and the member. This is the weak link in the structure,
not only in Canada but in other countries as well. The manager and the board of
directors and a few others worry about the cooperative, but the ordinary
member acts as though he didn’t consider it very important. So the manager
feels forced to carry on with the advertising programs and with the loss leaders
and the like to attract customers in off the street, as it were. However, in this
connection there are things happening like the educational program of the Red
River Co-Operative in Winnipeg. They call it a cooperatives’ parliament and
through it they endeavour to reach the public. The March conference mentioned
by Dr. Laidlaw is an example. Another which I think is worthy of mention is
referred to on page 31 of our brief where we refer to the Co-Operative Supplies
Depot of Ottawa, Limited. This is not a large operation but it is a very dynamic
one and it is operated on a different basis. One could say, I think, that it is
fundamentally different in some respects. C.S.D. is not only pricing literally at
cost, but the thing that is unique about this organization is the fact that each
member individually, morally and legally, undertakes to pay his share of the cost
of operating the business, as long as he is a member. This is a new principle and
it is working extremely well.

At this stage if I may be permitted, Mr. Chairman, I would like to register a
protest on behalf of Co-Operative Supplies Depot and its board of directors
which met the night before last in receiving a negative answer to its request to
appear before the committee. I am speaking now for the Co-Operative. However,
the Board decided to go ahead and finish the brief which was already half
prepared, and perhaps we will mail it to all members and senators so that
everybody will get a copy. We feel that since C.S.D. is a new approach to
consumer purchasing and does head right into the kind of question that some of
the members of the committee have been raising the request for the chance to
appear is justified and if this negative answer which we have received from Dr.
James could be reconsidered, we would appreciate it, but if not, we will accept
the decision.

Senator McDoNALD: Where are they located?
Mr. StAaPLES: At 834 Clyde Avenue.

Senator Carter: How are the expenses shared? Are they shared equally or
pro rata?

Mr. STAPLES: They are divided equally among the members.
Senator CARTER: Regardless of purchases?
Mr. StaprLEs: That is right.

Mr. OLson: Up to this my time has been mostly taken with supplementaries.
Mr. Chairman, I would like to refer to one other matter which concerns me
greatly. I refer to what might be called collusion—which is a severe word to
use—on the part of retailers, including cooperatives. For example, in my com-
munity, before Christmas, turkeys over 40 pounds were 43 cents a pound, ham
was 59 cents a pound and mandarin oranges were 39 cents a pound and it did not
matter which store you went to, the prices were all the same. Do the managers of
the cooperatives make a deal with these other stores that this is the price at
which they are going to sell? Surely all these prices on the most attractive items
before Christmas cannot be a coincidence. Surely it is more than coincidence
that they all set the same price down to the last cent.

Mr. D. F. MacDoNALD: There is no collusion so far as our experience is
concerned. Of course there is no trouble in finding out what price the other store
is selling at. You can walk into the store and see what their prices are or you can
telephone them. Of course you would not tell them who was calling. There is
certainly no collusion between the stores, at least not in our experience.
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Dr. LamLAW: Perhaps the cooperative waited until the price was set and
then followed the principle of the current market price. v

Mr. OLSON: Current market pricing looks to me rather like fixed pricing
because they were all the same during the entire period. I am not condemning
the co-op any more than the other stores, because we have had these denials
there was any attempt at all to get together to set the prices. It is pretty hard for
me to accept there was not some kind of an agreement made because all the
stores come out with exactly the same prices.

Co-Chairman Senator CRoLL: Perhaps there was a consensus.
Mr. OLsoN: How do we get to this consensus?

Co-Chairman Senator CROLL: You must remember that they all do com=-
parative shopping, one with the other, and it is normal for them to send out
someone and to ask, “What are the others charging on this?” They all do it; they
all look, and charge the same.

Mr. OLsoN: Who leads, senator?
Mr. BOULANGER: That is the 64,000-dollar question.

Mr. OLSON: Who leads and who follows?—because I do not know whether or
not these were fair prices. Let us assume Safeway or I.G.A. were in fact taking a
little more than they should on some of these prices in relation to their costs,
should a co-op be justified in doing so too, or would not they be justified in
doing so?

Dr. LampLAw: I think there are two answers to the question, Mr. Olson.

First of all, if the other three companies have priced their items out of line
and are making an undue profit, there is one thing sure, that the cooperative has
a built-in mechanism to get that profit back to the member.

The second point is—and I do not know the situation in Medicine Hat—

Mr. Ouson: I just took that as an example, because I know the situation
there. I have looked at the papers from Calgary, Lethbridge, and many other

places, gnd I notice exactly the same pattern on the high-selling feature items on
the Christmas shopping list.

Dr. LAIDLAW: Ihe pnly thing is, in most of these places, I think you will
agree, the cooperative is in a vulnerable position. In most of these cases the
cooperative, by and large, in Canada and in the setting we have in Canada, is

vulnerable, and many managers of cooperatives are reluctant to start a price
war.

Mr. OLsoN: Why do you say the co-op is vulnerable in this situation?

Dr. LambLAw: For the simple reason the other stores, perhaps the next week,

will just start under-cutting so severel i ill si
y on some other things they will simpl,
damage the whole structure. 4 " s

Mr. OLson: But this would be good for the consumer, would it not?

n Dr. Lamraw: But in the long run no business can survive by selling below
st.

Mr. OLson: I agree. Thank you, Mr. Chairman.

I would just like to finish by saying that I hope the co-operatives—as an

alternative to some of the monopolies that are ildi i
food industry—flourish. b o Bty -

The reason I asked the questions is because I am interested in whether or
not these factors are important, and if you have found any way around them, to
see whether or not there is any validity to these arguments with respect to
advertising and what appears to be collusion of some kind in the setting of
prices and particularly in the setting of prices on seasonal items.
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Mrs. RmpeouT: Mr. Olson asked the question I had in mind, and I do not
want to dwell on it.

With regard to your code of ethics for advertising mentioned on page 34, I
was just wondering whether you would be in a position to say that the
cooperatives who use this code of ethics have been able to keep prices lower, or
has it made prices higher?

Dr. LamLAw: Well, the code of ethics mentioned on page 35, Mrs. Rideout,
refers not to the question of pricing but to ethics and good taste.

Mrs. RIDEOUT: So it is in effect in your organization?

Dr. LamLAW: Yes, it is widely accepted across Canada, and to what extent it
builds up loyalty or support or understanding of cooperatives, it is difficult to
say, but as far as we can see cooperatives which try to follow this code of ethics
do not seem to suffer.

Senator VAILLANCOURT: I have been connected with the cooperative move-
ment for the last 50 years—only! In Quebec it is not possible for a new
cooperative organization to fight against these big corporations—A&P, Dominion
Stores, and so on and so on—especially if we try to cut prices. We sell at the
same price as the others. At the end of the year we return to our members 5, 6, 7
or 10 per cent, and it is more profitable to our own members to receive at the end
of the year $50 or $60 or $100 than to receive a few cents every week. That is
our experience over 50 years.

Dr. LamLAaw: That is the experience too of the British housewife over more
than 125 years. This is almost built into family budgeting, for example, in the
United Kingdom, where before Christmas the payment of the patronage refund
in the co-op is the housewife’s Christmas money. This is a very common thing,
and it has wide appeal to working-class people in Britain, but they are finding
it does not have the same appeal to the middle-class and more affluent in the
population.

Senator McGRAND: I have two questions, one for Mr. MacDonald.

The Maritime Co-Operative has a retail store in Moncton, and I think it
compares in size and volume of business with your competitors in Moncton—is
that right?

Mr. D. F. MAacDoNALD: Pretty well, sir.

Senator McGRrAND: Will you compare the prices you sell at with the prices of
your competitors? Are your prices lower, or not?

Mr. MAcDoNALD: From surveys we conduct, which we do quite frequently,
usually we take about 30 to 35 items across the board, and our competitors were
usually from 15 to 20 to 50 cents above.

Senator McGRAND: You are a little lower?
Mr. MAacDoNALD: Yes.

Senator McGRAND: Then your profits at the end of the year are smaller
compared to the profits of your competitors, is that right?

Mr. MacDonALD: Well, probably they are a much larger organization than
we are and they are probably buying at better rates, and so forth.

Senator McGranD: I want to know whether Steinberg’s and these chain
stores are really gypping the public. In the co-operative stores you have no
gimmicks and you do not even have a rocking horse in a corner of the store for
the youngsters to ride on, and for which the mother puts 10 cents in the slot. You
have none of these gimmicks and you are not imposing on the public. I want to
know whether your co-operative store, in profits and in prices, is evidence that
these other stores are gypping the public. I do not expect you to say they are!

Mr. BouLANGER: Then I do not think you are ever going to get an answer.

25602—4
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Senator McGranD: I think it is a fair way to use the co-operative as a
measuring stick, to find out whether these other stores, these big chain stores, are
actually imposing on the public in charging prices that they should not be
compelled to pay. That is one reason why I would like to have the co-operativ
‘give their evidence. 329

Co-Chairman Mr. BASFORD: Mr. Staples, do you want to comment? ;

Mr. D. F. MacDonaLD: I would make one comment, Mr. Chairman.

Co-Chairman Mr. BAsrorp: Fine, Mr. MacDonald.

Mr. D. F. MacDonNALD: In comparison of prices, our selling prices are just a
little below the average in the city. We are running an operation where we are
handling more than just food. We have several different items and some items
have a greater overhead than others. But, over the years we have paid dividends
back to our members on the basis of from 3 per cent to 4% per cent—the av-
erage would probably be about 3% per cent.

Senator McDonNALD: In cash?

Mr. D. F. MacDoNALD: Not in cash: It is deferred.
Senator McDonALD: It is a dividend?
Co-Chairman Senator CROLL: A credit.

Senator McGRAND: I have one other question to put to Dr. Laidlaw. At page
38 you mention Canadians who today live under the sinister influence of a few
giant chains. Now, it is only a short time ago that an economist was here, and he
told us that these large monopolies were not necessarily dangerous, because it
was often cheaper to buy goods that were processed and handled by one large
company than goods that were handled by ten different companies. I can think of
the example of the telephone—a large private monopoly operating the telephone
service as compared to a number of little telephone companies scattered around
the province is good evidence that a monopoly can be more efficient. I would like
to have you go into a little bit of detail on the danger that can come from a
monopoly, such as we seem to have in Canada, and compare the danger of that
monopoly to the efficiency of that monopoly in the distribution of goods. ;

Dr. Lamraw: Let us look for a moment to a field which is in the realm of
consumer affairs, but not in food. I think we have all had our eyes opened in
North America in the last year or two with regard to automobiles. We know
what has been happening in the automobile industry over the past twenty years.
The smaller companies have been weeded out, and we have got down to a few
very, very large companies. The presumption is that they are getting more and
more efficient all the time, and that they are producing a better product and
giving us more value for our money, and so on. 4

We are beginning to learn now that this is not the case. The revelations that
have been made show that the consumers can be victimized, they can be milked,
and they can be misled in many ways by a few large companies.

We h‘ave further learned that these large and powerful companies—all-
ppwgrful In many respects—will go to any lengths, as they have in the automo-
b'lle 1r}dustry in the United States, to stop the revelation of the facts behind the
situation. We all know that this has come out in the hearings on the automobile
industry.

thmk that example is a lesson enough for us consumers that there is great
dgnger in essential goods and services getting into the hands of companies that
live very largely outside the realm of government control.

Now, the telephone business is not a very good example for the simple
reason that telephone services are pretty rigidly controlled by utility boards and
'Fhat sort of thing. I think most people would be reluctant to bring the food
industry under the same kind of government surveillance or the same kind of
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government regulation as we have with respect to telephones, transport, and so
on. What we are saying here in our presentation is that, assuming that govern-
ment is not prepared to regulate the food industry in the same way as they do
telephones, then the only recourse that we can see is for consumers to organize
as strongly as possible, and for the government to help them do so.

Senator McGRAND: Then, you think that there is the possibility of monopoly
in the food industry being just as dangerous as it is in the automobile industry?

Dr. LATDLAW: Yes.
Senator McGRAND: Very well; you have answered my question.

Dr. LamLaw: Yes, I am convinced that view is correct. There is the situa-
tion, for example, with regard to breakfast cereals. There is the cost of advertis-
ing, and the cost of distribution, and then there are the profits made, as revealed
in the report of the Royal Commission on Price Spreads of Food Products in
1959. It has been shown that this is not far-fetched, and that it can be a very real
thing. ‘ _

Senator O’LEARY (Antigonish-Guysborough): Dr. Laidlaw, I know you will
pardon a few of my questions, having regard to the fact that although I have had
some little experience with co-operatives in the past I am a bit rusty now. I am
the first to admit that. First of all, how is your organization, the Co-operative
Union of Canada, financed?

Dr. LamnrLaw: It is financed by the member co-operatives, again voluntarily.
Everything is voluntary. We are a voluntary movement. They join voluntarily,
and they subscribe to the budget of the Co-operative Union of Canada. In other
words, our funds come from the commercial co-operatives.

Senator O’LEARY (Antigonish-Guysborough): Is there a direct assessment at
a certain rate depending on the volume and size?

Dr. LatpLaw: That is right.

Senator O’LEARY (Antigonish-Guysborough): On the second page of your
brief I think there is something significant. It is certainly timely with respect to
the consumer protests. As you are aware we had the Canadian Consumer
Protest Association before us, and among the questions asked the witnesses
was one with respect to their interest in the co-operatives. They
indicated to us that they knew little or nothing about co-operatives. I believe the
president said she was unable to get any information from the government
sources. I wonder if to your knowledge this association, or any branch of
it—perhaps the Ottawa branch— has made any effort to get any information
from your organization or from the C.S.D. with respect to co-operatives. Have
you any knowledge of this?

Dr. Lamraw: The knowledge of co-operatives varies widely from one part
of Canada to another. If you are living in Montreal or, perhaps Toronto, or in
other cities in Central Canada, and you are asking about consumer co-opera-
tives, people will say: “Well, we don’t know about them”, but if you are living
in Saskatoon or Calgary or some of our cities where consumer co-operatives are
pretty well developed, you would find people not so ignorant of them. So, the
situation varies widely across the country.

As to getting information from governments, again the situation varies a
great deal across Canada. Some provincial governments in Canada do maintain a

pretty good service for co-operatives. Some provincial governments do little or
nothing. So, it varies widely.

Senator O’'LEARY (Antigonish-Guysborough): You can understand the situa-
tion about which she spoke?

Dr. LaipLAaw: Indeed.
25602—4}
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Senator O’LEARY (Antigonish-Guysborough): On the other hand, they said
they attempted to seek information from you, or from C.S.D.

Mr. StapLEs: In Ottawa, senator, there would have been a number of
contacts between the Co-operative Supply Depot, or C.S.D. as you call it, and the
women’s protest group. We have had at least three joint meetings at the
executive level, and we have kept in very close association with them to the
point where, apparently, there is going to be only one co-operative program in
Ottawa with the support of both groups. There has not been a lack of communi-
cation.

Senator O’LEARY (Antigonish-Guysborough): I am glad to hear that, but
this apparently had not taken place prior to their appearance before this com-
mittee. I forget just how long ago that was. They appeared to be very much in
the dark at that time.

Mr. StarLES: The contacts at the Ottawa level took place before then.

Senator O’LEARY (Antigonish-Guysborough): This was an Ottawa lady who
said that, but I am glad to hear what you have said. In the case of Interprovincial
Co-operatives, in the distribution of co-op labelled products—I am speaking of
food items—does private industry still process a number of these for coopera-
tives?

Dr. Lampraw: Yes.

Senator O’LEARY (Antigonish-Guysborough): About what percentage would
you say is produced by your own organization?

Dr. LainLaw: We would not have the figure here. It would vary a great deal
on certain types of products. For example, if we have milk—the dairy industry,
we would find that a very large proportion of the products are packed under the
co-op label.

If you take certain other products, for example, canned salmon, that would
be packed by a cooperative. Vegetable oils would be packed by a co-operative.
Flour: the Saskatchewan Wheat Pool owns a flour mill and an interprovincial
co-operative distributes the flour; so it is co-op all the way.

When you get into certain other products, obviously the cooperative has to
go to manufacturers, processors and various firms and work out a deal, just the
same as some of the other distributing firms, and they lay down certain specifica-
tions for quality, cost, and so on, based on the volume of business, and it is
packed under either the co-op label or a supplementary label. Interprovincial
has other labels, private labels, beside co-op. The word “co-op” is reserved for
only the highest quality product, the No. 1.

If for some reason there is justification for carrying another grade that is
not inferior but a different kind of grade, such as peas, which are good in quality
but small in size, the co-op will have them canned under another label.

Sgnator O’LeARY (Antigonish-Guysborough): What is the relative size of
Canadian Cooperative Implements Limited?

.Dr. Lamraw: I think the Canadian Cooperative Implements Limited does a
business of something like $30 million a year. In the total farm machinery
industry Canadian Cooperative Implements Limited would be small, but for the
_farmers of the prairie provinces who are members of C.C.IL, it is a very
important organization with very important savings. Probably Senator
McDonald could tell us more about it.

; Incidentally, may I point out one item about C.C.I.L. that I think will be of
interest to you and to Canadians generally in the operation of our economy. Once
upon a time C.C.LL. could buy its tractors from a Canadian firm operating in
Canada, manufacturing in Canada and employing Canadian labour; but the day
came when its control passed over to the United States, and they were notified
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they could no longer get supplies. So the cooperative had to leave a Canadian
plant and leave Canadian labour and everything else, and buy their supplies in
West Germany, Belgium, or elsewhere in Europe.

This is an example where Canadian ownership is a very significant thing.
The new company that took over the Cockshutt plant simply cancelled the
arrangement or ended the arrangement. Senator McDonald would likely know
about that. So today C.C.L.L. are manufacturing what they can in Winnipeg; they
design quite a number of their own machines to the specifications and needs and
conditions of harvesting on the prairies, and then they go outside Canada, and
are forced to go outside today, as I understand, to buy their tractors and
combines.

Senator O’LEARY (Antigonish-Guysborough): You would say then that they
do exercise some real impact on the place of farm machinery, particularly from
the viewpoint of savings.

Dr. LAIDLAW: Oh, I am sure they do.

Senator O’LEARY (Antigonish-Guysborough): I would also like you to tell us
in a few words about the petroleum company—what is the correct name?

Dr. LapLaw: Cooperative Refineries Limited, I think that is the official
name. It is now a part of the structure of Federated Cooperatives Limited.

Senator O’LEARY (Antigonish-Guysborough): How ‘would this company
compare in size to its neighbours?

Dr. LamrLaw: In the total picture of Canada it is just a little drop in the
bucket.

Senator O’LEARY (Antigonish-Guysborough): But by comparison with its
neighbours.

Dr. LAmpLAW: In Saskatchewan it would represent probably 25 per cent of
the light oils refined in Saskatchewan. I think that is about the percentage.

Co-Chairman Senator CrRoLL: Today?

Dr. LApLAW: Yes.

Senator McDonNALD: It is the largest single refinery in Saskatchewan, is it
not?

Dr. Lampraw: The last time I heard the percentage, I think it was just
edging up to No. 1, but I think it was still No. 2.

Senator O’LEARY (Antigonish-Guysborough): Two more brief questions.
This one is for Mr. MacDonald. In an earlier answer you indicated that in last
year’s operations dividends were deferred and credited to the members. In what
way were they credted?

Mr. D. F. MacDoNALD: On a five-year basis—loan capital. Dividends de-
clared say in 1966 will be paid in 1971, those in 1967 will be paid in 1972.

Senator O’LEARY (Antigonish-Guysborough): In the meantime, do these
deferred dividends bear interest?

Mr. D. F. MAcDoNALD: Oh, yes.

Senator O’LEARY (Antigonish-Guysborough): To the members?

Mr. D. F. MacDonNALD: That is how we compile it.

Senator O’LEARY (Antigonish-Guysborough): And of course it is fixed for
the five-year period?

Mr. D. F. MacDonALD: It is fixed for the five-year period; it is fixed by a
bylaw.

Senator O’LEARY (Antigonish-Guysborough): And of course you pay income
tax on this?

Mr. D. F. MAacDoNALD: On the interest on the share capital, yes.
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Senator O’LEARY (Antigonish-Guysborough): I refer my final question to
Dr. Laidlaw, and he can deal with it as he wishes. I think the figure on page 29
for Maritime Co-operative Services is a very significant one. Perhaps this is an
argument by analogy. It is stated on page 29:
Maritime Co-operative Services, a central organization of farm sup-
ply and consumer cooperatives, reports that in 1966 it was able to return
$17.49 in savings for every $100 in it by local cooperatives.

Would it take too long to tell me how that is arrived at? .

Dr. LAIDLAW: We took that statement out of the year-end report of the
president, and it was arrived at very simply by taking the amount of capital
invested by the local cooperatives and comparing it with the return in dividends
they had declared to their members. We put this comparison in simply to show
that there are savings to be made at various levels.

This is one thing we would like to emphasize, that the cooperative is not
just a store. The cooperative, as we see it, is a total system, and if there are
savings to be made at the wholesale level or at another level, by the manufactur-
ing level, then the cooperative believes that it should enter that level for the
benefit of consumers; and this is what happens. So I just want to show that there
is this kind of a saving to be made. If we go back into the history of Maritime
Co-operative Services we shall find it was built up by people who had little or
no money to invest back in the depression. However, savings could be made for
them on the basis of a very small potential of investment capital.

Senator O’LEARY (Antigonish-Guysborough): Thank you. I believe your
brief is an excellent one and we all appreciate it.

Senator McDonNALD: I have read you code of ethics and I hope you follow it
closer than at least one other organization which presented a brief here. I think
it' was the Canadian Advertising Association. They had a code of ethics on
advertising  which was very impressive but since that hearing I have been
watching some advertising on television and I think they must have stretched
the rules. I hope you have not done that.

On page 10, you note that in Great Britain more than $150 million was
returned to the British housewife in co-operative patronage refunds. Was this in
cash or in deferred payments?

Dr. Lamraw: In the case of the British co-operatives it is quite a sight on
Yvhat they call the “divi” day, to see the lineup. In Britain they pay in cash. That
Is not unknown in Canada. We have one large and successful consumer co-
operative in Canada, the fastest-growing and with very fine stores, in the City of
Calgary and they pay dividends in cash.

Senat.or McDonALD: On the question of income tax, you said that for the
co-operative return on invested capital, they pay interest on it.
Dr. LaLAw: On share capital, the equity voting capital, so to speak.

Senator McDoNALD: This is a smaller portion in dividends, is it not, as a
general rule?

Dr. ‘LAIDLAW: As a general rule, it is. A farmer may have a few hundred
fiollars Invested in a co-operative. If the co-operative pays a dividend on
invested cap1§a.l, his return on that would be small. But if he buys $10,000
worth of fertilizer, on which they pay a dividend of 3 per cent, this is a big
return. Somg of the larger and more important co-operatives in Canada do
not pay an interest on share capital, or on capital at all.

She_nator .MCDONALDZ This is the information I wanted. In Britain, where they
pay this out in cash, how do they raise the money for expansion and growth?

Dr. LamrLaw: The British co-o i i
] : € -operatives are very highly developed. They
have their own factories and the members subscribe shares. It is the same as in
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the Calgary co-operative at the present time. If the members there want a
branch in a certain part of the city and need $1 million to establish it, they
simply go out and the members put up a great deal of the money. They are doing
that now right in Calgary.

Senator McDoNALD: Has not the growth of the Calgary co-operative been
phenomenal?

Dr. LAIDLAW: Quite so.
Senator McDoNALD: It has exceeded the growth in most other areas?

Dr. LATDLAW: That is right.

Senator McDoNALD: It seems to me that your co-operative movement would
be a far greater success if you paid dividends out in cash and raised you money
for growth and expansion in a similar fashion to what Calgary and the British
co-operatives are doing. There seems to be a resentment to holding these
dividends until a future date.

Dr. LampLAaw: That is fine, if you are dealing with people who can afford to
invest, if you are dealing with affluent people who can invest money. But in the
middle of the depression, when the farmers were trying to raise $30,000 to start
a small oil refinery in Regina, the raising of that capital was pretty painful,
because it was done in the middle of the depression when no one had money.

In the case of working people who have no savings, no money to invest, all
they can give by way of capital is indirectly through their purchasing power.

Senator McDoNALD: I realize that this is a great problem, but the people
who need it most today are the low income group, the aged and the young
people. You try to get them to purchase through the co-operative and you tell
them there is a dividend but they say they will not get it until age 70 and that
will not help them to meet bills at the end of the month or the end of the year.
One may cancel out the other. The fact that it is difficult to raise capital, I admit,
but I think you can buy more patronage by distributing dividends in cash than
by your present method.

Dr. LADLAW: Yes, I think it should be made clear that this matter of paying
dividends or of letting the savings of members accumulate to age 70, is only in
one type of co-operative in Canada, and for a very good reason.

Senator McDonNALD: Even where they are deferred for three or four years,'
the individual says he needs the help now. I think you are hurting yourself by
that policy. However, there may be no other way round it.

Dr. LaoLAaw: Co-operatives today are exploring every possible way to get
through this block. The great handicap in the past was that they did not have
capital, and this was a means by which not only the Rochdale pioneers financed
their organization but co-operatives almost from coast to coast started with no
money, and this is the only way they had to do it.

; Senator McDoNALD: On page 29 you refer to the $5 million dividend paid by
Federated Co-operatives Limited. That was paid by Federated to the member
co-operatives, not to the individual?

Dr. LamipLaw: That goes to the member co-operatives, that is right.

Senator McDonaLDp: When the local co-operative becomes a member of
Federated Co-operatives, are there not many instances where managers are
supplied by Federated and conferences are held for them?

Dr. Lamraw: Yes, that is correct. In Ontario in the farmers’ co-operatives
now they are going further. There is a very strong move on to make the local
co-operatives, on their own decision and voluntarily, branches. We have here at
the table a man, Mr. Keith McCleary, who is the regional manager of that kind of
system. In other words, the local ceases to be an autonomous local and becomes a
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branch of central. Then this $5 million does not have an intermediate autono~
mous step to go through before it gets to the member, so to speak. It is part of
the whole structure.

Senator McDonaLD: I do not know as much about co-operatives across
Canada but I know a little about them in Saskatchewan. It seems to me that the
small co-operatives have had the same difficulties facing them as the small
businessman, being gobbled up by pressure from big business, whether big
co-operatives or private enterprise. In order to survive, many of your local
co-operatives had to get into Federated, whether they liked it or not. In many
instances, when the management comes down from the big organization to the
local organization, I am wondering if you still have the same control that you
had when they were independent co-operatives? :

Dr. Lamraw: We should always keep in mind that the local co-operatives,
in the case of Federated, existed first. It was not a case of Federated setting up
locals: it was a case of the local setting up Federated. The whole situation is
reversed. If a local today decides it wants to be more closely integrated with
Federated, that is its own decision. If they consider the advantages, very often
they enter into management agreement, which is under contract and can be
cancelled by either party.

Senator McDonNALD: All I am getting at is that later on in your brief you
refer to monopolies, and I am wondering if this pattern of growth continues in
large co-operative organizations, are you not going to end up with another
monopoly.

Dr. LaipLaw: Yes, you might, but it will be another kind of monopoly. It is
one that is owned by all the consumers, but it is not a monopoly in the true
sense, because everybody can join it. I would not be afraid of a monopoly—if
you want to call it that—of all the consumers in Saskatchewan owning their own

stores, but I would be very much afraid of a monopoly owned by interests in
New York or London. :

: Senator McDonNALD: I agree with you. I hope we can keep such monopolies
out.

Mr. BouLANGER: That answer you just gave is one on which we can talk for
a couple of hours.

Co-Chairman Mr. BAsForp: And it is already a quarter to one.

_ Senator McDonaLp: I would like to see as much local control of the co-oper=
atives as possible and still have them compete as well as humanly possible.

Dr. LamLAaw: This is a most important question, senator. I may point out
that our largest co-operative in Canada, which is the one you mentioned, the
Saskatchewan Wheat Pool, is a centralized integrated structure. They have over
the years dc_empnstrated—in spite of some of the exchanges we have had
today—that it is possible to have this participation. The Saskatchewan Wheat
Pool had the.honour of being awarded the Henry Marshall Tory Award for
Adult Education, because of its magnificent program of education and instrue-
tion, and everything else that is designed to get full participation on the part
of the members.

Senator McDoNALD: Do not misinterpret my remarks. I am a member of the
Saskatchevyan Wheat Pool and I have been a delegate to it, but I do not agree 100
per cent with all its policies.

Co-Chairman Mr. Basroro: I take it that is all, Senator McDonald? I am in

trouble yvith my Co-Chairman who was on the list but who did not get a chance
to ask his questions.

Co-Chairman Senator CroLL: Forget it.
Some hon. MEMBER: He has just missed his chance.
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Co-Chairman Mr. Basrorp: I have the instructions of the committee to
forget you, Senator.

May I, on behalf of the committee, Dr. Laidlaw, express to you and the
officers of the Co-Operative Union and related or affiliated bodies who have come
today, our very deep appreciation for your excellent brief and the presentation
you have made to the committee today. I think we have all found it a very, very
useful discussion this morning and one that will be very helpful to us.

Dr. LamprLAw: On behalf of the delegation I want to thank all the members
of the committee for this opportunity. I want to assure you that we believe that
you are engaged in a study that can have great importance for the people of
Canada and for the economy of the nation.

Thank you very much.
The committee adjourned.
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SUPPLEMENTARY ORDERS OF REFERENCE

Extract from the Votes and Proceedings of the House of Commons,
September 9, 1966:—

“Mr. Sharp, seconded by Miss LaMarsh, moved,—That the Joint
Committee of the Senate and House of Commons appointed by this House
on March 15, 1966, to enquire into and report upon the problems of
consumer credit, be instructed to also enquire into and report upon the
trends in the cost of living in Canada and factors which may have
contributed to changes in the cost of living in Canada in recent months:

And that a Message be sent to the Senate to acquaint Their Honours
thereof and to request the concurrence of that House thereto.

And the question being proposed;

Mr. Pickersgill, seconded by Mr. Mcllraith, moved in amendment
thereto,—That the motion be amended by striking out the words “by this
House on March 15, 1966” where they appear in the second line thereof
and by inserting in the motion as the second paragraph the following:

“That the Committee have leave to sit notwithstanding any ad-
journment of this House;”.

And the question being put on the said amendment, it was agreed to.

After debate on the main motion as amended, it was agreed to.”

Extract from the Votes and Proceedings of the House of Commons, October
7, 1966:—

By unanimous consent, Mr. Basford, seconded by Mr. Allmand,
moved,—That the First and Second Reports of the Special Joint Com-
mittee on Consumer Credit and Cost of Living, presented to the House on
Friday, April 1 and Thursday, October 6, 1966, be concurred in.

After debate thereon, the question being put on the said motion, it
was agreed to.

Accordingly, the said Reports were concurred in and are as follows:

FIRST REPORT

Your Committee recommends that seven (7) of its Members consti-
tute a quorum, provided that both Houses are represented.

SECOND REPORT

Your Committee recommends that the House of Commons section of
the said Committee be granted leave to sit while the House is sitting.

Extract from the Votes and Proceedings of the House of Commons,
December 20, 1966:—
Mr. Basford, from the Special Joint Committee of the Senate and
House of Commons on Consumer Credit and Cost of Living, presented
the Third Report of the said Committee, which is as follows:

Your Committee recommends that it be authorized to adjourn from
place to place.

2575
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Mr. Basford, from the Special Joint Committee of the Senate and
House of Commons on Consumer Credit and Cost of Living, presented
the Fourth Report of the said Committee, which is as follows:

(For text see Interim Report in Committee Proceedings No. 27.)
LEON-J. RAYMOND,
Clerk of the House of Commons.

Extract from the Minutes of the Proceedings of the Senate, September 13,
1966:—

“The Honourable Senator Connolly, P.C., moved, seconded by the
Honourable Senator Hugessen:

That the Senate do agree that the Joint Committee of the Senate and
House of Commons appointed to enquire into and report upon the
problems of consumer credit, be instructed also to enquire into and
report upon the trends in the cost of living in Canada and factors which
may have contributed to changes in the cost of living in Canada in recent
months; and

That a message be sent to the House of Commons to acquaint that
House accordingly.

After debate, and—
The question being put on the motion, it was—
Resolved in the affirmative.”

Extract from the Minutes of the Proceedings of the Senate, November 22,
1966:—

The Honourable Senator Connolly, P.C., moved, seconded by the
Honourable Senator Beaubien (Provencher):

That the Third Annual Review of the Economic Council of Canada
relating to Prices, Productivity and Employment, dated November 1966,
which was tabled in the Senate today, be referred to the Special Joint
Committee of the Senate and House of Commons on Consumer Credit
and Cost of Living.

The question being put on the motion, it was—

Resolved in the affirmative.

& Extract from the Minutes of the Proceedings of the Senate, December 20,
66:—

The Honourable Senator Croll, from the Special Joint Committee of
th'e_Senate and House of Commons on Consumer Credit and Cost of
Living, presented their Second Report as follows:—

MonpAY, December 19, 1966.

The Special Joint Committee of the Senate and House of Commons

;)nu Consumer Credit and Cost of Living makes its second Report, as
OlioOwWS:

Your Committee recommends that it be authorized to adjourn from
place to place.

All which is respectfully submitted.

DAVID A. CROLL,
Joint Chairman.
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With leave of the Senate,

The Honourable Senator Croll moved, seconded by the Honsurable
Senator Benedickson, P.C., that the Report be adopted now.

After debate, and—
The question being put on the motion, it was—
Resolved in the affirmative.

The Honourable Senator Croll moved, seconded by the Honourable Senator
Senate and House of Commons on Consumer Credit and Cost of Living tabled
the Third Report of the aforementioned Special Joint Committee.

With leave of the Senate,

The Honourable Senator Croll moved, seconded by the Honorable Senator
Benidickson, P.C.:

That the Third Report of the Special Joint Committee of the Senate and
House of Commons on Consumer Credit and Cost of Living, tabled today, be
printed as an Appendix to the Debates of the Senate and to the Minutes of the
Proceedings of the Senate of this date and form part of the permanent records
of this House.

The question being put on the motion, it was—
Resolved in the affirmative.

(For text see Interim Report in Committee Proceedings No. 27.)

J. F. MacNEILL,
Clerk of the Senate.
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MINUTES OF PROCEEDINGS

TuespAY, February 7, 1967.

Pursuant to adjournment and notice the Special Joint Committee on
Consumer Credit (Prices) met this day at 9.30 a.m.

Present: For the Senate: The Honourable Senators Carter, Croll (Joint
Chairman), Hollett, Inman, McDonald (Moosomin), McGrand, O’Leary (An-
tigonish-Guysborough) and Urquhart.—S8.

For the House of Commons: Messrs. Allmand, Basford (Joint Chairman),
Boulanger, Irvine, Mandziuk, McCutcheon, O’Keefe, (Mrs.) Rideout and
Saltsman.—9.

In attendance: Dr. R. Warren James, Special Assistant.

The following were heard:

National House Builders Association:
Mr. W. G. Connelly,
President.

Mr. W. M. McCance,
Director of Research.

Mr. L. C. Gunby,

Chairman,
Economic Research Committee.

At 12.00 o’clock noon the Committee adjourned.
At 3.00 p.m. the Committee resumed.

Present: For the Senate: The Honourable Senators Carter, Croll (Joint
Chairman), McGrand and O’Leary (Antigonish-Guysborough). —4.

For the House of Commons: Messrs. Allmand, Basford (Joint Chairman),
Leblanc (Laurier), McCutcheon, Saltsman and Smith.—6.

In attendance: Dr. R. Warren James, Special Assistant.
Mr. W. A. Beckett, President, W. A. Beckett Associates, was heard.

At 5.50 p.m. the Committee adjourned until Thursday, February 9th, at
9.30 a.m.

Attest.

John A. Hinds,

Assistant Chief,
Senate Committees Branch.
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THE SENATE

SPECIAL JOINT COMMITTEE OF THE SENATE AND
HOUSE OF COMMONS ON CONSUMER CREDIT

EVIDENCE

O1TAWA, Tuesday, February 7, 1967.

The Special Joint Committee of the Senate and House of Commons on
Consumer Credit met this day at 9.30 a.m.

Senator David A. Croll and Mr. Ron Basford, M.P., Co-Chairmen.

Co-Chairman Senator CRoLL: Order! This morning we have before us the
National House Builders Association.

On my immediate left is Mr. W. G. Connelly, the President of the National
House Builders Association. He has just been elected president after many
years’ service.

Next to him is Mr. L. C. Gunby, chairman, Economic Research Committee,
National House Builders Association; and Director of Merchandising, G. S.
Shipp and Son Limited, a very well-known firm in Toronto.

Next to him is Mr. B. J. Bernard, Executive Vice-President, National House
Builders Association.

And at the far end is Mr. W. M. McCance, Director of Research, National
House Builders Association. As to his distinction, he is a former Windsorite.

Senator O’LEARY (Antigonish-Guysborough): Is that Windsor, Nova Scotia,
or Windsor, Ontario?

Co-Chairman Senator CrRoLL: Windsor, Ontario.

Mr. W. G. Connelly, President, National House Builders Association: Thank
you, Mr. Chairman. Good morning, ladies and gentlemen.

Mr. Chairman, we have prepared a fairly comprehensive brief. It is a
rather long one, but we have attempted to cover what we feel are the pertinent
facts in connection with the housebuilding industry as it concerns the consumer
in Canada. I will read it through, and after I have completed it, if there are any
points anyone wishes further clarification on, we will do everything we can to
clarify it.

The National House Builders Association, whom I represent here today, is a
non-profit organization consisting of over 50 affiliated local house builders’
associations and individual members located from St. John’s in Newfoundland,
to Victoria in British Columbia. This Association represents the residential
segment of the construction industry through its membership of more than
3,000 home and apartment builders, building contractors, sub-contractors, mate-
rial suppliers, mortgage lenders, realtors, architects, and building material
manufacturers. Our industry has a major involvement in consumer credit and
due to the almost universal practice of using mortgage finance in home
purchasing the activities of the home building industry naturally are of
particular interest to your Committee.

To the home purchaser, the availability of adequate financing, at the right
terms, and under the most favourable conditions, is of course also of particular

concern since a house is probably the largest single purchase a man makes
during his life-time.

2581



2582 JOINT COMMITTEE

During the period following the second World War, the Canadian housing
industry has been subjected to many unusual strains and stresses which have
resulted in alternate periods of high production, followed by periods of very low
production. The inability of the industry to maintain a relatively steady annual
rate of housing starts has been due largely to the fluctuations in the supply of
mortgage finance. The situation which has prevailed in the past and the
recommendations put forth to rectify these unfavourable elements, are set forth
very clearly and in some detail in the Third Annual Review of the Economic
Council of Canada. I may say that the Economic Council has done a masterful
job in assessing the Canadian housing situation and we are in full agreement
with their conclusions. Very briefly, the feasts and famines of mortgage finance
which have caused the industry to operate on a stop and start basis for so many
years have prevented the highest rate of productivity and economy, with
resulting increased costs to home purchasers.

The annual rate of housing starts in 1966 was considerably below starts in
1965, despite the fact that demand for housing was simultaneously rising at a
very rapid rate. The present scarcity of available new housing units has caused,
and will continue to cause, in the immediate future, a sharp increase in house
prices, and rents. Dr. John J. Deutsch, Chairman of the Economic Council,
appeared before this Committee last November and pointed these things out
very clearly. More recently, and on another occasion, Dr. Deutsch made this
statement with which we also agree:

“Expenditures for new housing over the post-war period have fre-
quently been partially influenced by government policies which have
curtailed housing outlays during expansions and have encouraged house-
building activity in recessions. Sharp fluctuations in the demand for
housing tend to have the effect of thwarting the growth of efficiency in
this sector of the industry, and thus of increasing housing costs and
prices over the longer run. Moreover, in the short run, higher financing
costs and restraints on the supply of dwellings tend to exert an upward
pressure on rents; and to the extent that this results in increases in
consumer prices, there may be indirect pressures exerted on wages and
costs in other parts of the economy.

“If, through better long-range planning of government programs
{md through the appropriate use of the basic monetary and fiscal policies,
it were possible to bring about a more stable pattern of government and
private business investments, it would greatly reduce the need to lean on
housing so drastically as an economic stabilizer. A smoother growth in
housing expenditures would tend, in turn, to allow for the development
of increased efficiency in this important sector and so bring about some
easing of the upward pressures on housing costs.”

Recognizing the necessity of identifying the various factors which have
contributed in the past to this unsatisfactory climate in the housing industry,
the National House Builders Association last year established the NHBA Resi-
dential Research Council. For the past ten years, the Association has maintained
an active Technical Research Committee, which has, along with governmental
and other industry representatives, contributed a great deal to the improvement

of _building regulations and to the development of new building materials and
building techniques.

Under the f_{esidential Research Council, a newly formed NHBA Economic
Resegrch Comrqxttee has also been established to look into the financial aspects
relating to housing. This Committee has already established as its goals:

(1) An investigation of the long-term desirable production level for
housing in Canada.
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(2) An investigation into the present sources of residential mortgage
finance, with the aim of developing possible additional sources
and/or increased supplies of money to meet the greater demands for
housing in the years ahead.

(3) A study to assess the factors which contribute to the fluctuations
which occur in the supply of residential mortgage funds, that
periodically disrupt the housing industry, prevent full productivity,
and thus increase the cost of housing.

(4) A study of existing mortgage practices, including maximum loans,
loan-to-value ratios, amortization periods, interest rates, mortgage
insurance, repayment privileges, and other financing conditions
relating to housing.

(5) An investigation of the problem of relieving housing of the undue

burden of taxation at the homeowners’ level, especially education
taxes.

(6) A study aimed at streamlining the mortgage document itself, remov-
ing some of the rigidities inherent in it, which restrict its liquidity in
the mortgage market.

With the rapidly rising rate of new family formations, indicating a total
housing demand of some 160,000 units as opposed to the actual housing starts of
134,474 units in 1966, in 1967, we should be producing no less than 170,000 units
annually. If the Federal Government decides to act on the advice of the
Economic Council of Canada’s Third Annual Review, it will stop using housing
as an anti-cyclical economic regulator, which should bring an element of stability
to the industry, which it has never before enjoyed. The stability will permit it
to plan its production more efficiently and more economically over a longer time
without undue concern for sudden cutbacks or for periodic mortgage droughts.

We look to the revision of the Bank Act as a means towards increasing the
base for mortgage funds, as a return of the Chartered Banks to the mortgage
field will be of immense assistance in increasing the supply of money on both
N.H.A. and conventional account, to every part of the country, via the vast
network of branch banks.

The more promising field for new mortgage funds would appear to lie in
the resources becoming available to the various pension funds. Pension funds
now amount to some seven billion dollars in Canada, and so far, corporation
pension funds to the extent of only 4% have been invested in residential
mortgages. As high-yield long-term investments, these mortgages should even-
tually prove to be of considerable interest to the administrators of these funds.

In the latter part of January, Mr. H. W. Hignett, President of Central
Mortgage and Housing Corporation appeared before your Committee and
pointed out that, despite the difficulties with which the residential construction
industry has been faced in the past, housing construction costs per square
foot, excluding land costs, increased by less than did the Consumer Price Index.
Mr. Hignett said, for instance, that the price of NHA bungalows had increased
by only 13.7 per cent from 1956 to 1965 while the Consumer Price Index went
up by 17.4 per cent in this period.

The Composite D.B.S. Index of material and labour costs rose 33.2 per cent
during this time, which would indicate that the housing industry did, in fact,
increase its productivity, despite its financial difficulties.

During this same period, however, you may recall, Mr. Hignett pointed out
that land costs for NHA financed bungalows rose 41.3 per cent, partly because
of the demand for raw land, but mostly because of the demand by municipali-
ties for an increased degree of municipal services to be paid for by the land

developer as opposed to the former practice of having them paid through local
taxes over a period of years.
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The growing shortage of serviced land has been apparent to builders since
1950 when most of the stock of municipally serviced land in urban centres
had been absorbed during the immediate post-war boom. Many builders turned
to land development of necessity, in order to stay in business and so a new
industry was created. The builders bought and serviced land for their own use
and to sell to other builders. They had to acquire raw land adjacent to
existing main trunk sewers and water services and in many cases were obliged
by the municipalities to instal external trunk services to the property itself in
order to obtain permission to sub-divide. Land, capable of being serviced,
therefore became a desirable commodity and began to change hands as specula-
tors were quick to see its potential. Few builder-developers had the resources to
acquire large tracts of land in order to hedge against this inflationary activity.
They had to be content to buy in at the market price when their inventory of
raw land became depleted. The end result was that in many large urban
centres, particularly in metropolitan areas such as Toronto, prices for raw land
reached the point where high-cost housing only could be built on it if developer
and builder were to make a profit. This type of operation is traditionally the
field for the custom-builder and not suited to the production-merchant builder.
Many have been forced to leave the field and developers too, faced with inflated
asking prices for raw land, have cut back their land acquisition programs or are
purchasing five, ten and even fifteen year futures. Serviceable land has ap-
preciated in price from $700 per acre in 1951 to $20,000 per acre in 1967. I am
using Metropolitan Toronto as the example here.

Servicing costs too have reflected the heavy demand for the relatively few
contractors available to bid on this class of engineering work, when, at the same
time, industrial, commercial and institutional building contracts are competing
for their services.

The land developer has gradually assumed the position formerly occupied
by the municipality and, I may say, not by choice, but by necessity. Our
municipalities now find that they are unable to raise the funds required to
extend municipal services, to build schools, and to provide the other amenities
and hence it is now up to the land developer to relieve them of this onerous
responsibility. Once having realized that there was someone else available to
assume the burden of providing municipal services, the same municipalities
acquired a taste for more elaborate installations. Whereas in the years immedi-
ately following the war, our local governments were, in many cases, installing
no more than a gravel road and a 6-inch water main, today, it is not uncommon
for the developer to bear the costs of full services including the sanitary and
storm sewers, sewer laterals, catch basins, man-holes, paved roads with curbs
apd gutters, sidewalks on both sides of the road, watermains with lot connec-
fclons, street lighting, pedestrian walkways, sodded lots, both front and back and
In some cases, he is even required to plant a certain number of trees on every
lot. In addition to services, he must set aside in his sub-division a proportion of
land for parks, and boccasionally conservation areas as well. These are all costs
over which he has little or no control but which must be passed on to the home
purchaser in the price of the lot.

: Higher raw land cost, higher development cost, longer elapsed processing
tlme_through municipal and provincial offices—and I might add that in the
Province of Ontario this takes from two and a half to three years from the time
the land is acquired until it has been dealt with in the various offices and put
into use—have increased the development cost of a serviced lot by about 77 per
cent in the Toronto area since 1964, while the developer has had to hold his
overhead and profit before taxes at the same level to achieve lot sales at prices
only 40 per cent higher (refer to the Comparative Lot Schedule on page 2587).




CONSUMER CREDIT 2585

In addition to the direct cost outlined above, some of our local municipali-
ties are adding on municipal imposts which they collect from the developer—in
some cases as much as $1000 per lot, which goes into the municipal treasury,
ostensibly to help finance the costs of new schools. Thus, education becomes an
undue burden on the homeowner as the land developer must pass this cost
along as well. The homeowner, at the same time, bears a large proportion of the
cost of education in his municipal taxes, which represent about one-third of his
gross debt service. NHBA has long advocated that there should be relief from
municipal taxes and mortgage interest for homeowners as exemptions on their
income tax.

As an example, Toronto Township has budgeted 14 million dollars for
school construction this year alone, and is considering slowing down the
processing of sub-division plans until this amount of capital funds for new
schools is obtained. Metro Toronto’s budget is 150 million—double any previous
budget for new school plant and equipment. This problem will have to be
solved before local municipalities will look with favour on low-cost housing,
which produces an education tax short-fall.

The popular town-house type of rental accommodations for families has
also fallen into deep municipal disfavour, because such high density zoning
creates a large school population with attendant demand for school facilities.

Town-houses are currently assessed at $3,500 per unit, average 1-1%
children each, costing about $500 a piece to educate, yet produce only $200 in
tax revenue. Industrial and commercial assessment is not meeting the 8-9 per
cent population growth rate in the Township, which in turn is currently
producing a 10-15 per cent growth in the school children population.

Our industry is just as concerned as we know that you are with the cost of
serviced land. We regard the proposal of the Ontario Government to acquire
land, service it, and sellor lease it over a long period, as an imaginative, and we
hope, practical solution to the provision of lots at a cost which falls within the
range of the middle to lower income groups. Provided the proper arrangements
accompany this Ontario Legislation, we believe that it could fill a great need in
controlling land costs.

Of course, the principal reason why land prices have reached present
proportions is because there is a scarcity of trunk sewer and other services,
which permits the land to be developed in quantity. Most commodities, when in
short supply, demand a premium price and our municipalities, by finding
themselves unable financially or otherwise to extend their trunk services at a
sufficiently rapid rate, have been responsible for creating this scarcity.

It might be informative to also look at the labour practices in the
residential construction industry. The wide fluctuations in housing production,
which we mentioned earlier, have increasingly made builders unwilling to
maintain their own work crews. It is very difficult to have men fully employed
at one season and then to maintain them without work for another season. As a
consequence, the widespread practice of sub-contracting has developed. The
builders retain their sub-contracting firms to do individual parts of the work
because this is possible on a job-to-job basis and is paid for in that manner.
the sub-contractor, by the same token, can work for several builders, gauging
his activities by the activity in the housing business generally.

The individual tradesman, however, finding himself in an industry which
subjects hm to alternate periods of work and idleness, tends to gravitate to
more steady employment when the opportunity affords itself. As a consequence,
builders and sub-contractors find that it is necessary to pay a premium wage to
retain men who know that they will be unemployed for certain periods of every
year. This, in turn, adds to the cost of housing and must be passed on to the
house purchaser.
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Material manufacturers too, find that this same start and stop condition
disrupts their industry when it is faced with heavy production requirements,
followed by periods during which their products are in low demand. Their cost,
too, increases when they are unable to operate on a regular and uniform
schedule. }

And finally, the house purchaser himself is not entirely without blame fo
the increased costs which we have noted over the years. The home buyer today
is a more sophisticated purchaser than the one we knew ten years ago. The
average size of a house, for instance, constructed under the National Housing
Act, has increased year by year. Home purchasers are demanding and getting
better houses, more and more features than ever before, and perhaps this is not
surprising since in the ten years we are talking about, personal disposable
income per capita increased by over 40 per cent.

The residential construction industry, we believe, has performed remarka-
bly well in restraining the rising cost of its houses. It has, however, been
subjected to a great variety of factors over which it has little or no control, and
these, as I have attempted to illustrate to you, have been the ones primarily
responsible for the greatly increased cost of a house to a home purchaser today.
NHBA stands ready at all times to work in the interests of providing good
housing at reasonable cost to the people of Canada and we fully recognize the
challenge which this presents to our industry in view of the greatly increased
demand for housing which will be experienced in the years which lie ahead.

At the risk of oversimplifying the problems facing the residential construc-
tion industry, the Association proposes certain solutions applicable to the

short-term and others more particularly applicable to the long-term. Stated
briefly they are:

Short-term

1. Increase the base for the supply of mortgage funds:

(a) Revisions to the Bank Act permitting chartered banks to engage in
mortgage lending operations, both NHA and conventional. Also to
engage in mortgage banking facilities supplementing the CMHC
auctions.

(b) Step-up CMHC direct lending activities in urban municipalities
where approved lending institution participation in the NHA pro-
gram is absent or lacking. Such loans should be for both single-fami-
ly and multi-family development.

(c) Amend NHA to provide high ratio loans (95 per cent of lending
value) to a maximum of $22,000 and extend the amortization term to
40 years.

2. Assist municipalities in the financing of extensive main truck servie-

ing programs to permit the rapid and orderly development of both
residential and industrial lands.

I would like to interject here that the federal Government, through its
mgn}CIpal loans, has been aiding the provinces in this; and I would suggest that
this is, perhaps, more aimed at the provincial level than at the federal level.

3. Promote home-ownership by allowing home owner interest payments
on mortgages and municipal taxes on homes in which they reside as
allowable deductions against taxable income.

- Rebate the 11 per cent Sales Tax on materials used in residential
construction.

Long-term

1. Establish a five year desirable production level for the industry e.g.:
170,000 annually.
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2. Better long term monetary and fiscal government policies which do
not employ housing as an economic stabilizer.

3. Amend Federal Provincial Municipal legislation to relieve housing of
the undue burden of taxation at the homeowner level especially
education taxes.

On the last page of this brief, we have provided a table titled “Comparative
Cost of Serviced Lots” for the Township of Toronto.

From this you will see that the raw land costs have increased by about 84
per cent from 1964 to 1967. This is attributable to speculation in the holding of
raw land within this urban area.

You will see that planning and engineering costs have increased by 72 per
cent. This is basically attributable to the increased level of municipal services
being required by the municipalities.

You can see that the movement of lot costs has been from $7,200 in 1964 to
roughly $10,000 in 1967, representing an increase of almost 40 per cent. You can
see that the average selling price is up 40 per cent in that period and the average
increase on a typical house on one of these lots is about 28 to 29 per cent.

COMPARATIVE COST OF SERVICED LOTS 1964-1967

Basep ox Tyricar RecistereD Prans—TownNsHIP oF ToRONTO

1964
to
1964 1965 1966 1967 1967
Plan 716 Plan 753 Plan 769 Plan 776 %
b, ka0 7 et M v i ol 73 28 49 25
Raw Band. oo oo e us oo Sang. 3y $ 5,149.00 $ 5,025.00 § 13,452.00 $ 9,493.00 +84.3
Planning and Engineering............. 8,740.00 12, 686.00 12,047.00 15,076.00 +72.4
Serviced land cost per ac........... $ 13,889.00 17,711.00 25,499.00 24, 569.00 +76.8
Serviced land cost per lot.......... $ 3,472.00 4,427.00 6,374.00 6,142.00
Municipal Imposts and Hydro........ 980.00 980.00 1,050.00 1,100.00 +12.2
Field Supervision and Labour 200
Carrying charges:
Bank Interest.... 175
Mortgage Interest 247
Property Taxes..... i 84
Promotion and Selling....... 528
Administration Overhead.... 1,514 2,748.00 2,748.00 2,748.00 2,748.00 0
Total Cost Per Lot(?)................ $ 7,200.00 8,155.00 10,172.00 9,990.00 +38.7
Average Selling Price................ 8,400.00 9,000.00 10,900.00 12,000.00 +40.0
Typical House Sale.................. 28, 000.00 30,000.00 35,000.00 36,000.00 +28.6

Nore:

(") For ease of comparison, lot yields have been based on 4 single family lots per acre and overhead
costs on basis of a yearly turnover of 300 lots.

(?) Before Federal and Provincial taxes and developer’s profit.

Co-Chairman Senator CrorLL: Mr. Connelly is president of the Connelly
Development Company of Ottawa. He is not from the Toronto area. You might
tell us why you took the Toronto township?

Mr. ConNELLY: The metropolitan area of Toronto is perhaps the most
critical point for both land and housing in Canada. It has been used in examples
here to indicate what has occurred in that metropolitan area and which we
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think, with some justification, will be followed so that one will find a like
situation growing in other urban areas throughout Canada. Metropolitan To-
ronto was the first area to introduce the payment of services by the developer,
for example. It was the first to come up with the imposts and it has been in the
forefront of this development. This is the reason why we have used Toronto as a
dramatic example of what has occurred and what we think is going to occur in
other urban centres throught Canada.

Mr. O’KEErFE: I am glad to see St. John’s, Newfoundland mentioned in this
brief. It is the first time I have noticed it in a brief. On page 6 you say that
serviceable land has appreciated in price from $700 per acre in 1951 to $20,000
per acre in 1967. You said this applies to Toronto. Have you any figures for St.
John’s, Newfoundland?

Mr. ConNELLY: No, we have not, sir. I cannot answer about the St. John’s
situation, but I suggest it is similar.

Mr. O’KEEFE: Do you think the rate would be the same?

Mr. CoNNELLY: Percentagewise it would probably be fairly close to the
same. As you know, the St. John’s housing authority, through a federal-provin-
cial arrangement, has taken more advantage of legislation which is now on the
books. The legislation has been there since 1950 and has not ben fully utilized.

Mr. O’KEEFE: I agree.

Mr. ConNELLY: The intent of that legislation was to prevent this very thing
happening.

Mr. O’KEEFE: On another page of your brief, you suggested removing the
11 per cent sales tax from building materials. I am sure you will agree that
although we dislike taxation intensely, it is necessary. If you remove the 11 per
cent from building materials, what would you put taxes on? You can only tax
services or goods. What would you substitute?

Mr. ConnELLY: Perhaps the thing we are pointing out is that this is one
area. We are describing a number of areas where we say the home owner can
be rehevgd‘. He is faced with very high educational costs, he is providing his
own municipal services, water, sewer, storm sewers, streets, lighting, and so on.
He is paying for it all in the cost of the house.

Mr. O’KEErE: Would you agree that the home owner who can afford a
$36,000 house can also afford those taxes?

) Mr. C.ONN.ELLY: I quite agree. In the higher price range of houses, where he
is able to live in a $36,000 house, he can afford to pay those taxes.

Mr. O’KEeFE: So we will not waste too much time and sympathy on the
man who can afford to buy a $36,000 house?

Mr. CONI\.IELLY: That is not intended. When you get to the $10,000 lot it is
economically impossible to build a $15,000, $16,000 or even a $20,000 house.

Mr. O’KEEFE: I was told by a fairly prominent businessman a short time
ago that the cost of materials in buildings has really depreciated; that five or six
years ago prices of materials were lower than they are now, and that what is
causing the big increase in the housebuilding costs is the cost of the land, as you

pointed out, and to a minor extent the cost of the labour involved. Would you
agree with that?

) Mr. QONNELI,Y: Not entirely. I would say that there has been a slight
increase in material costs. There has been a movement actually in the
housebuilding industry to a less on-site labour content than we knew in the
past. The old relationship was about 60 per cent labour and about 40 per cent

material. I think we are now closer to the order of 75 per cent material and 25
per cent labour.
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Generally speaking, going back to 1956—taking the 10-year period—the cost
of materials going into the houses has remained at a fairly stable level.

Mr. O’KEEFE: What is your feeling about prefabricated houses?

Mr. CoNNELLY: Prefabricated houses certainly have a role to play, but I
think the role they play is in large urban centres where the-e is a 1arge volume.
Johns-Manville did a study on it some years ago, the breaking point of off-site
prefabing versus on-site building, and it apreared to be a production of 300
units per annum. Once you got below the 300 per annum you could produce
on site with less expense.

One thing against prefabricated housing is this uneven flow. You cannot set
up a production, which is a very costly one necessitating an annual production
of 300 to 400 houses, for example, and maybe build 300 or 400 one year and 100
the next year. The role of the housebuilder in the industry has tended to
change. He is not now a housebuilder in the true sense of the word, but an
assembler of people or subtrades, and an assembler of money and land. This is
‘basically what he has been doing. This has been brought about because of the
wide fluctuations in production.

Co-Chairman Senator CRrRoLL: Is not the Steel Company of Canada doing
something about prefabrication?

Mr. COoNNELLY: Yes, and the Aluminum Company of Canada as well have
models which they have produced. This is all aimed at a mass market.

We have seen what ALCAN are producing. There are some problems. For
example, my good friend Lloyd Gunby, who is operating in the Soo, tells me
that his municipality would not accept the ALCAN product because it does not
meet their building code—and, perhaps, to some extent it is because it is an
aluminum company in a steel town!

Senator CARTER: Mr. Connelly, would you agree that our greatest need at
the present time is for low-cost housing?

Mr. CoNNELLY: Yes, I am convinced, and our association is on record as
saying that it is the low-cost housing, the lower income group which has the
greatest need socially. But the problem we are looking at and concerned with is
the extension of this low-income group. When we get to the point where a man
who is earning $6,000 to $7,000 a year has to be subsidized in public housing,
this is getting pretty far up the scale.

We feel that if through unsubsidized, non-public housing, somehow or
another we can reach in and get that area of the $5,000 per year man, which we
think is possible, we would then relieve a great burden on the public housing
sector.

Senator CARTER: I am not sure if I understood you. You would like to see
housing subsidized for people up to the $5,000 bracket?

Mr. CoNNELLY: I am using that figure for the moment. In urban centres in
the Province of Ontario a man with $5,000 per annum cannot either buy a new
home or in fact rent a new home or an apartment or a town house.

Senator CARTER: In view of the upward trend in costs, you will want to
have a similar trend in income groups. Do you ever foresee the possibility of a
$5,000 man being able to own his home?

Mr. ConNELLY: I believe that if long-term amortization, high ratio loans
were made available, we could probably serve a much larger segment of our
population than we are able to do today.

Senator CARTER: Can you tell me what is the lowest down payment
required at the moment for a house under the N.H.A.?

Mr. ConNELLY: Yes. The lowest down payment is 5 per cent of the selling

price, and you get a down payment range across this country from as low as
25659—2



2590 JOINT COMMITTEE

$700 or $800 up to $3,000 and $4,000. The average down payment would seem to
be something in the range of $2,500 to $2,600.

Senator CARTER: I am interested in your brief, because it throws some hght
on a problem that has been bothering me ever since Mr. Hignett was before us.
He pointed out in his brief, and I think in his answers to questions, that the
N.H.A. has provision now for public housing, but municipalities do not seem to
be much interested in it; and I gather from your brief the reason that they are
not interested is because they do not contribute a very large proportion to the
educational tax.

Mr. CoNNELLY: Yes. That, of course, I think, goes back to the manner in
which taxes are raised for education. Generally speaking, in your public
housing area you have a large population and generally it is high-density
housing because of the high land costs and servicing costs and low assessment.
So you are really putting a very heavy burden on a municipality for accepting
this social responsibility.

Senator CARTER: What solution would you recommend, then, for that?
Would you relieve the municipalities altogether?

Mr. ConNELLY: I think in the short term something may have to be done
along those lines. I think in the long term our present assessing methods being
used across Canada on real estate are antiquated; they are not up to the age of
automation.

Co-Chairman Senator CRoLL: Manitoba takes what portion of the education
tax. I think the largest portion.

Mr. CONNELLY: 65 per cent.

Co-Chairman Senator CRoLL: Ontario—60 per cent?

Mr. CoNNELLY: About that.

Co-Chairman Senator CroLL: About 60 per cent. New Brunswick has in
mind taking 100 per cent.

Mrs. RIDEOUT: 78 per cent, is it not?

Co-Chairman Senator CroLL: Of the education? 100 per cent, as I under-
stand it. Is that correct, Senator Urquhart?

Senator URQUHART: That is right.
Co-Chairman Senator CroLL: What is British Columbia taking?
Co-Chairman Mr. BASFORD: Somewhere around 50 per cent.

Co-Chairman Senator CrRoLL: And the other provinces are leaving it. Have
you any idea?

Mr. ConNELLY: I think, by and large, this comes about as a result of our
recent national meeting, wherever we talked with everybody across the whole
of Canada, from Newfoundland right through to British Columbia, it was
education, education, education—the heavy imposition of education taxes. I am
not sure whether it is the Province of Manitoba—I think it is—they have now
taken the education levy out of the role of the municipality and they are taxing
across the board to avoid the dormitory system. What is happening—and another
point which probably could and should be well taken here—is that in Sarnia, for
example, there is a plant installed without a building around it. This plant is
worth millions of dollars and could provide a very large assessment for the
area, and yet it cannot be assessed because there is no building around it.

Mr. SALTSMAN: Can I ask a supplementary question on that?
Co-Chairman Senator CROLL: Yes, Mr. Saltsman?

Mr. SALTSMAN: You are probably aware that some suggestions have been
made for changing the basis of assessment by evaluating buildings themselves
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and the assessment to be based on land. This would encourage redevelopment,
and you might get a more equitable approach, because frequently you get a low
cost building, for example, on a valuable piece of land which does not return
very much to the municipality. Do you have any thoughts on that proposal to
: change the basis of assessment from one based on the property on the land to
g one based on the land only?
Mr. ConNELLY: I have no particular thoughts on it. However I would point
out that some municipalities, in fact the majority of them, demand a house of a
- certain assessable rate in their area. For example to use again Toronto
Township, they will not allow a house under, say, 25 to 30 thousand dollars to
‘ be built in their township because anything under that amount will not carry
) itself educationwise. They do not encourage it. That is the problem; the land is
i there and the land is valuable and a low assessed building could be put on it.

Mr. SALTSMAN: I have just one more question to ask. You have given a
survey here of the commission’s circumstances in Toronto and you have
referred to the scarcity of raw land in different parts of Canada. Has your
association made any survey in this regard?

Mr. CONNELLY: We are in the throes of doing that through the Economic
Council, but a survey has been made across the country to get an individual
picture throughout the provinces and throughout the urban areas.

Mr. SALTSMAN: My last question; you refer on page 5 to Mr. Hignett’s
statement about the increase in the housing shortage and the consumer price
index from 1956 to 1965—it only went up 13.7 per cent. Was the impact of the 11
per cent sales tax reflected in these figures?

Mr. CoNNELLY: Part of the impact of the 11 per cent would be felt in 1965. I
think the larger impact of the 11 per cent plus the provincial sales tax will be
felt in 1966.

Mr. SALTSMAN: You have no figures on this?

[ Mr. CoNNELLY: We have no figures for 1966 as yet.

_ Co-Chairman Senator CroLL: The 11 per cent tax is imposed at what level?
l; Mr. ConNELLY: This tax is imposed at the manufacturer’s level.

Co-Chairman Senator CrROLL: So what you are saying in effect is that by
the time the 11 per cent gets down to the retail level, that 11 per cent has a profit
added?

Mr. CoNNELLY: Yes.

Co-Chairman Senator CROLL: And roughly what do you think that amounts
to?
Mr. ConNELLY: Well, it would amount to closer to about 15 or 16 per cent.

Co-Chairman Senator CROLL: On the other hand the sales tax in the
province is applied at the retail level?

Mr. ConNELLY: That is correct.

Co-Chairman Senator CROLL: So that a man in business in a province pays
a sales tax of five per cent or three per cent?

Mr. CoNNELLY: Yes.

Co-Chairman Senator CROLL: Whereas your tax amounts to about 15 per
cent?

Mr. ConNELLY: Yes.

Co-Chairman Senator CrROLL: Would you like to have it applied at your
level?

Mr. CoNNELLY: No.
25659—21
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Mr. IRVINE: May I ask a supplementary? On an average home, that is a
home that would sell for roughly $20,000—would that be slightly above the
average?

Mr. CONNELLY: $20,000 is about the medium class house today.

Mr. IrRvINE: Would you say that the taxes, as far as this 11 per cent is
concerned, and in Ontario the five per cent sales tax on the final price, would
amount to something between $2,000 and $2,500?

Mr. ConNELLY: No, it would not be that high.

Mr. IrVINE: What would it run?

Mr. McCANCcE: It would be about $800 for the federal tax and for the
Ontario taxes it would be about $400, because that is a tax on a tax.

Mr. IRVINE: On a $20,000 home.

Mr. ALLMAND: Mr. Connelly, have you found how the demand for rental
housing compares with housing for sale? Has it increased in proportion or has it
decreased? Is there a greater demand for rental housing today as opposed to
housing for purchase?

Mr. ConNNELLY: Certainly there is a swing over in the last decade. In 1956
we were producing 10 to 15 per cent for rental and the remainder for home
ownership. Today we are producing close to 80 per cent for rental and 20 per
cent for home ownership.

Mr. ALLMAND: Why is that?

Mr. CoNNELLY: Today family formations are younger and the non-availa-
bility of the necessary down payment to buy a house today has excluded a large
segment from going into home ownership. To answer your question directly, I
think rental is probably filling a greater need today than before.

Mr. ALLMAND: Would it also be due to the greater mobility of the Canadian
people and greater urbanization?

Mr. CoNNELLY: That certainly is a factor.

Mr. ALLMAND: As far as the builder is concerned, is it more profitable to
build housing for rental than for sale?

Mr. ConNELLY: I would say that in the long term it would be more
profitable to build for rental. My reason for saying that is that again you have

the wide fluctuation from year to year and when a builder has rental accommo-
dation he can spread out his tax.

Co-Chairman Mr. Basrorp: That is not done very often is it?

Mr. ConNNELLY: Yes it is being done. I will give a very good example. You
have here in the City of Ottawa two of the largest landlords in Canada in
Campeau Construction and Minto Construction.

Co-Chairman Senator CROLL: Is not that rather peculiar to Ottawa because
of the stability of employment here; you know a man is working in the civil
service and he will continue to work there whereas in other parts of the country
the situation is not quite as stable for rental purposes.

Mr. ConNELLY: In Ontario generally and certainly in Metro Toronto we
have a very large firm, Cadillac Construction which is a very large apartment
builder, perhaps the largest in the country. They started off as house builders
but now they are builders of apartments and they have become administrators.

Mr. ALLMAND: Is most of this building in the apartment house range for
rental?

Mr. CoNNELLY: The largest proportion, yes.

Mr'. ALLMAND: Is there much building in the Metro areas being done for
lower income groups? My observations seem to indicate that most of the
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housing built for rental is in the form of highrise apartment buildings which are
beyond the range of most people, so most of those in the lower income range
are obliged to rent older homes in older parts of the cities. What is your
comment on that?

Mr. CONNELLY: That is factual, and this is not only applicable to Montreal
and to Ottawa, Toronto, Windsor, Hamilton but generally across the country.
High rise building today is generally in the centre core of the city on very
expensive land and is tending to attract the upper income bracket and not the
lower.

Mr. ALLMAND: Is there any incentive at all for builders to build housing for
rental for lower income groups?

Mr. CoNNELLY: The only real development in the last decade has been that
of the concept of town houses, which is the row housing, sometimes called
garden courts, or by a number of other names. It is a concept of high density
and low level housing. In other words you are on the ground instead of up in
the air. It is coming far closer to serving the needs of the middle income family.
Again, not the low income group but the middle income group.

Mr. ArLmMaND: Do you think that private builders, such as those you

represent, can build housing for low income groups for rental and still make a
profit?

Mr. CoNNELLY: Yes, it could be done, provided we have the terms which are
available under the National Housing Act for public housing, in other words
long amortization, low interest rates, high ratio loans; but it cannot be done at
74 per cent interest on 25 year amortization. You would have to get 6% per
cent, at the moment, with an amortization range up to 50 years.

Co-Chairman Senator CroLL: They told us that the life of a house was 30 to
35 years at the most.

Mr. ConNELLY: I would say the life of a house built today would be more
like 40 to 50 years, and some may last a hundred years.

Mr. ALLMAND: You definitely believe that, if the conditions were changed
for obtaining money, private builders could build housing for low income
groups and still make a profit?

Mr. CoNNELLY: Yes. Perhaps a good example is the Ontario Housing
Corporation, which has been doing it in Metropolitan Toronto area. They are
buying housing units which have been built by private enterprise in a complet-
ed stage, rather than attempting to have them built under contract.

Mr. ALLMAND: On page 3 you talk about the residential research council. I
wonder if that council, or the technical research committee of that council, is
conducting any research into production methods, and technological improve-
ments in methods of house building, through prefabrication or otherwise.

Mr. CoNNELLY: This is what our technical research committee is doing. It is
working together with government, through the National Housing Act, with the
Central Mortgage and Housing Corporation, and with manufacturers, to devise
improved methods of building, bringing in new materials. An example of that is
what we call “the mark program’” which have gone ahead over the last ten
years. This has resulted in considerable reduction in cost of houses over the past
ten years—such things as wider stud spacing, improved materials ete. It has also
resulted in the introduction of new materials. We are using more plastics today.
Plastic piping is being used instead of the high cost conventional copper
plumbing.

Mr. O’KEeErFE: You spoke of houses for low salaried employees, town houses.
What would be the approximate rental of those houses, say, in Toronto?



2594 JOINT COMMITTEE

Mr. ConNELLY: In Toronto and Ottawa—they are very close to one another
—a town house, unsubsidized, being built by a merchant builder today, with a
two-bedroom unit, would be renting in Ottawa at $160 to $165 a month, which
includes heat, stove, refrigerator, dryer, and washing machine. A three-bedroom
house would range about $195 and a four-bedroom would range about $215.00.

Mr. ALLMAND: None of those houses would do for those with low incomes.

Mr. CoNNELLY: That is so.

Mr. O’KEEFE: That is the point I was making.

Mr. CoNNELLY: But this is somewhat better than the high-rise, at the
moment, and it is family accommodation.

Mr. ALLMAND: Is most of the building material used for housing in Canada
produced in Canada?

Mr. ConNELLY: Yes, this is perhaps unique, and I am glad you asked that
question. The housing industry is 100 per cent Canadian.

Mr. ALLMAND: Would we lower housing costs if we imported some mate-
rials?

Mr. CoNnNELLY: No.

Co-Chairman Mr. BAsForp: You could, if you used more B.C. lumber.

Mr. L. C. Gunby, Chairman, Economic Research Commitiee, National House
Builders Association: You will be glad to know we do.

Mr. ConNELLY: There is no other country in the world that is able to do this
as well as we can because of our available resources.

Mr. ArLvanD: I was thinking of the United States.
Mr. ConNELLY: Their building products generally are higher than ours.

Co-Chairman Senator CRoLL: And they get many of them from us.
Mr. CoNNELLY: Yes.

Mr. ArLmManp: Have you found zoning regulations interfering with the
introduction of newer and cheaper building materials which might allow the
building of housing for lower income groups?

Mr. CoNNELLY: I would say zoning affects this in the range of density of
housing in municipalities; but if you are speaking of new materials, this comes
under the building codes,

Mr. ALLMAND: I meant to say building codes.

Mr. ConNELLY: There is an attempt made to standardize across the country,
using the National Building Code as a basis. It is still a long way from fruition.
We still have areas in Ontario where you cannot build anything except with
solid masonry, where it must be all brick, you cannot use veneer, which is the
best method known today to build a house.

Mr. ArLmanp: Do these building codes often prevent the builder or the
developer from building houses at a cheaper rate than he could, in say the
lower income groups. He might have a plan to build a lot of houses and then

could make a profit in an area of the city for the low income groups, but the
zoning regulations may prevent him.

Mr. ConNeLLY: That would prohibit it in a great many cases.

Mr. ALLMAND: Of course, in many cities—confirm or deny this—the zoning
code is controlled, and the city councils are controlled by people who own the
homes in those municipalities. I know that in Quebec many of the people who
vote in municipalities have to be home owners, to begin with.

Mr. CoNNELLY: I do not think this deals with the materials that go into a

pouse. This is a case where people would not allow low income housing to come
into the area, to make it high density. They want to retain it as it was over
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years. I do not think the electorate is really too concerned as to whether plastic
piping is used in the plumbing, or dry wall instead of plaster, or asphalt
shingles on the roof—I may get chopped for this—as opposed to wood shingles.

Mr. McCUTCHEON: Running through your brief there seems to be a desire
for more money to be available. On page 3 in your subsection (2) you talk
about investigation into mortgage finance. What have you found out so far?

Mr. CoNNELLY: We have found out there is not enough money to go around,
to meet the needs for housing in this country. The demands being made by the
economy generally preclude the possibility of our having enough money to meet
our housing need. I think the biggest source we can look to is probably pension
funds, and the amendment of the Bank Act will give us additional sources of
funds.

The mortgage itself, as an instrument on the money market, is very
unliquid. It has a lot of terms in it which do not make it favourable for long
term investment.

Mr. McCuTcHEON: My understanding is that the pension or insurance funds
are precluded from actual developments. I have heard it said—and I am sure you
have—that fortunes have been made in developing, and yet all the insurance and
pension investment people could participate in, up to the present time, has been
a 6 per cent mortgage, and the boys who did the developing made all the
money. Would you favour reliefs so that these people could participate in this
developing, and eventually this would bring more money into the field?

Mr. CoNNELLY: We would like it. I want to add that the insurance
companies, in a recent amendment to the Insurance Act, are now permitted to
take an equity position, and there is an indication from the insurance companies
themselves that they are rather anxious to take this equity position because of
the low and fluctuating yield on mortgages.

Mr. McCutcHEON: Do you think that is going to have a beneficial effect?
Mr. ConNELLY: Yes, I believe it will.

Mr. McCuTrcHEON: That is most heartening news.
Then on page 4 you state:

(5) An investigation of the problem of relieving housing of the
undue burden of taxation at the homeowners’ level, especially education
taxes.

What have you found out here?

Mr. ConNELLY: Well, we have found out to this extent, that roughly from
one-third to 50 per cent of the present tax being collected through the
assessment is going to education, and it is not sufficient to meet the needs of
education.

Mr. McCuTtcHEON: Have you come up with recommendations?

Mr. ConNELLY: This, sir, is being looked at now by our committee, by our
research committee; and, as a matter of fact, we had our initial meeting just
prior to our convention, and we established certain guidelines as to what should
be pursued immediately on the short-term and as to what should be pursued on
the long-term. I am afraid the matter of assessment and relief of education is a
long-term one.

Mr. McCutcHEON: I am afraid it is.
Further on on page 4—and this is just for my own information: Why did the
banks leave the mortgage business?

Mr. ConNELLY: Because of the increase in the interest rate on mortgages.
They were limited to 6 per cent. They were in at 6 per cent. Then it went up to
63 per cent, and they immediately had to step out of the field.
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Mr. McCUTCHEON: On page 7 there appears your reference to servicing in
subdivisions and the methods by which it is paid for. As the brief states, these
services, in many instances, are now paid in a lump sum, if you like to use that
description—in other words, it is part of the purchase price of the home. Is this
bad?

Mr. CoNNELLY: It is bad, to the extent it is paid for either in the down
payment or the house mortgage, which is an immediate cash outlay, or an
instrument which is amortized for a period of 20 to 25 years, and it is a burden
on the homeowner in buying his house. This is at a rate at the moment of, say,

1 per cent. Whereas the municipalities, in the past, have provided the
municipal services. These were debentured over long terms, as much as 50
years, and had been at a more favourable rate. :

Mr. McCuTcHEON: In other words, your reference here is that we are not
amortizing this long enough?

Mr. CoNNELLY: We are not amortizing it long enough, and we are paying
too high for the money that is being used to put these services in.

The other thing I might add is that as a result of the municipality not
having to face its existing ratepayers to pay the cost of providing new services,
there is an inclination on the part of municipalities to raise the standard of their
services—call it “gold plating.”

Mr. McCuTtcHEON: In other words, what you are saying is that if the reeve
of a municipality wants to have the very best, it is to his advantage if he can
get it out of the developer and not have to face his ratepayers?

Mr. ConNELLY: That is correct, not realizing—well, perhaps he does realize
that in the end it is not the developer who is paying for it but the homeowner. I
was looking at the cost the other day of land in Hamilton, and the cost of
servicing 50-foot lots, including impostes, was $4,800.

Mr. McCuTcHEON: Would you repeat that?

; Mr. ConNNELLY: The cost of servicing 50-foot lots, including impostes, was
4,800.

Mr. McCuTcHEON: On page 10 you state:

(c) Amend N.H.A. to provide high ratio loans (95 per cent of

lending value) to a maximum of $22,000 and extend the amortization
term to 40 years.

95 per cent of that lending value would be $20,900, or thereabouts.
Mr. CoNNELLY: Yes.

Mr. McCuTcHEON: My goodness, would not that man be better off to rent?

'Mr. ConNELLY: Well, at the rates I was quoting a little earlier, where you
are into a four-bedroom house and renting at $215 a month, it does not look too
bad,'taking into consideration that part of that monthly payment that he is
making, while it is small, nevertheless he is building up a certain amount of
equity.

Mr. McCuTcHEON: It will be pretty slow, will it not?

Mr. CONNELLY: Yes, it will be slow.

. M1 McCurcHEON: In some instances, are we over-emphasizing—and maybe
this is an unfair question, but in some instances are we over-emphasizing the
great glamour of home ownership for people?

Mr. ConNELLY: No. I feel that this is not glamour in the true sense. I think
there Is a great deal to be said for home ownership, as far as the community at
large is concerned if you look at the interest in the community, you certainly
have far more interest in the community and in the life of that community in
the case of a person who lives in a home as opposed to a person who lives on
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the 15th floor of an apartment building. I think that for good citizenship home
ownership does provide a very good base. This is my personal opinion; this is,
generally, the opinion, I would say, of our association.

Mr. McCuTcHEON: You could not describe that as home ownership though?

Mr. CoNNELLY: No, you cannot describe it as home ownership, really. In
fact, you go a step further and the average person only lives in his home for
four years. Yet the average person, even though he is only putting $4,000 down
on a $20,000 article takes pride in it and says. “This is home.”

Mr. McCuTcHEON: Maybe we should be re-examining our—

Senator CARTER: ‘“Philosophy.”

Mr. McCuTcHEON: Yes, Senator Carter, that is the word I wanted—our
philosophy of housing, and looking at it as we do Ontario Hydro or the gas
service, the public utility. It may be a different philosophy on shelter?

Mr. ConnNELLY: I think it is awfully difficult to look upon a house as we
lock on hydro. However, I will latch on to your public utility and say that I
think it is essential if we are going to have home ownership, if we are going to
have shelter and provide sufficient shelter for our people, then the services for
the land have to become a utility.

Mr. McCuTcHEON: My question was prompted by your statement that the
average duration is four years in these homes. It looks to me as if that is a
pretty temporary arrangement, is it not?

Mr. CoNNELLY: Yes, it is.

Senator McGRAND: It is the difference between shelter and home?

Mr. ConNELLY: Yes, you have that shelter and home aspect.

Co-Chairman Senator CRoLL: And yet I think Mr. Hignett told us that the
trend has been such that half the buildings in this country today are apartments
as against homes.

Mr. CONNELLY: Yes.

Co-Chairman Senator CrRoLL: They have veered away from homes. How do
you explain that? It is a surprise to me.

Mr. ConNELLY: I think if we take a look at the age of our family formation,
they are coming in at about 50 per cent of our population under age 25. These
people are starting off in life without an equity necessary to move into a home
of their own. They also want to have a bit of fun; they want to have a new car,
a colour television, and they want to take a trip to Europe, and rental
accommodation is probably being used as a vehicle for them to enjoy their
younger years rather than leaving these things until they are older. You will
find, however, that as they stabilize, they begin to say “Well, now it is about
time we got a roof over our heads as a home rather than a shelter.” There is
definitely a movement after a period of about three or four years for the
average Canadian to decide he has had enough of rental accommodation and
that he wants a home of his own.

Senator CARTER: Would you say that that trend is influenced by the
children, because apartments are not conducive to bringing up children?

Mr. ConNELLY: That is right.

Mr. GunBy: I might refer here to “A Preliminary Study of the Social
Implications of High Density Living Conditions” issued by the Social Planning
Council of Metropolitan Toronto and refer to an item on Page 28 which reads as
follows:

As most apartments were either not designed for children or not
designed for the numbers that they have come to house, the play and
regulation of children present serious problems. Families overcome these
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problems by strenuous efforts but children remain a source of difficulty
and friction for management and tenants. R

Men in apartments take on extremely passive roles as most of the
masculine tasks are taken over by management. Men appear to have a
more active role in other forms of high density development, such as row
houses.

I always like to refer to the relationship of children to the ground. I think
children have to get near to the ground, and dig in the dirt. I always suggest
that the high rise apartment is ideal for raising adults and turkeys on wire, but
not children, because you cannot eat them. That is all I want to say.

Mr. McCuTcHEON: I want to thank Mr. Connelly for what he has said. He
reminds me very much of an interview I had with a banker 25 years ago who
pointed out that if I wanted a new car I should continue to rent.

Mrs. RIDEOUT: It seems to me, Mr. Connelly, as I read your brief that there
is always the problem of money, and I am interested in the Maritimes and
especially so in New Brunswick. Do you find that this tight money has affected
home building in the Maritime area.

Mr. ConNELLY: It has affected it right across the country. I don’t think
there is any area that can be excluded. Once your source of mortgage funds has
dried up as a result of tight money, or the demands on the economy by other
segments of the economy, there was not any money available to build houses.
Coupled with that was the higher interest rate which made it a heavier burden
on the potential home owner, and whereas a few years ago secondary financing,
and I am talking of second mortgages, were highly discounted at high interest
rates, until we hit this tight money situation we had it stabilized. Generally
speaking in the Province of Ontario, and I am sorry to keep referring to Ontario
but it is the province in which I live and in which I work, you could get
secondary financing through the utility companies such as the gas company or
hydro company et al. at the same interest rate as the prime mortgage. If your
interest on the prime mortgage was 6 per cent, then your second mortgage was
also 6 per cent. They were generally amortized over a period of seven to ten
years. Today because of the tight money situation we are reverting to a

marke;t that is asking 10, 12 or 15 per cent and discounts. This is the other thing
that tight money creates.

.1\/_[1'5. RmEOUT: The reason I was interested in your comments is that in the
Ma_mtlme area particularly we do not feel the general rise in the economy as
quickly as other parts of Canada, and when we are about to enjoy this we
}.mve these restrictions which curtail home building, and in the larger prov-
inces of Canada they take up the slack of commercial building which we do
not. So I would like to know what you think of a variegated money policy for
Canada?

Mr. CoNNELLY: You mean regional money policies?

Mrs. RIipEoUT: Yes.

Mr. CoNNELLY: Well, T am not an economist. This is a form of subsidy. One
aspeg:t we have to consider is that in the housing industry we are not really
!oolqng to government to supply the money for it. We are looking to the lend-
Ing Institutions to provide the money. And if you are talking to a lending
Institution they are quite frank in saying that they feel they have a social
resp.onSJblhty‘in providing mortgage money for residential housing, but they
are in the business of making money for their people, and when the time comies
that the bond is better than the mortgage they have to think of their share-
holders and think in terms of bonds.

Mrs. RIDEOUT: You would agree then that it would be difficult to have a
lower interest rate in one area than in another?
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Mr. CoNNELLY: Yes, I think it would be difficult and probably would cause
many problems as it has done in the United States. As you probably know they
have what is called a point system there where money could cost say eight per
cent in Nevada, for example, and six per cent in New York City.

Mrs. RIDEOUT: It would drain the capital from New York City.

Co-Chairman Senator CRoLL: During the depression and before that the
people in the west and the people in the Maritimes paid a higher rate of interest
than people in Ontario and Quebec. That was one of the great complaints, and
justifiably so. This applied even to the banks and lending institutions.

Co-Chairman Mr. Basrorp: By and large they had no money on which to
pay interest.

Mrs. RipEouT: I am concerned because we hear so much in the Maritimes
about tight money holding up the economy and holding back the home building
program, and I am not at all sure that it has had that great an effect.

Mr. CoNNELLY: Well, you see the Central Mortgage and Housing Corporation
who administer the National Housing Act make loans available where private
funds are not available at the lowest rate, and the NHA is always the lowest in
a given area—this is for the home owner—does make available directly to the
home purchasers a loan, providing they have had three refusals from lending
institutions in the area. One other thing which may aid the situation in the
Maritimes is the fact of the banks coming in. Now you are going to have banks
again in every town. And this has been one of the biggest problems in the
Maritimes; the lending institutions are not as active there. In the areas where
they are more active they are getting the money first.

Senator McGRAND: The problem as I see it is to provide suitable housing for
the people in the lower income brackets. Anyone who can afford a $35,000 house
can look after his own problem. But our problem is to look after people in the
lower income brackets. I don’t know at what stage a person would pass from
the lower income bracket into the middle income bracket. I don’t know what
salary you fix as the boundary. But could you compare the percentage of lower
income people in search of suitable housing today with, say, ten years ago? In
other words, has the percentage of people searching for suitable housing gone
up?

Mr. CoNNELLY: Yes, it has.

Senator McGraND: Faster than the growth in population?

Mr. ConNELLY: Faster than the growth in population generally, and this is
because of the movement to urban areas and immigration. There is a larger
percentage of people in the urban areas looking for suitable accommodation,
and they cannot find it.

Senator McGRrRAND: The percentage of low income people has actually gone
up. On page 5 of your brief, you quote Mr. Hignett, when you say that building
has gone up only 13.7 per cent as compared with the rise in the cost of living
index of 17.4 per cent. The dollar does not buy the amount of food it bought ten
years ago, but an hour of work buys more food than it bought ten years ago. In
spite of that, the lower income people have greater problems today than they
had ten years ago. To me, that is the purpose of this work.

Mr. CoNNELLY: Yes, I certainly agree with you, sir; it is the purpose.

The point I would like to make here, however, in line with what Mr.
Hignett indicated, as the rising cost of housing as a structure, is the relationship
of the cost of the land and the services upon which you put that house. By the
movement of people to the urban centres, both our existing population, plus
immigration, you have created a much heavier demand within the urban area,
and you have a dislocation occurring.
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In the end, as long as we are working under our present system, the
market will determine what the price of this land is going to be.

Senator McGRAND: I think Mr. Hignett gave the figure of the cost of ma-
terial in building, that it went up 2.2 per cent recently, while the rate of
wages went up 12 per cent. Now, in spite of the fact that wages have gone up 12
per cent in that period, you find those same people with that increase in wages
still unable to provide themselves with adequate housing. That is the problem.
You feel that the percentage of those people has gone up, in spite of the fact
that wages have gone up 25 and 30 per cent in lots of cases.

Mr. CoNNELLY: It is certainly a true statement.

Senator McGRrRAND: Have you any idea of the percentage of people who are
in the low income bracket today as compared with ten years ago?

Mr. CoNNELLY: No, I have not, sir.
Senator McGRAND: You are not the source of the information?

Mr. CoNNELLY: No. The only thing I will say is that you come to the point,
in different areas, as to what is low income. In metropolitan Toronto, low
income is probably as much as $7,000 to $8,000 a year. In Ottawa, you are
probably talking of a man who is earning about $6,000 a year. As you move
west or east, you have various variations occurring there.

I think that one problem, in trying to tie income to accommodation, is that
there are some of our people who are earning $10,000 a year and who are not
able to provide, or as well able to provide, accommodation as the man making
$7,000, because of large families, sickness, and such things.

Senator McGRrAND: And not able to provide these things at a salary of
$10,000 a year as well as he could ten years ago when he was earning only
$5,000?

Mr. CoNNELLY: That is correct.

Senator McGRAND: This is the problem as I see it.

Mr. ConNNELLY: This is the problem as we see it, too, sir. We are concerned
with this fact, that looking at a man making $8,000 or $7,000 or $10,000 or
812,000 a year, he should not have to be subsidized in any way, shape or form.
But the way things are going now, it appears that that man, in certain areas of

Canada, is moving into a position where he cannot afford to put a shelter over
his head.

: Senator McGRAND: It is something more. The problem is not solved just by
an increase of wages and salaries.

Mr. ConNELLY: It has to be stabilized. I mentioned earlier that the
component of labour versus material going into a house today has changed, and
this has been a factor in holding the house itself to the relatively small increase.

Co-Chairman Senator CrRoLL: Is not much of what you say due to the man’s
Own priorities?

Mr. ConNELLY: Exactly.

Co-Qhairman Senator CrRoLL: What you are talking about is his total wants
and requirements and he has a $10,000 salary; but if he makes his priority his
home, he could well come within it.

Mr. CONNELLY: Quite.

Mr. SALTsMAaN: How much money do you spend on research per year?

Mr. CoNNELLY: Our organization has been spending, on an average for the

last ten years—together with government, in the neighbourhood of $30,000 to
$40,000 a year.
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Mr. SALTSMAN: What do you mean by “together with Government’?

Mr. ConNELLY: Together with C.M.H.C. and the Division of Building
Research. We make a contribution, through our direct fund, plus people; and
under Part V of the National Housing Act, certain grants are being made by
C.M.H.C. to work with us on some of those experiments. The Division of
Building Research of the National Research Council provides men, and also
technical help. This will become enlarged. This year we expect our budget will
be up probably as high as $60,000.

Mr. SALTSMAN: Is there a greater need for research in the industry than the
amount of research being carried out?

Mr. ConNELLY: I would say that the biggest effort should be made, not on
technical research at the moment but rather on economic research. This is the
reason for the move into our Economic Research Committee.

If we take a house which sells at $20,000 and take $4,000 off that as
representing the land, it leaves a residual of $16,000. The actual bones of the
house—the brick, mortar, lumber and labour—probably would not account for
more than $9,000. Therefore, you have $7,000 made up of such things as
surveys, legal fees, architects, overhead, all of the items that go into it.

Co-Chairman Senator CRoLL: Do not forget profit. You have mentioned the
legal fees.

Mr. SALTSMAN: Your enumeration of the cost of a house leads me to the
next question. Is there anything that can be done or should be done about
things like transfer costs and the various other things that come in apart from
the actual construction. I am interested in two points of view. First of all these
things add to the purchase price of a house; and each time a house is
transferred—and you indicated this may occur every four years—these costs are
incurred again. Have you made any study in this field, or do you have any
suggestions along these lines?

Mr. CoNNELLY: Yes. We are looking at the mortgage instrument itself. It
must be 100 years old now, at least. Here I am not aiming at the legal
profession, sir. A $20,000 house costs the merchant builder, and ultimately the
home owner, together with the home owner’s legal costs, approximately $700.
The reason is that initially the mortgage has to be drawn, there is a tariff, there
are searches, there are sub-searches, there are surveys. These would run to the
order of $300 or $350 for this particular house. Then some home purchaser
comes along and buys that house. Again there has to be an agreement,
a sub-search, registration, registration costs, so that there is about, in that
$20,000 house, $700 in legal fees.

The same thing occurs with surveying. It has to be surveyed initially, to be
sure that the house is on the land where it is supposed to be. This is established,
in the first instance, for the merchant builder when he builds a house. Along
comes the purchaser and he has to hire a surveyor to do it over again. This is
the area where the mortgage instrument demands it, and this is an area we are
looking at very closely, to see if it could not be streamlined and so cut off these
heavy burdens.

Mr. SALTSMAN: We do not have anything in Canada equivalent to the
organization they have in the United States that, in effect, deals in mortgages.
where mortgages become almost a transferable instrument?

Mr. CoNNELLY: This was Fanny Mae?

Mr. SALTSMAN: Yes.

Mr. CONNELLY: We are not too far away from it in that C._M.H.C. is a seller
and an administrator of mortgages, and that is another area we have indicated
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we think is worth exploring. We believe the finance and insurance companies,
and so on, could take the same role as C.M.H.C. is taking.

Co-Chairman Senator CRoLL: In the west, where you have land titles—and
we have some introduction of it in Ontario—the rigmarole you have described
does not exist because the land title deed, once registered, is title. Some
progress is being made in that respect, but it is rather slow.

Mr. SALTSMAN: With the Ontario government going into the land assembly
program—it is going to be a 99-year lease, they are suggesting—will not this take
care of the difficulty, in that you will not have to search title?

Mr. CoNNELLY: No, you have the same thing to do.

Mr. SALTSMAN: Even where the provincial government has established the
land and set it all out? Each time a home is transferred you would have to go
through that?

Co-Chairman Senator CROLL: You may be buying from the provincial
government and your title is good, but what you do to it before you sell it to me
may be different, and you have to look at it. I do not think there is any short
cut there.

Mr. SaLTsMaN: I will leave that to the research division.

Co-Chairman Mr. BASFORD: Are you receiving any co-operation from the
Canadian Bar Association in that connection?

Mr. CoNNELLY: At the moment, no—we have not really got into that. On the
condominium legslation, yes, we are having a great deal of co-operation from
the Bar Association of Ontario. Before we get too far into it we have to study it
carefully and then come in and ask for more help in more specific areas.

Mr. SALTSMAN: These transfer costs create a serious problem in terms of
the single family dwelling or individual home ownership in the east where the
population and work force are becoming more and more mobile. We have
already had an indication of mobility when house transfers take place on an
average every four years. Anything we have been able to see or any study that
has been done indicates the population will have to increase the rate at which it
moves from job to job and from place to place. Home ownership is one of the
rigidities that interferes with mobility, and one of the reasons for that is the
cost of transfer on each occasion a move has to take place. This is the kind of
situation we do mot get into in rental accommodation; a person who rents is
more mobile. A person who rents a home, I think, in many instances, it is more
desirable for them to own a home, but it creates rigidities and makes it difficult
for them to seek better opportunities and for us to deploy our labour force in
the best way. What kind of answer do you have to this problem?

Mr. ConNNELLY: It has not interfered in the past, and I think in part it is
because we are a growing country. Strangely enough, I think still in the mind
of a great number of Canadians moving from city to city is the thought that
they want a home of their own. Certainly, rental accommodation is available to
them, but they are still coming in and buying a home.

I think if you look at a long cycle, there have certainly been areas where
there has been a drop in the value of homes or real estate generally, but it
comes back again. Generally speaking, your home owner is putting an equity in
and generally, because of the rising market, he is taking some equity with him.

Mr. SALTSMAN: The rise in market values sort of covers the transfer cost?
Mr. CoNNELLY: Yes.

Mr. SaLtsMAN: But the way our system is supposed to work is that if a

better opportunity occurs elsewhere the workers should be free to move into
those opportunities to allow the best resource use?

Mr. CONNELLY: Yes.
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Mr. SALTSMAN: I am suggesting there are problems in this area because of
rigidities, and some thought is going to have to be given to that. I hope that
some part of the study you will be doing will be along this line.

One other question in relation to prefabrication. We run into situations in
Canada continuously where there is tremendous pressure on the construction
industry in central Canada at times when there is quite high unemployment in
other parts of the country—the northern parts of Ontario and Quebec, and the
Maritime provinces. The thought that has occurred to me is: Would it be
possible to develop the prefabrication industry in these areas of under-employ-
ment to relieve the pressure on the construction industry in central Canada, and
to provide for new, sort of industrial opportunities in these other areas, and
have some of your production in these areas with surplus available labour for
shipping into central Canada. How much of a problem would it be?

Mr. ConNNELLY: I think a very large problem. A number of studies have
been made of the economic mileage, and I think the economic mileage is
probably a periphery of about 150 miles. This would preclude somebody in New
Brunswick from setting up and shipping to Ontario, or even to Nova Scotia. I
think the other problem is, if you look at the private sector—I am talking about
the fellow who wants to buy a home of his own—there would be great difficulty
in getting a design which is acceptable, say, to Ontario. Probably something
which is acceptable in New Brunswick may not be acceptable in Quebec or
British Columbia. You get these great variations. We find in this industry even
any inter-city operation is seldom successful—i.e., a builder in Toronto, for
example, moving to, say, the City of Ottawa, and bringing the same plan here,
would not be successful in selling it until he blends his operation to what the
local desires are in Ottawa.

Mr. SALTSMAN: A number of years ago—I presume they are still doing the
same thing—C.M.H.C. put out booklets of a number of standard designs. As I
moved around the country I could see these designs elsewhere. You could say,
“This is No. 4 or No. 5 C.M.H.C.” So, apparently, a number of designs have
found acceptance in different areas of Canada. It seems that C.M.H.C. did a good
job in this particular case, and with minor variations in terms of brick, upper
trim or window changes, they are able to get a bigger variety. Is this true
today, or is it changing?

Mr. ConNoLLY: I do not think it is as true as perhaps it was 10 years ago. I
think that in part the reason for that is that there has been great criticism of
C.M.H.C. and the industry in that we were accused of building strawberry
boxes across the whole of Canada, and we should do something to improve our
environment and have variations locally. I would say that in your non-urban
areas, smaller towns and so on, where the merchant builder is not operating,
you probably have a greater tendency to use C.M.H.C. designs.

Senator INMAN: Mr. Chairman, I would like to ask Mr. Connelly why he
considers 50 years to be the life of a house. You buy a house and expect it to go
to pieces in 50 years? I come from Prince Edward Island, and we have loads of
houses built in the early 1800’s. Our Government House was built in 1832, and
it is still a very fine house. I own quite a large house built 75 years ago, and it is
one of the newer houses there.

Mr. ConNELLY: As I indicated, fifty years is perhaps a good figure for the
life of a house. I was thinking in fact of terms where we are amortizing a house
that has a life of fifty years, and with proper maintenance it would probably
last 100 years. What we are doing is amortizing or paying out the total cost of
this house within a twenty-five year period.

Senator INMAN: I am sure that in the Prairies there are not so many of
these. You see, in Prince Edward Island we are not too interested in the $36,000
homes. We have some people who can afford that, but the majority of our
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people down there are working people who earn from $3,500 to six or seven
thousand dollars a year. Now what kind of home could they have? :

Mr. CoNNELLY: Well, I think this is a situation I was pointing out earlier.
You have got this variation. I would certainly say that in Prince Edward Island,
as I know it, and I have not been there for ten or eleven years, a person making
a salary in the range of five to six thousand dollars a year could, under the
National Housing Act, have adequate and proper housing. First of all you have
not got the pressure on the land cost. This, as I see it, is a primary reason why
this problem is exerting itself in the urban area.

Senator INMAN: Around our city and in the town of Summerside I believe
it can cost up to $15,000 but people raise their eyebrows and think this is pretty
expensive. Like everyone else, we are interested in low priced housing, and I
don’t know how we can get it—interest rates are so high. People say to me “Why
can’t you do something so that people can have a home at a reasonable price?”

Mr. CoNNELLY: I would think from the point of view of interest rates and
equity, you can get a mortgage at a level where you can move in—I think those
two go together but then the point is to get the amount of money you need
to move into the house at an interest rate which will allow you to live in the
house once you move in.

Senator O’LEARY (Antigonish-Guysborough): You were replying earlier to
a question regarding research, and you indicated that perhaps the greatest need
was for economic research rather than technical research. Are you satisfied that
the house building industry has really made good strides towards developing
the best type of material for homes being constructed today? I mention this
because of the experience of many people moving into new homes today when,
in the first two or three years, they find that the ceiling is cracked and the
foundation cracks and you have drafty windows and doors, and the doors warp.
This seems to be going on continuously at the present time even in homes
costing $25,000 or $30,000. Do you really think we have made strides in testing

the materials for the climatic conditions in this country, and meeting a standard
that should be met?

Mr. ConNELLY: Yes, I think we have. Let us take into consideration the fact
that today we are building a traditional house with the best materials we have
available. Now, you have concrete in the foundation and we must remember
that this is an inert material. It is subject to the stress of a low temperature
outside and a high temperature inside, and when you get a material like that it
has to move, and so you get foundation cracks. Plaster also cracks but generally
speaking the industry today is not using too much plaster; we are moving into
drywall. You also mentioned doors; at one time a door was solid wood and as
such was subject to movement. A door soaks up moisture like a blotter and it is

subject to heat and cold. But they are not affected nearly as much as they were
ten or twelve years ago.

Senator O’LEARY (Antigonish-Guysborough): You should see my front
door—it is like that.

Mr. CoNNELLY: As far as investigations as to what material to use in a
house are concerned you have difficulty in finding something that is better and
that is still within the reach of the person buying the house. We could probably
make use of doors of steel or of aluminum or of plastic or any other material,

but then the cost would be getting out of the reach of the individual even in
houses costing $25,000 or $30,000.

Senator O’LEARY (Antigonish-Guysborough): What you are saying is that

while we have these climatic conditions here, as long as we are using wood we
are going to have this situation?




CONSUMER CREDIT 2605

Mr. CONNELLY: Yes.

Senator O’LEARY (Antigonish-Guysborough): And more research is not
needed?

Mr. CoNNELLY: Yes, more research is needed, but not in the area of
replacing wood with something else. I think it is needed in the methods of

treating wood so as to make it more stable. Certainly wood treating today has
resulted in windows and doors being far more stable.

Senator O’LEARY (Antigonish-Guysborough): I must say that the builders’
warranty is very good from the experience I have had. However, the nuisance
value and the inconvenience is dreadful.

Mr. GunBY: We would welcome a stable wood product.

Senator INMAN: Were they not able to cure wood in such a way that it
would not warp? I know of houses that were put up ten years ago and not one
door has warped.

Mr. CoNNELLY: I think part of the problem we are running into today is
that in new housing we have made rapid strides in providing a more comforta-
ble shelter than was the case fifty or a hundred years ago, or even twenty-five
years ago for that matter. Insulation is now standard in all new houses and fifty
years ago this was not the case. Now we have automatic heating and today
nobody would buy a house without automatic heating. We are introducing
humidity into the houses through furnace installations and cooking, and it is not
able to get out of the house in the same manner as it could years ago because
we are putting in vapour barriers to prevent it from getting out and blistering
paint. I think what you are referring to here is the fact that if you have a house
which is not insulated and which allows a greater movement of air, you will not
get the warpage you get in today’s houses.

Co-Chairman Mr. BasrorD: A short while ago a policy was announced by
the Government to grant C.M.H.C. loans ion existing houses in order to help
increase our existing inventory of housing and to take some of the pressure off
new land acquisitions. There is, however, a limit of $10,000 on it. I come from an
area where there are many older houses which need upgrading, but I don’t
know of any available for $10,000. Would you care to comment on this
program?

Mr. CONNELLY: Well, we as an association have over the years in briefs
presented to the Government requested that the provisions of the National
Housing Act be made available for older houses thinking that this would
eliminate the high interest rates current from the re-financing of older houses.
It would allow a certain segment of the population which cannot be accomodat-
ed in new housing to get into an older home. The recent amendment to the
National Housing Act, however, in our view is not too operative. It provides
that the limits of the loan shall be $10,000 which is a little unrealistic in urban
areas. The provision that it has to be owner occupied and he has to spend at
least a thousand dollars on repairs and on refurbishing the house makes it a
difficult one to work because the man has to move in and there is a holdback
retained for the repairs to be done, and it is difficult for him to get any
financing on this. I think there have been something of the order of 50
applications to date under this provision of the National Housing Act. However,
it is a step and as time goes on this can be improved, and it may become more
workable.

Co-Chairman Mr. BAsrForDp: How should it be improved?

Mr. CONNELLY: By increasing the ratio of the loan to the same ceiling as on
a new house.

The provisions of it should be made available also to the merchant builder,
as well as to the individual. We have a number of people in a position to step
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into our new houses today but who are unable to do so because they cannot get
equity out of their old house.

Co-Chairman Mr. BasForp: When you say “availability to the merchant
builder” this would enable you to buy an old house, refinance it and put it back
on the market?

Mr. CoNNELLY: We would term this as a trade-in. Let us think of the
automobile business, where the dealer takes in a car, fixes it up and puts it on
the market again, and that serves a number of people who could not afford a
new car. This might also aid the transfer problem.

Co-Chairman Senator CroLL: The transfer problem is out.

Co-Chairman Mr. Basrorp: That is a worthwhile suggestion. There has
been a good deal of discussion among some people about the establishment of a
federal department of housing and urban affairs. What is your view on that?

Mr. CoNNELLY: As a former C.M.H.C. person, I should not say this. I
worked in the C.M.H.C. for nine years, I left in 1956.

Co-Chairman Mr. BAsrorp: I hope you made your fortune since you left.
Mr. ConNELLY: There are many times when I wish I were back there.

Our C.M.H.C. is unique and it has done an excellent job as an administra-
tor of the National Housing Act and in attempting to find solutions to the
housing problems. I suppose it would be very nice to have a minister of housing
whose only interest would be in housing. Looking back in history, the responsi-
bility for the administration, answering to Parliament for the National Housing
Act, has moved from Public Works to Immigration, to Labour.

Co-Chairman Senator CroLL: It has bounced.

.MI“. CoNNELLY: It has bounced. I am not talking of individuals who answer
fox_‘ it in the house. If there were a department, it would certainly focus the
thing and probably provide for more continuity.

Co-Chairman Mr. Basrorp: Is this the position of your association, or is
that your personal view?

Mr. ConNELLY: I would say it is the position of the association as well, that
we would hkg to see a department responsib’e for this area. With the size of the
industry and its social implications, it would be a good move.

Cp-Chairman Mr. BasrorD: I would hope that your residential research
cour;cﬂ, or the economic research committee, would examine the question, of the
merits and demerits of putting the burden of taxation on land alone, or more on
land than on the improvements. A very initial look at the proposition makes it

appear to me that this might provide some of the answers to our municipal
problems.

Mr. CoNNELLY: Yes.

Co-Chairman Mr. BASFORD: In regard to obtaining funds from the private
sector, have you any position on this? There is the trend we have seen over the
last' few years, insurance companies residential mortgages, instead of putting
their money into such things as apartment blocks, commercial enterprises,
shopping plazas. Do you think there is any merit in amending the British and
American Insprance Companies’ Acts to put in a requirement that a certain
amount of their investment portfolio shall be in residential mortgages?

Mr_. CONNELLY: I am against regulations of this nature. If we look at the
portfolio of mortgages held by the lending institutions in Canada, it is a very
large amount of money that they have invested.

. I would rath‘er approach it on the basis of making the mortgage itself a
etter dqcument In which to deal on the money market. For example, a bond
with a yield of 5%, 6 or 6} per cent has a locked-in interest over a long term.
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A mortgage, after five years, can be repaid at any time, either conventional or
the National Housing Act loan.

In the case of conventional mortgages, at the end of five years the interest
rate can be, renegotiated either upwards or downwards. This means that
anyone, particularly pension funds and other long term investors, are not
looking necessarily at high yield, but at the long term yield. They want to know
that at the end of 25 years, each month or each year that this money is coming
out at a regular pace. I think this is a better way. In other words, let us
encourage and not attempt to force by legislation. We are working, in this
committee, with the lenders. For the first time they are coming together with
the building industry and saying: “Your problems are ours.” They are certainly
interested in seeing what can be done along those lines.

Co-Chairman Mr. Basrorp: You favour the carrot rather than the stick.

Mr. ConNNELLY: I think it is the more workable way.

Mr. ALLMAND: Earlier, you said that the builder is not really a builder
today, that he is an assembler of men, materials and land. Do you think that
there may be too many people involved in building a house today, too many
middlemen, so to speak; and that this would increase the cost of housing?

Mr. CONNELLY: Yes. There is no doubt about it. Traditionally, you always
had your subtrades, such, as the plumber, the heating man, and the electrician;
but you employed your own carpenters, floor layers and others who comprise
the trades that you need when building a house.

As mentioned in our brief, because of this fluctuation of feast and famine,
economically we were not in a position to retain this working force, because we
sould not keep them at work. We had to work them on one job and let them go.
Out of that, evolved a subtrade operation, in that the average builder today, the
merchant builder, is employing the supervision staff, the on-site labour such as
unskilled and clean-up labour; and the carpenters are employed as sub-trades.
They come in and build the house and it may be they are building houses for
three or four different builders around town.

Mr. ALLMAND: The cure, therefore, is what you recommend—more stabilized
industry, so that you can eliminate a lot of these sub-trades?
Mr. CONNELLY: Quite,

Mr. ALLMAND: Would you say that there are any restrictions into entry into
the building business in Canada, by those who are already there?

Mr. CoNNELLY: Not in our industry. Not in the house building industry, to
any great extent. Generally speaking, the house building industry is a non-
union. There are no restrictions, such as having to pass apprenticeship tests or
carry cards, and so on. I think there are only about 2 or 3 areas in Canada
where housebuilding is unionized. Therefore, we do not have the problem of
people being restricted in entering into the house construction field.

Mr. ALLMAND: What is the usual profit of builders? Are there any general
levels? What is their general percentage profit on investment capital?

Mr. ConNELLY: I would think between 3 and 3} per cent on invested capital.
Mr. ALLMAND: By the builder?
Mr. CoNNELLY: By the builder, yes.

Mr. ALLmanDd: Do you find that the system of bidding works in the best

interests of consumers, bidding on contracts both by the builders and by the
subcontractors?

Mr. CoNNELLY: Well, bidding, in the sense that you are thinking of, where
you have a tender called and you have a plan and specifications and you get a
firm bid, is not followed generally in the housing industry. It is a little freer and
easier. You call four or five different contractors in and say, ‘“Here are our
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plans; here is what we want done; here are the specifications; give us the
price.” Because of not having the checks and balances you have to have in
Government operations, it works to the good of the end buyer, in that you are
able to deal, generally speaking, at better prices than you would if you were
subject to public tenders.

Mr. ALLMAND: Would you describe the housebuilding industry as a very
competitive one, as compared to other industries; or is there—I do not know if
this is a fair question to ask you—any real monopoly or, let us say, control on
artificial maintenance of housing costs by the builders and the people in the
industry?

Mr. ConNELLY: Oh, I say it is probably the most competitive business we
have in Canada today. We would cut each other’s throats tomorrow and then,
the next day, get together as an industry.

Mr. ALLMAND: Therefore, the consumer should benefit by this?

Mr. CoNNELLY: Yes, he does definitely.

Senator CARTER: Mr. Connelly, are there any housing co-operatives affiliat-
ed with your association or members of it?

Mr. CoNNELLY: No. there are not. As a matter of fact, housing co-opera-
tives, which came out in the late forties and perhaps the early fifties, by and
large were not too successful. This was a linking together of individuals not
professionally in the business, who were attempting to do their own building
contributing sweat equity, and a great many of them fell by the wayside. I can
only think of one example in Ottawa where it was successful. It is not the best
way, as I see it, of providing accommodation.

Senator CARTER: Do you know of any that are operating now in Canada?

Mr. ConNELLY: I do not know. They are not on a continuing basis. A group
of 20 people, say, get together and they say, “We are going to co-operatively
buy a piece of land; we are going to co-operatively buy our materials; we are
going to co-operatively employ our subtrades; and we are going to co-operative-
ly build these houses.” You can see the problems which arise. They draw lots as
to who is going to move into the first house, and everybody concentrates on
getting his house finished. Then Mr. “X” moves in. By the time you get to the
fifteenth house Mr. “X” says, “I do not think I will go out tonight,” or, “I do not
think I will work on Saturday.” It is human nature. This is the problem with that
type of co-operative. Once units are built, that is the end of the co-operative.

Senator CARTER: Mainly because they are not big enough, in the first place,
and because of the human element?

Mr. ConNELLY: They are not large enough. I believe that in Ottawa St.
Pat.’s College or one of the colleges was working it up. They were sort of the

focal point of a housing co-operative; but by and large these have not been
successful.

Senator CARTER: Would you say that with the advent of prefab houses like
the ALCAN house that was exhibited in Montreal, all the co-operatives now
have to do is get a piece of land and a basement, which they can contract out,
and they can assemble it in four or five days? Would you think that would give
a better chance of a co-operative to succeed?

Mr. CoNNELLY: I do not think so. I think you are still involved with a lot of
sweat work. Take the ALCAN house, for example. You have to prepare your
lgnd; you have to prepare your excavation; you have to prepare your founda-
tion; you have to prepare your sewer and water connections; you have to
prepare your electrical and gas connections; and put everything else into it.

The proposed method of operation, as I understand it, is that the unit will
be delivered to the site, but it is up to you to get it on the foundation and bolt it
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together and put it together, and make all your connections. It would ease the
amount of labour or sweat equity, but the amount of sweat equity would be so
small, probably it could be done on a franchise basis with very little difference
in cost by a professional putter-together of this unit.

Senator CARTER: Did you see this ALCAN house?
Mr. CONNELLY: Yes.

Senator CARTER: Did I hear you say earlier this morning that some building
codes will not permit it?

Mr. ConNELLY: Yes, that is quite right.

Senator CARTER: But it is accepted by the National Housing Code under the
National Housing Act?

Mr. CoNNELLY: No, it has not yet been accepted under the provisions of the
National Housing Act. It does not meet the minimum standards as we know
them.

Senator CARTER: Several years ago there was a sort of trend where the
builder built the house and did just enough for the family to move in, and there
was a sort of do-it-yourself program which they did in their leisure time. Is
that trend disappearing?

Mr. CoNNELLY: Completely. Five or six years ago it was quite normal for a
man to move into his house without the walls being painted and the woodwork
unpainted and without electrical fixtures. He went in and painted the inside in
due course. Today that is not done any more.

Senator CARTER: Was there any saving?

Mr. CoNNELLY: There is a bit of a saving, but not that much. It will all boil
back down to the allowance for sweat equity in his down payment as opposed to
an allotment in the mortage, plus the fact the average person today probably

has a cottage and other things he prefers to do, like watching television, and all
these things come into it.

y Co-Chairman Senator CRoOLL: That is not part of the “affluent society”
image.

Mr. ConNELLY: Yes, that is quite right.

Senator CARTER: I have one more question. Earlier this morning I think
you said it would be desirable to get the banks back into the mortgage business
again. They went out because of the 6 per cent ceiling?

Mr. CoNNELLY: Right, sir.

Senator CARTER: The 6 per cent ceiling did not deter them from making
loans in other directions?

Mr. CoNNELLY: No.
Senator CARTER: What deterred them from making them in mortgages?

Mr. CoNnNELLY: They were limited. I am not expert in the Bank Act, and I
can only go basically by what I am told. I am told that under the Bank Act the
maximum interest rate which the bank could charge was 6 per cent.

Senator CARTER: That is in the Bank Act. That applies to other loans, but
they found a way of getting around that.

Mr. CoNNELLY: Yes, certainly they found ways to do it under the consumer
loans. That is closer to 9 or 11 per cent. However, I think the limitations under
the National Housing Act certainly would and do preclude any bonuses being
paid to the lender on a mortgage. I think this was one deterrent in the National

Housing Act. Some provisions, I think, would apply, on general, conventional
mortgages as well.



2610 JOINT COMMITTEE

Co-Chairman Mr. BAsrForp: I have received a letter from Mr. Hignett, the
President of Central Mortgage and Housing Corporation, correcting a statement
he made. It reads:

I am sorry to have to tell you that one of the statistical comparisons
in my opening statement to the Committee, on January 26th, was
incorrect.

In the first paragraph on page 2 of that statement the third sentence
reads:

“Over the same period, average mortgage carrying charges, for
principal and interest, went up by 34.8 per cent from $84.54 per
month to $113.95 per month”.

This sentence should have read:

“Over the same period, average mortgage carrying charges for
principal, interest and taxes, went up by 46.4 per cent from $81.00 to
$118.58 per month”.

I should add that, without taxes, the increase was 43.00 per cent,
from $63.18 to $90.36.

The record has not been printed, so I have been able to make these corrections
in the record.

Co-Chairman Senator CROLL: There are no further questions.

Mr. Connelly, first I would like to thank you on behalf of the committee
for preparing such a well documented brief at such short notice. We appreciate
that very much. Furthermore on behalf of the committee I want to state that
you did credit to your position as President of the National House Builders
Association with your grasp of the industry and the manner in which you
explained the information you gave us. You were very helpful indeed and on
behalf of the committee I thank you.

The committee adjourned.
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AFTERNOON SITTING

The Special Joint Committee of the Senate and House of Commons on
Consumer Credit met this day at 3 p.m.

Senator David A. Croll and Mr. Ron Basford, M.P., Co-Chairmen.

Co-Chairman Senator CrRoLL: We have a quorum. Our witness today is Mr.
W. A. Beckett of Beckett Associates, Toronto, who is to speak to us about
economic development. The floor is yours, Mr. Beckett.

Mr. W. A. Beckett, President, W. A. Beckett Associates: Gentlemen, what I
plan to do today is to point out some of the improvements, as I see them, that
could be effected in the reporting and presentation of economic statistics, with
the hope that we could improve general public economic understanding of what
is currently going on in the economy.

As this committee must know by now, the processes of inflation are
complex; so are the processes of deflation, but neither of these general economic
conditions can be described or understood in terms of a single or simple index,
whether it be a price index or a general economic indicator. Naive descriptions
of trends can lead to misunderstandings that I believe can have far-reaching
effects on public expectations and ultimately on public economic policy.

I think it is fair to say that the general understanding of the economic
process has improved during the ‘sixties’. The improvement has been apparent
in the discussions of most economists; it has been apparent in the improvement
in statistical materials available from most government agencies, in the ap-
preciation of economic events by policy-makers, both private and public, and
hence an improvement in public and private economic policy; and in a few cases
the improvement has been apparent in the business news and in comments on
business affairs by the business and daily press.

The events and the general debate of 1966 suggest that there is still need
for greater understanding and greater appreciation of economic trends on the
part of business, labour, consumers, governments, the press, and even some
economists. The major misunderstanding of 1966, as I see it, concerned the
timing and the degree of inflationary pressures. That has been the main
preoccupation of this joint committee.

Such a misunderstanding as we had in 1966 arises from three lags in the
information-policy process: First, a lag in the reporting and publication of
current economic statistics, a lag which I consider to be important but not
crucial; secondly, a lag in the recognition of changes in the current economic
situation, which I do regard as crucial, which lag in recognition is due in part to
the method of presenting statistics by the agencies concerned, but it is a
function more of the failure of the news media to publish such economic data
properly or to interpret such information in what I would consider to be a
professional way; thirdly, a lag in the application of public economic policy,
which I also regard as critical.
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What I plan to do for you today, if I may, is to attempt to document these
three points by referring briefly to developments on a month by month basis
through 1966, and I will conclude my remarks with some recommendations
which I hope would lead to a greater appreciation of the need for understanding
of current economic trends.

A set of charts has been distributed to you and you can follow those, or you
can follow the transparencies of the charts which I shall show on the wall.
These charts are all of the same ten economic indicators, and they are shown as
they were published at the time. We have gone back through the statistics and
show month by month through 1966 the data as they appeared at the time.

Senator CARTER: Could you say where these appeared?

Mr. BECKETT: With one exception these are all official government statistics,
coming either from the Dominion Bureau of Statistics or from the Bank of
Canada. There is one indicator which is compiled by a private corporation,
Southam Building Guide, which we have included in here because it is
important and it is part of the general picture.

As we run through these twelve charts—and I do plan to be quite brief
—what I will do is to contrast the interpretation that we put on it at the time, or
the interpretion that seems to come out of these charts, with the interpretation
that was placed on it by the general public, the interpretation that was placed
on it by the various news media, and in one or two cases the interpretation that
was placed upon it in official quarters, to try to contrast what really was
happening to the economy with what people thought was happening to the
economy.

The charts begin as the numbers looked for ten selected economic indica-
tors in January, 1966. This illustrates, at least in one part, what I call the lag
in publication. I direct your attention to the bottom line, which is Canada’s
gross national product in current dollars. As at the middle of January, 1966, we
were sitting with information for the third quarter of 1965. Incidentally, the
third quarter’s figures had been published close to the end of December, 1966, so
there is a lag of about three or four months in the appearance of the gross
national product figures. As we will see when we move through to the third
quarter of 1966, this lag in publication was rather important in trying to
interpret what was really going on in the third quarter of 1966.

In the United States the national product statistics come out about six
weeks beyond the end of the quarter to which they refer. In Canada they come
out three to four months after the quarter to which they refer, and I think that
we could probably do somewhat better than that in Canada if the agency D.B.S.
had additional resources to work with.

i At any rate, going back and looking at what was happening early in 1966, I
think there was general agreement among most observers, whether they were
professionals or amateurs, that the economy was basically sound, that the
economy was still expanding. Most forecasters and pundits were predicting a
good year for 1966, and these predictions and forecasts were generally echoed in
official quarters. There was a sizable minority of observers at that time who
were expressing fears of inflation during 1966, and there was a small minority
of tho§e, of whom I was one, who were predicting that the economy would slow
down in the second half of the year.

Now let us look: at the individual numbers and see what was going on as of
January, 1966. Looking at the chart of the gross national product, we see that
some four months earlier the gross national product was still rising, and still
rising at a fairly rapid rate. The increase between the second and third quarters
of 1965 was something close to $1 billion, or a rise that, if it continued for a year,
would be an annual rate of around 10 per cent. If you look at the next indicator
up you will see that retail trade was rising and, skipping one for a moment,
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industrial production was rising, and there was a general feeling that the
economy was moving ahead.

But note even at this early stage, as of January, 1966, that the number of
housing starts in urban centres had been falling for some three or four months.
Having hit an annual rate of 160,000 starts in August, 1965, they had fallen to
about 124,000 starts by November, 1965. Note too at this time, when everyone
was thinking in terms of a rapid investment boom and a strong year for the
construction industry, that the volume of new contracts awarded for private
business construction had fallen from around $400 million at a monthly rate in
September, with an intervening lowering in November, to about $153 million by
December. In other words, these two indicators, which refer to construction
activity, were, even at this stage when the economy looked very good, indicat-
ing that there was maybe some slowing down coming in the economy later on.

I direct your attention particularly at this stage to the rate of change in
what we call the public money supply. Let me define that for you. The public
money supply is the sum of currency in the hands of the general public and in
chartered bank deposits, excluding Government of Canada deposits. The rate of
change in the money supply had hit a maximum in June, 1965, and here you see
a classic case of the onset of tightening credit conditions as the Bank of Canada
applied the brakes in order to head off inflationary pressures. Through the last
half of 1965, long before too many people were howling about inflation, the
Bank of Canada, very appropriately, was moving to tighten up on the credit
situation.

The point is, as you sit in January, 1966, and look at this, the impact of the
tightening of credit conditions was bound to appear in the subsequent numbers
in terms of slowing down the economy, and, as we will see, this is exactly what
happened. In short, what you see in January, 1966, if you look at things like the
gross national product, retail trade, unemployment or industrial production, is
the economy rolling ahead at a fairly good rate; but if you look at some of the
distant early warning signals, such as housing starts, new construction con-
tracts, the rate of change in the money supply and to a degree the wholesale
prices of industrial materials, there were some warning signs that the economy,
rather than building up inflationary pressures, was soon going to move in the
direction of a slow down in inflationary pressures.

Co-Chairman Mr. Basrorp: What do the numbers in the middle beside
each line indicate?

Mr. BECKETT: They refer to the month or quarter to which the last plot
refers. For example, housing starts are plotted to November, contracts to
December, the money supply to December, consumer price index to November
and gross national product to the third quarter.

Mr. ALLMAND: What are the numbers on the right side of the column?

Mr. BECKETT: These are scales, with the scales alternating. You see housing
starts, contract awards, stock prices, the money supply and so on down the line.

Mr. ALLMAND: They alternate?

Mr. BEcKETT: Yes. Incidentally, in the interests of making the charts clear
we put the scales, the units and so on, only on the first of the twelve charts.
This is really all one chart showing twelve separate months.

Mr. Lesuanc: For instance, you have three 12s, three Decembers, three 11s
and three 10s. That is because the statistics are not available up to the date we
are studying?

Mr. BEckeTT: This is what I refer to as the lag in publication. We have very
current figures on the stock market and the money supply, but we do not have
quite such current figures on the consumer price index, the index of industrial
production or retail trade, so sitting here, as we are now, in February, 1967, we



2614 JOINT COMMITTEE

are trying to sort out what is happening to the economy in February, 1967, and
for the most part we have to rely on numbers that refer to December or
November, and in some cases back into the third quarter of last year. There is
this lag in the publication of information, which I think is important, but it is
not crucial. Anything we can do to speed that up would be helpful.

‘We come to February and the economy was, I think, still moving along at a
fairly good rate. We have no new information on the gross national product, but
we have a new number for every other one of the indicators. We see that
housing starts had come up a little bit, but were still below their earlier high.
We see that contracts awarded had come up, but were still below their earlier
high. The stock market was describing a pretty flat pattern. The money supply
had shown a little improvement as you move into January, and wholesale
prices had begun to go up. We see the beginnings of some movement in the
consumer price index. The unemployment rate has moved narrowly now by
the middle of February in a pretty narrow range. Retail trade is still rising, and
there is no new information on the gross national product. But one would
conclude at this stage, I think, that the economy was still advancing, and the
remarks I made earlier about the weakness in housing starts, the contract
awards and the money supply would still apply. 2

As of that moment, the Minister of Finance, in a pre-budget statement,
observed that the economy had used up all the slack that had developed in
earlier years, and that with the resources fully utilized—and he was thinking in
terms of the unemployment rate, which was now around 33 per cent—the threat
of inflation had to be assumed to be serious and he, as Minister of Finance, was
going to issue a call for restraint on the economy. That comment at that stage,
when it was justified in terms of the way in which measures such as the gross
national product, retail trade and unemployment were behaving, is an example
of possibly good understanding of the economic stituation then. However, there
was no or very little reference at that time to the weaknesses that were
apparent in some of the distant early warning indicators.

As we move to March, again I think the picture adds up to one of sustained
advance. We have added a new number for nine of the indicators, but there is
still no new number for the gross national product; we are still thinking in
terms of the third quarter of 1965, and now it is the middle of March, some six
months later.

In March we would observe that there was some further modest recovery
in housing starts, but not much optimism could be attached to this, because the
winter bonus program in housing had been abandoned. We do notice that the
new contracts awarded for construction had almost recovered from the dip in
the fall, which might have been associated with the movement towards tighter
credit; but here again there is a fairly bullish sign. The stock market had not
gone ahead, but it certainly had not gone down. The money supply was
beginning to get weaker again. Wholesale prices show some further strength,
the consumer price index is coming down, and so on down the line. As of the
middle of March one would still have thought in terms of an economy that was
expanding and was threatening to boil up in terms of inflationary pressures.

Mr. LEBrANC: Would you explain how, with the money supply going down

f.rom February, the number of construction contracts go up, if you have a
tightening of money?

Mr. BECKETT: On a month to month basis they can go opposite. What you
h_ave to look for are broad trends that conform. They will not conform for a
single month, or even for a month or two. When we get a few months further
§lown the line I think you will see how the movement of housing starts,
industrial material prices and construction contracts move very much with the
money supply. For a single month they do not have to conform.

iy kg e
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The March 15 picture is the one that was available to the Minister of
Finance when he was making his budget. As all of us in this room know, that
was a restrictionist budget with the very clear objectives of slowing the
economy down and driving some inflationary pressures out. We are all aware of
the four of five specific items of a restrictive nature that were included in the
budget. Broadly, I would conclude now, as I did then, that these measures were
appropriate to the then economic circumstances.

The public discussion of this was expressed in terms such as these. Nations
Business, early in April, under the heading “Inflation Fever Gets Hotter” noted
that consumer prices were still going up. The Financial Post, under the heading,
“Build Up In Inflationary Pressure May Persist Through ’66”, commented on
the tight budget. I think it would be fair to say that at this particular stage the
public economic understanding and the official economic understanding were
broadly appropriate to what was being shown in the economic indicators.

It is as we move on from March that the situation begins to change. In
April, if you look at the chart, every one of the top four indicators went down
in the month to which they refer; the information became available during
April. Housing starts dropped off almost to a new low, and I believe to a new
low; new construction contracts for business construction fell off; stock prices
began to go down, and the rate of change in the money supply turned negative
again. In the bottom five indicators (consumer prices, industrial production,
unemployment and retail trade—there was still some strength, but the distant
early warning signs were becoming more insistent that the economy was getting
set to slow up.

As we turn to May, we see that this trend is beginning to clarify. Housing
starts recovered a little bit, but contracts continued to go down, the stock
market continued to go down, the rate of change in the money supply was near
zero, and the wholesale prices of industrial materials started to go down. There
was still a lot of steam in the consumer price index, and there will continue to
be through the next three or four months that we will see. The unemployment
rate now has been moving sideways, aside from some minor fluctuations; it has
been moving sideways now for about four months.

As we would expect, when the fourth quarter of gross national product
came in it mirrored the strength that we have seen earlier, and it showed again
a very substantial increase. But the gross national product data referred to the
fourth quarter of the previous year and we are now into the fifth month of the
current year, and for purposes of current economic understanding, for purposes
of the appropriate policy, it is what is happening to the gross national product
in the second quarter of this year that is important, not what was happening to
it in the fourth quarter of the previous year, and this again is an example of the
lag in publication.

I will move fairly swiftly through the next two or three months, because I
want to spend a lot of time on September when I get to it.

Coming to June, the signs that the steam was going out of the economy are
beginning to multiply. Housing again drops off to a brand new low. There is a
bit of a recovery in construction contracts, but it is still below the previous
peaks. The slide in the stock market is continuing. Wholesale prices move
sideways. There is still, as we would expect, steam in the consumer price index
side. The unemployment rate continues flat. The one bright spot that we see, as
we are sitting in the middle of June, is the performance of retail trade in
March. As we will find out subsequently, this sharp upswing was an irregular
factor attendant on the increase in the Ontario sales tax which took effect on
April 1.

As the summer wore on the general public concern with inflation began to
get hotter. There were a number of widely discussed collective bargaining
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situations, food prices were beginning to move and gradually, as we moved
through the summer, the concern with inflation and the amount of lineage that
it got in the press began to expand, but at the same time the signs began to
multiply that the inflationary pressure was getting set to go out of the economy,
so that these two things—the public concern with inflation and the actual fact of
inflation—diverged all through the summer. 3

In Ju'y, for example, we sce some renewed weakness in the June contract
awards, a further slide in wholesale prices, a very clear upswing in unemploy-
ment and, for the first time, a sharp downward movement in retail trade. Now,
this information was available in the middle of July, just as the public concern
with inflation started to become newsworthy and started to hit the headlines,
just at the time when demand was beginning to slide off.

Between the July chart and the August chart something rather important
developed, and I want to select it as an example of the lag in the presentation
and interpretation of statistics. By the time we had reached the middle of
August we had a pattern in new contracts awarded for business construction,
and we had a pattern of decline in housing starts, one of which had lasted very
close to a year and one of which had been underway for about four or five
months.

Just at this point, towards the end of July and the beginning of August, the
survey of private and public investment intentions came out. This is a document
that is produced jointly by the Dominion Bureau of Statistics and the Depart-
ment of Trade and Commerce, and it is based on a survey of business intentions
to spend for new construction and new machinery and equipment. When this
came out towards the end of July it showed, or purported to show, that business
was planning to increase its spending for new plant and equipment, and it was
greeted as another factor in the inflationary situation, that here we were now
going to superimpose on the economy another 3 or 5 per cent increase in capital
spending at a time when resources were tight and scarce and the labour market
was tight, and all this could do would be to feed the fires of inflation.

At the time that businessmen were telling the government, through this
survey, that they were planning to spend more money, they were actually
awarding fewer contracts. We have another chart, if you want to see it later,
WhiFh shows that new orders for durable goods, including new machinery and
equipment, had also been declining since February, 1966. There was thus a
conflict or inconsistency between the information contained in the survey of
capital spending intentions and the other indicators, the other forward indica-
tors, of capital spending.

If you cast your memories back to that particular period, you know which
got all the attention. The survey of investment intentions, although it is a
statement of intentions, was accepted broadly in the community as fact, and
was accepted as evidence that inflationary pressures were building up, when in

fact thex:e was some evidence to the contrary, that the capital spending boom
was beginning to tail off.

As a rpatter of fact, when we get all through this and look back, we will
find _that Just as the survey of investment intentions was being released,
showmg an upward revision in business plans to spend, business was actually
spending less, and when the figures for the third period finally appeared we
found th'at spending for non-residential contracts and spending for machinery
and equipment actually went down at the very time business said they were
planning to step it up.

/ Now tl}is happens, and has happened before. If the survey had been
}nterpreted in the light of this kind of development, and if it had been reported
in the press and discussed publicly in the light of this kind of development, it
would have received a different interpretation, and there would not have been
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expectations aroused which were ultimately, and fairly immediately, disap-
pointed. This is the sort of example of the lag in recognition, or the lag in
interpretation, of economic statistics that I referred to as my second lag.

As we move on, I think September was the sort of highlight of the year in
terms of the divergence between what was going on in the economy and what
was being reported and discussed, and generally understood by the public. I
believe there was an emergency session of the house to deal with the railway
dispute, the newspaper headlines were more frequently referring to inflationary
problems, I believe this joint committee was constituted to look into it, food
prices were at their peak for the year, and generally the concern with inflation
mounted to a peak in the month of September.

How did the indicators look as of the middle of September? The decline in
housing starts extended, it had now reached its lowest point; in the period
shown here, and actually in the month of August, 1966, there was the lowest
point in housing starts for about four years, and the decline had been fairly
persistent since the previous August. The decline in non-residential construction
contracts was gentle but still proceeding. The stock market was still falling.

The one bright spot was that the weakness in these had apparently been
appreciated by at least one government agency, and the rate of change in the
money supply was beginning to improve. In other words, the tightest period of
credit from the viewpoint of this one indicator was in the month of June, 19686,
although interest rates did get higher until the end of August and, as we will
see, had another rise in November.

The one point that I would like to comment on with reference to September
is the divergence between two particular price indexes. It was just at this stage
that the concern about food prices, which admittedly were rising, generated all
the activity in front of supermarkets and a good deal of the activity before this
committee, and led, I think, to the general conclusion that inflation was the
problem and had to be dealt with. The consumer price index, as I am sure the
committee has been told before, is only one measure of inflation. While the
consumer price index was rising through the first half of 1966 the wholesale
price index of raw industrial materials was going down.

As I said before, the processes of inflation are complex, but when you find
the price of finished products and services going up and the price of primary
products going down, you cannot by any stretch of the imagination describe this
as a classic case of inflation. The prices of goods that go into the productive
process are falling all through this period, and at some stage later on these are
going to show up in finished product prices, and the signs of easing inflationary
pressure were evident here and were a portent of the further easing in
inflationary pressures that were to come.

At this particular stage you were getting comments like this. In spite of the
performance of construction contracts through this period, there was a heading
in the Globe and Mail of September 2, “Commercial Construction Spending
Soars”. One can see very little soaring in the performance of the new contracts
being awarded. There were other comments at that particular stage. Again the
Globe and Mail, under the headline “Food Prices to Skyrocket”, referred to
Ottawa plans to allow wages increases of between 25 and 40 per cent., and said
this sort of thing would wreck the economy through wholesale inflation.

The extent of the concern finally reached all the way to the top of official
quarters, with the comments of the Minister of Finance to the emergency
session early in September, in which he warned that if the current inflation
continued it would lead to a boom which would lead to a bust, and he hinted
very strongly that there would be an interim budget which would contain
further restrictive measures, so the sort of interpretation that we were in a
classic inflationary situation had reached all the way to the top.
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As we proceed through the last three charts we will see that, rather than a
classic inflationary situation boiling up, the measures which had been taken
earlier, the beginning of a tightening of the credit screws as far back as August,
1965, and what I have described as appropriate measures in the March budget,
were beginning to take effect and were beginning to slow the economy down
and drive inflationary pressures out. :

If we look at what happened in October, again notice the performance of
the top four indicators: housing starts down, non-residential contracts down,
stock prices down, the rate of change in the money supply down, wholesale
prices down. This is scarcely a picture of an economy running away with itself
and generating inflationary pressures. Consumer prices were still rising, yes, but
so was unemployment, and retail trade had for five months failed to pierce the
previous March peak. This was not symptomatic of an economy with excess
demand in it.

Finally, late in September the figures appeared for the second quarter for
the gross national product, and they showed the smallest increase in the gross
national product during the entire period of the expansion. They showed that in
terms of the aggregate measure of economic activity the earlier tightening of
credit and the fiscal restrictions of the March budget had taken effect at a very
early stage of the game. As we add the last two parts of this on we see that the
trend continued through to the end of 1966. You get a minor improvement in
housing as the Central Mortgage and Housing Corporation injected some fresh
money into the housing industry, and there was a slight recovery in construc-
tion contracts, but in both cases the broad pattern of decline continued. The
stock market continued to weaken. The rate of change in the money supply
again stayed down to zero. There was a bit of an improvement in wholesale
prices but not enough to interrupt the trend. Unemployment was still moving
sideways and was much higher than it had been in the spring. There was a bit
of a recovery in retail trade, which left it still below its previous peak.

.Finally, in December we see an economy which had started off at the

beginning of the year with the promise of a pretty good year, with the
possibility of inflationary problems, winding up at the end of the year with
more moderate growth and some clear declines still underway in contracts, in
yvholesale prices, some improvement in the unemployment rate and a recovery
in retail trade which had not quite matched the previous period.
‘ I have one final chart, which is not really part of this presentation, but it
just winds up the notion of the contrast between the mood in September and
what was happening. When the numbers finally came in for the gross national
pr'oduct for the third quarter we found that as of September, when the concern
with inflation was at its height, when as far up as the Minister of Finance there
were warnings that more restrictions would have to be placed on, that all
occ'ur‘red in the third month of a quarter in which real output actually declined.
This is what I mean by the lag in interpretation, or the lag in recognition, of
what is currently going on in the economy.

If I could conclude very briefly, Mr. Chairman, this leads me to a few brief
recornmend.ations as to what we might do to try to improve the public
understanding of current economic trends. None of these recommendations is
original, but I think they are worth repeating.

First T would recommend that the Dominion Bureau of Statistics should
strengthen its professional resources. I think measures should be taken to see
that D.B.S. secure the professional resources that they require, and this may
help to shorten what I have referred to as the lag in publication. Let me make it
very c%ear' that in recommending this I am not criticising the bureau. I think
that with its present resources it has in the past done a most creditable job, but
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it is the things the Dominion Bureau of Statistics has not done that are
important, and I do not believe it can do them unless it gets additional
resources.

In my second recommendation I do have an implied criticism of D.B.S. I
believe that the bureau should increase the volume of data that it publishes on
a seasonally adjusted basis. The developments in the area of seasonal adjust-
ments have been of great help in improving public economic understanding, but
there have been no real developments in this area for some four or five years.
By way of contrast, the U.S. Bureau of the Census publishes a chart book each
month which contains some 150 current seasonally adjusted economic statistics,
and the Dominion Bureau of Statistics could very well imitate this publication
and increase the volume of seasonally adjusted data that it publishes. I think
this would be of some assistance to the professional community, and would also
be of help to the news media in trying to interpret what is going on in the
economy.

Thirdly, I would recommend that D.B.S., and any other government agency
in the field of publishing economic statistics, should introduce or extend
in-service training programs, which would improve the methods of presenting
and interpreting the data, both to the newsmen and to the general public. The
basic format of the publication of a number of government economic statistics
tends to get frozen, and it is not very imaginative. I think there are many
improvements that could be made in terms of both tabular and chart presenta-
tion.

My fourth recommendation is that I believe there should be an up-grading
of the professional resources in the information division of D.B.S.

Fifthly, there is need for a liaison program between government agencies
that issue statistics and the news media in order to provide assistance to
journalists in the proper reporting and explanation of business and economic
statistics. I think that too often the reporter is left on his own to try to make
some cases out of a set of economic statistics that may not mean too much to
him.

My sixth recommendation concerns the news media themselves. I believe
that all news media, including both the financial press as well as the daily press,
could use professional resources of a higher calibre in reporting statistical and
economic information.

My last recommendation may be the most important one. It concerns the
lag in the application of policy. I believe what we need in Canada is more
flexibility in the administration of fiscal policy. Fiscal policy is now frozen in
terms of an annual budget or an infrequent interim budget. The economy does
not shift gears once a year or every six months. The economic climate may
change quickly in the space of a few months, as it did in 1966, and it seems to
me very difficult to attempt to use fiscal policy to deal with a sudden change in
the economic climate if you have to wait for an annual budget or put together
an interim budget that may be postponed three or four times.

With fiscal policy frozen in a mould of this kind you get an undue weight
put on monetary policy. If the economy is expanding rapidly and inflation is a
threat and you cannot bring fiscal policy into action quickly enough, then you
have to have a much tighter monetary policy than you would otherwise need.
This is exactly our experience of 1966. When you have a fiscal policy which is
too loose and a monetary policy which is too tight, you introduce distortions
into the economy. The impact of an extremely tight credit situation on the
housing industry in 1966 is a classic example of the type of distortion which you
get.

Similarly—and we have to go a long way back for this one—you may have
the reverse situation during a recession. You may be forced to an extremely
easy monetary policy during a recession if you are prevented from bringing
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fiscal policy into action quickly enough; this may lead you into difficulties on the
international side and may create difficulties in the exchange rate. We had an
experience of that back in 1960-61.

As long as fiscal policy or the notional and annual budget is a fairly rigid
thing it is not possible to have the kind of flexibility in fiscal policy that you
really need to fight inflation or deflation, as the case may be. What I would
recommend is that some thought be given to granting the Minister of Finance
discretionary powers to vary tax rates within some prescribed limits so that
fiscal policy can be brought into play fairly quickly when the economic plan
changes.

Mr. Chairman, that is all I have to say.

Co-Chairman Mr. BASFORD: Before the members of the committee ask any
questions, I wonder if, for the sake of those subscribing to the record, the
witness could describe who he is, so they will know they are reading some
pretty high-class stuff.

Co-Chairman Senator CrorLL: Mr. Beckett, could you tell us something
about yourself.

Mr. BECKETT: My name is Alan Beckett, and I am a consultant economist
from Toronto. I spend most of my time making presentations of what is
currently happening to the economy rather than what has happened, and 1
usually do it before businessmen rather than parliamentary committees.

Mr. SmITH: Who consults you? I do not mean the specific names of your
clients, but what type of people consult you?

Mr. BECKETT: You name just about any large Canadian corporation.
Mr. Smr1TH: Banks, for example?

Mr. BECKETT: Yes, we have some banks.

Mr. SvuTH: Trust companies?

Mr. BECKETT: Trust companies. Mainly manufacturing companies. If there
is any particular group that is heavily represented among our clientele it is
manufacturing companies who are concerned with capital goods. These are the
ones where things go up and down.

Mr. SMmiTH: Auto companies?

Mr. BECKETT: We do not have an auto company, no.

Mr. ALLMAND: Trades union?

Mr. BECKETT: No.

Co-Chairman Mr. Basrorp: I thought it valuable to have that on the record.
Co-Chairman Senator CroLL: I think so too.

Mr. SmiTH: I thought he could have expanded it a little more than he did
and that was why I asked those questions.

Senator McGRAND: As you went from month to month on the charts you
occasionally said, “There was, as you would expect, steam in the consumer price
index.” Why would you, looking at that chart, believe that the consumer price
index was going to rise? Was that the impression you intended to leave?

Mr. BECKETT: Yes, I think so. One thing I did not say on the way along, but
which I will bring in now in answer to your question, is that there is a way of
looking at economic statistics which divides them into three groups. There are
those economic indicators which move in advance of the economy, which we call
leading indicators. Housing starts and the rate of change in the money supply
are examples of leading indicators.

There are also those indicators which move generally with the economy at
the same time, and they are almost definitions of basically what is going on to
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current economic activity; such things as the gross national product, the index
of industrial production and the unemployment rate. We call these coincident
indicators.

Then there are indicators that lag behind. Among the lagging indicators are
a good many financial measures and such things as interest rates. The classic
lagger on the price side is the consumer price index. If the economy is going to
shift from @& basically inflationary or expansionist phase into a deflationary or
recessive phase, the very last thing to reflect this change will be the consumer
price index. This is historically so.

Mr. SmITH: Is it the same in reverse, that the last thing that goes up is the
consumer price index?

Mr. BECKETT: It is also true on the upswing, that the last thing to turn up is
the consumer price index. The consumer price index is, if you like, out of step
and late, and for that very reason it is a rather poor price index to select 1f
you want to describe a general inflationary situation.

Let me be very clear about what I am saying here. The consumer price
index measures the costs of things that a certain group of consumers buy. I do
not minimize the value of the consumer price index for measuring costs in that
particular area of the economy, but let us be very clear that these particular
costs tend to lag on both the upswing and the downswing.

Senator McGRAND: As we look from month to month we can see the
wholesale price dropping and the consumer price gradually rising. Will a
gradual falling off in wholesale prices eventually head off an upsurge in
consumer prices?

Mr. BECKETT: Ultimately. Maybe we can even put some timing on this. The
wholesale price index of industrial materials is based on a selection of certain
commodities, and to the extent that these are ultimately embodied in the
commodities that go into the consumer price index, sure, the one decline will
ultimately be reflected in a weakening in consumer prices. Remember, as again
you all well know, consumer prices also include the prices of a lot of services
which may continue to rise completely independently of commodity price
trends. Usually this is the factor that continues to drive consumer prices up
even late in a recessional stage; it is the price of the services rather than the
prices of the commodities that go into the consumer price index.

Senator McGRAND: What effect does the drop in the inflationary tendency
have on the drop in consumer prices? There is a connection, is there not? The
drop in the inflationary tendency ends up with a drop in the consumer prices,
does it not?

Mr. BECKETT: In the commodtiy consumer prices, yes.

Senator McGRrAND: That is what I mean. Then this drop in consumer prices
that we are experiencing at the present time, this gradual dropping off, is due
primarily to the drop in the wholesale price plus the drop in the inflationary
tendencies. I would like to know if that is the cause, because some people feel
that it was the consumers’ protest that brought down the consumer prices.

Mr. BeckreTT: I would say that both influences were there but that the
dominant influence on the course of the consumer price index late in 1966, and
currently, was the slowing down in the economy, the taking effect of the
restrictions that were put on the economy and the general subsidence of total
demand and the general dropping of inflationary pressures. Had the basic
inflationary situation continued beyond the middle of 1966, I do not believe that

any amount of consumer protesting would have brought consumer prices back.
You had to have the right climate for it.

Mr. SmuTH: All the charts, statistics and information published by the
Dominion Bureau of Statistics come from information collected from manufac-
25659—4
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turers, banks and so on. One of the greatest complaints, or an often reiterated
complaint, particularly from smaller manufacturers and businesses, is the multi-
plicity and complication of the reports they have to file for the Dominion
Bureau of Statistics. Have you ever given your attention to or concerned
yourself with a system of simpler reporting to reduce the amount of cumber-
some reports that these people have to file?

Mr. BECKETT: Not directly. From what I do know about it, I think the
Dominion Bureau of Statistics do strive to keep their reporting forms as simple
as is compatible with getting enough basic information. They use short report-
ing forms for smaller firms and ask only the larger firms for more detail.

To the best of my knowledge, D.B.S. does a fairly efficient job in collecting
data from businesses and is, to the best of my experience, well aware of the
very real burden that reporting can impose on a business. From the business
point of view, I have a feeling that maybe economic statistics and general
understanding of the environment is not as important to business as it should
be. I believe that business has a vital stake in having good economic statisties,
and if there is a reporting burden it should be borne cheerfully, because it pays
off in the long-run.

Mr. SmiTH: Do you think the recommendations you have suggested today
would increase the reporting burden?

Mr. BECKETT: I believe they would, and I believe that would be useful.
Mr. SMITH: But it would mean more reporting perhaps by businesses?

Mr. BECKRETT: Conceivably more frequent reporting, conveivably getting the
reports in on time, which is a perennial headache for D.B.S.

Mr. SmrtH: Mr. Chairman, if this question has been asked or answered
before perhaps you would let me know. Mr. Beckett, could you give a very brief
explanation of how a seasonally adjusted average is worked out? Is it possible
to put it in terms that perhaps I could understand?

Co-Chairman Senator CROLL: That was one of the points I had noted as
wanting to ask about. Would you please illustrate it, if you can?

Mr. BECKETT: It is a bit technical and I will do my best to put it across so
that you will all understand it. We are all familiar with the fact that there are
seasons of the year—

Mr. SmrTH: Cold seasons and hot seasons which vary production.

Mr. BEckeTT: Or they may be rooted in social customs. The classic example
is that department stores do an awful lot of their selling in the months of
November and December. If I were running a department store what I would
want to know was, not whether I was getting my normal seasonal increase in
December or not, but whether, apart from the Christmas upswing, the De-
cember trend of my sales was upward. I cannot get that by a November-
/December comparison because the seasonal influences are different in these
two months. Nor can I compare, say, August with December, because the
seasonal influence is different.

All I can do is compare December of this year with December of last year,
and‘ this is the technique that is used pretty consistently throughout Canadian
business to get rid of the seasonal element. You take a look at December last
year and see you are up 5 per cent, so you conclude that December this year is
good. That does not necessarily follow.

Mr. SmiTH: Maybe July was up 10 per cent.

Mr. BECKRETT: July may well have been up 10 per cent. What we call a year
to year comparison does not tell you what the trend has been in the last six
months. It tells you what the trend has been over the year but it does not tell
you what the trend has been within the last six months.
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There are standard statistical techniques for measuring very precisely the
seasonal pattern in any economic indicator you want to measure, so that you
can compare November and December directly, or you can compare July and
December or March and December; you can compare any current month with
any other month so long as you have taken that month’s seasonal variation out
of it.

D.B.S. publishes something like 70 monthly indicators on a seasonally
adjusted basis, and the quarterly gross national product accounts are published
in some detail on a seasonally adjusted basis. This means you can look from the
first to the second quarter and decide whether the economy went up or down;
you do not have to rely on the first quarter of this year versus the first quarter
of last year.

The technical process of doing seasonal adjustment has been written for
the D.B.S. computer, and for a variety of other computers, and it takes about
four seconds to take a piece of basic economic statistics and convert it into the
seasonally adjusted.

Co-Chairman Senator CroLL: That is the I.B.M. machine at D.B.S.?

Mr. BECKRETT: That is right.

Co-Chairman Senator CRoLL: Where does it go from there? That is our
trouble. Who knows of it besides the D.B.S. people?

Mr. BECKETT: It is published in the Canadian Statistical Review.

Co-Chairman Senator CROLL: How soon after?

Mr. BECKETT: One allows for the lag in publication. It is published in the
Canadian Statistical Review Weekly Supplement. All I was making a plea for
was a substantially larger volume of data to be processed in this fashion. At
four seconds per indicator it does not take long.

Co-Chairman Mr. Basrorp: If it only takes four seconds why are not they
doing it?

Co-Chairman Senator CRoLL: But they are doing it.

Mr. BECKETT: They are doing it to a certain extent. There is another
problem, in all fairness. It does take resources to compile the data for the
computer, and it does take resources to have the information charted and
printed afterwards.

Mr. McCutcHEON: If I might ask a further supplementary question, how
are the seasonally adjusted unemployment rates arrived at?

Mr. BECKETT: In the same fashion. This reminds me of a little story of the
fellow who went down to collect his unemployment insurance and they said,
“Seasonally adjusted you are not unemployed”, to which he replied, “Well,
seasonally adjusted I was working last summer.” There is a certain artificiality
about this. It does not do any good to tell a fellow that seasonally adjusted he is
not unemployed, because actually he is unemployed.

Mr. McCuTcHEON: He is just as much out of work in June as in September.

Mr. BECRETT: Let us distinguish between the measurement of unemploy-
ment in its welfare connotation and its use as an economic indicator. I can go all
the way back to, say, February or March, 1955, when we hit a very high rate of
unemployment in the months of January, February and March of 1955, and as a
consequence of looking at the seasonally unadjusted unemployment figures
everyone around Ottawa got very concerned and gave the economy a good dose
of stimulation, both monetary and fiscal. The result was that within eight
months we had an inflationary situation on our hands.

I am not taking away from the 400,000 people who were unemployed that
March, but in actual fact the trend in unemployment seasonally adjusted had
been down for ten months before the authorities concluded, on the basis of the
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seasonally unadjusted unemployment, that they should do something to stimulate
the economy. I think we distinguish between these two. I am well aware of
the welfare problem, but I also think that economic policy should be consistent
with economic trends, and economic trends are only revealed by seasonally
adjusted data.

Mr. SmrTH: How far can you use economic policy for social purposes?

Mr. BECKETT: That is part of it too.

Co-Chairman Senator CroLL: Could I ask at this point, where did you get
your training?

Mr. BeckeTT: I studied at the University of Toronto, and I got a master’s
degree in economics in 1949. I got a fair bit of training working for the Planning
Board in the Province of Saskatchewan. I got a fair bit of training working for
the Department of Trade and Commerce in Ottawa. The best training I had was
teaching at the University of Toronto from 1957 to 1960. I recommend teaching
as a post for studying, as a method of training. Finally, I have been a consultant
for the last seven years.

Co-Chairman Senator CroLL: The point I was getting at was this. If I were
a small businessman interested in these trends, could I afford a service that you
give? Do you sell a service—you know what I am referring to—that I could
afford as a small businessman?

Mr. BECkETT: I think a small businessman could afford it, yes.

Co-Chairman Senator CroLL: But most of the time you have these group
organizations that you service?

Mr. BECRETT: No, we work for all different sizes and types of clients.

Co-Chairman Senator CRoLL: You issue a monthly publication?

Mr. BECRETT: We do, yes.

Co-Chairman Senator CRoLL: Have you competitors in the business?
Mr. BECKETT: Some, yes.

Co-Chairman Senator CROLL: A couple?
Mr. BECKETT: I can think of two competitors.

~ Co-Chairman Senator CROLL: You say a small businessman could afford
this service?

Mr. BECKETT: To be more definite—has.

_Co-Chairman Mr. Basrorp: You had better be careful or we shall end up
sending you a bill for public relations!

i3 Co-Chairman Senator CroLL: This is very interesting; I am intrigued about
1S.

Mr A.LLMAND: In your seventh recommendation you recommend a greater
flexibility in the application of fiscal policy, and you suggest, if I understand you
correctly, that the Minister of Finance should be given discretionary powers to
change the inc_ome tax rates rather than having to, let us say, make an
announcement in a budget speech that he would like to change them and then
introduce legislation to change them, which is a long process. Do you know if
Income tax or fiscal measures can be taken in that way in other countries?

Mr. BECKRETT: No, I cannot think of any.

Co-Chairrpan Senator CRoLL: Mr. Johnson did. He put on a 5 per cent tax;
he announced it and it was on.

- Mr. ALLMAND: Our Minister of Finance could announce it whenever he
ikes, but it still has to be carried through by legislation; it could be defeated in

the_ House of Commons. I do not know exactly how it is carried out in the
United States.
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Mr. BECKETT: I cannot think of any specific examples, but there is one
element—

Mr. ALLMAND: Excuse me, sir. You are suggesting he should be able to do
more than just announce it. You are saying the Governor in Council should be
able to change income tax rates to effectuate fiscal policy without actually going
through the legislative process of the House of Commons, to give greater
flexibility and quickness of action?

Mr. BECKETT: That is right. I also said, within prescribed limits.

Mr. ALLMAND: These limits would have to be set down in legislation.

Mr. BECKETT: Yes.

Mr. ALLMAND: You do not know of any other country that does it this way?

Mr. BECKETT: I cannot think of a specific example of varying, say, personal
income tax, but in one of the current provisions there is an area of discretion
that the Governor in Council has now, and that is on the 5 per cent refundable
tax. As I understand it, the Governor in Council may suspend the collection of
this tax at any time without reference to the house.

Mr. SMmITH: In tariff matters too.

Mr. ALLMAND: In other things too, such as, I think, rates of interest for the
National Housing Act. Also the Governor of the Bank of Canada has powers in
respect of monetary policy.

Mr. BECKETT: I believe monetary policy has pretty well all the flexibility
that it requires in legislation, but I do not think the Department of Finance has
the same degree of discretion, and I think it should be allowed a modest degree
of discretion. I am well aware of the importance of parliamentary approval of
ftaxation and spending, but I think there is room for some small area of
discretion here, which would be a net gain to the community if fiscal policy
could be used more effectively than it has been used.

Mr. ALLMAND: I think it was Dr. Deutsch who testified before us and said it
was of the very essence of fiscal policy that it should be used exactly at the
right time, so what you suggest would follow through on what he suggested. In
other words, if we are to use fiscal policy correctly, we have to have the data as
quickly as possible and use it at the right times, without delays.

Mr. BECKETT: That is my feeling, yes.

Mr. ALLMAND: Even if we had this discretion in the Minister of Finance,
and even if we had the data much quicker than we have it now, do you think
our constitutional system would still hold us back in applying fiscal policy to its
most effective extent because of the fact that both the provinces and
municipalities can decide on their own fiscal policy, and can actually pursue
policies opposite to that of the federal government?

Mr. BeckeETT: I think in a federal state you are bound to have some
decentralization of fiscal policy. If you look at the record of the last two or three
years, we have had a good deal of that. I do not pretend to know what the
solution to this is, but it certainly does make the life of the federal fiscal officials
quite difficult at times.

For example, during the last two years, up until the middle of 1966
anyway, when the economy was going a little too fast, one of the things that
was going extremely fast was provincial municipal spending. It was not the
type of fiscal policy that you would recommend on the basis of economic
analysis; it is not the type of fiscal policy, I am sure, that the federal officials
wanted; but in our federal state there is no way around this other than through
consultation, which I believe the Economic Council also has recommended.

Mr. SaLTsMAN: This also leads to an increase in the use of monetary policy,
does it not, using interest rates to deter them?

25659—5
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- Mr. BECKETT: Sure., You have to use monetary policy to check prov1nc1a1
mun1c1pa1 spendmg, and this becomes a bit difficult too. )

- Mr. ALLMAND: One can conclude; that it is very difficult to apply ﬁscal
pohcy as it should be applied in a federal state such as Canada?

Mr. BECKRETT: Yes.

Mr. ALLMAaND: Next I wanted to ask about the effect of external statistics.
Even if we had all the statistics presented in the way in which you suggest, to
what extent do foreign trade and the effect of foreign economies bear on the
economic life of Canada? Do not you need these external statistics just as much
as you need domestic statistics, especially American and European Comrnon
Market statistics? -

Mr. BECKETT: Oh yes.

Mr. ALLMAND: How available are they?

Mr. BECKETT: They are quite readily available too. In the field of seasonal
adjustment alone the U.S. Department of Commerce does probably the best job
that is done. You can get this little booklet, Business Cycle Developments,
which contains a check each month on 150 U.S. economic indicators, run
through it in a few minutes and get anyway a superficial fix on whether the
U.S. economy is going up or down. The O.E.C.D. also publishes a broad range of
economic statistics for all member countries, including Canada and U.S., and
you can follow the European and Japanese situation pretty well by going
through this. Again there is this inevitable lag in publication, but all these
O.E.C.D. statistics are available on a seasonally adjusted basis.

Senator CARTER: Is the booklet Business Cycle Developments the one you
refer to in making your fifth recommendation?

Mr. BECKETT: Yes.
Senator CARTER: Is the time lag in that any shorter now?

Mr. BECKETT: This arrives in my office on the first working day of every
month, and contains some statisties referring to the previous month.

Mr. ALLMAND: When you or other economists are advising clients, or when
the economists in the Department of Finance are advising the government, you
take into consideration these external statistics as well as the domestic statis-
tics?

Mr. BECKRETT: Yes.

Mr. ALLMAND: My next question has to do with interpretation. Even if you
had all these statistics to the extent you suggest, is there much speculation
involved in the interpretation? You were saying that last year, in January a
majority of economists were saying that there were inflationary pressures but a
small minority, including yourself, were saying that there was actually going to
be a down trend in the second part of the year. I am wondering whether these
conclusions can be arrived at in a purely scientific way. How much would you
say that speculation is involved in this?

Mr. .BECKETT: I think my answer to that would be that there is room for
hopest dlﬁere.nces of interpretation, and I think there will always be differences
of interpretation—at least, I hope there will be. What I am concerned with is this
sort of thing, to be specific. When we reached September of last year one of my
colleagues wrote an article saying that inflation was the problem I called him
an inflationist and he called me an illusionist. This was in the month of
September, which, as I pointed out, was the third month of a quarter in which
real output fell.

There can be differences of opinion on this, I suppose, but only if someone
is looking at some pretty irrelevant numbers, and I submit that by. early fall
one could only make a case for inflation in this country by referring to what I
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would call the lagging indicators. This is the type of evidence that was referred
to as this committee sat through the autumn; most of the evidence discussed
concerned food prices, consumer prices and all the other things that you would
expect to find rising even after the economy had turned down. I do not know
where you draw the line here, but there is something scientific in the way in
which we measure real output, and I submit that you cannot have inflation
when real output is falling.

Mr. ALLMAND: Why I ask that question is because, as you know, . last
September the Minister of Finance, as an anti-inflationary measure, put back
the introduction of the medicare program, stating that if it was introduced at
the time it was supposed to be introduced it would have piled even more coal
on the fires of inflation. There were others, who were economists, who disagreed
and said, as you seem to be saying, that there were no real inflationary
problems at that time. How would you assess that judgment?

Mr. McCUTCHEON: Sometimes the wish is father to the thought.

Co-Chairman Senator CrorL: It is the political economists that you are’
talking about.

Mr. ALLMAND: No, I am talking about just economists.

Mr. BECRETT: I have to answer that question, do I?

Co-Chairman Senator CroLL: No, you do not. :

Mr. SaLTsMAN: I think it would be very interesting to have the answer.
Mr. McCUTCHEON: I agree. ' :
Co-Chairman Senator CroLL: It is up to you, Mr. Beckett.

Mr. BECKETT: Let me put it this way. I think that the measures the Minister
of Finance took, both in March and in December, were broadly speaking quite
appropriate to the economy. What I am interested in is what the Minister of
Finance does. What he says, as opposed to what he does, may have less
economic impact.

Mr. ALLMAND: Are you saying his announcements can have a psychological
effect on other people in the economy, that by him holding back special
programs it may encourage others to hold back?

Mr. BEckETT: I think he was in a sense setting an example there, more so
in the December budget where I think the message was pretty clear if this
community wishes to have expanded expenditure programs this community will
have to foot the bill for these. I think there is a message of some sort of
self-discipline in that kind of thing, which was put across without tightening
fiscal policy. It was hailed as a neutral budget, and it was in that sense, but I
think there was the moral suasion of informing Canadians generally that you do
not get something for nothing, and I think this was all to the good.

Mr. ALLMAND: You advise companies and businesses economically. Why I
asked at the very beginning whether trades union were advised in this way was
because at these hearings we hear a lot about the result of increased labour
costs on increased inflation and that sort of thing. I understand that in
bargaining trades union look at the indicators, they look ahead and bargain for
their wages for two or three years. How much use do they make of statistics of
this nature? In their bargaining, do you think they make a great enough use of
statistical information?

Mr. BEckeTT: First, I am not too well acquainted with what they do;
secondly, I would assume that they do use indicators, and probably could make
greater use of indicators. They do have research departments, and I am
acquainted with some of these people.

Mr. ArLMAND: I have one final question on a point of clarification. Your
first recommendation was that the Dominion Bureau of Statistics should
25659—5}
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strengthen its professional resources and your fourth recommendation was that
there should be an upgrading of resources in their professional services. I was
wondering what the difference was between the first and the fourth recommen-
dation.

Mr. BECKETT: In my fourth recommendation I was referring specifically to
the information division of D.B.S.

Mr. ALLMAND: And in the first one?

Mr. BeEckeTT: The first: one was a general recommendation that there
should be more statisticians and economists at the bureau. The fourth one was
specifically that there should be a couple of high-powered professionals in the
information division.

Mr. ALLMAND: Public relations.

Co-Chairman Senator CRoLL: No, the information division.

Mr. BeckeTT: I think there should be professional economists as well as
public relations experts.

Co-Chairman Senator CROLL: We made recommendations along those same
lines in our preliminary report.

Mr. McCuTcHEON: Could I get one word of explanation here from Mr.
Beckett? This is something that is bothering me and maybe an explanation will
help me to understand this as we go along. What is this money supply? Why
does it go up and down?

Mr. BECKETT: The money supply is dollar bills, and it is also dollar bills
when you put them in the bank. The total money supply currently is running at
around $20.5 billion; there is about $400 million in dollar bills around, with a
little bit more than $20 billion in bank deposits, and this is money because you
or I can write a check on it and get money from that bank deposit. This is how
we define the money supply. The public money supply is the currency that is in
the hands of the public and the bank deposits that are owned by corporations or
private individuals. The Government of Canada also has deposits with the
chartered banks. This is the total money supply; this is the money that is
around.

The money supply, like the stock of anything else that is used in the
economy, has to grow as the economy grows. The responsibility for seeing that
the money supply grows at the “proper rate” is the responsibility of the Bank of
Canada. If I can interject, I think they have discharged this responsibility
pretty well over the last four or five years. When you wish to tighten credit
conditions the Bank of Canada slows down the growth of the money supply,
which means it is difficult to borrow money to finance inventory, to finance new
capital investment, to get a mortgage on a house. In this fashion you slow down

real economic activity by preventing people from getting money to do what
they want to do.

Co-Chairman Senator CroLL: How do they increase it? By what method?

Does somebody start up a machine making money and hand it out into the
markets?

Mr. BECKETT: Theoretically they could. Actually what they do is this. The
Bank of Canada has legal control under the Bank Act of the reserves of the
chartered banks, and the Bank of Canada, simply by buying or selling
government securities in the open market, can either increase or decrease the
reserves of the chartered banks, and the chartered banks must respond by
increasing or decreasing their loans and investments in order to maintain their
legal reserve requirements.

Mr. SmiTH: Then is your money supply the money you have plus what you
can borrow, in a sense?
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Mr. BECKETT: There is an entire superstructure of credit that is erected on
the basis of the money supply.

Co-Chairman Senator CROLL: Just give me the mechanics of it. You are
sitting in the position of the Bank of Canada. Just give me the mechanics of
influencing the market by selling bonds or buying bonds. I read about it in the
papers and I scarcely understand it. Give us the mechanics of it.

Mr. McCuTcHEON: May I supplement what you are asking, Mr. Chairman?
One of the previous witnesses here admitted there was a great influx of money
into the market place at the time of the Atlantic Acceptance fiasco. How did
they do it? Why? I think this is what the senator and I are interested in.

Co-Chairman Senator CROLL: We are just a couple of farm boys!

Mr. BECKETT: Let us deal with both of those questions. If you go to the first
page of the chart you will notice that the money supply increased in June, 1965,
and the rate of increase fell in June, August, September and October following
Atlantic.

To put the two questions together, if the Bank of Canada wishes to slow up
the increase in the money supply, or actually reduce the money supply, it sells a
government security in the open market, it takes a government bond, say a 43}
per cent. bond maturing in 1983, which it has in the vault and sells it to
Senator Croll, who pays for it with a check drawn on his bank; this check goes
to the Bank of Canada, the Bank of Canada presents the check to Senator
Croll’s bank for payment and the deposits of that chartered bank at the Bank
of Canada are written down by the amount of that check.

Co-Chairman Senator CrRoLL: It is taken out of circulation then?

Mr. BECKETT: It is automatically taken out of circulation. When the Bank of
Canada wishes to inject it back it purchases a bond, draws a check on itself, the
Bank of Canada, that check is deposited in the ABC Bank, the ABC Bank then
presents the check to the Bank of Canada, which credits it to that bank’s
deposits with the Bank of Canada. There is a multiplier in this, but you know
about the multiplier.

Mr. ALLMAND: Say nobody buys? When they put their bond on the open
market, suppose nobody takes it up?

Mr. BECRETT: They change the price until somebody does. That is why the
interest rate goes up and down as the money supply goes up and down.

Senator CARTER: I would like to go through this money business a little
further. At a previous hearing I asked an economist, first whether we were not
using a horse and buggy system in an atomic age. He did not think so; he
thought our monetary system was quite adequate, but I personally am not yet
convinced. Then I asked him whether it would be better if we had two functions
for money, one as a medium of exchange and the other as a commodity to be
bought and sold, if we had these two functions separated and two separate
people to do it. He said that money would have to be a commodity, but I could
never find out from him why it had to be a commodity. Perhaps you could
throw some light on this.

Mr. BeEcCkETT: I do not think money is a commodity, except for coin
collectors and gold hoarders. Money is the inverse of a commodity, it is what
you exchange to get a commodity, or you exchange a commodity to get money,
but you want money so that you can acquire another commodity. Only in a
collector’s sense is money a commodity.

Mr. ALLMAND: Did not he mean that on the international market it is a
commodity, Senator Carter? In other words, our dollar is worth so much and
the American dollar is worth so much. It was in that sense that I think he was
talking about it as a commodity.
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' “Senator CARTER: I may have misunderstood him.

Co-Chairman Senator CRoLL: I understood what Senator Carter said and it
‘struck me at that time, but I did not follow it and I was glad he asked the
question. You see, you get differences of opinion even among economists. You
‘do not have to go into politics.

Mr. ALLMAND: Is it not a commodity for international purposes?

Mr. BeEckeTT: No, it is simply a ratio, it is a ruler; the only difference
internationally is that you keep changing the size of the ruler. Other than that
it is simply a method of measuring transactions, that is all. You may say you
can earn interest on money, but this is a sort of shorthand expression. You are
not really earning interest on money. You take a dollar bill, put it in the ground
and see if it will grow anything. It will not. What is earning your interest, or
your dividends, are the real things that your money has bought. When you buy
stock on the stock market it pays a dividend. It does not pay a dividend because
you put money into it; it pays a dividend because your money bought a machine
which turned out geods which make a profit permitting the corporation to pay a
dividend to you. It is not money. Money itself is sterile. It is not money that
does it; it is the real things that lie behind money that do it.

Senator CARTER: I can understand that if I go and work, if I raise a cow or
perform a service, and get $100 for it, I have a right to rent it out, and if
somebody borrows that $100 from me I have a right to expect some return on it,
because I cannot make something out of it myself if I hold on to it. What I
cannot understand is, if I go to a bank and they set up an account for me in a
book, which does not represent any work done except writing it, or any
investment except ink and paper, why should I have to pay interest on that?

Co-Chairman Senator CROLL: You go to the bank and you borrow money.
You are borrowing my money, so you have to pay interest.

: Senator CARTER: As I understand it, if the senator has got $1,000 in the
Bank of Nova Scotia, the Bank of Nova Scotia cannot lend his $1,000—but they
do. They are prohibited by the Bank Act. Is that right?

§13 Co-Chairman Senator CroLL: No. As a matter of fact, they can lend
,000.

Mr. McCuTtcHEON: Or $5,000 or $1,000. This is the point.

Mr. BECKETT: If the senator deposits $1,000 in the Bank of Nova Scotia
they can lend you or I—and I hope I get there first—$920.

Senator CARTER: But not of his money.

Mr. BECKETT: Oh yes.

Senator CARTER: They do not reduce his account by that amount.

Mr. BECKETT: Oh no. They write up both sides. When I borrow the money I
create a new asset. My liability, the loan, is an asset of the bank, so an
additional $920 has been created.

Senator CARTER: What does that asset represent in wealth or services, or
something tangible?

Mr. BECKETT: That depends entirely on what I do with the money I borrow
from the bank. If I use it to build a house I get the enjoyment of the house,
shelter from the cold.

Senator CARTER: But it does not represent anything until I have done
something with it.

Mr. BECKETT: That is right.
Mr. SMITH: Social credit!

Co-Chairman Senator CRoOLL: Well, let us get on, senator. We are not going
to solve this.
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Senator CARTER: You have listed here ten indicators, and you have said that
there are as many as 70 indicators. I gather these are the ten most important
ones. Could you list us four or five of the others which could possibly nullify the
effects of these ten or any one of these ten?

Mr. BECKETT: I selected these so that we would not have too much in front
of us. We actually use 24 indicators. These are chosen on the basis of how well
they conform to the business cycle, how representative they are of economic
activity, how consistent they are in their performance, how far back they go in
history and so on. There is a total of eleven separate criteria that we use to
select a particular indicator.

In addition to the ten shown here, we use such indicators as new orders for
durable goods, corporation profits, the average work week, the volume of checks
issued through the bank clearing centres, imports and exports to reflect the
external side, interest rates, consumer credit, unit labour costs. There is no
magic in the number of indicators. You can go on and pick 50 indicators or, as
the U.S. Cycle Developments have, something approaching 150 indicators. You
generally get a consensus out of these. They do move broadly together, because
that is the nature of the economy, it moves like this.

Senator CARTER: Do you have productivity as an indicator, or are there any
meaningful statistics on productivity that you could use?

Mr. BECRETT: Yes, we combine productivity with something else. We use a
measure which we call unit labour costs. This is a composite indicator which
measures the change in the price of labour, changes in the quantity of labour
and changes in the quantity of output, so that at any point you can say that the
unit labour costs of turning out a given unit of production is so much. At the
moment D.B.S. is in the process of revising, as they usually are, some back data
and we do not have anything current on it, but this is an extremely useful
indicator, and one we put a great deal of weight on. Incidentally, it is one that
can be used for international comparisons, because you get around any problem
of the exchange rate by expressing it as a ratio; you can look at the one for the
U.S., the one for Canada, the one for the U.K. and the one for Japan and see
what the trends are.

Senator CARTER: When we were getting all steamed up about inflation at
the beginning of September, the economy was in the third month of a slow
down.

Mr. BECKETT: Yes.

Senator CARTER: That slow down was the result of measures taken way
back, some in March.

Mr. BECKETT: Some as far as back as August, 1965.

Co-Chairman Senator CrorL: If I might interpose, sitting round this table
are parliamentary representatives, sitting downstairs are parliamentary rep-
resentatives, the press of the country, the finance people of the country.
Everyone was screaming about inflation at the time. How is it they did not
know these things that they should have known or that their experts should
have known? For instance, the Minister of Finance has available to him the best
possible information, and as a matter of fact probably a preview on D.B.S., or a
quick one, long before we get it. I do not understand how the whole country
was wrong.

Mr. SALTSMAN: There were people at that time saying what Mr. Beckett
was saying. I saw a report from some of the labour groups at that time.

Co-Chairman Senator CroLL: Mr. Beckett, what comment have you to
make on that? Some of the research people of labour groups were saying that
for different reasons. This was general talk that we heard in parliament, the
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press were saying it, finance institutions were saying it. How could they be so
wrong? And the women were shouting.

Mr. BEckeTT: First of all, I think many groups have a point of view, and I
would say that our economy functions because they take their point of view—

Mr. SMITH: Special pleading.

Mr. BECKETT: You can call it special pleading, but if I were a trade unionist
I would have been trying to get as large a wage increase for my members as
possible in September last year, and I would have been taking a line guaranteed
to promote that. If I were Minister of Finance I would probably have been
doing what he was doing at that time. I think we have to face that fact.

The fact that the sort of inflation crescendo hit its peak in September was
simply a lag, as far as I could see, of people who were simply not looking at the
right numbers. If you look at the evidence that was cited—and you can always
prove this case—they were pointing to all the things that were going up and
most of them were lagging indicators. I do not want to get a “commercial” in
here, but at the time we did write a piece, in September—in fact, it came out on
the same day as the Minister of Finance made his speech on restraint—in which
we said that there was a serious danger of government policy taking a wrong
turn if policy was based on the inflationary thesis, that the economy was
already cooling down and if any stronger steps were taken to cool it down it
would cool it down to the extent of producing a recession.

Co-Chairman Mr. Basrorp: The only indicator the housewife looks at is the
price of bacon.

Mr. BECKETT: As I say, if I were a housewife that is what I would have
been looking at; this is what she pays, these are her costs; she has a right, I
think, to protest and so on. But the price of bacon or the position of the
housewife, however legitimate that position may be, is not the type of thing on
which to base a description of general inflationary trends, and it is not the sort
of thing on which to base government policy. If public economic policy is based
on the composite of special points of view, then I think you would have some
rather poor government policy.

Senator CARTER: Do you think that we generate a sort of psychological
atmosphere that blinds us to what is actually taking place?

_ Mr. BECKETT: I think so. The danger in this is that these expectations can
in themselves become an economic force, and can conceivably stampede policy
makers into making decisions they otherwise would not make, and I think we
came very, very close to that point last fall. I can express this as no more than a
belief. I believe that as of the middle of September the Minister of Finance was
planning an interim budget which would have had restrictive measures in it.
Fortunately, that was postponed and postponed and postponed until the need
for restrictive measures was clearly past. Had we had a budget in midfl-October,
or even on November 1, which contained further restrictive fiscal measures we
would be in the middle of a recession right now.

Co-Chairman Senator CROLL: Let me make one observation with which
perhaps you will agree. One of the reasons you did not get a budget was the
fact that this committee sitting cooled off that particular tendency—not with
respect to inflation—in that they had a forum for the purpose of discussing it at
that time, and as it went on the thing cooled off, with the result that his policy
changed too. That is my observation. I do not know whether that strikes you.
We were not actually affecting prices perhaps.

Mr. BECKETT: I would concede that was a factor.
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Senator CARTER: I would like to revert to the question of productivity. Do
you have any comparative figures on labour costs which would compare 1956
and 19667

Mr. BECkETT: No, I do not have any with me, I am sorry.

Mr. SALTSMAN: Mr. Beckett, just a fast question on information. I presume
the information you provide goes to subscribers to your company. How does a
member of parliament go about gathering this information who wants to
become a subscriber?

Co-Chairman Senator CRoLL: Your competition sends it to us every month
free of charge. I want you to know that.

Mr. SALTSMAN: I notice you restricted your comment to the need for in-
formaton to newspaper men. There might be a need for information on the
part of other people as well.

Mr. BECKETT: I would be happy to send you one.
Mr. SALTSMAN: Thank you.

Co-Chairman Senator CRoLL: That is special pleading. I do not think that is
fair. If you are going to send it the whole committee should be treated as
subscribers.

Mr. McCuTcHEON: You have some poor farmers on this committee too, Mr.
Beckett.

Mr. SALTSMAN: Mr. Beckett, you have pointed out that we have a set of
large, elaborate fiscal and monetary policies that do have some lag and should
respond to what is generally going on in the country. At the same time, there is
a general problem in the country, there are specific regional problems in various
areas of the country. Do you feel there is a need for two different sets of
policies, one for the general economy and another one specifically directed
towards areas of, in some cases, high unemployment or under-development,
this type of thing?

Mr. BECKRETT: Yes, I believe there are. I am not saying anything new here; it
is something the Economic Council pointed out in its third review. The big
levers, monetary and fiscal policies, inevitably hit one part of the country harder
than they hit another part of the country. We are an economy and when money
gets expensive in Toronto it gets expensive in Halifax or Saskatoon. There is
just no way round this. Therefore, the big levers, which may well be in the
national interest in the way in which they are being used at any given moment,
are bound to have side effects which will vary from region to region.

What you need, it seems to me, and what the Economic Council is groping
towards, are policies which will attempt to reduce regional inequities. These fall
into a different basket I think. These are problems of long-standing, and we
could probably do with a great deal more research, and certainly with new
policies, in the area of reducing regional differences in Canada. One of the
limitations which apply to the so-called big levers is that you simply cannot push
monetary policy to its nth degree because one or two regions of Canada will be
seriously hurt.

Mr. SALTSMAN: We ran into this situation as well under the threat or danger
of inflation if you started to cancel out certain programs which were perhaps
needed in terms of the long-term productivity of the country, which is a
somewhat similar problem. Your feeling about it is that some examination
should be made of this problem to find specific ways of tackling these difficulties,
rather than through the sort of big lever budgetary approach?

Mr. BECKETT: That is right. You cannot deal with these specifics with a
broad axe.
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Mr. SALTSMAN: To what extent can Canada use more flexible fiscal policies if
there is not agreement amongst other nations also to emphasize fiscal policy over
monetary policy? Recently there was a meeting of the heads of central banks,
who I think came to this conclusion, to try to play down monetary policy and to
implement fiscal policy. Can Canada rely on moving in this direction to increase
the use of fiscal policy if this trend is not going on in other parts of the world?
For instance, will our interest rates go out of balance, and might there be a drain
of money out of the country or into the country?

Mr. BECKETT: We can have departures in the fiscal area to a greater extent
than we can in the monetary area. Our monetary discretion is severely limited
by the fact that capital is free to flow. The structure of Canadian interest rates
cannot be much different from the structure of United States interest rates. The
external constraints or limits on monetary policy are ever present, and some-
times they are quite strict, as they were in 1962, for example. Therefore, to the
extent that we can develop greater fiscal flexibility we will rely to a lesser ex-
tent on monetary policy, and in effect it would insulate us a little more from
some international developments. I think we could pursue much more of an
independent fiscal path if we chose to.

Mr. SALTSMAN: Your fiscal policy has to be geared to your monetary policy.
If, for instance, your monetary policy has certain perils from other countries you
cannot bring in a fiscal policy that taxes too heavily or eases credit too heavily;
you are still restrained to some extent by the effect of monetary policy through-
out the world.

Mr. BECKETT: At certain points in time these are alternatives. If you want to
fight inflation you can tighten up in the fiscal area or you can tighten up in the
monetary area, or have some mixture of the two. In the past the tendency has
been to bring the fiscal policy into the game very late, we are always very late,
and usually too heavily. If you go back into the late 1950s, from the viewpoint of
fiscal policy that period was little short of atrocious. Sometimes you had a fiscal
policy which was too weighty and you had monetary policy being used to offset
it; and they would change sides, as they did late in 1959 when you had a very
loose fiscal policy and had then to turn to a very tight monetary policy, which
produced a premature recession in 1960. To the extent that you get more
flexibility and you can choose a little bit of this and a little bit of that you can
have better policy, and I think we have in the last few years.

: Mr. SaLTsmaN: Can we move towards reducing the differential between
interest rates in Canada and the United States? Traditionally our interest rates
have been roughly 1 per cent higher than in the United States. Is there anything
we can do about reducing this differential, to bring them down to the level of
the United States?

Mr. BECKETT: Not in the short-run. The United States is a capital exporter
and Canada is a capital importer. We have a strong growth rate with medium
returns in Canada, and we have a need for a strong growth rate because we
have a rapid growth in the available labour supply, and the level of capital
formation that we require to achieve optimum or a desirable growth rate is
such that we will depend on foreign capital to the extent of $1 billion or better
for about as far as you want to look.

' In circumstances in which we are a capital importer, the structure of our
interest rates will have to be above the structure of interest rates of any capital
exporter. The amount of that spread may vary from time to time, but basically
long-term Canadian interest rates will be a point or better above U.S. long-term
interest rates for as far ahead as you want to look.

: Mr. SALT:SMAN: Turning to the question of housing, I guess theoretically the
interest rate is supposed to determine priorities as to what gets built; in other
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words, those who can afford to use money at a certain cost will use it to build
and those who cannot will not. Is there anything we can do if the government
wishes to give priority to housebuilding rather than certain other types of
construction? Are there any specific measures we can have to provide these
priorities outside the interest rate structure? I am thinking of sales taxes or
investment policies, this sort of thing.

Mr. SMITH: A tax on building materials used for residential purposes.

Mr. BECKETT: You are asking me to verge on the policy area. I am quite
prepared to comment on it, but I have only one vote here. This is not for the
professional economist; you are asking for value judgments here I think. There
have been some steps taken lately which I think will improve the possibilities for
housing in the medium term. I refer particularly to the placing of the N.H.A. rate
on a floating basis; I believe it is 1} interest rate points above the average yield
on long-term Government of Canada bonds. This will prevent the automatic
workings of monetary policy and automatic fluctuations in interest rates from
drying up the flow of mortgage funds, because the N.H.A. interest rate will
always have a spread to cover risk and cost of administration above long-term
Canadas and the conventional lenders and the N.H.A. lenders will base their
commitments on their own portfolio balance and they can ignore a risk factor
that is no longer there. I think this is a good step. In other words it converts the
N.H.A. interest rate into a bond yield which should be adequate. In future
periods of tight money, then, housing will be able to continue to attract money,
which it has not been able to do because the spread has been either squeezed or
eliminated before.

Beyond that I do not know. It seems to me that what you do in the field of
housing is not solely a matter of economic policy or solely a matter of economics.
It is a matter of social policy and so on. There are many dimensions to this
particular problem which I do not feel too competent to comment on. I do think
it is a good thing not to squeeze housing just because the rest of the economy is
going well.

Mr. SALTsSMAN: When you refer to a more flexible fiscal policy I presume
you are referring to corporation and income tax proposals specifically. You also
referred to the refundable tax. Would you comment briefly on these measures as
suitable instruments? I would like to add one other measure, and that is a
variable sales tax. If the government had some degree of flexibility in their
application, if they could get agreement from parliament to give them this
flexibility, could you comment very briefly on the use of these instruments in
terms of their responsiveness in the economy? That is, income tax, corporation
tax, refundable tax and sales tax?

Mr. BECkRETT: I would think it would be completely reasonable to give the
Minister of Finance discretionary power to, say, raise or lower the income tax
rate by a given percentage for a limited period of time, or to do the same thing
with corporation tax, to change it from 50 to 48 per cent for a limited period of
time.

Mr. SmiTH: For example, to the end of the next fiscal year?

Mr. BECKETT: For the next six months. Looking back historically, if the
Department of Finance had possessed these powers in the fall of 1965, conceiva=
bly you could have put through a small personal and/or corporate tax increase
which would have checked demand and checked the economy, permitted you to
have a monetary policy which was less tight, and would conceivably have
avoided some of the inflation that we had in the first half of 1966.

In the area of sales tax, I think you could apply it here. If the economy
began to flag at any time one of the measures that you could take to stimulate
demand would be to knock the sales tax back, again by some prescribed formula
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to begin with, knock it back from 12 to 11 per cent., or even from 12 to 10, for a
period of six to eight months, which hopefully would lead to some lower prices
and some stimulus to real consumption, and would prevent the economy from
going down as far as it otherwise would.

I think the matter of being able to time these things is quite important. If
you come along with the right kind of tax change six months after you should
have, then maybe you will need a tax change that is twice as big because forces
have been accumulating while you have been waiting to take action. This is the
danger of delay.

Mr. SALTSMAN: For instance, a sales tax could be applied almost instantane-
ously. Is not there some difficulty in applying income tax or corporation tax,
where there might be one rate for a certain part of the year and another rate for
another part of the year? This is why I am wondering about the flexibility of
this as an instrument.

Mr. BECKETT: There might be some administrative difficulties but they
would be far outweighed, I think, by the advantages.

Mr. SALTSMAN: In other words, it could be done?
Mr. BECKETT: Sure.

Mr. SALTSMAN: My final question is: how reliable is the stock market as an
indicator of what is going on in the economy?

Mr. BECKETT: My answer is very short: not very.

Co-Chairman Mr. BAsroRD: I notice in the tables you have given us that you
have nothing on the labour force except unemployment; you have no wage scales
in the manufacturing industry or in the durable goods indusry. I have spent
seven months having business people, old-age pensioners and housewives shak-
ing their fingers at me about the 30 per cent. seaway settlement and its effect on
the economy. How typical was that settlement and what did it do, or what did
labour settlements generally do, to the economy over the last year?

Mr. BECKETT: I want my answer on this to be very clearly understood so I
am going to feel my way slowly. The 30 per cent. seaway settlement was a
completely untypical settlement, so was the 18 per cent. railway settlement, so
were some other 12 per cent. settlements. As near as we can figure out, the wage
rate bill in Canada last year may have gone up by some 7 or 8 per cent., and in
this sense 18 or 30 per cent. is untypical. It is an example of the kind of
misunderstanding that I tried to point out in the way in which things are
reported and discussed and interpreted. That is one point I would make in this
connection.

Secondly, even if the average wage increase last year was somewhere round
7 or 8 per cent., it was clearly in excess of any possible productivity gain, so that
wage rates undoubtedly went up much more rapidly than, and maybe twice as
fast as, any possible productivity gain in Canada in 1966. Wages will probably go
up by a somewhat smaller amount in 1967, but I would be very, very surprised if
the wage rate increase did not once again outpace the productivity increase. I
think these are the facts, and that is the second point I make.

The third point with reference to this is that there is nothing unusual in
wage rates running ahead of productivity at certain stages of the business cycle.
In fact, there is nothing at all unusual in them running ahead of productivity
increases near the end of business cycle expansion. In short, in this sort of
framework the 1966 experience was quite expected and quite typical.

Mrs. RIDEOUT: It was expected?

Mr. BECRETT: Certainly. That is the third point.

The fourth point I would like to make with reference to this is that wage
rate increases lagged behind productivity gains in 1960, 1961, 1962 and 1963, and
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about balanced in 1964, so that 1965, 1966 and 1967 simply represent a reversal
of this. You can cast this particular point in another context. The share of
national income going to labour was falling during the first half of this
expansion and the share going to profits was rising; in the last half of the
expansion the positions were reversed. Once again, this is not untypical; this is
the usual business cycle experience going back a hundred years in Canada and
the United States. Therefore, in one respect the wage experience of 1966 was a
shifting in shares, and a shifting in shares that one would expect in terms of
where that year falls in the context of the business cycle.

My final point may be a little subtle, but I think nevertheless it is rather
important. In the type of economy that we have the contest for shares is a
perennial contest, it is part of the game. Someone who employs capital is
attempting, and should attempt, to employ that capital to maximize his returns;
someone who is selling his services or his labour for wages should, if he is
rational, also attempt to maximize his returns. We have evolved procedures over
the years to make this a fairly formal contest; I think this contest for shares is
part of the picture, and will be for some considerable time.

Mr. SmiTH: In a free enterprise economy it is an integral part.

Mr. BECKETT: It is an economy in which we try to maximize and hope that
efficiency is the result. This is just part of the game.

I am not one of those who subscribe to the so-called cost-push inflation
thesis. I simply do not accept this, and I do not for these reasons. What is a cost
to one person is a price to another, and what is a price to one person is a cost to
somebody else. In other words, when you talk about costs pushing prices up or
prices pushing costs up, depending upon which school you are in, you are really
fooling around semantically, because all costs are prices and all prices are costs.
In short, the cost-push inflation is, I think, an unfortunate kind of misnomer.

What I have tried to bring out here is that inflation develops in the situation
where you have conditions of excess demand, and if you are going to have
so called cost-push inflation it can only develop if demand is excessive, in which
case it is not cost-push inflation at all. If you have unit labour costs pushing up
in a situation where demand is not excessive—and that may be our experience in
1967—then all you will have is a redistribution of income from the people who
realize on the selling prices, and they are the people who have to pay the labour
costs; in other words, you will simply redistribute income from capital to labour.
If you have a situation in which demand is excessive, it is traditional that prices
rise more rapidly than costs in the phoney cost-push thesis, and you have a shift
of national income shares from labour to capital.

This has been going on to the best of my knowledge for the best part of 150
years, and I do not expect it to change. Inflation is still something that develops
in a condition of excessive demand, and you curb excessive demand with the
economic policies that we have developed. This is what we did last year and it
worked.

Co-Chairman Mr. Basrorp: Thank you very much. I take it that you are an
adviser to business, but I also take it you do not agree with those businessmen
who have been saying you will ruin the economy by giving the seaway workers
30 per cent.

Mr. BeEckReETT: Well, I do not know the intimate facts of the case. I believe
there are always groups that may fall behind in the economic process, and the
seaway workers may have been such a group; I do not know. At one time it was
teachers, at one time it was economists—

Co-Chairman Senator CroLL: Politicians.

Mr. BEckETT: Fine, at one time it was politicians. There are always groups
like this, and I think our system should be flexible enough to permit this.
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Mr. SmutH: People say that politicians’ services are not related strictly to

demand! _
Mr. BEckETT: Well, there is a limitation on the demand for politicians! I

believe it is fixed at 265, is it not?
Co-Chairman Mr. BAsrForD: You spoke about the need for D.B.S. to

strengthen its resources in a number of ways. You have your own private clients.

You have also been critical of the newspaper reporting of economic matters and

fiscal policy. I am wondering whether amongst your private clients you or your~

competitors have the newspaper publishers of Canada.

Mr. BECKETT: Some.
Co-Chairman Mr. BASFORD: It is my observation that the quality of the

reporting is always as good as the newspaper publishers are prepared to allow it

to be.

Mr. BECKETT: My implied criticism here should be made clear. I think rather
highly of the press in Canada; I think as journalists they do a good job.
However, you will notice that the weather moves from page 2 to page 1 when
there is a storm. The same thing is true of economic news. It is not news until we
are in an inflationary situation, or until unemployment hits 5 per cent, and then
it comes off the financial page and up on to page 1. Usually it gets there, not
because of bad journalism, but gets there about three or four months too late
simply because, I suppose, there is a lag in the way we all operate. I do not think
this would happen if the news media employed people who had a very good
background in economics or statistics.

Mr. SmitH: Higher degree specialization.

Mr. BEckKETT: Well, you can send some of your top reporters to a crash
course in economics, and I think this would help the reporting. As professional
journalists they are fine.

Co-Chairman Mr. BAsrFoRrD: This is what I meant when I said that the
quality of the reporting was as good as the publishers were prepared to allow it
to be. If they wanted to spend money on this it would be improved; if they
wanted to put their top reporters on the job it would be well covered. Here we
have in Canada a very small group of very powerful men who own newspaper-
men and newspapers, a group that unfortunately, and very seriously, is becom=-
ing smaller and smaller. How do we know that they know anything about
economic or fiscal policy?

Mr. BECKETT: We do not. At least, I do not.

Co-Chairman Senator CroLL: If I may interject for a moment, Myers of the
Gazette and Robertson of The Financial Post are top-notch people, and all
through last year they were talking our language; they were putting the heat
on us, the politicians—*“What are you doing about this? What are you doing
about that?” They did not talk your language, they did not adopt your report at
all, and these are people who understand.

Mr. BECKETT: Some of them did.

Co-Chairman Senator CRoLL: I do not remember that. Certainly Myers did
not, and I look to him, and Robertson did not. I read them pretty carefully and I
do not think they shared your view. They were wrong as it turns out.

Mr. BECKETT: Maybe they were not reading it; I do not know.

Co-Chairman Mr. Basrorp: How do we know that the publishers, who
generally dictate the policy of the paper and dictate the editorial policy, know
anything, or how do we get assured that they do? How do we know that
Brigadier Malone, Max Bell or Stu Keate know the first thing about economics?

Mr. BEckeTT: Well, I guess we do not.

—

————
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Co-Chairman Mr. BasrorD: They should subscribe to your service.

Mr. BEckKETT: I would like to pursue how they educate the publishers, but I
will do that elsewhere.

Co-Chairman Senator CROLL: Are there any more questions?

Mrs. RipEoUT: I just wanted to raise one point for clarification, Mr. Chair-
man. I have remained quiet, because today is my day to sit, listen and learn, and
I certainly have this afternoon. Mr. Beckett, I was wondering if you would just
clarify my mind on a statement you made in answer to a question by, I believe,
Senator McGrand, that the rise in the price of consumer goods was one that you
could almost see coming for some time but could do nothing about.

Mr. BECKETT: No, not do nothing about it. I think the actions of the Bank of
Canada from mid-1965 were designed ultimately to check inflation, and check it
in the consumer price index as such. We were a bit late with fiscal policy, but
that is part of the system. I do not think you could do nothing about it. You could
do something; we did do something, and what we did was all to the good. It just
was not early enough or as much as it should have been.

Mrs. RipEouT: That is what was in my mind. It was not early enough.

Co-Chairman Senator CroLL: Mr. Beckett, earlier, when I asked you to list
your qualifications, you said you learned from teaching, as I understood it. All I
can tell you is that your presentation to us today of this very complex problem
was very exciting and somewhat different from what we normally obtain from
very intelligent and capable people. The result is, as you can see from the
members here, you created quite an interest, and they were following you very
closely.

Mr. SmITH: We are sorry we did not provide quite as big an audience as we
did for Mr. Coyne.

Co-Chairman Senator CrorLL: You made it look very simple and very
understandable. But one has to have a certain amount of judgment and know-
ledge to be able to weigh the indicators and factors, and it is a great skill all of
its own. We are trying to understand the problem. You have been helpful here
today; this has given us a broader understanding. I must say this. Having a
quick look at your monthly business analysis for September, the only way I can
describe it is prophetic; you certainly called the shot, and I wonder that more
people did not read it or have knowledge of what you were talking about.

Senator CARTER: They will from now on.

Mrs. RipEOUT: You are doing your best, senator.

Co-Chairman Senator CRoLL: I am here to do the best I can, and particular-
ly to thank a man who came down here, a busy man from a considerable
enterprise, as a public service to be helpful to the committee, and on behalf af
the committee I thank you very much, Mr. Beckett.

The committee adjourned.
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SUPPLEMENTARY ORDERS OF REFERENCE

Extract from the Votes and Proceedings of the House of Cbmrrions; Sep-
tember 9, 1966:—

“Mr. Sharp, seconded by Miss LaMarsh, moved,—That the Joint
Committee of the Senate and House of Commons appointed by this House
on March 15, 1966, to enquire into and report upon the problems of
consumer credit, be instructed to also enquire into and report upon the
trends in the cost of living in Canada and factors which may have
contributed to changes in the cost of living in Canada in recent months;

And that a Message be sent to the Senate to acquaint Their Honours
thereof and to request the concurrence of that House thereto.

And the question being proposed; _ £

Mr. Pickersgill, seconded by Mr. Mcllraith, moved in amendment
thereto,—That the motion be amended by striking out the words “by this
House on March 15, 1966” where they appear in the second line thereof
and by inserting in the motion as the second paragraph the following:

“That the Committee have leave to sit notwithstanding any adjourn-
ment of this House;”. ’ “

And the question being put on the said amendment, it was agreed to.

After debate on the main motion as amended, it was agreed to.”

Extract from the Votes and Proceedings of the House of Commons, October
7,1966:—

By unanimous consent, Mr. Basford, seconded by Mr. Allmand,
moved,—That the First and Second Reports of the Special Joint Com-
mittee on Consumer Credit and Cost of Living, presented to the House
on Friday, April 1 and Thursday, October 6, 1966, be concurred in.

After debate thereon, the question being put on the said motion, it
was agreed to.

Accordingly, the said Reports were concurred in and are as follows:

FIrRsT REPORT

Your Committee recommends that seven (7) of its Members consti-
tute a quorum, provided that both Houses are represented.

SEcOND REPORT

Your Committee recommends that the House of Commons section of
the said Committee be granted leave to sit while the House is sitting.

Extract from the Votes and Proceedings of the House of Commons, De-
cember 20, 1966:—

Mr. Basford, from the Special Joint Committee of the Senate and House of
Commons on Consumer Credit and Cost of Living, presented the Third Report of
the said Committee, which is as follows:

Your Committee recommends that it be authorized to adjourn from place to
place.

2641
25661—1}



2642 JOINT COMMITTEE

Mr. Basford, from the Special Joint Committee of the Senate and House of
Commons on Consumer Credit and Cost of Living, presented the Fourth Report
of the said Committee, which is as follows:

(For text see Interim Report in Committee Proceedings No. 27.)

LEON-J. RAYMOND,
Clerk of the House of Commons

Extract from the Minutes of the Proceedings of the Senate, September 13,
1966:—

“The Honourable Senator Connolly, P.C., moved, seconded by the
Honourable Senator Hugessen:

That the Senate do agree that the Joint Committee of the Senate and
House of Commons appointed to enquire into and report upon the prob-
lems of consumer credit, be instructed also to enquire into and report
upon the trends in the cost of living in Canada and factors which may
have contributed to changes in the cost of living in Canada in recent
months; and

That a message be sent to the House of Commons to acquaint that
House accordingly.

After debate, and—

The question being put on the motion, it was—

Resolved in the affirmative.”

Extract from the Minutes of the Procedings of the Senate, November 22,
1966:—

The Honourable Senator Connolly, P.C., moved by the Honourable Senator
Beaubien (Provencher):

That the Third Annual Review of the Economic Council of Canada relating
to Prices, Productivity and Employment, dated November 1966, which was
tabled in the Senate today, be referred to the Special Joint Committee of the
Senate and House of Commons on Consumer Credit and Cost of Living.

The question being put on the motion, it was—
Resolved in the affirmative.

Extract from the Minutes of the Proceedings of the Senate, December 20,
1966:—

The Honourable Senator Croll, from the Special Joint Committee of the
Senate and House of Commons on Consumer Credit and Cost of Living, present-
ed their second Report as follows:—

MonpAY, December 19, 1966.

The Special Joint Committee of the Senate and House of Commons on
Consumer Credit and Cost of Living makes its second Report, as follows:

Your Committee recommends that it be authorized to adjourn from place to
place.

All which is respectfully submitted.

DAVID A. CROLL,
Joint Chairman.




CONSUMER CREDIT 2643

With leave of the Senate,

The Honourable Senator Croll moved, seconded by the Honourable Senator
Benidickson, P.C., that the Report be adopted now.

After debate, and—

The question being put on the motion, it was—

Resolved in the affirmative.

The Honourable Senator Croll, from the Special Joint Committee of the

Senate and House of Commons on Consumer Credit and Cost of Living tabled
the Third Report of the aforementioned Special Joint Committee.

With leave of the Senate,

The Honourable Senator Croll moved, seconded by the Honourable Senator
Benidickson, P.C.:

That the Third Report of the Special Joint Committee of the Senate and
House of Commons on Consumer Credit and Cost of Living, tabled today, be
printed as an Appendix to the Debates of the Senate and to the Minutes of the

Proceedings of the Senate of this date and form part of the permanent records of
this House.

The question being put on the motion, it was—
Resolved in the affirmative.
(For text see Interim Report in Committee Proceedings No. 27.)

J. F. MacNEILL,
Clerk of the Senate.
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MINUTES OF PROCEEDINGS

THURSDAY, February 9, 1967.
Pursuant to adjournment and notice the Special Joint Committee on Con-
sumer Credit (Prices) met this day at 9.30 a.m.

Present: For the Senate: The Honourable Senators Carter, Cook, Croll
(Joint Chairman), Hollett, Inman, McGrand, O’Leary (Antigonish-Guysbo-
rough), Thorvaldson, Urquhart and Vaillancourt—10.

For the House of Commons: Messrs. Allmand, Basford (Joint Chairman),
Boulanger, Maclnnis (Mrs.), Mandziuk, McLelland, Rideout (Mrs.) and
Smith.—S8.

In attendance: Dr. R. Warren James, Special Assistant.

Mr. John A. Scollin, Criminal Law Section, Department of Justice, was
heard.

At 11.45 a.m. the Committee adjourned.
At 3.00 p.m. the Committee resumed.

Present: For the Senate: The Honourable Senators Carter, Croll (Joint
Chairman), Hollett, Inman, McGrand, O’Leary (Antigonish-Guysborough) and
Thorvaldson.—7

For the House of Commons: Messrs. Allmand, Basford (Joint Chairman),
Boulanger, MacInnis (Mrs.), McCutcheon, McLelland and Saltsman—7.

In attendance: Dr. R. Warren James, Special Assistant.

Dr. G. L. Reuber, Department of Economics, University of Western Ontario,
was heard.
At 5.45 p.m. the Committee adjourned until Tuesday next, February 14 at
9.30 a.m.
Attest.
John A. Hinds,

Assistant Chief,
Senate Committees Branch.
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THE SENATE

SPECIAL JOINT COMMITTEE OF THE SENATE AND HOUSE
OF COMMONS ON CONSUMER CREDIT

EVIDENCE

Ottawa, THURSDAY, February 9, 1967

The Special Joint Committee of the Senate and House of Commons on
Consumer Credit met this day at 9.30 a.m.

Senator David A. Croll and Mr. Ron Basford, M.P., Co-Chairmen.

Co-Chairman Mr. BAsrorD: Honourable senators and members, please come
to order. This morning we have as witnesses, Mr. John A. Scollin, and Mr. C.
Donald MacKinnon, Advisory Counsel of the Department of Justice. Mr. Scollin
will make a short statement as to the various statutes and enactments that apply
to the situation we have been examining, and then we shall be open for
questions.

Mr. John A. Scollin, Criminal Law Section, Department of Justice: Mr. Chair-
man, members of the committee, I should say at the outset that all the real
hard work on this has been done by Mr. MacKinnon and not by me. He has taken
the trouble to look up all the various legislative provisions dealing with the
subjects in which the committee is interested.

The letter which the deputy minister received from Mr. James said that the
committee was interested in knowing something of the legal position of such
devices as trading stamps, premiums, games and contests. In addition, the
committee expressed a specific interest in the statutes relating to misleading
advertising, and accordingly asked if we could provide an expository statement
of the legal restraints and methods.

What we have done is to look at it from basically two points of view: firstly,
the advertising and labeling aspects, that is, legal obligations as to what must be
given by way of public information; and, secondly, actual promotional
schemes—and this is where we are getting into trading stamps, games and
lotteries, and so on.

Just before dealing with some of the specific provisions, I thought it fair
and proper to point out that apart from the general provisions which we shall be
dealing with there are a large number of specific provisions and separate acts
which I am sure the committee is only in the remotest way concerned with.
Firstly, for instance, provisions of advertising in the Patent Act, The Pest
Control Products Act, and The Precious Metals Marking Act. Secondly, in this
area there are also a number of provincial statutes. There is an area of quite
legitimate provincial concern where legislation has been enacted. Thirdly, I think
perhaps it is worth while drawing attention to one general proposition which
was laid down in the proprietary or Patent Medicine Act case in 1931 by the
Privy Council as to the ambit of the right of the federal Government to enact
legislation as criminal law, in which Lord Atkin said:

If Parliament genuinely determines that commercial activities which can
be so described are to be suppressed in the public interest, their Lordships
see no reason why Parliament should not make them crimes.

2647
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He was dealing expressly with the Combines Act but indicates the attitude
to the area which the federal Government could occupy as being criminal law.

Firstly, in the area of advertising and labeling, I think basically three main
federal enactments are directed to this. The first is the Criminal Code of Canada.
Section 306 is a long one, and I shall only read the important part, subsection
(1), which says:

306 (1) Every one who publishes or causes to be published an
advertisement containing a statement that purports to be statement of fact
but that is untrue, deceptive or misleading or is intentionally so worded or
arranged that it is deceptive or misleading, is guilty of an indictable
offence and is liable to imprisonment for five years, if the advertisement is
published

(a) to promote, directly or indirectly, the sale or disposal of
property or any interest therein, or

(b) to promote a business or commercial interest

There are various saving sections for persons who publish an advertisement
accepted in good faith, and so on, but this is the basic anti-false advertising
section of the Criminal Code. You will note, for example, the terminology ‘“or is
intentionally so worded or arranged that it is deceptive or misleading.” These
words were directed to the kind of case such as fire sale advertising, where there
might be put up in large letters, “Fire Sale,” but in front of it, in small letters,
“No,” and would therefore read, “No Fire Sale”. That is the sort of gimmickry
we have in mind by the way the words are presented. Perhaps I should also read
subsection (2) which will be of some interest:

Every one who publishes or causes to be published in an advertise-
ment a statement or guarantee of the performance, efficacy or length of
life of anything that is not based upon an adequate and proper test of that
thing, the proof of which lies upon the accused, is, if the advertisement is
published to promote, directly or indirectly, the sale or disposal of that
thing, guilty of an offence punishable on summary conviction.

I am sure the committee is not really interested in the history of the section.
It has been changed and added to and altered several times over the lifetime of
the Criminal Code to meet new abuses as they arise:

Subsection (4) of that section says:

For the purposes of subsection (2) ...
That is, the guarantee performance, efficiency, or length of life of an article, and
SO on.
...a test that is made by the National Research Council of Canada or by
any other public department is an adequate and proper test, but no
reference shall be made in an advertisement to indicate that a test has
been made by the National Research Council or other public department
unless the advertisement has, before publication, been approved and
permission to publish it has been given in writing by the president of the
National Research Council or by the deputy head of the public department,
as the case may be.

That is the general anti-advertising section in the Criminal Code.

quy, section 33c of the Combines Investigation Act also deals with false
advertls‘mg, and to some extent there is an area of overlap between the two.
Subsection (1) (¢) of section 33c provides that:

‘ Every one who, for the purpose of promoting the sale or use of an
article, makes any materially misleading representation to the public, by
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any means whatever, concerning the price at which such or like articles
have been, are, or will be, ordinarily sold, is guilty of an offence punisha-
ble on summary conviction.

Subsection (2) provides:

Subsection (1) does not apply to a person who publishes an adver-
tisement that he accepts in good faith for publication in the ordinary
course of his business.

That is a similar saving to that in section 306 of the Code.

Then, another major source of control of advertising is in the Food and
Drugs Act and the regulations made thereunder. Section 5 of the Food and Drugs
Act goes expressly into the area of labelling, as do most of the regulations, and it
provides in subsection (1):

No person shall label, package, treat, process, sell or advertise any
food in a manner that is false, misleading or deceptive or is likely to
create an erroneous impression regarding its character, value quantity,
composition, merit or safety.

Subsection (2) is directed against two breaches of this, and it provides:

An article of food that is not labelled or packaged as required by the
regulations, or is labelled or packaged contrary to the regulations, shall be
deemed to be labelled or packaged contrary to subsection (1).

You will see that there is regulatory power given in the act, and the regulations
determine in relation to a specific food or product what the labelling shall
contain. For example regulation B.01.004, dealing with food, provides:

The label applied to food shall carry
(a) on the main panel

(i) the brand or trade name if any,
(ii) the common name of the food, and

(iii) in close proximity to the common name, a correct declaration
of the net contents in terms of weight, volume or number
in accordance with the usual practice in describing the food;

(b) grouped together on any panel

(i) a declaration by name of any Class II, Class III or Class IV
preservative in the food—

and so on. In other words, there is a detailed regulation as to the contents of the
label.

These are the three main areas in which legislation exists dealing with
advertising and, in particular in the case of a food or a drug, with labelling.
These are the three main statutes that govern these matters—section 306 of the
Criminal Code, section 33c of the Combines Investigation Act, and section 5 of
the Food and Drugs Act, and the various regulations made under that section.

The committee is no doubt aware that the enforcement of the Criminal Code
itself is largely a matter within provincial jurisdiction. It is looked after by the
provinces. The enforcement of the other two acts is looked after by the federal
Government.

I have not attempted, and it would be quite a substantial task, to go through
the legislation of the various provinces to deal with the very numerous advertis-
ing controls that are enacted there. For example, in provinces that have statutes
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protecting the dairy industry it is very common for them to have prohibitions
regulating the dairy industry and regulating milk products, and to have provi-
sions preventing foods being sold or passed off as being dairy products—as being
cream, cheese, and so on. There is a prohibition, for example, against the selling
of foods which are similar to dairy foods but which are made of vegetable oils, or
are of some other composition.

So, the provinces have these provisions. They have also provisions in their
public health statutes and regulations dealing with advertising. There is a fairly
substantial area of overlap where, for example, particular advertising might
contravene the federal enactment in the Code; it might also contravene the
provisions of the Combines Investigation Act; it might also contravene the Food
and Drugs Act; and, it might also contravene a specific provision in provinecial
legislation.

So much for a general outline of the anti-false advertising legislation.

The committee is also interested in the question of these various promo-
tional schemes. These break down really into two main categories. One is the
perennial trading stamp prohibitions, and section 179 of the Criminal Code
defines the promotional schemes and skill testing schemes that fall within the
ambit of the gaming and lottery sections of the Criminal Code. Perhaps I should
read to you the sections dealing with trading stamps. Firstly, there is the
prohibition which is contained in section 369 of the Criminal Code, subsection
1(1) of which reads in this way:

Every one who by himself or his employee or agent, directly or
indirectly issues, gives, sells or otherwise disposes of, or offers to issue,
give, sell or otherwise dispose of trading stamps to a merchant or dealer in
goods for use in his business is guilty of an offense punishable on sum-
mary conviction.

This is directed against the supply houses—the people who produce the trading
stamps and who are in the business of supplying them to the merchants.

Subsection (2) is the one which has been used in Canada for the prosecution
of merchants themselves for giving what are alleged to be trading stamps. It
reads:

Every one who, being a merchant or dealer in goods, by himself or his
employee or agent, directly or indirectly gives or any way disposes of, or
offers to give or in any way dispose of, trading stamps to a person who
purchases goods from him is guilty of an offense punishable on summary
conviction.

You will know, of course, that these summary jurisdiction offenses are the
least serious offenses. They involve a maximum of six months’ imprisonment and
a fine of $500, in the case of individuals.

Trading stamps are the subject of a quite complicated definition in section
322 of the Criminal Code, and I will try to make sense of it. Section 322(b)
reads:

“trading stamps” includes any form of cash receipt, receipt, coupon,
premium ticket or other device designed on intended to be given to the
purchaser of goods by the vendor thereof or on his behalf, and to repre-
sent a discount on the price of the goods or a premium to the purchaser
thereof.

This is the basic test.

Then, there are certain further tests which must also be satisfied before the
cash receipt or the premium ticket, or what ever it is called, is actually illegal.
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That is a description of the item we are dealing with, and in addition it must
possess at least one of these prohibited characteristics in order for an offence to
be committed:

(i) that may be redeemed

(A) by any person other than the vendor, the person from whom the
vendor purchased the goods, or the manufacturer of the goods,

(B) by the vendor, the person from whom the vendor purchased the
goods, or the manufacturer of the goods in cash or in goods that are
not his property in whole or in part, or

(C) by the vendor elsewhere than in the premises where the goods are
purchased; or—

Then, dealing again with the characteristics of the cash ticket or premium
receipt:

(ii) That does not show upon its face the place where it is delivered and
the merchantable value thereof; or

And again dealing with another forbidden characteristic:

(iii) That may not be redeemed upon demand at any time, but an offer,
endorsed by the manufacturer upon a wrapper or container in which
goods are sold, of a premium or reward for the return of that wrapper or
container to the manufacturer is not a trading stamp.

So these things wrapped up by elastic bands or the like, the giving of these
things with a premium for the return of it to the manufacturer is not within the
forbidden articles.

There have been a fair number of cases on the section. The effect of the
principal decision given by the Supreme Court was that this is an exhaustive
definition of trading stamps. That is, that unless the item given out falls within
this forbidden category, by being, for example, a cash receipt given by the
vendor to the purchaser and designed to represent a discount on the price of
goods, or a premium and that has one of these offensive characteristics—for
example, that it cannot be redeemed upon demand—unless the item falls strictly
within this rather complicated definition, then it may be a trading stamp within
the common use of the word—the ordinary man may say “that is a trading
stamp”’ but it is not a forbidden trading stamp within the definition of the Code.

Here again there is some provincial legislation in this field. The provinces of
Alberta, Saskatchewan and British Columbia have also concerned themselves
with trading stamps, being as careful as they can not to tread on the criminal law
provisions so as to render their own statutes ultra vires.

For example, Saskatchewan in 1960 passed an act called The Retailers Act,
Chapter 73 of the 1960 statutes of Saskatchewan, under which provision was
made for forbidding trading stamps.

Alberta has a Licensing of Trades and Businesses Act under which trading
stamps are again dealt with.

British Columbia, also in 1960—which I think was a time when there was a
lot of pressure in relation to trading stamps from organizations such as the Retail
Merchants Association, and so on—passed an act directly effecting trading
stamps. The act was called the Trading Stamp Act, Chapter 385 of the 1960
statutes. In British Columbia they follow a definition very similar to the one in
the Criminal Code, but expressly say that this definition does not include
“trading stamps” as defined in the Criminal Code. So no one can accuse British
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Columbia of overlapping or jumping on Ottawa’s toes. Their act is designed to
deal with the aspects of trading stamps that are not covered by the Ottawa
legislation.

Co-Chairman Mr. BasrorDp: I was not aware that British Columbia was
concerned about jumping on our toes.

Mr. ScoLLIN: Perhaps that has been changed now.
Mrs. MacInnis: It is just because they are too far away.

Mr. ScoLLIN: One point that was made when the trading stamp provisions in
the code were first inserted was that there were really two aspects of concern:
First, the aspect of fraud, and, secondly, the aspect of damage to currency. Really
these were given as the reasons or explanations why the anti-trading stamp
provisions got into the code. The view generally held was that the merchandising
aspects, the question of economic desirability or business ethics and so on, were
aspects which belonged to the province, and so long as what was being issued did
not constitute actual fraud and did not damage the Canadian currency then that
was as far as the federal Government’s interest in the matter went.

It is to these other aspects that this provincial legislation has been directed:
More to the merchandising and economie desirability aspects.

You see, the provincial authorities have had to be relatively careful about
how they acted. For example, in Alberta, previous to the legislation now exist-
ing, there was provision for ministerial regulations under which a regulation was
made by the minister saying that no business licensed under the Licensing of
Trades and Businesses Act could, secretly or otherwise, give or offer premiums
or any goods or any similar plan for the purpose of furthering the sale of any
commodity. In a decision, which was a magistrate’s decision in Alberta, the court
said that that was an infringement upon the powers of the Criminal Code and
was ultra vires.

So much for the first of the two major aspects of the promotional schemes,
that is, the trading stamp schemes. We have looked at the federal law and the
provincial attempts to supplement it. The second of the two promotional scheme
areas is the “skill-testing-question” contests. As a broad category this is what it
amounts to: Things such as—well, for example, cigarette distribution. You get a
ticket like this with your cancer. You know, you get an offer of money.

Mrs. RIpEOUT: Did you say you can get it with your “cancer”?

Mr. ScoLLiN: Yes. Provided you answer a skill testing question. This is the
standard sort of method of attempting to evade the lotteries provisions of the
Criminal Code.

Section 179 is the main section that the Committee would probably be
concerned with, and it runs to many, many sub-paragraphs. But in effect it
constitutes a general prohibition, and all the sub-paragraphs are directed against
this, a general prohibition against the distribution of property by games of
chance or games of mixed chance and skill.

The sections, that is, section 179 and certain other related sections, in the
same part of the Code dealing with gaming and lotteries, are very complicated.
In the case of commercial promotions, the prohibition is very difficult to enforce
because, without knowing, for example, whether there is a genuine test of skill or
knowledge involved, it is difficult to say on offence has been committed, because
the details of the promotional scheme are not available in that case except to the
people promoting it; and again that presents another difficulty in the way of
enforcement.
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Then there is the fact that it is done on such a massive scale and is
widespread with radio and television and in newspapers that it poses an enor-
mous enforcement problem to police forces, and being tied up perhaps with more
serious crime it is an area which has tended to be neglected and ignored.

The committee will no doubt be familiar with the observations that were
made by the joint committee previously in 1956 on lotteries. The joint commit-
tee at that time in presenting its report dealt specifically with advertising
contests. The paragraphs dealing with that are 31 to 33 on page 70 of the report
of the parliamentary committee. In recommendation number 2(e) on page 76
the committee there makes the same kind of observations that have just been
drawn to your attention, the difficulty of enforcement, and mentions doubts
about the meaning of parts of section 179. The long and short of it is that this
recommendation was that all types of advertising in which chance takes any
part should be clearly eliminated. Is it unlawful, in contravention of section 179,
where the eventual distribution is done by some form of skill but the selection
of those entitled to participate in answering the skills in answer to the question
is done by chance? For example, five names are taken out of a drum containing
5,000 names. There is the method of chance used for that purpose. When it comes
down to the five it may be that the final selection, the chap who gets the free
car, or whatever it is, is done by a test involving some element of skill. Is this
mixed chance and skill? Because of the complicated way the sections are framed
—and they have been the subject of criticism over the years from various com-
mittees—it is very difficult to enforce.

I think, Mr. Chairman, that I have dealt broadly with the main areas the
committee is likely to be concerned with. If there are some specific questions that
any members of the committee would like to ask, if I know the answer I will
give it, and if not I will find it out.

Co-Chairman Mr. BAsrorp: Thank you very much for that general outline. I
am sure both specific and general questions will be asked, judging from our past
record over three months.

As you know, I make Senator Croll wait until the end of the meeting to ask
questions. However, he has some questions he feels he wants to ask right away,
and I will allow him to do so.

Co-Chairman Senator CRoLL: This will be just to start your thinking about
it. Here is an advertisement that appeared in the Montreal Star. I will read it:

How to make up for the sun your children are missing this winter.
Give them fresh Sunkist oranges from the Sun Country.

Sunkist oranges come from California and Arizona where they soak
up the sun all day, every day. Under the most ideal growing conditions,
Sunkist oranges become plump and juicy and flavourful.

More important, fresh Sunkist oranges are an excellent natural
_source of Vitamin C. Children need Vitamin C for normal growth and
development. They particularly need its help in building sound bones,
teeth and gums. So make sure they and everbody in your family has a
fresh Sunkist orange every day. Sunkist.

I have before me a recent letter, addressed to me, which enclosed that
advertisement, and it has heading which reads, “Does anyone care?” The letter
reads as follows:

Attached is a Sunkist ad which appears to be deliberately misleading.
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Vitamin D is produced in the body by the action of ultraviolet rays
from sunshine on cholesterol in the skin.

Vitamin D deficiency is more common in winter than summer because
of the smaller amount of effective ultraviolet from the sun and because of
less exposure to that which is present.

Vitamin D deficiency leads to rickets in children. The best sources of
vitamin D in ordinary foods are milk, butter, egg yolk, liver and cod liver
oil.

A deficiency of vitamin C leads to scurvy. Citrus fruits such as
organes are rich in this vitamin.

How can Sunkist tell parents that you can “make up for the sun your
children are missing” by giving them fresh Sunkist oranges.

There is the question. He wonders if someone does care. What are your
views on it?

Co-Chairman Mr. BAsrorp: We have a lawyer in front of us, not a doctor.

Mr. ScoLuiN: It is very difficult in this area to tell the difference between
false advertising and what is commonly called and is accepted as “traders puff.”
It is very difficult to draw the line. Traders puff, by the way, is a term perhaps
more in use in England than here. But the area has been recognized as a
legitimate sort of no-man’s land, a hunting ground for merchants for selling
their produce.

It is rather difficult to draw the line. The advertisement may contain some
misleading representations, but since most of the advertisements that are pro-
duced have got to be put in a concentrated form, or to say in a concentrated form
what they consider to be the vital thing about the product, it is sometines
difficult to pin a chap down and say, “Well, simply because over all this appears
to be a bit off or a bit misleading, therefore you are guilty of a criminal offence”.
A lot of advertising on television, advertising of cars and other products,
clearly contains material which the average sensible person is not going to accept
as necessarily true. This area of give and take is recognized. I feel that I would
be quite wrong to express any opinion on whether Sunkist is traders puff or
misleading advertising, but if it genuinely directs attention to a healthful feature
of whatever is being sold, which this appears to do, then this belongs in the
category not so much of wickedness and falsity and misleading advertising as in
the category of traders puft.

Senator CARTER: To what extent does deliberate intent enter into that
conclusion of yours?

Mr. ScoLLiN: I do not think deliberate intent would change the accepted
traders puff into the category of false advertising, because there clearly is an
intent even in traders puff to mislead.

Co-Chairman Senator CrRoLL: Let us take a look at it—puff or no puff. When
you see three-quarters or almost a half of this ad consists of wording like “how
to make up for the sun your children are missing this winter” I would have
thought it would be misleading in that fashion, rather than puff. I understand
why you mean by “puff”, but those words in the ad are large and consist so
much of the advertisement itself.

Senator CARTER: Would that not come under the definition of form and
arrangement of words that you referred to earlier?

Mr. ScoLLIN: Over the page which Senator Croll read from the Montreal
Star in an advertisement are these words:
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These unusual and superbly crafted wall shelves offer you unlimited
scope in room planning.

If you examine that, the chances are it is untrue, that they do not offer
unlimited scope in room planning.

Here is an excerpt from the other side of the page, which says, “Aluminum
storm and screen doors the finest in quality.” This also is not true. They are
probably of good quality, but there is no comparison to show that they are of the
finest quality.

On the same page an ad reads, “The light rum with the bright rum taste.”
This is meaningless. What is Morgan’s white rum? It is very difficult to draw the
line. One can take almost any advertisement and say part of it is wrong and that
the fellow putting it together is trying to mislead me, but it does not necessarily
bring him into the false advertising section.

Mr. ALLMAND: Mr. Scollin, I have Martin’s Criminal Code for 1966 before
me, and there are no cases mentioned at all under section 306 of the Criminal
Code.

Mr. ScorLLIN: It is very rarely used.

Mr. ALLMAND: Then my point is, what is the use of its being here? I agree
with Senator Croll that here you have an advertisement which appears to me to
violate subsection (2). In this case it is the advertising of an orange, and it does
not seem to be passed upon by a test in which the burden of proof lies with the
accused to show that he has made a test. There are many other types of ads that
would seem to violate section 306, subsection (2), but you say it lies in the area
of traders puff rather than under this section. So what would come under that
section?

Mr. ScoLLIN: Let me say, first of all, that I expressed the general opinion on
something that was presented to me right at the start of this meeting. It might
be that on a thorough investigation—there is a letter which Senator Croll re-
ceived on that very point. I do not know who the writer of the letter was, and I
do not know what the person’s qualifications are.

Co-Chairman Senator CROLL: I do not know either.

Mr. ScorrLin: Frankly, I am not prepared to pass on what somebody says in
a letter about an advertisement. This is a matter of proof, and certainly on the
basis of evidence given to me by Senator Croll I would not say that Sunkistisa
misleading or false advertisement. But this, along with other sections of the
Code, is a matter of provincial enforcement. At the present time the crown
attorney in the province in which this is produced, if representations are made to
him and it is drawn to his attention, he would have all the authority in the world
to conduct an investigation to determine the validity by scientific analysis of
both the orange and the claims about it to determine whether an infraction of
section 306 has occurred.

This is a broad section, and it does cover many instances of advertising
which could be prosecuted, but which for various reasons are not. Perhaps it is
because of pressure of other work, or perhaps not sufficient concern is given to it.
There are no cases reported in Martin’s Criminal Code since the previous edition.
There were several cases of this in previous years, but its use has been very,
very limited.

For example, in the 1955 edition of Martin’s Criminal Code there is only one
reported case in which these provisions were given consideration, and that was a
case in 1936. Even that was a civil action resulting from the advertising of the
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use of corn syrup in the feeding of the Dionne quintuplets, and the author’s
observation is:

The judgment is of little assistance in the interpretation of the
section.

So, it just has not been used.

There have been a number of charges under section 33 of the Combines
Investigation Act, which is the overlapping section that I read to you. There have
been charges under that.

Mr. ALLMAND: This section would seem to have been enacted to prevent
certain types of misleading and deceptive advertising. That would seem to have
been the point in enacting that legislation.

Mr. ScoLLIN: That is so.

Mr. ALLMAND: I have examined other texts on the Criminal Code such as
Tremeear, and I have not seen any convictions under that section. So, it would
also appear that this section has not really accomplished very much in combating
misleading or deceptive advertising. Is it not the role of the Department of
Justice to recommend amendments to sections of the Criminal Code if they are
not effective in doing their job?

Mr. ScoLLIN: Yes, but your point, I gather is not that it is not effective in
doing its job—it is a broad and very well framed section. The question is: Who is
using it? It is not up to the Department of Justice. We do not prosecute under the
Criminal Code.

Mr. ALLMAND: But it is up to the Department of Justice to propose amend-
ments to the Criminal Code.

Mr. ScoLLIN: On the face of it this seems to be a very good section. The
answer then is not to amend what you have, if it is good, but to try it out.

Mr. ALLMAND: Would not the Department of Justice keep a record of the
number of charges under a section, and how many convictions there have been?

Mr. ScorLLiN: No, there are no facilities for keeping those records.

Mr. ALLMAND: So you do not know whether the section has been used, or
whether—

Mr. ScoLLIN: I personally know it has been tried at the magistrate’s court
level in western Canada on at least a couple of occasions, but it is not frequently
used, obviously. There may very well have been cases under this section which
were not worth reporting, or which never came to Mr. Martin’s attention. It is
obviously a little used section, otherwise there would have been a jurisprudence
developed on it. But, this does not mean there is anything defective in the way it
is framed that would merit amendment.

Mr. ALLMAND: Is it your opinion as a lawyer in the Department of Justice
that it is an effective section? Are you satisfied with it?

Mr. ScorLLIN: I cannot see anything wrong with it, frankly. It is a prohibition
against advertisements that are untrue, deceptive or misleading.

Mr. ALLMAND: Is not the test of a good law whether it actually accomplishes
the social purpose for which it is enacted? The fact that it contains a lot of nice
words does not mean very much if it does not actually lead to any prosecutions
or does not protect the public. To me, that is the real test. The test is not as to
whether it is logically set out, and sounds logical.

Mr. ScoLrLIN: I cannot agree. I think if a statute is directed against a specific
abuse, and is sufficient in its form to take care of that abuse, then what you are
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dealing with is a matter of not enforcing effective law. You are not dealing with
ineffective statutory provisions. You are dealing with a matter of enforcement.
The same applies with many of the lottery provisions. These are, on the face of
them, perfectly effective, but the fact is that the social conscience does not feel
that prosecutions ought to be initiated, and they are not. There is a variation in
the enforcement from place to place. This does not mean that there is anything
wrong with the statute.

Mr. ALLMAND: With respect to the other two provisions of the Combines
Investigation Act, and section 5 of the Food and Drugs Act, are records kept
setting out the number of charges made under those sections, and the number of
convictions.

Mr. ScorLiN: I would have to check. I think as these are, generally speaking,
under the control of the federal Government there would be records available
somewhere indicating the number of prosecutions under the Food and Drugs Act
and under the Combines Investigation Act.

Mr. ALL.MAND: I would like to have those. I would like the Department of
Justice to try to see if they have any records in respect of section 306, even
though it is enforced or administered by the provincial governments. It may be
that there are some records somewhere.

Mr. ScoLLiN: I am sure we have no records with respect to section 306 itself.
The only way we could get them is, perhaps, by writing to the attorneys general
of the provinces and asking them to draw to our attention any cases that they
know of in the various provinces in which charges have been laid under section
306. But, I think there would be a very scanty result. The thing is not effectively
used, and that is because people are not concerned about it. Policemen do not run
around reading newspapers and considering whether advertisements are false or
misleading. Crown attorneys are so busy charging rapes and murders, and so on,
that they have not the time in which to set the police forces in motion in pursuit
of this sort of thing. I think it is a matter of social attitude, and not so much a
matter of weakness in the law itself.

Mr. ArLmanD: Under these sections does one have to prove criminal intent,
or mens rea? In other words, do you have to prove that the person intended to
deceive, or intended to mislead, beyond a reasonable doubt also? Could this be
the reason why it is so difficult to get a conviction, or to enforce a law like that?

Co-Chairman Senator CRoLL: The onus.

Mr. ScoLLiN: Who was it who suggested the onus?
Co-Chairman Senator CROLL: I was just trying to help out.
Mr. ScoLrin: I think the onus is, to start with—

Co-Chairman Senator CroLL: I was not trying to help you out, but Mr.
Allmand.

Mr. ScoLLIN: Yes, but there is this point, that there is a heavy burden on the
Crown to prove even the falsity of the statement itself. That is often a difficult
thing to prove. You have to get at the facts of the situation, and you would have
to prove that the person knew that the statement was false, that it was deliber-
ately made and, for example, was intentionally worded. You would have to
prove he did this deliberately with a view to deception, so there is a fairly heavy
burden on the Crown.
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Mr. ALLMAND: Under subsection (2) it would seem to be less, because the
burden switches there. The person would have to show that he made a test. The
words are:

Every one who publishes or causes to be published in an advertise-
ment a statement or guarantee of the performance, efficacy or length of
life of anything that is not based upon an adequate and proper test of that
thing, the proof of which lies upon the accused—

In other words, if he makes a claim that this orange will put the sun back into
the lives of the children, it would seem that that must be based upon a test, and
he would have the burden of proving that he did conduct such a test. How does
that sound to you?

Mr. ScoLLIN: My initial impression is that this particular advertising that we
are dealing with would not fall within subsection (2)—it would not fall within
“a statement or guarantee of the performance, efficacy or length of life”. I do not
think that can be taken as literally as you would like to take it. I think this deals
‘with specific claims that something will last for five years, or that it is guaran-
teed to do certain specific things that can be identified. I do not think you can, in
fact, put the sun back into the life of anybody. That phraseology is almost poetic,
and not factual.

Mr. ALLMAND: It is romance.
Mr. ScoLLiN: Yes, romance.

Mr. ALLManD: I will leave that. I understand you are going to provide us
with figures as to how many charges have been laid within a reasonable number
of years—whatever you think is reasonable—and how many convictions have
been obtained, under the Food and Drugs Act and the Combines Investigation
Act.

Mr. ScoLLIN: We will see if we can get that information.

Mr. ALLMAND: I have one final question. With respect to the stamp provi-
sions many consumers wrote us asking: Why cannot we turn in our Pinky
stamps or Gold Bond stamps for cash? The merchants who came before us said
that this was against the Criminal Code, although they did decide after some of
our hearings to permit the trading-in of the stamps for food. In other words, the
holder of the stamps did not have to take the gifts any longer, but was allowed to
trade them in and get more food at the same grocery store, but he could not get
cash. If a consumer saved a couple of books of stamps he could not say: “I want

my $2”, or what ever the amount was. The merchants said that this was against
the Criminal Code. Is that correct?

Mr. ScoLrLIiN: Could I take that under consideration? Frankly, I know it has
not happened, and before coming down here I was concerned substantially in the
prosecution of these trading stamp cases—quite unsuccessfully.

Mr. ALLMAND: Do you mean before coming to the Department of Justice?

Mr. ScoLLIN: Yes, when I was City Prosecutor for Winnipeg. But I, frankly,
have not given any thought as to whether a redemption for cash was an offence
under the Code. In section 322 of the Code one of the prohibitive aspects in
respect of the stamps is that they may redeemed:

(B) by the vendor, the person from whom the vendor purchased the
goods or the manufacturer of the goods in cash or in goods that are
not his property in whole or in part.

So they are quite correct in saying that they could not be redeemed for cash.
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Mr. ALLMAND: I suppose those issuing stamps have got around the law by
finding the holes in the definition in section 179.

Mr. ScoLLIN: The definition is in section 322. You see, under the previous
Code, it was not so common. In 1955, when they amended the Criminal Code, and
without, I am sure, intending to effect any change in the substance of the
legislation—prior to 1955 this provision in the Code contained certain words
which were omitted in the 1955 revision. The definition now reads:

“trading stamps” includes any form of cash receipt, receipt coupon,
premium ticket or other device—

That is a list of the offensive features. Previous to 1955 this definition read:

“trading stamps” includes, besides trading stamps commonly so-called,

any form of cash receipt, receipt, coupon, premium ticket or other de-
vice—

So, the essential part of the previous definition—that is, until the new Code came

into force in 1955—was contained in the words “besides trading stamps common-
ly so-called”.

One may conclude that the proliferation of trading stamps schemes is
traceable to the omission of those words from the 1955 Criminal Code. Previ-
ously, as I said, the definition included that great bulk of things “trading stamps
commonly so-called”. Those words went out in 1955.

Following 1955 there was this gradual movement into this field by various
companies, and so on. I think the reason for that was that previously they were
deterred by the fact that the words “trading stamps commonly so-called” were
included in the statute.

Mr. ALLMAND: I will conclude with a comment. I am surprised that the
Department of Justice does not keep records as to the number of convictions and
charges under sections of the Criminal Code, even though it does not enforce the
Criminal Code, because, as I say, we have to make the law here in Ottawa, and
the Department of Justice has to suggest amendments to the Code. When you
have the administration, and enforcement from the point of view of law-making,
the only way you can fill in holes in your law is by keeping in touch with the
effectiveness of the law. Even though section 306 is a good section it seems to me
that we should have some kind of contact with all of the departments of the
attorneys general in all provinces in respect of all sections of the Criminal Code
so that we know how effective they are.

Mr. ScoLrLIN: For example, the Dominion Bureau of Statistics does collect
overall statistics on charges under the Criminal Code, but to attempt, for
example, to have the results of every decision in every magistrate’s court across
the country would be impossible.

Mr. ALLMAND: Well, the superior courts could anyway.

Mr. ScoLLIN: Generally, if the decisions in the superior courts create any
new law of any sort they are generally reported, as you know, and they do come
to our attention in that way, the same as to any other lawyer’s attention. There
are other channels of communication. Where a prosecution is undertaken by a
province and is lost because of an apparent deficiency or defect in a section, by
and large, the Attorney General will be pretty quick to get a letter in saying,
“Look, there is something wrong with the section. There is an omission here.”

Then, through the Conference of Commissioners on Uniformity of Legis-

lation which meets annually and which is composed of representatives of each
province as well as defence counsel and so on, a contact is maintained so that
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defective sections are constantly being brought to attention. You see, dealing
with a thing like 306, you are not on the face of it dealing with a defective
section. You are just dealing with one that apparently nobody bothers to
enforce.

Mr. ALLMAND: That is all for now, Mr. Chairman.

Mrs. MacINNiS: Do you ccnsider that the present federal legislation, is
sufficient to outlaw or enforce the outlawing of trading stamps?

Mr. ScoLLIN: Well, it depends on how you define trading stamps. Trading
stamps as defined in the Code are, obviously, the only ones outlawed.

Mrs. MacInnis: Forget about the Code kind of trading stamps. Does the
Code in effect outlaw the kind that are used in the supermarkets?

Mr. ScoLLiN: No, obviously not. The prosecution we took to the Supreme
Court was against the Loblaw Groceteria Company which was reported about
1960. In that case we had two cracks at that prosecution. The first one was when
they came out with the stamp scheme in the first place; they did not provide
redemption for each particular stamp. This was the only picayune item on which
they were prosecuted. They were convicted on that and it went to the Court of
Appeal, but we lost there.

While the case was before the Court of Appeal, Loblaws changed the nature
of the scheme to provide that you could get a chiclet or a book of matches, or
something like that, for any small amount of stamps, even down to one stamp
that was presented. So this satisfied the aspect dealing with receipt upon demand
at any time.

In order to test this, the Attorney General of Manitoba told us to make a
further prosecution against them alleging that because the definition says that
trading stamps includes any form of cash receipts—in other words, the word
“includes” did not cut out what the ordinary man in the street would call a
trading stamp. We went to the Supreme Court just on this point and the
Supreme Court obviously looked at the change made in the Code and obviously
one of the factors they looked at was that, and they said, “No, this is an
exhaustive definition.” They would not accept the argument put forward on
behalf of the Crown that what the common man calls a trading stamp is still
prohibited and this just extends that ordinary definition.

Mrs. MAcINNIs: The legislation in the provinces of British Columbia, Alberta
and Saskatchewan seems to effectively outlaw trading stamps such as they are
used in the stores. Is that right?

Mr. ScoLLIN: Yes, I think in terms that are broad enough to cover them.

Mrs. MACINNTS: Is it possible for us to make recommendations to the federal
legislation which would make it possible to outlaw trading stamps in the other
provinces?

Mr. ScoLLIN: I see what you mean.

Mrs. MAcINNIS: I am not touching enforcement for the moment I am just
talking about the actual form of the legislation.

Mr. ScoLLIN: The constitutional position I have not thought out, but I would
think using the general proposition that I quoted to you from the Proprietary
Articles Trade Association case, that:

.. .if Parliament genuinely determines that commercial activities which

can be so described are to be suppressed in the public interest, their
Lordships see no reason why Parliament should not make them crimes,
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On that basis my initial view would be that the federal Government has a
legitimate area in which it can legislate to the effect of outlawing all forms of
trading stamps.

Mrs. MacInnis: All right. Canada being as it is, would it, in effect in order to
get this enforced be necessary for the remaining provinces to take action.

Mr. ScoLLIN: No.

Mrs. MacInnis: I understand that trading stamps come under the Criminal
Code?

Mr. ScoLLIN: Yes, but all you do is simply blanket the other provinces. For
example, the provincial legislatures used to deal with the subjects of impaired
and intoxicated driving under the Highway Traffic Acts. So long as the federal
government had not gone into those fields, they had a perfectly valid legislation.
Then the federal government across Canada enacted in the Code provisions
which superseded the provincial legislation.

Mrs. MACINNIS: Supposing the province of Ontario did not want to outlaw
trading stamps but Ottawa did so. What would happen?

Mr. ScoLrIn: If it is valid legislation, as I think it would be, there is not too
much that Ontario can do about it, except (a) protest, (b) not enforce it.

Mrs. MacINNIS: Would it be a waste of time for this Committee to consider
such a possibility?

Mr. ScoLLiN: No, it would not be a waste of time.

Mrs. MacINNIS: Another thing is in regard to overlapping of provincial and
federal jurisdiction. I just learned very recently of the existence in Nova Scotia
of legislation which makes it compulsory for small loan companies, or any
lender, I guess, to put the full annual rate of interest out. Now, I was talking
with some of the officials there and apparently there is not too much question as
to the legality of that provincial legislation. Is that right?

Mr. ScoLLIn: That is right.

Mrs. MacInNis: But there is some question apparently as to whether the
enforcing could go along under the straight provincial law. Is this true?

Mr. ScoLLIN: If it is valid provincial legislation, there would be no difficulty
about provincial enforcement that I can see, so long as they did not tread on the
federal Government’s power in relation to dealing with interest.

Co-Chairman Senator CroLL: It was the banks who said it was not applica-
ble to us.

Mrs. MacINNIS: This is before the Federal Committee on Banking and
Commerce at the moment. They are probably trying to get that straightened out.

What I want to get at is this business of trading stamps and advertising. You
see, the thing that bothers me or that I am asking about is that some provinces
felt that they had to go and put in some legislation concerning trading stamps. Is
it necessary for the provincial governments to take action in this regard?

Mr. ScorLIN: I do not think it is. It seems to me to be a field in which, if the
federal government feels there is sufficient abuse or there is fraud, it can enact
legislation which would in effect override or supersede provincial legislation in
so far as they conflicted.

Mrs. MacInniS: I have just one other thing I want to ask.

Co-Chairman Mr. BAsrorp: It should be understood, Mrs. MacInnis, that the
administration is within the hands of the province.
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Mrs. MacInnis: That is what bothers me. I am glad you brought that up.
Suppose the federal legislation is there and the provinces do not want to act.
Then what happens?

Mr. ScorLLIN: This is what I would call an impasse. Theoretically, I suppose
the Queen in right of Canada has the right to start proceedings, but it is virtually
not done and has not been done. This would be a matter that would have to be
ironed out in the event that they refused to enforce it. But I do not think, if there
is valid legislation enacted and put in the Code, that you would be dealing with
provincial rebellion and refusal.

Mr. ALuMAND: If I, as a private citizen, lived in Ontario, and they refused to
act upon the Criminal Code, I could take a Writ of Mandamus.

Mr. ScoLLIN: Yes. Private citizens can go down and lay charges and proceed
on their own, and this is done quite often.

Mrs. MacInNis: May I just ask one question more? What is the reason that
trading stamps apparently are not used and that there is no law against them in
the Province of New Brunswick?

Mr. ScoLLIN: I beg your pardon?

Mrs. MacInnis: I was told that in New Brunswick, where I have been
recently trading stamps are not used in that province, but that there is apparent-
ly no legislation about it. Why would that be? Do you happen to know?

Co-Chairman Senator CROLL: Superior mentality.

Mr. ScoLLIN: I do not know, except for the point of view of some of the
major chains such as the Safeway chains. For example, they have felt that they
would spend their money elsewhere, and not in this particular form of promo-
tion. It is simply an economic choice, I would think.

Mrs. MAcINNIS: Another thing I wanted to ask about was when in dealing
with this advertising, deceptive or otherwise, would you think that there would
be an area to be explored to see if, by cutting down the percentage of a firm’s
budget, the percentage they could deduct from their income tax in returns,
would that in itself be able to cut out any of the deceptiveness or wastefulness in
advertising or is that a useful field to look at? The cutting down of the total
amount that they can deduct or put into advertising, if you will, the total amount
they can deduct from their expenses?

Mr. ScoLLin: Put it this way. I do not think there would be any doubt about
the validity of legislation, if the Income Tax Act limited the part of the budget
deductible to a certain proportion of the firm’s gross sales or gross profits or on
such a fixed basis. There would obviously be nothing wrong with it. In fact, the
total prohibition against trading stamps would not of itself mean that the money
that is spent presently through the large trading stamp companies would not
just be diverted to other areas of mass media advertising and so on. The point
you are after, I think, is that there would no be anything legally wrong with
doing so.

Mrs. MAcINNIs: I am wondering, if you chase out trading stamps and make
other things illegal does the total advertising budget flow some place else?

Mr. ScoLLiN: I would think so.

Mrs. MAcINNIS: Is there any way of restricting the whole works?
Mr. ScoLLiN: The way you suggest would be as effective as any.
Mrs. MACINNIS: You could make legislation.
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Mr. ScoLLIN: Oh, yes.

Co-Chairman Mr. Basrorp: Those are economic questions rather than legal
questions, Mrs. MacInnis.

Mrs. MacInnis: I guess so, but I wanted to make sure that legislation could
be made which would hold water.

Co-Chairman Senator CroLL: Mr. Scollin, you participated in the prosecu-
tion when you were in Manitoba and I have no doubt this came across your desk:

What was the ultimate cost of trading stamps to the people? What did you argue
that it cost?

Mr. ScoLLIN: I frankly did not concern myself with that. The representa-
tives of the two chains that were involved in that used this to buttress their
arguments, which did not belong in the court at all—that is, the economic effect
of it. I must say I was inundated with so much literature both for and
against—the retail merchants presented some very significant statistics and
these, on the face of it, were rebutted by some equally significant statistics from
the trading stamp chains—that at the end of the day I just gave up since I was
not immediately concerned with that aspect. I gave up the economic end of the
argument.

One thing for sure, there was no direct fraud involved, but I just could not
make any estimate at all of the economic effect of these stamps.

Co-Chairman Mr. BAsrorbp: I think you would be most unwise to try.

Mrs. RipEOUT: Mr. Scollin, I hesitate to ask a question, since I feel so out of
place among all these legal minds.

Co-Chairman Mr. Basrorp: That is why I tried to get the ladies on first in
order to get it out of the hands of the lawyers.

Mrs. RipEoUT: I appreciate your thoughtfulness, Mr. Chairman. It appears to
me that advertising today, as it is for promotion and for appeal to the public,
would be pretty difficult to prosecute as false advertising. I think you explained
that quite clearly this morning. However, if you should find some instance of
advertising that were false and which legally could be proved to be false, what
would be the penalty or the sanction imposed for the infraction? Would it be a
large amount of money or a small amount of money or what?

Mr. ScoLrin: Well, under the Criminal Code, under section 306, the offence
is indictable, and that is basically a serious offence. It is indictable and the person
is liable under this to imprisonment for a maximum term of five years. Of course,
a fine could be imposed, but it is a five year maximum prison term which is
involved here.

An accused would have the standard right, this being an indictable offence,
of being tried by jury.

Mrs. RipeEouT: Would the advertising company be involved as well?
; "Mr. ScorLLiN: Do you mean the company that participated in the advertis-
ing?

Mrs. RmeouT: Yes. Legally they would be mighty sure they would be
protected before they put any advertising in the paper.

Mr. ScoLLIN: You are thinking of the promotion companies.

Mrs. RipEOUT: Yes.

Mr. ScorLLIN: I think they would, yes. The only exception is in favour of a
person publishing an advertisement which he accepts in good faith. So by and
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large you would not be able to prosecute the newspaper, because it would be an
impossible task to sit down and analyse each advertisement. But the exemption
would not apply to the company that put the advertisement together.

Co-Chairman Mr. BASFORD: You are referring to the public relations group?
Mr. ScoLLIN: Yes.

Mrs. RipEOUT: I read through the Sunkist ad. Obviously some reputable
advertising company has looked after that ad for them and they would be
reasonably sure that legally it would be approved?

Mr. ScoLLiN: I do not know that that follows. This is traceable back to the
question of enforcement. A lot of stuff on radio, for example, is clearly forbidden
by the Code, but nobody goes around enforcing it.

Mrs. RipEouT: Why not? If I break the law by parking some place where I
should not, I would get a ticket.

Co-Chairman Senator CRoOLL: But you get away with it quite often.
Mrs. RipbEOUT: No, I don’t.

Mr. ScoLLIN: It is largely part of social attitudes I would think, and once the
law appears to be not subject to strict enforcement this itself is encouragement
of general breach of the law.

Mrs. RIpEOUT: If there was an enforcement of that section, do you not think
it would curb some of the advertising we have on radio and television?

Mr. ScoLLIN: Yes, it would.

Mrs. RiDEOUT: Many of our young people are enjoying this media of
television who are certainly going to be influenced in their later years by what
they see as young people. Apparently there just has not been too much action
taken to enforce this section.

Mr. Scorrin: I think this is it; and as a result, while it looks like a
reasonable section, only enforcement and trial and error would reveal any
defects there are.

Mrs. RipEOUT: I want to ask another question, which may not be appropri-
ate, but would you say that there is a definite tendency to avoid this kind of
prosecution, that the law shuts its eye as if it did not want to see it?

Mr. ScorLiN: I do not think one could say you were completely wrong in
drawing that conclusion. The fact is that it is not enforced.

Co-Chairman Mr. BAsrorp: Which law school did you go to, to come up with
that one?

Mrs. RIDEOUT: One other thing, I think you used the word “cancer” in
speaking of that advertisement.

Mr. ScoLLIN: Yes, that was just my remark.
Mrs. RipEOUT: Oh, I thought you were reading it.

Senator CARTER: Most of my questions have been covered, but I would like
to ask if the Food and Drugs Act is enforced provincially. Is it up to the
provincial government or is it enforced by both parties?

Mr. ScoLLIN: No. The complete enforcement is done by the federal Gov-
ernment. I can only speak about personal exceptions I know of, but as a
prosecutor for the Province of Manitoba I recall on one occasion laying charges
under the act, and the province did take action in that case. I cannot remember
the subject of the case, but I believe it had to do with goof balls or something
like that.
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Co-Chairman Senator CROLL: At the request of the Dominion?

Mr. ScoLLIN: I cannot recall that. This is in the hands of the Dominion to
prosecute. Since it is an offence against the criminal law I do not think there is
anything to prevent a provincial Attorney General from conducting a prosecu-
tion, but in fact it is federal enforcement.

Senator CARTER: It is the main responsibility of the federal Government,
but the provincial government could also take action if it desired?

Mr. ScoLrLiN: I think this is probably right. I do not see how one could
prevent the provincial government taking action, but presumably action would
be taken by the minister under the Food and Drugs Act.

Senator CARTER: You have mentioned the Combines Investigation Act, and
some other acts, but there is some legislation under the Department of
Agriculture which has to do with weights and measures, and labeling, and so on.

Mr. ScoLrLIiN: There is the Livestock Products Act which is enforced by the
department, and the Proprietory and Patent Medicines Act. There are a number
of acts of this sort which do contain, incidental provisions about advertising,
labeling, packaging, and so on, but what I have tried basically to do is to deal
with the over all, general provisions.

Senator CARTER: We had a situation in an earlier presentation with respect
to corn. Corn apparently is a product of the earth which comes under—I forget
what the section is, but there is another piece of legislation which calls corn a
cereal. Apparently, when the farmer grows and sells it, that is one thing, but
when the processor roasts it and converts it into corn flakes it is something else.
There was some sort of a hiatus there, and the question was whether it was
already covered under the other legislation, which was of a broad, general
character.

Co-Chairman Mr. BAsFoRrD: I think you are referring to the Agricultural
Products Standardization Act, dealing with products from the soil.

Senator CARTER: Yes.

Co-Chairman Mr. BAsrForRD: And it was the view of the Department of
Agriculture that this did not include corn flakes.

Mr. ScorLLIN: The question is, then, is there a possibility of a hiatus between
say this Agricultural Products Marketing Act and—was another act mentioned?
Well, frankly, I do not know, it is not an act I am familiar with.

Co-Chairman Mr. BasrorD: The position of the department was that if
people were canning corn, it came under the act, but if they were buying corn
and bringing it out in the form of breakfast food it did not come under the act.
That was the interpretation they put on the act. I think this was because they
were not particularly anxious to include breakfast foods.

Mr. ScorriN: I am sorry, it is an area that I am not familiar with. Is there
anything the committee would like on that? Probably the Department of
Agriculture had an opinion on this of which I am unaware.

Co-Chairman Mr. BASFORD: I think the conclusion the committee came to,
Senator Carter, was that if you wanted to control cereal products you would just
have to look to the definition and amend the definition under the Agricultural
Products Standardization Act.

Senator CARTER: But what I could not accept was that if you take corn and
process it, put it up in a jar, it was within this definition, but if you put it into
corn flakes it was not within the definition. I could not see the difference.
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Mr. ScoLLIN: It may have turned on the particular wording. The wording
may be defective, or perhaps the initial intention was not to deal with corn
when it was turned into something else, such as corn flakes.

Co-Chairman Senator CrROLL: Corn is corn, in a can; but have they not taken
corn and processed it so that it loses itself as actual corn?

Senator CARTER: It is the same corn.
Co-Chairman Senator CroLL: No.

Co-Chairman Mr. BAsrFoRrD: The Department of Agriculture is not interested
in controlling breakfast foods.

Senator CARTER: No, but it could be.

Co-Chairman Mr. BAasForRD: The committee came to the conclusion that if
we wanted to amend the definition to include breakfast foods it was an easy
thing to do.

Senator CARTER: But I think there was a question of whether there was a
need to do so, whether the products of the soil did not include corn.

Co-Chairman Senator CROLL: But they undoubtedly got an opinion from the
Department of Justice before they got it from us, and therefore the chairman
says we will have to deal with it in view of what information we may have.

Mr. ScorLLIN: Perhaps I should check on that. It is possible that someone in
the Department of Justice did express an opinion of which I am not aware.

Co-Chairman Mr. BAsForD: I am not sure that they did not get an opinion,
or whether it was just that they did not want to control breakfast foods.

Senator CARTER: One more point. I think Mr. Allmand questioned the
usefulness of section 306 of the Criminal Code, subsection (2) because it had not
been enforced very much; and I gathered from what you said about section 179
of the Criminal Code, which has to do with the meaning and intent of contests,
skills, and the testing of games, and so forth, that there has not been much
enforcement of that. Has that been challenged in any way? Has there been much
enforcement of that?

Mr. ScoLLIN: Section 179?

Senator CARTER: Yes.

Mr. ScorLLIN: Yes, that has been enforced. It has been in this form for quite
some time. There are lots and lots of cases on it. It has now become a technical
morass of decisions as to whether the case concerned a game of chance, a genuine
game of skill, or a sham. But by and large they have not been directed much to
the commercial promotional field in say consumer goods. Most of the decisions
have arisen in connection with agricultural fairs, or lotteries run by charitable or
service organizations—in that area. Not so much has been done in respect of
these consumer goods, and promotional advertising; that has not been touched.

Mr. MACINNIS: Supposing we decided to recommend a consumers’ protection
act, would it be possible to codify, re-write and simplify and make better all
these pieces of legislation which have not been looked at very much. Supposing
a consumer-oriented group so decided, could they make it simpler, under say a
consumers’ protection act—would that be possible?

Mr. ScoLLIN: It would be possible. The general tendency has been against
fragmenting the Criminal Code into a series of separate acts but this is obvious
from the way things are going that this may well happen, such as bringing
opium under the Narcotic Control Act and some other things under the Food
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and Drug Act. Various areas which do involve criminal offences have been
fragmented and broken off from the Code. So it is possible to do this.

Senator CARTER: I would like to go back to the Combines Investigation Act.
As I understand it, the Combines Investigation Act now contains no provisions
that would apply to predatory pricing.

Mr. ScorLLiN: I am just looking for the act, if you will excuse me for a
moment. Perhaps you could enlighten me, senator, as to what predatory pricing
is.

Senator CARTER: When a firm deliberately undersells with the intention of
eliminating competition.

Mr. ScorLLiN: Could I answer that question in this way, that firstly the
Combines Investigation Act is a specialized Act enforced by a specialized branch
of the Department, with a director responsible to the Minister. But, I would
point out that section 33A subsection (1) (c) of the Act does say:

(1) every one engaged in a business who

(¢) engages in a policy of selling articles at prices unreasonably low,
having the effect or tendency of substantially lessening competition
or eliminating a competitor, or designed to have such effect,

is guilty of an indictable offence and is liable to imprisonment for two
years.

Senator CARTER: What section is that?

Mr. ScoLLIN: Section 33 A (1) (c¢). This was enacted in 1960.

Senator CARTER: Has that been tested?

Mr. ScorLLIiN: I will check that along with the general statistics as to the
enforcement of the Combines Investigation Act.

Senator CARTER: Is not a weakness there that you have to prove intent? It is
pretty hard to prove what a fellow has in his mind when he does certain things.

Mr. ScoLLIN: I can only look at what the act says, which is:
Every one engaged in a business who

(c) engages in a policy of selling articles at prices unreasonably low,
having the effect or tendency of substantially lessening competition—
It does not say anything expressly in the formulation of the offence about intent.
It makes an offence of a policy of selling articles at prices unreasonably low,
having the effect or tendency of substantially lessening competition or eliminat-
ing a competitor, or designed to have such effect.
Senator CARTER: Or designed to have such effect?
Mr. Scorrin: But that is an alternative. The substance of the offence is
engaging in a policy of selling articles at prices unreasonably low, and the rest is
a question of result.

Senator CARTER: You would have to prove the effect? You would have to
prove that it was having that effect?

Mr. ScoLLIN: Yes, or that it had that tendency.

Senator CARTER: And a person who could produce that amount of proof
could take action under that section?
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Mr. ScoLLIN: Yes.

Senator CARTER: Does the Department of Justice concern itself very much
with the Combines Investigations Act or is that left up to the combines commis-
sion?

Mr. ScoLLiN: Under the new Act this is one of the subjects or areas that has
been allocated to the Registrar General.

Senator CARTER: Have you yourself had any experience—have you made
any study of the Combines Investigation Act? Do you see any weaknesses in it
that should be—

Mr. ScoLLIN: No, I have not made a study of it. It is not an Act with which I
am familiar at all.

Senator CARTER: Thank you very much.

Senator INMAN: Mr. Scollin, one of the questions I have been asked is with
respect to prosecutions under the Criminal Code. To go back to trading stamps I
know that in Prince Edward Island we do not have trading stamps. In fact, they
were prohibited before they ever came in, but now they have a scheme for which
they think they cannot be prosecuted. This is a scheme where you get half of a
coupon, and then obtain the other half. What would be your thinking on that?

Mr. ScoLriN: What does this coupon entitle you to?

Senator INMAN: If you get the other half you can get a certain amount of
groceries, or whatever you wish—and auto repair, or something like that. The
question was asked me at a meeting as to how this fitted in.

Mr. ScoLLIN: Is this given for cash purchases?

Senator INMAN: Yes, it is given at one of the chain stores.

Mr. ScoLLiN: Does it represent a discount on the goods?

Senator INMAN: No, I do not think it is given in the same way as the stamps.

Mr. ScoLLIN: It would seem to be in susbstance, from what you say, under
those prohibitions in section 369—that is, if the thing is given with goods and is
intended to be a premium to the purchaser, and if the half you get is not
redeemable upon demand right away.

Senator INMAN: No, you have to have the matching half.

Mr. Scorrin: Does it show on its face the value of what it is supposed to be
worth?

Senator INMAN: If you get the other half, yes.

Mrs. RIDEOUT: There are not too many of the other halves around. It is like a
game of chance.

Mr. ScoLLIN: When you have managed to get the other half do you then
have to answer any skill—

Sgnator INnMaN: No, you go to the store and take the money, or whatever
you wish. You can take it in groceries if you wish.

Mr. ScoLLiN: I think on a brief consideration of what you have said as to
what happens that this probably is a matter which the attorney general would be
prepared to look at from the point of view of considering whether it is prohibited
by the lottery section, section 179.

Senator INMAN: Well, the province has passed an act making stamps illegal,
but has done nothing with respect to this.
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Mr. ScoLLIN: Has any prosecution been attempted under this Act.

Senator INnMaN: Not that I know of. I was just asked if I would find out if
this came under the same type of promotional scheme.

Mr. ScoLLIN: From the very unsatisfactory answer you have received obvi-
ously the Department of Justice is not the place to ask, but I think this is again a
matter about which you might very well consider dropping a line to the local
enforcement people, or the attorney general, with a view to possible prosecution
under both section 369 and section 179. As a matter of fact, as a practical matter,
the mere fact that things are existing does not mean that they are not contraven-
ing the law because even now in some provinces stamps are being distributed
which are in contravention of the Code but because of other pressures it is
difficult to get around to bringing prosecutions.

Senator INMAN: I will take that answer back.

Co-Chairman Mr. Basrorp: I have a few questions following along the line
of questioning of Mrs. MacInnis. Do I take it that it is your view that if the words
“trading stamps commonly so-called” were put in the section again they would
have the effect of outlawing trading stamps as the man on the street now knows
them?

Mr. ScoLLIN: Those words were never judicially interpreted before, but I
would certainly think that if it is the object to outlaw trading stamps altogether
then those words would certainly give a likely ground for a court holding that
any trading stamp if forbidden. But I can see the benefit of recasting the
provisions rather than just tampering with them and replacing those words. If
that were the recommendation of the committee then I would think that a fresh
approach should be used rather than have the courts embroil themselves in an
argument as to what the effect of the removal was initially, and what was the
effect of putting those words back. I think a fresh approach would be preferable.

Co-Chairman Mr. BASFORD: So it is your opinion that it is possible to define
trading stamps as we now know them, and to put that definition in the law?

Mr. ScoLLIN: Yes.

Co-Chairman Mr. Basrorp: Is that an opinion having regard to the constitu-
tional position?

Mr. ScoLLiN: Mr. Chairman, I really have not made any study of the
constitutional position in relation to trading stamps in particular, but on the
basis of the proposition I quoted earlier I see nothing to prevent the federal
Government from entering into the merchandising area if it feels this is a
general fraud on the public, and enacting a prohibition which would in effect
completely outlaw these stamps.

Co-Chairman Mr. BASFORD: There was one thing that you said in your
opening statement that I did not quite understand. In discussing the various
provincial acts you said that British Columbia Trading Stamp Act of 1960 defines
trading stamps in almost the same words, or generally the same words—I forget
what exactly what you said—as those of the present Criminal Code definition.
That being the case, why has the British Columbia definition prevented stamps
from being used in British Columbia, and the Criminal Code has not?

Mr. ScorLriN: The British Columbia definition adopted all of the opening
part of the Criminal Code definition, but it did not get itself enmeshed in this
enormously detailed part dealing with redemption by persons other than the
vendor. The British Columbia statute does not go into all these details about
redemption. It uses the opening part of the Criminal Code definition, namely:
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In this section, “trading stamp” means any form of cash receipt,
receipt, coupon, premium ticket or other device designed or intended to be
given to the purchaser of goods by the vendor thereof or on his behalf,
and to represent a discount on the price of goods or a premium to the
purchaser thereof—

and then it says:
—but does not include.
(a) atrading stamp as defined in the Criminal Code;

(b) an offer, endorsed by the manufacture upon a wrapper or container
in which goods are sold, of a premium or reward for the return of
that wrapper or container to the manufacturer.

It does not go into these redemption provisions at all. Therefore, it is a cleaner
and neater definition.

There was a case in about 1964 which first got away altogether from these
detailed redemption provisions, and said that if what was given did not represent
a discount in the case of a cash purchase then it was not, even within the opening
part of the definition, a trading stamp at all. I do not know if the committee is
interested in the details of this, but even in the definition as it stands, and
leaving aside this question of details of redemption and methods of redemption,
there is this case which just using the opening part says and that was obviously
considered by the Crown to be a trading stamp, and which looks to be a
trading stamp, was not a trading stamp in fact.

These were coupons given to cash customers by a business that did both cash
and credit. These coupons represented a bonus discount for cash and were not
trading stamps since they did not represent a discount on the price of the goods
but only a discount on the cash paid.

Co-Chairman Senator CROLL: Just as a matter of timing, we amended the
act in 1955 by taking it out. The prohibition from the other provinces came out
subsequent to that date, so there was nothing done previously, but only after we
amended the act. Do you know the reason why we amended it? What historically
is the reason?

Mr. ScoLLiN: Well, the code was re-enacted in 1955, and Mr. Martin, who
has produced these comments on the Code, was a member of the commission or
secretary to the commission, if I recall. It was designed to clean up and tidy up
the Criminal Code, but it was very limited in the changes in substance it was
supposed to make. On this particular change in the trading stamp section there
was nothing in the debates about the reason for the exclusion of these words. At
the time of the prosecution, as I mentioned to you, I did check with Mr. Andy
Moffat who was a member of the commission which drew up the Code, and I
asked him if he could recall what, if any, reason had motivated them to leave
these words out and he could not recall. His only recollection was that they did
not have any intention to change the substance, but considered the words
superfluous. The record does not show that, but is was a private check with one
of the Commissioners. This was the only reason for taking the words out that
he could think of.

Co-Chairman Senator CroLL: That was in 1955. Then the provinces passed
legislation to suit their purposes subsequently.

Mr. ScoLLiN: Even prior to that some of the provinces had a provision that
was not used entitling municipalities to regulate trading stamps, but I do not
think anything was done on this. There was some question, in view of the fact
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that trading stamps were dealt with already in the Code, whether they could do
this validly. I do not know.

Co-Chairman Senator CROLL: How long have trading stamps been around,
to your knowledge?

Mr. ScoLLIN: This provision has been in the Code right since the very early
days of the Code, that is, the provision against trading stamps. If you will just
give me a moment, I will see when it first came in.

Co-Chairman Mr. BASFORD: Are you going to insist on an answer.
Co-Chairman Senator CrorLL: I think it useful.

Mr. ScoLLIN: These provisions appear in the Criminal Code Amendment Act
1905, Chapter 9. The bill, that is the amending bill in respect of trading stamps,
was introduced at the insistance of many boards of trade and retail merchants’
associations throughout Canada.

The trading stamp scheme originated in the United States about 1895 and
was imported into Canada about 1900.

Co-Chairman Senator CrRoLL: Mr. James, who is an historian, tells me that
even Sir Wilfrid Laurier was excited about this whole problem.

Mr. ScoLLIN: Perhaps I might just point out to the committee that this is a
quotation from the 1905 Hansard at the time of the bill.

Mr. Kemp: Certainly some remedy should be applied to this abuse.
These trading stamp companies, small and insignificant as they are, are
permitted to do what no other kind of financial corporation can do. They
are permitted to circulate money. This trading stamp resembles a postage
stamp. They are sold at five dollars for a hundred dollars face value. The
merchant hands them out to his customer and they get into circulation
that way. When a customer gets a hundred dollars’ worth he can go and
exchange it for some article valued at from twenty-five cents to a dollar.
He never gets anything worth five dollars. A greater evil is this, that a
great amount of these stamps are never redeemed. Very few people can
get a hundred dollars together. The people who have been deceived into
taking these stamps are generally poor people, and it takes them a long
time to collect a hundred dollars. Where the tremendous profit of the
trade stamp companies comes in is due to the fact that the stamps are
never redeemed. Then—when people present the stamps at the store, they
will be told that the store is out of but some are expected in a few days,
and in the end the trading stamp agents get away without paying any-
thing.

These abuses are not generally true now. This is the aspect of the federal
government’s previous stand on questions of fraud and the circulation of money,
problems which concerned them in this case and which were the reasons for
their concern at the time in 1905.

Co-Chairman Mr. BASFORD: Excuse me, but what page were you reading
from?

Mr. ScoLLin: These are comments taken from page 612 of Martin’s Criminal
Code, 1955 Edition.

Mrs. MacInnis: Is there any history of American legislation doing anything
about trading stamps or have they done anything about that?

Mr. ScorLLIN: I do not know of any, but there is voluminous material on
them. I recall at the time of one of the trading stamp cases among the materials
25661—3
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supplied by the companies there was a statement as to the position of various
states in the United States and the development of various trading stamps there.

Co-Chairman Mr. BasrForDp: Dr. James has some material, if you want to
pursue that, Mrs. MacInnis. We are also having the Association of Trading Stamp
Companies before us and you can ask them that then.

What happens, Mr. Scollin, if some consumer thinks that he or she is being
abused and writes in to the Minister of Justice with that complaint?

Mr. ScoLLIN: The complaint that he did not get—

Co-Chairman Mr. Basrorp: Senator Croll produced a letter which some
consumer had sent in because he thought he was being misled. What would
happen if that arrived on the desk of the Minister of Justice rather than on
Senator Croll’s desk?

Mr. ScoLLIN: Within the constitutional limitations imposed on us, since this
is basically a matter of contravention of the Code, the writer submitting the
letter would in fact be referred to the Provincial Attorney General and told that
as the enforcement is a matter within his jurisdiction it should be referred to
him.

Co-Chairman Mr. BASFORD: Is there any officer or deputy in the Department
of Justice who looks after consumer complaints specifically?

Mr. ScoLLIN: No.

Co-Chairman Mr. BASFORD: I am wondering about that. The 1959 Stewart
Royal Commission recommended that, as an instrument of liaison with consum-
ers, an officer bearing the appropriate name be established in the Department of
Justice.

They recommended further that the proposed officer prepare, publish and
keep up to date a report on legislative measures to protect consumers and on
services, government aid and voluntary aid, available to consumers. You might
like to duck out of the question and leave it to your Minister to answer, but I am
wondering if anything has been done on that recommendation?

Mr. ScoLLIN: Mr. Chairman, I have no knowledge of the setting up of such a
department in the Department of Justice.

Co-Chairman Senator CROLL: You are a new man there anyway, are you
not?

Mr. ScoLLIN: There may be some chap hidden somewhere in the department
who is doing this.

Co-Chairman Senator CROLL: Tell me, following Mr. Basford’s question, if a
letter, any letter at all, were to come in, would you, in writing to the provincial
Attorney General, express some view or some indication of what your thinking
on the matter would be, or would you simply say that you had received the
following letter and were referring it to them for their attention.

Mr. ScoLLIN: We would not, generally speaking, refer it directly to the
attorney general. We would refer it to the person who sent in the complaint and
tell him to send it to the attorney general.

Co-Chairman Senator CRoLL: That is worse. All right.

Co-Chairman Mr. BAsFoRD: Are all of the opinions given on the various acts
channelled through the Department of Justice? In thinking of the question I
have answered it myself, because the Combines Investigation Act has its own
gpinionvs. What about the Food and Drugs Act or do they have their own legal

ranch?
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Mr. ScoLLiN: Each of the departments has its own legal advisor at some
point.

Co-Chairman Senator CROLL: Then they get into more trouble.

Mr. ScoLLIN: Frankly, on this, since I have been concerned basically with
the Criminal Code amendments, I am not as familiar with the operations of the
departments as perhaps somebody else is.

Co-Chairman Mr. BasrorD: I understand that position.
Mrs. RipEOUT: The food and drug people do have their own legal counsel.

Senator CARTER: I just want to clear up one point. You spoke about the
federal government’s concern about damage to currency, and you referred to
coupons that were given out. There are some firms, if you make a purchase,
when you pay your bill the cashier gives you back a little coupon worth 25 cents,
35 cents or 50 cents on it, depending on the amount of your purchase. That is,
they are worth 50 cents, or whatever the amount of the coupon is, in that store

or any branch of that store. You do not regard that as interfering with the
currency?

Mr. ScorLLin: I think the objection was the general circulation of these
stamps. You see, this is why the specific limitations were put on redemption. For
example, it is prohibited for any person, other than the vendor or person from
whom the vendor got the goods or the manufacturer, to redeem. They can not
redeem it generally at large because, you see, that would have the effect of

circulating it.
Senator CARTER: Thank you.

Co-Chairman Mr. BAsrorD: There being no further questions, Mr. Scollin, I
would like to, on behalf of the committee, thank you and Mr. MacKinnon for
coming here this morning and giving us the benefit of your knowledge and views
in a very straightforward and sometimes witty way. I know that the committee
has found your presentation extremely useful and valuable for its work on
behalf of consumers. Than you very much.

The committee adjourned.

AFTERNOON SITTING

The Special Joint Committee of the Senate and House of Commons on
Consumer Credit met this day at 3 p.m.

Senator David A. Croll and Mr. Ron Basford, Co-Chairmen.

Co-Chairman Mr. BAsrorD: Honourable senators and members, the com-
mittee will please come to order. This afternoon we have a brief presented at
our request by Professor Grant L. Reuber, Head of the Department of Eco-
nomics at the University of Western Ontario.

Professor Grant L. Reuber, Head, Department of Economics, University of
Western Ontario, London, Ontario: I have checked with Dr. James about the
procedure here, Mr. Chairman, and with your permission I would like to proceed
to present this brief, if that is acceptable.

In everyday life all of us have been faced with the difficulty of choosing
among several goals, all of which are highly desirable in themselves but each of
which is inconsistent with some of the others to some degree. In this situation it
is impossible fully to achieve each objective. A simple example of such a
dilemma is the desire for income, requiring effort, versus the desire for leisure.

Few of us opt for all work or all leisure. Most of us elect a compromise: some
25661—33
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income and some leisure. Nations confront similar difficulties in choosing among
the objectives of economic policy. It is relatively easy to compile a list of
desirable objectives. The difficulties arise when the country confronts the hard
choice about how far to pursue one objective at the expense of others. In
situations where the objectives of national policy conflict to some extent, most
countries, analogus to most individuals, can be expected to elect a compromise,
trading off some portion of one objective in order not to fall further short on
some other.

This brief focuses on three objectives of Canadian economic policy: high
employment, price stability and economic growth. It is addressed to three basis
questions:

(a) how great is the degree of conflict between these thtree objectives of
economic policy?

(b) what can usefully be done to reduce the conflict between these
objectives to a minimum?

(c) having reduced the conflict to a minimum, what is the appropriate
combination of objectives at which policy should aim?

The empirical evidence presented below is largely based on research on which I
and three of my colleagues have been engaged for some time. Our most recent
work in this area was done for the Economic Council of Canada and will be
published shortly by the Queen’s Printer.

Our evidence on the first question posed may be summarized as follows:

(a) Within the range of past experience in this country, there is little
evidence that the secular rate of productivity growth is significantly
affected by the level of unemployment or the rate of price increase
(abstracting from cyclical changes). There are a number of reasons
for believing that sustained high employment may enhance the rate
of economic growth; and some traces can be found in the statistics of
a positive association between the secular rate of productivity growth
and high levels of employment and rising prices. This evidence,
however, is impressionistic and fails to support the hypothesis of a
strong and significant positive relationship. This conclusion for
Canada coincides with the findings of a substantial number of studies
which have considered this relationship for the U.S. and other coun-
tries.

(b) There is strong evidence of a conflict between the objectives of high
employment and price stability within the ranges of unemployment
and price level changes relevant to public policy discussion in
Canada. Significant evidence of such a conflict exists for other indus-
trialized countries as well. No evidence has been found for Canada, or
for any other country, to suggest that these two objectives are either
independent of each other or complementary.

(c) There is equally strong evidence that the relationship between the
level of unemployment and the rate of change in Canadian prices is
greatly complicated by the openness of the Canadian economy and
the magnitude and pervasiveness of the influence of foreign (es-
pecially U.S.) price and wage changes on Canadian wages and prices.
Given the importance of this external influence and given the limita-
tions of public policy, it is unlikely that price changes in Canada can
deviate very much from price changes in the U.S.—particularly if
Canada adheres to a fixed foreign exchange rate.
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(d) The evidence indicates that profits per unit of output have some
positive influence on the rate of price change via the influence of unit
profits on the rate of change in wages. This, however, is relatively
weaker than the influence of unemployment and foreign prices on
price changes.

The estimated trade-offs between unemployment and price change for
Canada are shown in the appendix, Figure I and Table I. These estimates are
based on quarterly data from 1953 to 1965. Two assumptions are made about the
external environment. One assumes a non-inflationary environment in which
import prices remain unchanged, U.S. wages rise at a rate which is held to be
consistent with stable U.S. prices, and unit profits are at a level equal to their
average level from 1953 to 1965. The second set of assumptions assumes an
inflationary environment in which import prices rise at 2 per cent per year, U.S.
wages at 6 per cent annually and unit profits are half-way between their peak
and average values for the 1953-1965 period.

We might just look at that table for a moment; it is the first page of the
appendix. Looking at the graph one sees that there are two lines, top and bottom.
The top line refers to an inflationary environment in the world around us; the
bottom line refers to a non-inflationary environment. According to the evidence
which we have been able to find from the statistics, this is the relationship
between the level of unemployment and the rate of change in prices which one
might expect, given this external environment for the country.

From the estimates based on the assumption of a non-inflationary environ-
ment, it seems reasonable to expect the Canadian price level to remain constant
when the unemployment rate is 4% per cent. When unemployment falls to 2} per
cent, prices can be expected to rise by about 4 per cent annually. When
unemployment rises to 8 per cent prices can be expected to decrease by 1 per
cent annually.

This picture changes sharply when an inflationary environment is assumed.
At a 4 per cent level of unemployment retail prices can be expected to rise by
5 per cent; at a 21 per cent level of unemployment prices can be expected to
rise by more than 8 per cent; and when unemployment is 8 per cent prices are
likely to rise by about 3} per cent. In short, if foreign prices are rising by
about 2 per cent annually, Canadian prices can be expected to rise substan-
tially even at levels of unemployment that are well beyond anything that is
politically tolerable.

All trade-off calculations—and I wish to emphasize this—are, of course,
only approximations. Nevertheless, even when one makes full allowance for
qualifications, the evidence strongly confirms, in the words of the Economic
Council, “the existence of an inherent reconciliation or trade-off problem be-
tween the goals of high employment and reasonable price stability in Canada
in the post-war period”. At the same time, the lack of any evidence of a conflict
between the growth objective and the price and employment objectives, within
the range of experience relevant to public policy discussions in Canada, implies
that Canadians do not have to choose between the objective of growth and the
other two policy objectives; the choice between the goals of price stability and
high employment can be expected to have little, if any, influence on long-run
growth.

I would like to turn now to the question of what policies might be adopted to
reduce the conflicts between objectives. Having already indicated my view that
there is no conflict between the objective of growth on the one hand and the
other two objectives, high employment and price stability, on the other, it
follows that you do not have to pursue policies to eliminate a conflict.
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Nevertheless, there are two important policy implications which I think
should be particularly noted. For one thing, it suggests that it only muddies the
waters of public discussion for anyone to suggest that low levels of unemploy-
ment, by the standards of our experience, and the concomitant increases in prices
are inimical to long-run growth. Secondly, the absence of a conflict suggests that
in formulating general monetary and fiscal policies for stabilization purposes, the
authorities should keep their eyes firmly glued on the performance of the
economy in terms of employment and price stability and should not be misled by
the illusion that higher unemployment and more stable prices that we have
experienced recently will promote the long-run growth of the country.

I turn now to the other two objectives, price stability and high employment.
The question I ask is: what can be done to reduce the conflict between these two
objectives? The policies, which we might consider, can be classified into four
broad categories: demand policies; supply policies; direct policies; and policies to
improve information, knowledge and co-ordination.

Demand policies, as indicated later, are generally directed at regulating the
level of activity in the economy. This means that the particular combination of
unemployment and price stability on the trade-off curve at which the economy
performs in large part is determined by the aggregate demand policies pursued
by the monetary and fiscal authorities. It also means that through changes in
monetary and fiscal policies the economy can be moved along the curve from one
combination of unemployment and price change to another. How effectively
aggregate demand is managed may, however, also have some influence on the
position of these curves, such as those shown in Figure 1. Under very effective
management, in the sense of keeping the economy consistently at its employment
goal, it is possible that the conflict between these twin objectives may be
reduced in comparison with the conflict which would exist if the economy
deviated from its employment goal frequently or for lengthy periods.

It is widely accepted that the effective management of aggregate demand is
fundamental to good economic policy in Canada, and that there is room for
improvement in this area. This calls not only for substantial improvement in our
information and knowledge about how the economy works, but also for the
refinement of our monetary and fiscal instruments. For example, I regard the
measures taken to increase the flexibility in the fiscal instrument last spring as a
significant step forward in this area.

Supply policies until several years ago received much less attention than
they deserved. These can be regarded as policies which are designed to ensure
vigorous competition in the markets for goods, financial assets and productive
factors, to increase the supply and mobility of labour and other productive
factors as well as of goods, and to increase productivity. Within this context
much has been said by the Economic Council and others about

manpower and other supply policies to improve resource allocation and
open serious bottlenecks, policies to stabilize the growth of construction
expenditure and so reduce pockets of excess demand which periodically
develop in that sector, policies to achieve better co-ordination of expendi-
ture planning and fiscal policy by all three levels of government, the
laying of a fresh groundwork for a fresh policy approach to the problem
of market power, policies to improve productivity growth and facilitate
adjustment to technological and other change and policies relating to the
government’s increasingly important role as an employer and as a partici-
pant in collective bargaining.

I heartily endorse the Council’s recommendations in these various areas. I
should particularly like to emphasize the important role which the Council
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assigns to improvements in education as a means of increasing labour mobility
and productivity. I believe our efforts in all of these areas in the past have been
too modest and too tardy. Although some considerable progress has been made in
these areas in recent years, more ambitious and vigorous policies are called for
the future.

In addition to these policies, more attention should be given to the role of
commercial policies and government regulations in impeding competition and
thereby increasing the conflict between the goals of full employment and stable
prices. As far as commercial policy is concerned, a reduction in tariffs not only
gives rise to a once-for-all redlction in prices to internationally competitive
levels but also reduces the market power of businesses and trade unions shel-
tered from international competition by the tariff. To the extent that market
power accounts for the upward creep in prices, the reduction in market power
occasioned by a reduction in tariffs can be expected to reduce the conflict
between price stability and unemployment. Tariff reductions are a particularly
potent device for reducing market power in Canada because of the openness of
the economy; indeed, it is difficult to see how any group could retain much
market power if tariffs were wiped out. In addition to improving the perfor-
mance of the economy in terms of its stabilization objectives, many economists
would. of course, argue that tariff reductions would also improve the long-run
growth and efficiency of the country.

Substantial reductions in tariffs have occurred since World War II and more
are in prospect. This is not the place to pursue this question in detail. Two points
are worth noting, however. First, there is considerable scope for further general
reductions in Canadian tariffs. Secondly, it is much easier to reduce tariffs when
the economy is running at a high level of employment and adjustments to tariff
reductions can be made relatively easily than when there is a significant margin
of unemployment.

In addition to general tariff reductions, more attention in my view should be
given to the use of tariff reductions on a selective basis where evidence of the
exercise of market power has been found. Section 29 of the Combines Investi-
gation Act explicitly empowers the Canadian Government to reduce or eliminate
tariffs on articles in regard to which there has existed

any conspiracy, combination, agreement, arrangement, merger or
monopoly to promote unduly the advantage of manufacturers or dealers
at the expense of the public.

Table IT summarizes the number of times since 1945 that tariff action has been
recommended or implied on specific products in reports made under the Com-
bines Investigation Act. In no instance, as far as I have been able to ascertain,
has any Canadian Government implemented these recommendations. This is
clearly an area where the Canadian Government has powers which have not
been exercised in the past and which could be used quite effectively in future to
deal directly with situations where prices are high or rising because of market
power exercised by private interests.

We might just look at the items in Table II. The form of this table is that I
have given the reference to the tariff report, a brief summary of the products in
question—and it is by no means an all-inclusive summary—a page reference to
the recommendation in the report referred to in column 1, and then an indication
of the tariffs applicable. Naturally this group of commodities comes in under a
variety of tariff rates, so I have had to summarize and perhaps group a bit, and
my tariff rates are not typical of every item listed here. That point should be
understood.
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Co-Chairman Senator CRoLL: Is that complete elimination of these tariffs or
a reduction?

Professor REUBER: That is an open question which one would want to
consider. I am not particularly suggesting elimination. I am saying that these are
the tariffs as they exist, and that if there is evidence of market power in these
particular areas, one way of reducing market power is possibly to reduce the
tariffs and—

Co-Chairman Mr. BasrForp: I do not want to interrupt, but the recommen-
dations were for their elimination. Is that correct?

Professor REUBER: No, they were not, as I recall them, for elimination. In
some cases it was in the form that the government should consider tariff action,
and that could be elimination, but it could also be a reduction.

Senator O’LEARY (Antigonish-Guysborough): In every case, though, they
are recommending reduction?

Professor REUBER: I am sure they are recommending a reduction.
Co-Chairman Mr. BAsrForD: I think that point has been cleared up.

Professor REUBER: Private market power also arises as a result of various
government controls and regulations. For example, patent regulations are an
important source of market power. As far as retail food prices are concerned,
regulations governing the import and sale of agricultural products are im-
portant in keeping prices higher than they would be otherwise and make it
possible for prices to rise more rapidly. Such measures exist, of course, to
protect farm incomes. In some cases, at least, this objective could be achieved
more efficiently than at present—e.g., by using deficiency payments schemes
in place of price supports. It is encouraging that the government has asked the
Economic Council to conduct a major investigation into the general question
of competition and market power.

Direct measures to reduce the conflict between price stability and high
employment in principle cover a spectrum ranging from a fully-controlled
economy to the mildest form of exhortation. The prospect of a comprehensive
system of price and wage controls in peace time is very unappealing to me, as I
believe it is to most people. At the same time, few would question the need for
the government to speak clearly and persuasively about the current state of the
economy, the outlook and the responsibility of private groups and individuals in
improving our economic performance. In recent years a number of governments
in the U.S. and Europe have gone beyond this by setting out explicit guideposts
for price and wage adjustments and attempting to enforce these guideposts with
varying degrees of coercion. It has been suggested that an “incomes” policy of
this sort should be implemented in Canada.

The Economic Council has examined this possibility in some detail. I find
the arguments advanced against such a policy in their Third Annual Review,
and in the Special Study prepared by Professor David Smith of Queen’s Uni-
versity, very convincing. I understand that Professor Smith is slated to appear
before this committee and I am sure he will go into this matter further. I should
like to emphasize particularly one point in this connection. The logic of a
guidepost policy depends essentially on the existence and exercise of market
power by private groups. To the extent that market power poses a problem for
stabilization policy in Canada, it can, in my view, be much more effectively dealt
with by reducing tariffs on both a general and selective basis as well as by
revising various government controls and regulations than through an incomes
policy.

Policies to improve information, knowledge and co-ordination are spelled
out in the Economic Council’s Third Annual Review. I believe these measures
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should be implemented as quickly as feasible. Canada has fallen seriously behind
the U.S. and some West European countries in this area. In addition to endorsing
the proposals advanced by the Economic Council, I should like to emphasize the
need to provide substantially more funds on attractive terms for economic
research at universities. I hope what I am saying here is not construed as simply
grinding an axe because I come from a university. I do think this is rather an
important question. Government agencies, research institutes and private re-
search groups play an essential role in this area. However, I believe it will be
extremely difficult, if not impossible, for these groups to be as effective as in
other countries unless they are as fully supported by academic research and
graduate training as such research groups are supported in these respects in the
U.S. and elsewhere. Academic training and research on a large scale and of a very
high quality, in my view, are the pith and marrow of the highly impressive
achievements in the U.S. in the field of economic research. If our efforts
are to be at all comparable I believe it is essential that substantially more
resources be made available to Canadian universities and on better terms than in
the past to improve both the size and the quality of their faculties, to support
research in these areas, to underwrite graduate training and to encourage closer
contact between university economists and economists in the Civil Service and
independent research groups. Considerable improvement has admittedly oc-
curred in recent years under the aegis of the Canada Council, the Economic
Council, and others, but much more remains to be done. At present any one of
the major university economics departments in the U.S. has substantially more
funds available for research than all Canadian university departments of eco-
nomics put together.

So far I have been talking about the question of what can be done to reduce
the conflicts between these two objectives: price stability and high employment.
Having done the best you can to reduce those conflicts you may still be left with
a conflict, and that raises the question of what the appropriate combination of
these objectives might be.

Although various measures can and should be adopted which will reduce the
conflict between high employment and stable prices, the evidence for Canada as
well as other countries gives little reason for believing that the trade-off prob-
lem can be eliminated for all practical purposes by these measures. Thus, the
country is confronted with the question of choosing the point, or portion, of the
trade-off curve which is least disadvantageous. An appropriate combination of
price change and unemployment having been chosen, the country faces the
further policy question of how to regulate aggregate demand in order to achieve
this combination.

What is the appropriate combination at which policy should aim? In order to
answer this, an assessment of the relative costs of price inflation and unemploy-
ment is required. This poses difficult questions about which we know only too
little and which continue to receive less attention than is warranted. Moreover,
important considerations of political and social policy are also raised. The issue is
nevertheless unavoidable. Anyone who suggests, for example, that demand
should be dampened in the interests of greater price stability is implicitly
suggesting that the benefits from greater price stability will outweigh the costs
of the higher unemployment associated with greater price stability. Similarly,
anyone who advocates an expansion in demand implies that the gains from the
resulting reduction in unemployment will outweigh the costs of the associated
increase in the rate of price increase.

It is not possible to explore this matter at any length here. I leave aside all
political and social considerations, recognizing that these may be very important.
The economic costs of unemployment and price inflation can be usefully grouped
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into two categories: those related to the total real output of the community and
those related to the distribution of income and wealth. Concerning the first
category, one of the principal costs of unemployment consists of the output
foregone as a result of failing to employ productively all the labour, willing and
able to work at prevailing wages, as well as other factors. To the extent that high
employment stimulates productivity growth, further costs in terms of output
foregone arise as the level of unemployment is allowed to increase. For the
economy as a whole, a principal cost of moderate inflation arises from the
reduction in the usefulness of money. Under inflationary conditions, there will be
a tendency to hold a higher proportion of wealth in the form of real goods, which
are produced at a cost, in place of money, which is virtually costless to produce.
Taking into account only these aggregative real costs and assuming no balance of
payments constraint, I have estimated that the incremental cost of unemploy-
ment is approximately equal to the incremental cost of price inflation when
unemployment is about 2% per cent and prices are rising at about 3% per
cent annually. These estimates should be regarded as only very rough approxi-
mations. There can be little question, however, that by the historical standards of
this country the economy can be run at a very high level of employment before
the aggregative costs of inflation begin to outweigh on the margin the costs of
unemployment. Moreover, as is evident from Table III, Canada and the U.S. over
the past decade seem to have given higher priority to price stability relative to
unemployment than the countries of Western Europe.

We might look at Table III. What I have shown here is the unemployment
rate for various countries for various periods, also the annual average percentage
increase in prices. You will observe that generally speaking the unemployment
rate in Canada and the United States has been higher than in the European
countries listed for whatever period you wish to consider. You will also observe
that generally speaking the rate of price change in North America has been
lower than in any of the European countries. I would add this word of caution,
that international comparisons of unemployment and price data are notoriously
treacherous. These figures are alleged to be on a comparable basis. I can only say
that I think some effort has been made to make them comparable. How success-
ful that effort has been I shall have to leave to someone else.

It is much more difficult to say what the optimum combination is when one
takes into account distributive costs. Several points should be noted in this
connection. First and foremost, it is high time that the distributive effects of
unemployment are taken into account as well as the distributive effects of price
inflation when this question is considered. Distributive justice is no less impor-
tant when inequities arise from unemployment than from price changes. Few
would agree that the interests of bond holders, pensioners and fixed income
groups should be given priority over the interests of the older and very young
workers, minority groups, those who are less skilled and less healthy, those living
in the more remote areas of the country, and those running small business
—those groups, in short, upon whom the incidence of unemployment is greatest.
Secondly the empirical studies that have been made of the distributive effects
of price inflation indicate that these are much less than usually suggested.
This is because the public learns from past experience and before long begins
to make some allowance for future price increases in its contractual arrange-
ments. Interest rates on bonds, for example, are adjusted upwards to reflect the
expected decline in the purchasing power of the fixed value of bonds. Since
World War I, retail prices in North America in every year have been higher than
in the previous year with only ten exceptions, nine of these occurring during the
inter-war period. No one can claim that price increases are a recent phenome-
non, being sprung on the public unexpectedly. In the light of past experience and
with the commitment of the country to a mixed economy and the goal of full
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employment, can anyone claim an injustice if he bets on price stability in the
future and loses? Is there anyone in the country who, in fact, seriously believes
that prices will not continue to increase in coming years? And in the light of past
experience, it there any reason for believing that a continuous mild upward
movement in prices cannot be sustained and is inevitably doomed to deteriorate
into hyper-inflation?

In addition to these considerations, it must be recognized that most govern-
ments nowadays actively redistribute income in the interests of achieving great-
er equity and distributive justice. The social welfare and other measures de-
signed to foster this objective can, and do make, allowance for the redistributive
effects of price inflation and unemployment. Indeed, the Canada Pension Plan
explicitly links benefits to changes in the cost of living. Along this line one might
argue that the primary task of stabilizing policy is to maximize real output and
that those concerned with stabilization policy should leave it to other branches of
the government already active in the field to achieve the distribution of income
that is regarded as acceptable.

The question of selecting the appropriate combination of unemployment and
price change as a goal for stabilization policy is further complicated by the
influence of external price changes on Canada’s price level as well as by balance
of payments considerations—particularly if holding the foreign exchange rate
fixed at its present level is regarded as an additional policy objective. It seems
evident that Canadian employment and price level objectives can be sensibly
defined only in relation to the external factors conditioning Canadian wages and
unemployment and the ability and willingness of governments to contain or
offset these external influences. The scope for public action to offset external
price changes is closely circumscribed if one assumes a fixed exchange rate and
also that no Canadian government can allow the unemployment level to rise and
to fluctuate by the extent which might be necessary. In this connection, it is
interesting to note that since 1920, with the exception of the post-war period,
interregional variations in changes in consumer prices in the U.S. have exceeded
the differences in comsumer price changes between Canada and the U.S. At the
same time, it is questionable whether Canadian governments can simply back off
and fully accept whatever external pressure is exerted on domestic prices with-
out resisting such increases to some extent through aggregate demand policies.

The difficulties which external pressures create are illustrated in Figure II,
IIT and IV, which have been calculated from our price-change-unemployment
relationship. Figure II indicates the unemployment levels which would have
been ‘required’ in Canada to restrict the rate of price increase consistently to 1%
per cent from 1953 to 1965, abstracting from lags and assuming the increases in
import prices and U.S. wages which actually occurred.

Now let us look at Figure II. What I am saying here is that the authorities
take the view that they are going to hold the rate of increase in prices to 14 per
cent and they are going to generate whatever unemployment they may need to
generate to hold that, whatever conditions abroad may be. As you will see, the
little x’s indicate the unemployment rates. You will see that this strategy implies
very high levels of unemployment on occasion, and in three years there is no
level of unemployment which in fact could have stabilized prices in the sense of
holding the rate of increase in prices to 1} per cent.

Figure III is based on the opposite extreme. In this case the authorities are
assumed to take the view that they are going to hold only the domestic compo-
nent of price change to an increase of 1} per cent, and they are going to accept
whatever external influence comes in in the form of rising prices. This means
that the unemployment consistently stays at 2.7 per cent according to this
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estimate, and we then get much higher rates of increases in prices. These
increases above 1} per cent reflect the influence of external factors on the
Canadian economy over these years.

In Figure IV I have simply assumed that the policy makers take the view
that they are going to offset half of the external influence on prices. You will
observe that, as you would expect, this reduces the rate of increase in price
rather considerably compared to Figure III, but it also leads to levels of unem-
ployment which are higher than in Figure III.

If you look at Figure IV, you will observe that even if that strategy is
followed the average rate of increase in prices is still 3% per cent per year. That
is to say, if the authorities deliberately set out to offset half of the external
influence coming in, as we have experienced it since 1953, the implied rate of
increase on average for that period would have been 3% per cent—an average
which some people would probably regard as intolerable, and which could be
reduced significantly only by maintaining an average unemployment rate well in
excess of 4 per cent per annum. In short, if prices are generally increasing in the
world around us at rates comparable to those during the past decade, any
attempt to offset a substantial portion of the external effect on domestic prices by
repressing domestic demand will not only prove very difficult to accomplish but
also will prove very costly in terms of real income if, in fact, the attempt is
successful.

By the same token, it is evident that Canada cannot realistically aim at a
long-run unemployment-price change combination which gives substantially
greater priority to employment and less to price stability than the unemploy-
ment-price change combination at which U.S. policy aims. Attempting to do so
would result in balance of payments difficulties, especially if the country remains
on a fixed exchange rate. Too much, however, can be made of this balance of
payments constraint:

(a) There frequently is confusion between the current account balance
and the balance of payments position. For instance, during the past
year Canada has had a very strong balance of payments position—so
strong in fact that the authorities elected to repatriate some $140
million of U.S.-held Canadian Government bonds in order to avoid
further reserve accumulations. At the same time, Canada was run-
ning a large deficit on current account. The point to be emphasized is
that the constraint on Canada’s freedom to pursue its own policy
combination arises from the overall balance of payments position, not
from the current account balance.

(b) It should be recognized that the policy combination we are consider-
ing involves the consumer price index—not wholesale prices or prices
of internationally traded goods—and that there is no close and direct
relationship between changes in the consumer price index and
Canada’s balance of payments position. Although there undoubtedly
is an inter-relation between price changes in various sectors of the
economy, it is evident that the consumer price index is not simply a
mirror image of wholesale or foreign prices. From 1953 to 1966, the
consumer price index increased by about 25 per cent, the wholesale
price index, it is possible that this index may have a greater upward
the import price index increased by 21 per cent. One reason for this
disparity between consumer price changes and wholesale and export
price changes is that about 45 per cent of the consumer price index
reflects the cost of housing and services which are not traded interna-
tionally. Increases in service costs since 1953 have averaged over 58
per cent, exceeding the increases in any other major components of
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the index by a considerable margin. In addition, because of the more
complex nature of the goods and services included in the consumer
price index, it is possible that this index may have a greater upward
bias arising from the difficulty of taking quality changes fully into
account, than the wholesale or export price indexes.

Some freedom is afforded to Canadian policy by the possibility of
adjusting exchange rates and by the ease with which Canada in the
past has been able to attract foreign capital.

| It is indisputable that balance of payments considerations and a desire to
avoid variations in the exchange rate substantially restrict Canada’s freedom of

choice in selecting an, appropriate combination of price change and unemploy-

ment as the goal of stabilization policy. It bears equal emphasis, however, that

this constraint does not eliminate all choice and that the country has some
] limited scope for selecting its stabilization objectives.

| The main policy conclusions which emerge from this brief review may be
summarized as follows:

(a)

(b)

(c)

(d)

We should not assume that the difficulties facing economic policy in
this country are more difficult than they really are by starting out
from the premise that there is an inverse relationship between the
long-run rate of economic growth and the level of employment. As
far as one can tell, the secular growth rate is independent of the level
of employment, and there may be a weak positive association. This
implies that stabilization policies should be closely geared to the
objectives of high employment and price stability.

There can be little question that there is a conflict between the
objectives of high employment and price stability. Various policies
can and should be pursued which will reduce this conflict as much as
possible, consistent with the other goals of our society. In particular,
every effort should be made to improve the management of aggregate
demand; various supply policies should be pursued which will in-
crease competition, enhance factor mobi'ity and facilitate productivi-
ty growth; and steps should be taken to improve our information and
knowledge about the economy and to improve co-ordination among
various sectors of the economy. I agree with the Economic Council in
questioning the advisability of adopting direct measures such as
“incomes policies”. In my view there are a number of other, consider-
ably more promising, policies to be tried first.

Whatever policies are adopted, there is little reason for believing that
the conflict between the goals of full employment and price stability
can be eliminated for all practical purposes in the foreseeable future.
It is difficult to say with any assurance what is the appropriate com-
bination of unemployment and price change at which stabilization
policy should aim. This issué poses important political and sociological
questions as well as economic questions which in the final analysis are
necessarily resolved by our political leaders. Nevertheless, if one
looks at only economic considerations, one can argue that in the past
there has been some tendency to over-estimate the costs of rising
prices in relation to the costs of unemp'oyment and that the com-
munity as a whole would have had a higher real income if economic
policy in this country had given higher priority to maintaining high
employment and lower priority to restraining price increases.

Th.e relationship between the level of employment and the degree of
price stability in this country is greatly influenced by external factors
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conditioning Canadian wages, prices, and unemployment. It seems
wholly unrealistic to define either a price objective or an unemploy-
ment objective for this country without fully taking these external
influences into account. Moreover, balance of payments considerations
and a desire to limit exchange rate movements seriously circumscribe
the options open to Canadian policy. This constraint, however, should
not be regarded as completely eliminating all choice between the
objectives of high employment and stable prices.

Since the time of Diocletian, and very probably long before, the
sovereign has repeatedly responded to generally rising prices in precisely
the same way: by berating the “profiteers”, calling on private persons to
show social responsibility by holding down the prices at which they sell
their products or their services and trying through legal prohibitions or
other devices to prevent individual prices from rising.

These words from a famous American, economist Mr. Friedman, aptly sum-
marize what I choose to call the conspiratorial theory of price inflation. Ac-
cording to this theory, rising prices reflect a conspiracy of villains victimizing an
innocent public. I question this approach to this important policy question. Not
only does it hamper public understanding of the issues in question but also, by
promoting a wild goose-chase, it reduces the pressure on the government to
adopt new and effective policies with a minimum of delay. Special circumstances
in particular markets may, on occasion, be of some significance. In my view,
however, the almost continuous rise in prices since 1945 in Canada and other
countries reflects much more pervasive and deeply-seated economic conditions.
A major task of public policy is to consider what measures might be adopted to
modify these underlying conditions so as to improve the economic performance
of the country. Another major task is to consider the relative merits of alterna-
tive combinations of policy goals which, because of underlying conditions, con-
flict with each other to some degree. These are areas where there is much room
for improvement in our basic knowledge and understanding as well as for public
education. I congratulate this Committee for its timely and impressive work on
this very important subject.

Mr. McCuTcHEON: My first question is based on this statement on page 18 of
your brief:

This implies that stabilization, policies should be closely geared to the
objectives of high employment and price stability.

This is a fine statement of academic principle. Practicality tells me to ask you:
how do we do it?

Professor REUBER: What I was getting at, Mr. McCutcheon, was that there
has been some suggestion that the economic growth of this country would be
advanced, or would proceed more rapidly, if the economy were not run at quite
such a high pitch. In other words, if.there were a rather higher level of
unemployment, a little more slack in the system, that in itself might tend to
promote the rate of economic growth.

I have suggested in this submission that the evidence which I and others
have been able to find does not support that contention, that the rate of economic
growth appears to be largely independent of the level of unemployment and the
rate of price inflation. What I am suggesting in the sentence to which you have
referred is that the stabilization authorities, when they come to make up their
minds about whether to step up aggregate demand or reduce aggregate demand,
should look at that question in terms of the level of unemployment which they
hope to achieve and the implied rate of price increase, and should not be
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particularly concerned by the prospect that by having a high level of employ-
ment they would thereby reduce the rate of economic growth. That is the point I
am trying to make.

I am not sure whether this view of a conflict between high employment and
economic growth has much currency here, but what I have been trying to
suggest is that from the empirical evidence which I can find, and which most
other people who have looked at it seriously can find, the rate of economic
growth does not appear to be imperilled by high levels of employment.

Senator THORVALDSON: May I ask a supplementary question on that? There
is something I do not understand in what you said. You referred to “stabilization
authorities”. What and who are they?

Professor REUBER: Monetary and fiscal authorities primarily.
Senator THORVALDSON: Of the federal government?

Professor REUBER: Of the federal government. They are the authorities who
have the instruments which are used, and have been used in this country,
primarily to regulate the level of aggregate demand.

Senator THORVALDSON: That would include the Bank of Canada?

Professor REUBER: The Bank of Canada and fiscal authorities—the Depart-
ment of Finance. These are the main instruments which are used from the point
of view of stabilization policy. When we are talking about other types of policy
related to the economic growth of the country, we are talking about a whole
range of other instruments. Many of the supply policies, for example, which the
Economic Council has referred to are attempts to improve the economic growth
rate in the country by making labour more mobile, by reducing bottleneck
pressures in the system and so on. These policies are of a quite different form to
the monetary and fiscal policies which have as one of their main objectives the
regulation of aggregate demand, and therefore stabilizing the level of activity.

Mr. McCuTcHEON: I do not know whether I can phrase my question properly
or not, but in this assumption which you have presented to us it seems to me, a
layman, that there is inherent in what you say the assumption that much of the
development and the growth of our country is artificial and it can be turned on
and off like a tap. Personally, I feel that in a private enterprise economy such as
we have here these restraints which are artificial represent only a percentage of
the overall effect. How big a percentage is this? How important is it?

Professor REUBER: There is no question that the basic structure of the
economy, the demand from the private sector of the economy and so on, are key
components which determine the level of economic activity in the country.
However, ever since the 1930s, partly as a result of the writings of the late Lord
Keynes, governments have much more actively participated in economic activity
in this country, and in almost every country one cares to refer to. Through their
active participation via the budget, the expenditures and revenues of govern-
ment, and also via the monetary authorities’ influence on credit conditions,
governments are in fact able to regulate the level of activity. Suppose the
government just did not do anything, but left everything unchanged, and as a
result ended up with 10 per cent unemployment. Governments which are
actively engaged in regulating aggregate demand can take a variety of steps
which will improve the economic performance of the economy in the sense of
reducing the level of unemployment, and the range of steps which they can take
are such things as increasing government expenditure on public works, for
example; tax reductions which put more cash in the pockets of the spenders who,
as they spend, generate more activity in the country; monetary changes which,
by making credit more easily available and less expensive, tend to stimulate

4
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expenditure and generate employment. Those are the primary instruments which
the government uses to regulate the level of activity.

I am not saying that all activity can be attributed to government or lack of
government performance; that is certainly not what I am saying. I am saying,
however, that governments in a mixed economy—which is, after all, the kind of
economy we live in—do in fact actively engage in spending, in tax raising and in
the financial markets of the country; in their involvement in those activities they
take steps which they hope will improve the economic performance of the
country, and which I think it is generally agreed, unless we have colossally bad
management, do in fact assist the economic performance of the country.

Mr. McCuTcHEON: What is the conflict you refer to between price stability
and employment?

Professor REUBER: If we turn to the first chart, let me take the bottom line
of that curve. What that chart tells us is that according to the price history of
this country from 1953 to 1965, from the estimates we can get out of the
statistics, when the level of unemployment in this country is about 4% per
cent—assuming now external conditions are non-inflationary in the sense that
there is no inflation in the United States and we are not importing inflation—
prices in this country will be approximately stable; that is to say, no change in
prices.

However, if now the authorities step in and, say, engaged in an expansion-
ary fiscal policy, embarked on public works and various other things of that sort,
in order to reduce the level of unemployment, and get it down to, say, 3 per cent.
According to the estimates that would imply, when the unemployment rate goes
down, that labour markets become tight and people who are selling commodities
demand higher prices. At that level of unemployment, roughly 3 per cent,
according to historical experience one might expect prices in this country to rise
about 2 per cent per annum. Now, that is a conflict.

If there were no conflict you could increase the level of employment, reduce
the level of unemployment, and prices would still remain unchanged. If you
could have that kind of world, that would be a better world to live in. The
difficulty is, that is not the kind of world we are living in, so that we have two
tactics to follow. One is to see what we can do to reduce this conflict; in other
words, what we can do to shift that curve down towards the axes. I suggested
various steps—supply policies, better information and so on. The other thing,
though, that you must recognize is that as long as you cannot eliminate, or
virtually eliminate for all practical purposes, this kind of conflict, you are then
left with the question of what combination of price rise and unemployment you
think is appropriate. Some people might argue—assuming again no inflation
abroad—that the appropriate level of unemployment is 42 per cent and the
appropriate rate of price change is zero. They would regard the cost of any size
in prices, arising from reducing the level of unemployment, as exceeding the
gain in terms of reducing unemployment. I doubt whether many of us would
argue that we are completely unprepared to see any change in prices and are
willing to have the unemployment rate however high it may need to be in order
to make sure that the price level does not rise.

We can go to another extreme and put the unemployment rate down to 2
per cent. If you did that you are right off the chart. In any event, you have an
extremely high rate of price increase. It is my view—and, I suspect, the view of
most people—that the cost of price inflation at rates of 6, 8 or 10 per cent per
annum would substantially outweigh the cost of raising the unemployment rate
from, say, 2 to 3 per cent.

What this illustrates really is the point that there is a choice involved here.
Where do you want to be on the curve? That is a difficult question. I am not
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minimizing the difficulty, but I have made a valiant stab here at giving an
answer. It is a qualified answer, and I emphasize and underline “qualified”. But I
do want to highlight this as a question of some importance from the standpoint
of economic policy, because I do not think we have in the past given enough
attention to the question of the costs of both price inflation and unemployment,
and these are costs which are traded off against each other.

If there were no conflict, then, of course, you have the ideal situation. You
would have stable prices, and maybe not zero unemployment but as close as you
can get. The fact is, however, that the world is more difficult than that, and as a
result you are faced with this difficult choice.

Mr. McCuUTCHEON: You have been most helpful on that and I am getting a
much better picture. Recently we did have, two or three years back, a great war
on unemployment, which probably triggered our current price spiral. I think
Senator Carter wanted to ask a question.

Senator CARTER: Yes, if you would permit me at this point I would like to
ask a supplementary question on that. If we project the flat part of the curve
below the line it seems possible we could have no unemployment at all and only
about 1 per cent increase in the consumer price index. Apparently there are a
number of variable factors here. You mentioned services, for example, which are
included in the consumer price index, which went up faster and is, to some

extent, distorted. How many variables are in there that could be modified to keep
that curve down?

Professor REUBER: One of the key variables in there is the effect of external
influences on the economy.

Senator CARTER: We cannot do anything about that.

Professor REUBER: You cannot do anything about that, but nevertheless it is
a factor which keeps changing, as I have indicated. That top line assumes that,
roughly speaking, prices in the United States are rising at a rate of 2 per cent per
annum. That makes a terrific difference to the kind of performance you get in
this country. In addition to that conditioning factor, the form, structure, shape
and position of that curve is determined essentially by the structure of the
economy. You have the service items which you have mentioned, you have the
problem of mobility of labour from one area of the country to another. If labour
were more mobile so that a slight adjustment in wages would bring labour into
labour-short areas very easily, then prices would not rise as fast in those areas.

In addition to that you have the whole question of monopoly power—although
that is a nasty word, I guess.

Co-Chairman Mr. BASFORD: We have been using it.

Professor REUBER: Market power, shall I say, will influence the shape and
position of this curve. In other words, I would suggest that that curve reflects all
the factors which influence economic activity. If I were clever enough I would
have a large model of the economy, I would have every market in there, with
various equations and so on; every one of those would have some influence on
the position of that curve. What I am suggesting is, one policy strategy—which
the Economic Council suggest also—is that we look at these various supply
policies, labour policy and so on, to try to move that curve down.

Senator CARTER: Your short curve covers a long period between 1953 and
1965, twelve years. What puzzles me is how you get comparable conditions at
any one point in that period.

Professor REUBER: This is a fairly technical question, but we did estimate
this for this period using fairly complicated techniques of statistical analysis. We
included a whole range of variable—rate of increase in U.S. prices, U.S. wages,

import prices, profits, factors of that kind. Furthermore, we fitted this curve for
25661—4
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the period 1953 to 1961 and then used it as a basis for predicting what happened
in the period 1961 to 1965, and it worked well. We therefore have some test of
whether we have nonsense or not on this.

Senator CARTER: I have some more questions but I do not want to use up the
time.
Mr. McCuTcHEON: Do you recommend a floating rate of exchange?

Professor REUBER: That is a very difficult question. Let me start in this way.
I generally support the notion of a floating exchange rate, for a variety of
reasons, partly because it provides for instantaneous adjustment to changing
economic conditions, and I think that is very helpful. However, if you are asking
me whether I would recommend that this country should now, or in the next
month, adopt a free exchange rate, then my answer would be “No.” It is one
thing to be on a free exchange rate system and continue on that system and
make it work. It is another thing to have gone off a free exchange rate system, as
we did in 1962 or thereabouts, and now to go back on it. I think that would have
rather important consequences and might not be in our interest.

May I just add one further comment to that reply? I would think, if it
should happen on some occasion in future that the balance of payments became a
serious constraint on economic policy in this country, we would again want to
consider very seriously a free exchange rate system. I think it should also be
recognized that in this country we have never really ever accepted the philoso-
phy of a fixed exchange rate through thick and thin; we have changed the thing
quite often. Sometimes we say it is stable; it is stable, but not in the sense of
decades, it is stable over a few years. My own view is that that is the way the
policy should be; that we should not nail ourselves to an exchange rate to which
we are willing to bend everything else in order to maintain it; and I would hope
that in the future, if the present exchange rate becomes a serious obstacle to the
economic performance of the economy, we would seriously consider either
changing it or going back again to a free system.

Mr. SALTSMAN: I have a supplementary question. Are you familiar with the
suggestion Dr. Neufeld made to us here, which is a compromise between the
fixed exchange rate and a complete floating exchange rate, one which would be
variable within limits, if I am interpreting him correctly? He has some of the
reservations on this subject that you have.

Professor REUBER: I do not know whether one can answer that kind of
question in general. I think it depends on the circumstances of the time. I prefer
a rather pragmatic approach to the exchange rate, as I think this country has
followed.

Mr. SALTSMAN: Is not one of our difficulties the question of the huge capital
import which takes place as an upsetting tendency on this sort of automatic
adjustment? This is the difficulty we were in in the early ’sixties when we had a
high level of unemployment which might have been corrected by a fixed ex-
change rate.

Professor REUBER: There are some people who would suggest that there
were other difficulties in that period.

Mr. SALTSMAN: I know.

Professor REUBER: I do not particularly want to get into a re-hash of that
piece of history, but it is my own personal view that the free exchange, when we
had it, worked extremely well. One of the difficulties with a free exchange rate
system is that if you manage your economy well it helps you, but if you do not
manage it very well it works against you. It allows you greater latitude to
perform well but also allows you greater latitude to perform badly. I think that
period of our economic history was not a particularly distinguished one. There
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were difficulties, and I think many economists have argued this before; it has
been pretty well rehearsed. I do not believe that that period of our history
proves much for or against the free exchange rate, and I do not believe it proves
anything about the problem of adjustment to capital flows.

Mr. McCuTcHEON: Table II is the tariff action recommended in reports
under the Combines Investigation Act. In other words, these items should be
removed from the tariff list. Is that the inference?

Professor REUBER: I have here the recommendations which were made. Let
me read one of them to give the flavour of what was actually said. Some of them
are rather long. There is a short one on fine papers.

Mr. McCuTtcHEON: Do you have a nice short one on sugar?

Professor REUBER: This is on fine papers:

Modification of the rates of tariff be carefully considered.
That is the form in which these recommendations were put forward. In the
recommendations the tariff is pointed to as a device which the government might

consider for reducing market power in these areas where in fact they feel there
is some.

Co-Chairman Senator CroLL: Certainly in fine papers they get fined every
year.

Mr. SALTsSMAN: Was not there a recommendation on glass as well at one
time?

Professor REUBER: There may well have been. If so, it escaped my net. I
think this is a fairly complete listing.

Senator CARTER: Could you quote one on drugs?

Professor REUBER: It has two parts. Let me read the part that I have, at page
507:

In view of the foregoing circumstances the Commission inclines to the
view that, with respect to ethical drugs, and more particularly antibiotics
and tranquilisers, the dumping duty rules may sometimes operate to
increase the costs of Canadian importers without giving any substantial
protection to Canadian manufacturers.

Then at page 505 there is one particularly concerned with dumping duty provi-
sions, which it suggests might be amended to reduce their market power.

Co-Chairman Senator CROLL: What about ammunition? That intrigues me a
little. How did we get into that business with tariffs? What difference does it
make?

Professor REUBER: This is rather a lengthy one.

Co-Chairman Senator CrRoLL: Then do not give it. Why would it arise? That
is all I am concerned with.

Professor REUBER: This was small arms ammunition. We have a tariff, and
apparently this was referred to the Combines Commission for investigation.

If Canadian Industries refuses to give an undertaking of this nature—
here they were talking about alternative devices; one was to change their
distribution channels in one way or another, but if they refused,

the Commission recommends, either (a) that the tariff be reduced so that

traders refused supplies of ammunition by Canadian Industries Limited

can import comparable lines of ammunition on a competitive basis with
recognized C.I.L. distributors, or (b) that traders refused supplies of

ammunition by Canadian Industries Limited and importing ammunition
25661—4}



2690 - JOINT COMMITTEE

be granted a drawback of customs duties to an extent which will make
their landed costs equivalent to the delivered price of C.I.LL. ammunition
to their competitors.

Mr. McCuTtcHEON: Mr. Chairman, I will not belabour the committee with
Mr. Whelan’s speech on the fact that Caanda has the cheapest sugar of any
country in the western world. We will let it pass, but I just wanted to mention
that since he is not here.

Co-Chairman Mr. BASFORD: I am glad to see, Mr. McCutcheon, that you are
sticking up for Mr. Whelan’s point of view.

Mr. ALLMAND: You say there is no real relationship between growth and
employment, and you suggest that policies should be geared to high employment
and price stability. You say that amongst those we should concentrate more on
high employment; but it seems to me there are some people who say that
especially in this day of increasing automation there is a relationship between
growth and employment and that we should concentrate on full production
rather than full employment. In other words, if we concentrate on full employ-
ment we may disregard the new means of production, technological change and
automation, and if we are going to have the most complete benefit from the new
technology we should concentrate on full production by the full use of technolo-
gy, even though it means a degree of unemployment, which we could subsidize
through social assistance.

Professor REUBER: I agree with the point of view that one should not deter
the introduction of automatic machines, and things of this sort, which increase
productivity on the ground that you can stimulate employment by working with
a shovel rather than a bulldozer. I would argue, though, that in accepting the
best technology you can get and the most modern means and most efficient ways
possible, you still are concerned, having done that, with the level of unemploy-
ment. There is no inconsistency with using very efficient means of production
and having a very high level of employment. If you argue that point of view,
which I am challenging, what you have to argue is that you have a high level of
unemployment that is in fact going to lead to a reduction in productivity through
the introduction of inefficient machinery, and the rest.

I think in fact the world is more likely to move the other way and when
employment is very high and the cost of labour and wages rising, this in itself
provides an incentive for the introduction of more modern machines and tech-
nology, and in that way you can in fact stimulate productivity. The pressure of
demand on the existing resources in the community tends to induce the adoption
of the new techniques and technology, and so forth, and that leads to more
economic growth. It is along that line of reasoning one might expect to find that
high employment is positively associated with an increase in the rate of economic
growth; but in fact when you look at the evidence, as I have, one does not find
that.

Mr. ALLMAND: I thought you were arguing that we should concentrate on
full employment and that growth will take care of itself. On the other hand, I
thought that you were arguing against the fact that if we concentrate on growth
we do not have to worry about full employment. It would seem to me that if we
concentrate on growth and productivity we may have unemployment problems,
which we would have to work with, but we don’t necessarily place the emphasis
on productivity. Were you saying that we should concentrate on unemployment
as opposed to productivity?

Professor REUBER: No, I am not saying that. I am all in favour of having that
increased productivity. I am suggesting that there is very little that can be done
to change the rate of productivity growth by changing the level of employment.
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- Mr. ALLMAND: What about the other way around. Don’t you admit there is
likely to be unemployment if we have fully concentrated on growth.

Professor REUBER: No, I do not think so, not if the level of aggregate de-
mand is there and if it is regulated effectively by stabilization policies.

Mr. ALLMAND: But some suggest a guaranteed minimum income for people

who do not work in this new society that will come about. What is your comment
on that?

Professor REUBER: You are posing the question whether we shall have a
society with any wants left. I think we have. I do not think we have a problem
there. In fact, when we talk about rising prices we are talking about an economy
the wants of which exceed the capacity of the country to fulfil wants.

I would be rather doubtful myself about an argument which led to the
conclusion that there was really no way we could get rid of all this labour,
because there was nothing useful to employ it at. We can do a tremendous
number of things with people. I am not saying it is easy to do this. There are,
after all, important questions of whether public works or tax reductions should
be the strategy or whether monetary policies should be used. These are impor-
tant questions which I think need to be considered, but I do not think there can
be much doubt about the fact that, if you set your mind to it, you can stimulate
the level of aggregate demand in this country to the point where it is going to
soak up and very effectively employ all the labour we have in the country.

Mr. ALLMAND: I do not necessarily hold the viewpoint I was putting for-
ward, but I was putting it forward because I know of that viewpoint and it
seemed to me that yours conflicted with it.

Professor REUBER: It does. I do not take that view. I think the view which I
would hold is that we cannot possibly argue against improvement in productivity
on the ground that it is going to generate unemployment. I think these are
essentially different questions.

What we should be talking about is the appropriate level of aggregate
demand, and if it turns out that the level of demand is too low to keep up the
employment rate where we want it, there are ways and means of stimulating
aggregate demand: altering revenues or expenditures by the government, for
example. There are other devices as well. Those are by no means the only ones.

Mr. ALLMAND: On page 6 you say, just before the beginning of paragraph
11%
For example, I regard the measures taken to increase the flexibility in the
fiscal instrument last spring as a significant step forward in this area.

Professor REUBER: What I was talking about was two steps taken, as I recall.
One was the promise to reduce the sales tax, setting out a time horizon on it and
letting expectations take account of that. The other was the arrangement
whereby investment allowances were permitted.

Mr. ALLMAND: Yes, I call that forced savings, or refundable tax arrange-
ments.

Professor REUBER: They are refundable tax arrangements, yes. The point
about that is that I do not know whether those changes have had all that much
influence. In fact, I expect they have had some influence but just how important
they are, I do not know. The important aspect is that it introduces some element
of flexibility into policy and the government, I believe, has a little more leeway.
It can change a little more quickly its policies and is not quite so rigidly tied to
an annual budget, and the inflexibility which that implies.

Mr. ALLMAND: With respect to tariffs, in your recommendations do you
propose unilateral reduction of these taxes merely to combat market power in
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Canada or do you propose something like the Kennedy round of multilateral
reductions.

Professor REUBER: There is certainly no question that multilateral reduc-
tions are always better than unilateral reductions. I can say that without any
reservations whatever. Indeed, I think that as a practical matter it may well be
that general tariff reductions will necessarily have to proceed on a multilateral
basis.

On the other hand, in cases where market power does appear to be very
important and does seem to be really making a difference to the cost of living
index, there may be occasional circumstances which would justify the unilateral
reduction of tariffs in order simply to knock down some of the power groups
which we happen to have in the community. I am not prepared to say how many
cases there are of this kind or how important this is.

I have picked out in this table ten cases which were given considerable
study by the Combines Investigation Commission. They have picked out approx-
imately ten items on which they did find evidence of market power, and they
point to the tariff as one possible way—and there are others which they suggest
—whereby that market power might be somewhat reduced.

Now, even if you wipe out the market power on all those items and reduce
the tariff to zero, I am not sure what impact that would have on the cost of
living. It might not be very much.

Mr. ALLMAND: I was going to come to that. The items with which we have
the most trouble in Canada this year and in the past year as well were food,
housing and services. We had the housing people the other day and they seem to
be a completely Canadian industry and so tariffs were not involved. When you
come to the consideration of food, you run into the problems of the farmers, and
then you come to the question of services. Do I understand that you recommend
more open immigration?

Professor REUBER: My whole argument is based on the assumption that
somebody does find market power. I am sure there is market power, but how
much is an open question. But if someone does find market power being exer-
cised, I think there is a case for using tariffs. In the case of housing and services,
I do not think that market power is an explanation as to why these costs have
gone up. You have to think about a whole range of other factors, demographic
trends, lags in building and other things in the cost of housing. These changes
today reflect the house building activities over the past ten years. If we had built
more houses during that time the cost would be less today. I am not sure that
you can do all that much about it, given that you have the considerations we are
talking about. You may do something about building more houses this year or
next year, and that may have some impact on the cost three, four or five years
from now, but not on the cost of housing today. Unless you have a staggering
hops}ie1 building program you are not going to change the stock of houses all that
quickly.

Mr. ALLMAND: Where these tariff impositions would be used, you would
admit there would be some unemployment following? If we lowered the tariffs
ini_:o Canada, a manufacturer here would have to cut his labour staff, and you
think we should accept that for the good of the lower prices that would result?

Professor REUBER: It does not necessarily follow. The whole assumption is
that this producer has market power and is exploiting the public and is making
an unusually high profit. If you cut tariffs you may cut his profits without cutting
employment. Of course, you may get an employment effect but I don’t think that
is the situation we are talking about. We are talking about situations where we
have a high level of demand, and in those circumstances I cannot see the problem
of adjustment which is being discussed here.
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Co-Chairman Mr. BASForD: Do you have any explanation why none of these
recommendations was acted upon?

Professor REUBER: No.

Co-Chairman Mr. Basrorp: I think Dr. James should get this from the
Department of Finance.

Co-Chairman Senator CROLL: I was going to comment that from the fact
that 1947 was the first and 1965 was the last, it certainly appears that they don’t
much value that as a matter of policy. They don’t look upon it with favour at all.
No government since that day has done so for some reason or other. However,
Professor, you made one little remark which interested me. Perhaps it was a slip
or perhaps you meant it. I gathered from what you said that you had some ideas
about more than one budget in the year.

Co-Chairman Mr. BasrorD: That was another speaker yesterday.

Co-Chairman Senator CroLL: Yes, but he said it also. I know we had it
before, but I wondered if there was something he said about further flexibility
and he talked of approval. Have you anything in mind, Professor, along that
line?

Co-Chairman Mr. BASForD: That was not a supplementary question to Mr.
Allmand’s?

Co-Chairman Senator CrRoOLL: It arose from it.

Co-Chairman Mr. Basrorp: I thought maybe one of the other members
would like to ask that question.

Mr. ALLMAND: My final question arises out of page 20 where you seem to
criticize the people who go around looking for a villain in price increases, and I
was wondering whether you were criticizing our committee.

Professor REUBER: Not at all.

Mr. ALLMAND: And then I looked and saw on page 21 where you thought we
were doing a worthwhile job. Do you think this type of committee where we call
in supermarkets and housing people to explain high prices and so forth—do you
think that this has a detrimental effect?

Professor REUBER: No, I think it has a very useful effect. I think, not only in
terms of this particular question, but in terms of a variety of economic questions,
I would welcome much more activity of this kind in which we could have a real
discussion of important public questions. We should have people like supermar-
ket executives in to talk about their policies. After all, they are men of great
experience and ability, and I think the public should be aware of their views on
this and other problems. It is very useful.

Mr. ALLMAND: You do not think it is witch hunting?

Professor REUBER: No, I am not suggesting that; but I think, on the other
hand, some people—and I am not speaking here about this committee or people
who have appeared before it, particularly—but I think frequently there is the
feeling that when prices are rising somebody is gouging the public and isn’t it
awful and why should not they be looked after by somebody? I do not think this
is of much importance in explaining the general rise of prices in this country and
in the world generally since the war. There may occasionally be a particular
circumstance where somebody, for a particular reason, has an opportunity to
raise prices higher than might be warranted, but I think those are relatively rare
and their impact on the cost of living, I would guess, would be very small.

Mr. SaLTsMAN: I have the same question marked down as the senator had,
and perhaps I can satisfy mine and the senator’s curiosity by asking you this.

Co-Chairman Mr. BAsrorp: If I had known that, I would have let the
senator go ahead!
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Mr. SarLTsMAN: We had Mr. Alan Beckett before us yesterday. He was
equally concerned about the need for a flexible kind of policy so the Government
could act in calling for or making adjustments instead of waiting for the
once-a-year occasion. His suggestion was for perhaps a biannual budget or a
greater degree of flexibility given to the Minister of Finance to vary income tax
rates or sales tax rates within certain limits. I would like to have your com-
ments on it.

Professor REUBER: I agree with Mr. Beckett generally. It is very important
in this country to improve the flexibility of the fiscal instrument. We have, in
fact, had budgets brought in in the post-war period in the fall as well as the
spring. As far as I am aware, and I am not an expert on these matters, the
Minister of Finance can bring in a budget any time it is called for. The fact is,
however, presenting a budget does involve a certain amount of time; it is not
something you can do all that quickly. Going from a system of having an annual
budget to one of having two budgets, one in the spring and one in the fall has
some merit. However, I am not sure that economic circumstances are any more
likely to coincide with that kind of rhythm than with the rhythm of having one
in the spring. It is along that line of thought why I really believe it would be
very desirable, if a satisfactory way could be found to do it, to give the Minister
of Finance or the Government a certain amount of discretionary authority which
would allow them to change taxes or selected taxes within specified ranges,
possibly subject to approval after the event by parliamentary authority.

Co-Chairman Senator CroLL: Which power the President of the United
States now has.

Professor REUBER: Yes.

Co-Chairman Senator CroLL: Is it for 5 per cent?
Professor REUBER: I am not sure.

Mr. SALTSMAN: On tariffs as well.

Co-Chairman Senator CROLL: Yes, on taxes and tariffs.

Professor REUBER: I think in commodity taxes there could be a range of
variation and within the income tax provisions.

There have been suggestions in the past that on occasion you might want to
have a tax holiday when, for example, circumstances are such that you want to
add a quick stimulus to the economy, and the minister may wish to be in a
position where he can declare a tax holiday for a month, or whatever it happens
to be. I am not here advocating a particular type of discretionary authority. I do
believe, however, that it would improve the ability of a government of whatever
complexion to regulate aggregate demand if it had that additional authority.

Mr. SartsMAaN: I have a question with regard to the whole attitude which
seems to run through your paper. Do I understand that you have reached the
point where you say that there are means whereby the government can maintain
full demand or nearly full demand in the economy, regardless of the circum-
stances?

Professor REUBER: No, I think that is being more optimistic than I am.
Mr. SALTSMAN: To what extent can we maintain full demand.

Professor REUBER: The answer to your question depends partly on what
level of economic performance you are willing to put up with. I think, generally
speaking, in the post-war period the public has come to expect a much higher
level of economic performance from this country, and in other countries, than
was true before the war. The fact that this expectation is fairly general—cer=-
tainly it is true of the United States—makes it easier for us to live in this kind of
world. But, I think it is also true that if there is some major development in the
United States or in the rest of the world that leads to a depression it would be
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extremely difficult, despite all the more sophisticated knowledge and procedure
and techniques that we have—it would certainly be difficult, and it would
certainly call for a level of skill and dexterity, which would be a challenge to this
country. I am not saying it would be impossible, but I think it would be
extremely difficult, although not as difficult as it was 20 years ago.

Mr. SALTSMAN: When you were discussing the problem of unemployment
—you know, frequently a certain measure of unemployment in this country is
advocated as a means of disciplining the economy. This is especially true if you
read some of the speeches that are made along these lines. It is said that we are
going to price ourselves out of world markets, and that kind of thing. It seems to
me that business men who operate in the export market are very much con-
cerned about employment and inflation, whereas the business men who operate
in the domestic market do not seem to be as concerned about inflation and full
employment. The business men who operate in the export market have a
different kind of interest. They seem to have an interest in a higher level of
unemployment and more price stability in order that they may cope with world
prices.

Professor REUBER: That is true. If we set our sights on a higher level of
employment, which would imply a higher rate of price increase, that would
mean that our imports would tend to rise and our exports would tend to fall,
with serious balance of payments consequences, and we would have to cut back
on employment, depreciate the exchange rate, or bring in more foreign capital to
finance the gap. Those are the options. I think you have really put your finger on
one of the really important constraints on economic policy in this country,
namely, the constraint of the balance of payments, provided you are on a fixed
rate of exchange.

Now, recognizing that as a constraint, however, does not mean that you have
no choice at all, or that we can go home and forget about economic policy. There
is still a limited range of choice, and all I am suggesting in this paper is that
within that limited range of choice it is my view that in the past we tended to
give too high a priority to price stability and too low a priority to high
employment.

It is true that as you change the priorities and push for higher employment
and somewhat less stable prices—if you change those priorities—you are going to
find that your balance of payments situation may be less rosy. But, it still may be
viable in the sense that you are not faced with a sort of continuous devaluation
or an ever increasing capital inflow, or with trade restriction of various kinds.

Mr. SALTsMAN: On the question that Mr. Allmand raised regarding the
effect of high employment on, let us say, automation and things like that, I very
much agree with your point of view that high unemployment is a stimulus to
capital investment—in other words, the replacement of labour with ma-
chinery—but it is also a stimulus on the supply side because our mobility becomes
better. The encouragement to mobility is better, and there is an encouragement
to industries to diversify and move into areas of high unemployment in an
endeavour to capture new pools of labour. It has the effect of permitting a
wholly new manpower mobility program without any kind of interference. The
market reaction itself and the high employment in addition creates very favour-
able effects throughout the whole world. I am glad you brought that out today.

Professor REUBER: I am very much in favour of various manpower policies
that have been suggested, better information and so on; but if you have to pick
out one policy to make it easier to move manpower around in the country I doubt
if anything you can do is as effective as having a high level of employment. After
all, people are more likely to move if there is a job at the end of the line. If there
is not a job at the end of the line it means that an awful lot of retraining has to
be done to encourage much movement. I agree that high levels of employment
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are very conducive to greater labour mobility and mobility of other factors as
well, for that matter.

Mr. SALTSMAN: And that is almost a pre-condition to having this high level
of employment. Now, on the question of—

Co-Chairman Mr. BASForD: I have a supplementary before you go on to the
next question, if I may. It seems fairly easy to maintain high levels of employ-
ment in certain parts of the country, but we keep hearing statements that we
must have high levels of employment throughout the country. How do you do
this and still maintain the mobility? It seems to me there is a conflict.

Professor REUBER: There is no conflict in the sense that if you have a high
level of employment in say the central part of Canada I think that would
generate mobility in other parts of Canada and that as people move out the level
of employment will increase in other parts.

This is a very difficult and important question which I am really not able to
answer. If I were able to do so, I would be delighted. There are all sorts of social
and political questions relative to whether you want people to move to other parts
of the country. In addition, there is the very important question of what can and
should be done in terms of regional economy development. That is a very
difficult and also a very important question, to which I can add very little.

Mr. SALTSMAN: One of the other effects of high employment is that you get
inter-industrial developments, and the difficulty of going from low level industry
to high level industry, and so on.

Now, on this question of tariffs and why the Government has not taken the
recommendation to the combines, I think on one occasion when he was asked this
question the responsible minister indicated he was using this as a bargaining tool
and was waiting to negotiate tariffs with other people, and therefore could not
unilaterally reduce tariffs. I presume you would not be in favour?

Professor REUBER: I do not question that might be important that he might
in fact be involved in a tariff negotiation, and that if he can cash this reduction
which he wants to make anyway, against a reduction by somebody else, why
shouldn’t he. On the other hand, I think that this can also be used as an argument
for doing nothing, because after all I really do not think one should allow the
government of another country to forestall action which may be in your own
interest. If it is considered that such reductions are in the country’s interest, if it
considered that they would reduce market power and improve the economic
performance of the country, I do not see particularly why that should be held up
because some other government in some other country has not been able to find
some items on which it will make adequate tariff concessions. Generally, I am all
in favour of multilateral reductions, but I think there may be occasions on
specific items when the principle of multilateral reductions has to be amended.

Mr. SALTsMAN: The situation does not look too favourable for multilateral
reductions at any rate. The question has been raised, what do you do to stimulate
competition in those areas not subject to international competition. For instance,
a lot of goods are subject to international competition and the tariff reductions
would have the effect of bringing them in line. As has been pointed out, there are
many areas not subject to international competition. I think the whole field of
retailing, for instance, transport, housing, services generally.

Now, in Sweden apparently the co-operative movement has had quite an
effect of stimulating internal competition within the country, from what we have
been able to read, by occupying a small part of the market and trying to obtain
the lowest level. Now, do you think there is a need for this sort of thing, or
something similar to it, in Canada in order to act as a yardstick for competition
without holding an overwhelming share of the market but some share of the
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market to serve as a yardstick? That approach would be a way of‘ measuring jche
prices and the efficiency of the operation of the general commercial community.

Professor REUBER: I am not familiar at all with the Swedish experience in
this. Nor am I all that familiar with co-operatives and how effectively they work
in the kind of context which you are suggesting.

I have, I guess, some reservations about that. I would think that in many of
the retail areas which we are talking about there is really very active competi-
tion. After all, there are very few items in most areas of the country that one is
limited to or where the range of choice where one can buy a particular item is
very severely restricted.

There may be remote areas where perhaps there are only one or two stores
and there is some lack of competition. I do not think that, generally, I would
regard the retail trade as being particularly subject to lack of competition.

There may be particular certain areas. If you look through the Combines
Commission Reports you will see some references to particular items where some
lack of competition has been found. But in the case of housing, which you
mentioned, I would think that is a fairly competitive industry.

Services which, generally of course, have been very important in accounting
for the increases in prices, tend to be fairly competitive in most cases—although
there are exceptions, I suppose, such as medical services. I am not aware of too
active competition in that area, but that brings a whole range of other questions
to bear which I do not know that I can discuss.

Mr. SALTSMAN: On page 9 you bring up the question of patent regulations as
a source of market power. Do you see that national brands through the establish-
ment of their name, through advertising and through the concentration that has
been shown in some of the evidence before us, of spending large sums of money
to advertise their particular products and particular institutions, do you see that
this establishes any rigidity and any bars to competition in the same way as
patents?

Professor REUBER: They do to some extent. I do not think they would be
nearly as important as patents. It is true that through vigorous advertising and
all the rest of it they can perhaps create the image that some particular product
has some special characteristic that other products do not—and that impression
may be warranted or not, I do not know—but it seems to me that is a different
kind of competition in a sense. Really, people here are competing not in terms of
reducing prices but in image-making about their products. It is a part of the
competitive system.

Now, I do not think when we are talking about patents we are talking about
that kind of competition particularly. We are talking about one company or
person or group having access to a particular technology over which they have
control for a rather lengthy period of time, and which control is provided to
them by the state. The question is whether that kind of monopoly which is given
by the state should be reduced, or whether it is appropriate to leave it the way it
is.

Mr. SavrsMaN: I have a lot of questions to ask, but I think I had better pass.

Co-Chairman Mr. BASFORD: Senator Carter is next on my list. However
before we come to that I would like to refer to Table II showing tariff action
recommended in reports under the Combines Investigation Act. It would seem to
be indicated that over the period of time covering these investigations none of
these recommendations have been acted upon. I think we should have a state-
ment from Mr. Bryce the deputy minister. He has a representative here and I am
sure our desires will be made known to him.
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Mr. SALTSMAN: Could we have the tables incorporated as part of th
proceedings. -

Co-Chairman Mr. BASFORD: Yes.

Senator CARTER: I would like to pursue the line of questioning Mr. All-
mand started about the regional differences in growth and unemployment. To
come back to the graph in figure 1, is this all Canadian data?

Professor REUBER: Yes. ]

Senator CARTER: And have you been able to make any comparisons with
other countries like the United States or Great Britain?

Professor REUBER: Yes, as a matter of fact when our study comes out—it is
being published by the Economic Council—you will find we have tried this for
the United States, the United Kingdom, Germany, France and Sweden. We
arrived at similar curves, but the curves have taken quite different shapes and
they indicate the difference in trade-offs between these objectives. I hasten to
add that our work on these other countries was done in much less detail than the
work on Canada—it was more or less a check to see what we would get. Before
the evidence as to those countries could be held to be very reliable, it would have
to be further checked. Nevertheless I think it does suggest that the trade-off
curve is quite different for different countries. The curve for the United States is
very much like the curve for Canada. But the European curves are somewhat
different. Apparently in some countries in Europe, it is possible to have a higher
level of employment with less inflation than in this country. All of this interna-
tional evidence is, of course, subject to the larger question I have already raised
about the comparability of these statistics, and I am sure you have heard this
from other people—that is to say that unemployment in Canada is different from
other places. When somebody says it is 3 per cent as compared with Germany,
those figures may reveal different circumstances.

Senator CARTER: You mean they may have different scales?
Professor REUBER: That is right.

Senator CARTER: Was there anything on the curve to show that Canada was
much different from the United States?

Professor REUBER: Not from the United States, no.

Senator CARTER: This percentage of the labour force unemployed—what
average is that?

Professor REUBER: These are quarterly averages.

Senator CARTER: But they are averages of the country as a whole and do not
show the tremendous variation in unemployment between, say, the Maritimes
and Central Canada?

Professor REUBER: That is right.

Senator CARTER: That seems to be true for the growth too, perhaps not to
the same extent, but to some extent.

Professor REUBER: That is right.

Senator CARTER: You have said you have to make a choice as to how much
you are going to trade off unemployment for price stability, and still further
whether this sort of thing is helpful to the regional situation. I am wondering
about this because what might be good for the nation as a whole would probably
be the worst thing for, say, the Maritimes?

Professor REUBER: Well, I would not think that would follow. I may have
misunderstood your question, but I would have thought, for example, if we have
a high average employment rate in this country, that that would also mean a
high employment rate in the Maritimes, though perhaps not quite as high as in
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Ontario. In other words, I think changes in unemployment in various regions of
Canada tend to move together. That is to say, as unemployment goes down in
Ontario, it tends to go down in the Maritimes, British Columbia, and so on.

- Senator CARTER: I suppose it is true to some extent, but our experience has
been that by the time it has spilled over into the Maritimes it is busting in
central Canada, and then you put in restraints and these restraints hit the
Maritimes worse than the central provinces.

Professor REUBER: Well, I agree that is the way it has worked.
Senator CARTER: Yes.

Professor REUBER: If I understood you correctly, what you are really argu-
ing is for a policy which is a regional economic one. What I am talking about
here, really, is a national policy and one which, if you have high levels of
employment generally in Canada, will also result in higher levels of employ-
ment in the Maritimes.

Unemployment in 1961 in Canada averaged about 7 per cent. That was also
a time when there were very high levels in the Maritimes, and as unemployment
has fallen in central Canada unemployment has also fallen in the Maritimes. The
rates in various regions tend to move in the same direction, though they may be
at rather different levels.

Senator CARTER: But there is a tremendous difference in the time factor.
Professor REUBER: Yes.

Senator CARTER: We get the worst of both worlds, because we get the worst
of the unemployment and we get the worst of the corrective measures. What I
am interested in is nation goals that will be achieved more uniformly across the
country. This is fine for Ontario. Your “national” goals are really central Canada
goals, but they are not really national goals.

Professor REUBER: This is related to the whole of Canada, averaged out, and
the weight of the labour force is in central Canada, it is true.

I would regard it as important to distinguish two types of problems. It
seems to me you have one problem concerned with the general level of employ-
ment in the country and the general rate of price inflation. There is the other
problem concerned with the regional distribution of economic activity. I do not
know whether one policy or one group of policies—say monetary and fiscal—
can hope to achieve these complex objectives. If you want to achieve regional
economic objectives in addition to national, you may have to think of a much
broader range of policy actions that those I have been talking about there.

Senator CARTER: That is why I asked if any differences showed up in the
graphs, even with the United States, because if you compare us with Germany or
England, we are tremendously vast country geographically, but when you com-
pare us with the United States we are perhaps geographically comparable, yet
our little ribbon of population strung out along the border introduces such a

variable you hardly expect the same results in Canada as you would in the
United States.

Professor REUBER: They are quite comparable, really.

Senator CARTER: Getting back to price stability, I gather that what we
should do, according to your brief, is give top priority to full employment—

Professor REUBER: I would say more priority.

Senator CARTER: Well, in order of priority you would place employment
first, and stability second, and let the growth take care of itself?

Professor REUBER: I would let growth largely take care of itself in this
context. I would put price changes and employment on the same plane, but I



2700 JOINT COMMITTEE

would give rather less emphasis in the sense of giving a smaller weight to
stabilizing prices, and a bigger weight to maintaining a high level of unemploy-
ment, than we in fact did during the period of the fifties.

Senator CARTER: My point is: In a country like Canada which depends so
much on exports to other countries, should it not be the other way around?
Should not the weight be on price stability?

Professor REUBER: It is certainly true, as I think I have already suggested,
that the balance of payments represents a constraint or a restriction on how far
you can go in allowing prices to rise in this country as compared to other
countries, and you have got to face that. You do not have unlimited choice as
long as you are on a fixed exchange rate, but, at the other extreme, you have
some choice—you are not limited to one thing. I mean, it is not a matter of just
saying that the unemployment rate in the United States is 6 per cent and we
should aim for 6 per cent, and then if it goes to 7 per cent that we should aim for
7 per cent. We are not limited like that in our choice. We do have a few
percentage points to play with, and within that limited range—and it is a limited
range, I agree with you—my own preference would be to keeping the employ-
ment rate high with a little less preference given to restricting price increase.

You see, during part of the fifties and the early sixties we had a situation
where the Canadian dollar was appreciating or getting stronger, and unemploy-
ment was high . At the same time we were fighting price inflation very actively.
That is the kind of situation which I would think would not be very appropriate
from the standpoint of maintaining the real income of the members of the Cana-
dian community.

Senator CARTER: In these restraints, when you are working them out, the
ultimate controlling factor is the balance of payments. There comes a time when
the balance of payments says: So far and no further.

Professor REUBER: That is correct.

Senator CARTER: I gather from what you have said that you are one of those
who feels that automation will continue to generate employment. You do not
look upon automation as something that is going to produce mass unemploy-
ment?

Professor REUBER: Certainly not mass unemployment. I would think it is
probably true, it seems very likely, that on occasion automation will give rise to
rather substantial adjustment problems. I think within the last few days you
have had a report from the Economic Council suggesting ways and means by
which these adjustment problems might be reduced. Essentially what they
suggest is some advance planning. After all you know you are going to get this
new machine and it is going to reduce the labour force. It is suggested that
instead of waiting until the thing is there and then firing people, you take a
longer view and start thinking of ways of adjusting the labour force to take
account of all this.

After all, automation is not anything new. We have had automation for
years, I suppose. I think it does occasionally give rise to adjustment problems,
but I think if you have a situation in which, generally speaking, the level of
demand is high and there area lot of jobs and unemployment is low, then the
problems of automation are really much less than they would be in a situation
where there is a lot of unemployment. In such a situation automation certainly
makes adjustment much more difficult.

Senatf)r CARTER: When you say we have had automation for a long time are
you equating automation with what I call mechanization. I draw a distinction
between mechanization and automation:

Professor REUBER: Well, there may be a distinction, but it is a fairly subtle
one in some respects.
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Senator CARTER: In mechanization you have men to run the machines, but
when you get to cybernation and automation you have machines to run ma-
chines, and I do not see the same scope for making jobs for men in that kind of a
situation. I realize that perhaps it would take another ten or twenty years, but I
would foresee the time when you would require very little manpower and what
you did require would be very highly skilled and educated.

Professor REUBER: I think there is certainly no question that the introduc-
tion of more automatic machinery does require a corresponding increase in the
level of education and skill on the part of the labour force. On the other hand, I
am not sure that by introducing more automatic machines you are in fact
increasing unemployment of the labour force very substantially. This makes it
possible, for one thing, to increase the amount of leisure time the community has.

Furthermore, I am not at all sure that this does in fact lead to a reduction in
the labour force requirements.

Now, I think there are many activities which are automated to some degree
which still require the labour. In the whole development of the service industry
as countries get rich, it has been the experience in most cases that the proportion
of money paid for services goes up very substantially. One reason in fact why
services have become so important in terms of raising the price index in the past
few years is because of the heavy expenditures in that area.

Automation in the tourist trade and various service industries is not a very
big factor. It is important and has some place I know, but when talking about
automation we are usually talking about automatic machines in factories, mak-
ing engine blocks, and so on; and it seems to me to the extent communities have
become richer as a result of this their expenditure patterns change. In fact, there
is very little evidence that I am aware of that automation is leading to long-run,
hard core unemployment.

Senator CARTER: Thank you. I have just one more point. I agree with your
statement on the need of more research, but my question is: If suddenly our
research branch were doubled or trebled, would you be able to find a competent
staff to use it?

Professor REUBER: Yes, because I think you should recognize that this
country—

Co-Chairman Mr. BAsrForDp: Could you tell us where we could get them,
because economists in Ottawa are as scarce as hens teeth.

Professor REUBER: The way I like to look at it is this; when you are looking
at the supply of economists in this country you are not looking at the supply of
people living in the country. The supply of economists is not just those who are
here, but you should also take into account the economists in other countries. It
turns out that economists, and other people as well, are fairly mobile and they
are also fairly responsive to the kind of conditions which they find in terms of
research facilities, salaries, and all the rest of it.

Now, if in this country we can create the appropriate environment—
salaries and research facilities and so on—we only have to attract a very
small proportion of the economists in the United States to make a tremendous
impact on the supply of economists in Canada. That is true of every other
discipline you want to mention.

So the way I like to look at it is that the supply of economists, and of any
trained person in this country, is very elastic, and that is an important point
which is frequently missed. It is so elastic that given a change in the environ-
ment it is possible to change that supply. We do not have to wait on our
home-grown supply. This works for you if you take advantage of this elasticity
of supply, and it works against you if you do not. In other words, if there is a
situation where research facilities, salaries and so on, are not comparable, then
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people will move out of the country just as readily as they will move in, if you
make those changes.

I am glad you raised that point, because I think it is an important one which,
I must say, is all too frequently missed.

Mrs. MacInNis: Is there any central purpose for which the Canadian econo-
my is being carried on? Any overriding purpose and, if so, what is it?

Co-Chairman Mr. BASFORD: It is now 20 minutes past 5.

Mrs. MAcINNIS: This is no time to cut me off. I want a few minutes now.
And if I did not know that Dr. Reuber was holding his own I would not be so
keen.

Co-Chairman Mr. BAsrorDp: We can go on for two hours on that subject.
Mrs. MacInnis: These are important questions to me.
Co-Chairman Mr. BAasrorD: I am not disallowing the question.

Mrs. MacInnis: I know that Dr. Reuber is well able to look after himself
so I am venturing on some really tough questioning. Is there an overall pur-
pose, and if so, what is it?

Professor REUBER: That is a broad philosophical question.

Mr. MacInnis: Make it an economic question. Never mind the philosophy.
You have been talking about prices and employment and one thing and another.
All these are factors. Senator Carter is right. It is perfectly true that shipping
has left the ports in the Maritimes and has gone over to the St. Lawrence ports.
And other industries are flitting away in the Maritimes. At the moment they
have not got a viable enough base on which to carry themselves. Is there any
overall planning or looking after the thing by economists?

Professor REUBER: If you press me, senator—
Mrs. MAcINNIS: I am not a senator; I am just an ordinary member.

Professor REUBER: If you press me, I guess I will have to say that a short
answer might be that the purpose of the economic activity is to make income per
head in this country as high as we can get it, given our resources.

Mrs. MacINNiS: Well, we have a lot of people before us now in connec-
tion with consumer prices. Are we consumer-oriented at the moment in this
country or is our economy still very largely producer-onented for all these
producer groups? Which would you say?

Professor REUBER: I think that many people tend to think of themselves,
when they talk about economic policies and so on, or are much more aware of
their interests at any rate, as producers than they are of their interests as
consumers. Now, that is a very broad generality. But I think it is true that when
we talk about questions of changing the tariffs—taxes or other types of policies
—there tends to be larger response from individuals looking at themselves as
these changes affect them as producers than there is in terms of these effects on
their lives as consumers.

Mrs. MacINNis: Do you believe that as time is going on we are tending to
get away from looking at things in terms of letting these individual producer
interests sort of work out the salvation of the country? Are we tending to get to
the place where we try to look at the country as one piece, without thinking of it
as a collection of little producer groups?

Professor REUBER: I think we do. We try to.

Mrs. MacInnis: How is that going to be done? You say we live in a mixed
economy and you said that there were times when the authorities should or did
step in. What are the factors that do cause the authorities to step in or that
should cause them to step in the economy at various times?
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Professor REUBER: Well, I think, for example, it depends on what you mean
by stepping in.
Mrs. MAcINNIS: I was just using your own words.

Professor REUBER: Stepping in in a rather large impressive way such as they
do in a war with price controls and wage controls and the whole paraphernalia of
regulations is one way of stepping in. That is obviously related to marshalling
efforts for the national defence of the country. That is one circumstance. I think
in peace time in this country, and in most countries in the western world at least,
the approach is that the role of government is in a sense, to compensate for
certain inconsistencies or alternatively to provide changes in the rules of the
game so that the private interests, the private activities of various members of
the community, work out more effectively for the economic performance of the
country.

Now, within that broad framework I suppose the activities, for example, of
the Combines Commission are really an attempt to examine conditions of compe-
tition in various markets and, if in fact certain action is called for, to recommend
that the government take that action. I think that is one line of government
intervention, if you wish to call it that, which governments in most countries
undertake at the moment.

Mrs. MacInnis: Now I want to get down to prices. We are asked to find out
what factors are responsible for the recent very large and very sudden increase
to the cost of living—in food and rent and things like that. We have had the
Economic Council before us, and we know that these cycles occur and that they
generally subside, but apart from waiting for the cycles to come round and the
prices to subside what can be done? What measures can be taken to iron out the
regional bumps to which Senator Carter referred, and to iron out the inequalities
in the buying power of people. There is great unevenness in the buying power
and I would like to know what economic measures can be taken to combat that
situation. You were talking about employment and so on, but not everybody is
able to get access to employment; they are not able to draw on wages or incomes
directly. What other factors should we look at?

Professor REUBER: I think if you are talking about people who are in
unfortunate economic circumstances, there are a whole range of social welfare
policies to be looked at. In some of these, provision is already made for the
effects of price variations, for example the Canada Pension Plan. In the case of
unemployment relief you are looking at the economic consequences of un-
employment, and making provision for people who are in unfortunate circum-
stances. As far as regional questions are concerned, let me say that I think they
are very important, and if I had the answer to the regional problems of this
country nobody would be more delighted than I. I am afraid I don’t know the
answers and I am not aware of anyone who can give the answers to that.

Mrs. MAcINNIS: Do you think there is a case to be made for gearing income
to the two main items, price and productivity?

Professor REUBER: There certainly is a case to be made for gearing income
or wages, if you wish—

Mrs. MacInnis: But I don’t mean only wages or earned income, I mean
pensions and government allowances and things like that. Is there a case for
increasing those when prices rise and when productivity increases?

Professor REUBER: I think they are geared totally to the way our market
economy works. Unless there are gross distortions and I don’t think there are,
wages are determined by the productivity of labour. That is to say employers
pay labour because in the course of working the labour is productive. As far as
prices are concerned there is also very little question that an increase in the cost
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of living feeds back via wage negotiations and so on to a rise in wages. Our
evidence, when put forward, will indicate that there is an inter-related system.

Mrs. MacINNis: Is there a case for this being automatically done? I have in
mind that when the construction people were before us one day they said they
thought there should be measures taken—they were not specific as to at which
level of government this should be done—in order to iron out the bumps and the
peak periods and the slack periods. They thought a certain amount of planning
by government should iron those out.

Professor REUBER: In the construction industry?
Mrs. MAcInNis: Yes.

Professor REUBER: Well, I think there is a good case to be made for that in
the sense that as you know over the course of the business cycle, or whatever we
call it, construction activity is one of the highly volatile factors—it really goes up
and down. The Economic Council is a good guide in this matter. According to the
Council these vast fluctuations give rise to very large adjustment problems. It
would be desirable if through various measures some greater stability could be
introduced into that industry. Part of the instability arises just from fluctuations
in Government spending on construction. That is not just the federal Govern-
ment, but governments right down the line. In addition to that, housebuilding
activity is subject to considerable fluctuations, and it is also subject to Gov-
ernment policy, in some degree, depending on what policies are followed with
respect to interest rates.

I think it would be desirable if, with a certain amount of co-ordination
amongst governments, certainly, if within each government service, a longer
view of construction requirements were taken. If a longer view could also be
taken by the housing authorities about housing requirements—I think those
developments would tend to stabilize the construction industry to some greater
degree. It would still be subject to fluctations, but hopefully not such large
fluctuations, and I think that would be very useful to do.

Mrs. MAcCINNIS: We had an economist, Hungarian-trained, I think, from the
University of Montreal. If I am doing him wrong—and I ask to be corrected if I
am—I understood him to say he agreed at the present time with the Economic
Council, because of our regional difficulties both in the matter of trade unions
and other factors, that we could not now deal with the question of prices, profits,
productivity and income, and put it all together, but that he felt that sooner or
later this country would be up against a situation where we would have to deal
with these by tying them in some meaningful relationship with each other in a
planned way.

Professor REUBER: It is difficult for me to say what the future will bring. I
think in this country that would be a very difficult thing to develop. We have
already mentioned regional problems, and there is no question that if we are
going to come towards any incomes policy in this country, there would be very
important and difficult questions to be resolved on a regional basis. I am not sure
they could be resolved very easily. It is a two-fold problem: a problem of just
what, in principle, the answers should be; and then there is the other problem of
inter-governmental relations which, as I am sure you all know, can be very
difficult.

Furthermore, I think, as I have said, that before one embarks on this whole
apparatus of incomes policy and gets involved in all the difficulties with it, there
has to be some evidence and reason for believing that it is going to substantially
or significantly improve the performance of the economy.

I am sure we could all agree there is room for improvement, but I think
there are other things that offer greater promise, and that we should start on
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these other things first before we get bogged down in the problem of trying to
devise an incomes policy which is going to take account of regional disparities,
inter-governmental arrangements, and all the other complications in this coun-
try. I must say I think that would be an extremely difficult kind of policy to
organize and to administer. I may be wrong, but I would think it would pose
very difficult problems.

There is one further point I want to make on this. Just because I say that, it
does not mean I do not think that the Government should regularly and
frequently speak out with clarity and persuasiveness about the economic condi-
tions of the country and what it sees as the rate of increase in productivity, and
the limit of wage increases beyond which we will get into trouble. We have
already got this. There may be room for improvement. We have after all, an
annual budget, and we may even have one twice a year. There may be other
occasions. These are all occasions when, I think, it is contingent on the govern-
ment to speak clearly about economic circumstances as they see them. But, I
rather distinguish that from the kind of policy where we devise clear guidelines
as to what incomes, wages, productivity, and so on should be, and then try to
enforce that kind of guideline on various parts of the country. I would find that a
very difficult thing to imagine in this country for many years.

Co-Chairman Mr. BAsrorp: I have a couple of short questions, professor. A
number of people have spoken of or advocated the establishment of a prices
review board, but as to what it would do is not very well spelled out. I notice
that you turned down an incomes policy, and you turned down price controls. I
am wondering what your view would be of a prices review board before which,
presumably, could be called those who increase prices, and in respect of which
they would have to show justification.

Professor REUBER: Well, I think the problem is in trying to devise criteria
which could be used to consider whether these changes are justified or not, and I
think that immediately gives rise to these problems we have been talking about.
My own preference would be—I have not considered a review board at any
length—to let the market essentially work out the appropriate prices, but to
make sure that there are groups, such as the Combines Commission and others
that we have already in the community, which are very alert to the possibility of
market power and which actively consider rising prices and high prices when
they come to consider what particular activities they wish to investigate. The
same is true of patents. We have, after all, people in the government who are
worried about patents.

We have already rather substantial machinery at work, and I think that
there may be some room for improving the machinery in a number of areas to
enable it to look at particular cases where prices seem to be rising. Whether one
wants to go beyond that to a prices review board is difficult for me to say at the
moment because people can always justify price increases. It seems to me there
would have to be worked out a fairly precise set of criteria against which to
judge price changes and I would find it very difficult to contemplate just how
that set of criteria might be established. But, I am not saying it is impossible.

Mr. SALTSMAN: On that same subject, Mr. Chairman, may I ask a short
supplementary question? Can you see any value in a prices review board more in
the way of an information and publicity agency—in other words as a way of
informing the public of what is going on in various industries—and relying on
this type of publicity to act in a somewhat restraining fashion on the activities of
people within the economy, rather than have a prices review board which would
be a regulatory body? Would you consider that a prices review board that was
doing essentially the kind of work this committee is doing as a good thing?
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Professor REUBER: I think it is much more effective if it is done by a
committee like this. You are, after all, bringing this right to the heart of
parliamentary discussion.

Mrs. MAcINNIS: Prices are still going up, though.

Professor REUBER: I realize that, but that is not necessarily due to lack of
effort on your part. There is no question that anything that can be done to
inform the public is useful. Whether a prices review board is the best way of
approaching it is another question. I have not explored this at all, but I imagine
that some of the people who work in the consumers’ groups in this country might
argue that what we want is some kind of facility for testing consumer products,
and for reporting on prices and the deficiencies of products, and that sort of
thing. This is the sort of thing that is done by the Consumer’s Union in the
United States, if that is what it is called. This is, in a sense, an information
service and it is, I think, undoubtedly helpful.

Mr. SALTSMAN: Perhaps “consumer review board” would be a better name
than “prices review board”.

Professor REUBER: I think that is true. Anyway, the form of that is some-
thing I think one might want to talk about.

Co-Chairman Mr. BASFORD: One last question, professor. Others have ad-
vocated that where there is a concentration in the market or the market does not
seem to be operating freely the Government should enter into that market and
compete in it; that is to say, if all of the stores in Saskatchewan were owned by
one group or controlled by one group the Government should open a store and
compete with it. I am sorry I cannot put the question as well as I would wish,
because there is a description for that type of competition.

Mr. SALTsMAN: Yardstick competition.

Co-Chairman Mr. BASFORD: Thank you, yardstick competition. What is your
view on that concept?

Professor REUBER: I suppose I would have some reservations. I believe I
already talked about that in connection with cooperatives. I rather question,
except for a very few isolated communities, that competition is that limited in
most areas. It is very difficult, as you know from past experience, to set up crown
agencies which compete with private enterprise. It is difficult, because sometimes
they do not do it as well as private enterprise in terms of efficiency. Sometimes
they do it better.

The assumption in this proposal it would seem to me, is that somehow this
particular agency could operate to sell goods and services and that they would
keep the price right and that others would relate to that.

Co-Chairman Mr. BAsFoRD: It is not my suggestion, but I take it that is the
suggestion?

Professor REUBER: I am not sure that that is altogether clear. As I say, my
own disposition is rather to favour the idea of promoting competition as a way of
keeping prices in line, rather than setting up agencies of this sort to act as
yardsticks; and if there are areas where there is absence of competition, and this
is what the concern is, my approach would be to try and develop techniques of
improving the competition, rather than to try and set up another institution
which will act as a yardstick.

These are alternative approaches, and I cannot profess to have studied these
alternative methods sufficiently to give an informative opinion. but that would
be my instinet.
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Co-Chairman Mr. BAsrForD: There being no further questions, and the time
being quarter to six, I am sorry to keep you so long professor, but this was of
interest to the members of the committee. We are grateful to you, sir, for coming
here today and giving us the benefit of your brief, and also of your wisdom. Over
the last few weeks we have had a good deal of help from the academic
community and your plea about increased help to the community certainly does
not fall on deaf ears in this community, because we are going through an
educational process, for which we are most grateful. Thank you very much.

Professor REUBER: Thank you very much, Mr. Chairman.

The committee adjourned.
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SUPPLEMENTARY ORDERS OF REFERENCE

Extract from the Votes and Proceedings of the House of Commons, Sep-
tember 9, 1966:—

“Mr. Sharp, seconded by Miss LaMarsh, moved,—That the Joint
Committee of the Senate and House of Commons appointed by this House
on March 15, 1966, to enquire into and report upon the problems of
consumer credit, be instructed to also enquire into and report upon the
trends in the cost of living in Canada and factors which may have con-
tributed to changes in the cost of living in Canada in recent months;

And that a Message be sent to the Senate to acquaint Their Honours
thereof and to request the concurrence of that House thereto.

And the question being proposed;

Mr. Pickersgill, seconded by Mr. Mecllraith, moved in amendment
thereto,—That the motion be amended by striking out the words “by this
House on March 15, 1966” where they appear in the second line thereof
and by inserting in the motion as the second paragraph the following:

“That the Committee have leave to sit notwithstanding any adjourn-
ment of this House;”.

And the question being put on the said amendment, it was agreed to.

After debate on the main motion as amended, it was agreed to.”

Extract from the Votes and Proceedings of the House of Commons, October 7,
1966:—

By unanimous consent, Mr. Basford, seconded by Mr. Allmand, mo-
ved,—That the First and Second Reports of the Special Joint Committee
on Consumer Credit and Cost of Living, presented to the House on Friday,
April 1 and Thursday, October 6, 1966, be concurred in. .

After debate thereon, the question being put on the said motion, it
was agreed to.

Accordingly, the said Reports were concurred in and are as follows:

FIRST REPORT

Your Committee recommends that seven (7) of its Members consti-
tute a quorum, provided that both Houses are represented.

SECOND REPORT

Your Committee recommends that the House of Commons section of
the said Committee be granted leave to sit while the House is sitting.

Extracts from the Votes and Proceedings of the House of Commons, De-
cember 20, 1966:—

Mr. Basford, from the Special Joint Committee of the Senate and House of
Commons on Consumer Credit and Cost of Living presented the Third Report of
the said Committee, which is as follows:

Your Committee recommends that it be authorized to adjourn from place to
place.
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Mr. Basford, from the special Joint Committee of the Senate and House of
Commons on Consumer Credit and Cost of Living, presented the Fourth Report
of the said Committee, which is as follows:

(For text see Interim Report in Committee Proceedings No. 27.)

LEON-J. RAYMOND,
Clerk of the House of Commons.

Extract from the Minutes of the Proceedings of the Senate, September 13,
1966:—

“The Honourable Senator Connolly, P.C., moved, seconded by the
Honourable Senator Hugessen:

That the Senate do agree that the Joint Committee of the Senate and
House of Commons appointed to enquire into and report upon the prob-
lems of consumer credit, be instructed also to enquire into and report
upon the trends in the cost of living in Canada and factors which may
have contributed to changes in the cost of living in Canada in recent
months; and

That a message be sent to the House of Commons to acquaint that
House accordingly.

After debate, and—

The question being put on the motion, it was—

Resolved in the affirmative.”

Extract from the Minutes of the Proceedings of the Senate, November 22,
1966:—

The Honourable Senator Connolly, P.C., moved, seconded by the Honou-
rable Senator Beaubien (Provencher):

That the Third Annual Review of the Economic Council of Canada relating
to Prices, Productivity and Employment, dated November 1966, which was
tabled in the Senate today, be referred to the Special Joint Committee of the
Senate and House of Commons on Consumer Credit and Cost of Living.

The question being put on the motion, it was—

Resolved in the affirmative.

Extract from the Minutes of the Proceedings of the Senate, December 20,
1966:—

The Honourable Senator Croll, from the Special Joint Committee of the
Senate and House of Commons on Consumer Credit and Cost of Living, present-
ed their second Report as follows:—

MonpAy, December 19, 1966.

The Special Joint Committee of the Senate and House of Commons on
Consumer Credit and Cost of Living makes its second Report, as follows:

Your Committee recommends that it be authorized to adjourn from place to
place.

All which is respectfully submitted.

DAVID A. CROLL,
Joint Chairman.

With leave of the Senate,

The Honourable Senator Croll moved, seconded by the Honourable Senator
Benidickson, P.C., that the Report be adopted now.
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After debate, and—
The question being put on the motion, it was—
Resolved in the affirmative.

The Honourable Senator Croll, from the Special Joint Committee of the
Senate and House of Commons on Consumer Credit and Cost of Living tabled
the Third Report of the aforementioned Special Joint Committee.

With leave of the Senate,

The Honourable Senator Croll moved, seconded by the Honourable Senator
Benidickson, P.C.:

That the Third Report of the Special Joint Committee of the Senate and
House of Commons on Consumer Credit and Cost of Living, tabled today, be
printed as an Appendix to the Debates of the Senate and to the Minutes of the
Proceedings of the Senate of this date and form part of the permanent records of
this House.

The question being put on the motion, it was—
Resolved in the affirmative.

(For text see Interim Report in Committee Proceedings No. 27.)

J. F. MAacNEILL,
Clerk of the Senate.
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MINUTES OF PROCEEDINGS
TuEsDAY, February 14, 1967.

Pursuant to adjournment and notice the Special Joint Committee on Con-

) sumer Credit (Prices) met this day at 9.30 a.m.

Present: For the Senate: The Honourable Senators Carter, Croll (Joint
Chairman), Hollett, Inman, McDonald (Moosomin), McGrand, O’Leary (An-
tigonish-Guysborough) and Thorvaldson.—S8.

For the House of Commons: Messrs. Allmand, Basford (Joint Chairman),
Boulanger, Choquette, Code, Irvine, (Mrs.) MacInnis, McCutcheon, McLelland,
Saltsman and Smith—11.

In attendance: Dr. R. Warren James, Special Assistant.

Dr. David Smith, Department of Economics, Queen’s University, was heard.
At 12.30 p.m. the Committee adjourned.

At 3.00 p.m. the Committee resumed.

Present: For the Senate: The Honourable Senators Carter, Croll, (Joint
Chairman), Hollett, Inman, McGrand, O’Leary (Antigonish-Guysborough) and
Thorvaldson—7. '

For the House of Commons: Messrs. Basford (Joint Chairman), Boulanger,
(Mrs.) MaclInnis, Macdonald, McLelland, Morrison, Olson and Saltsman. -8.

In attendance: Dr. R. Warren James, Special Assistant.
Dr. David Slater, Department of Economics, Queen’s University, was heard.

At 5.15 p.m. the Committee adjourned until Thursday next, February 16th
at 9.30 am.

Attest.

John A. Hinds,

Assistant Chief,
Senate Committees Branch.
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THE SENATE

SPECIAL JOINT COMMITTEE OF THE SENATE AND HOUSE
OF COMMONS ON CONSUMER CREDIT

EVIDENCE
OTTAWA, February 14, 1967.

The Special Joint Committee of the Senate and House of Commons on
Consumer Credit met this day at 9.30 a.m.

Senator David A. Croll and Mr. Ron Basford, M.P., Co-Chairmen.

Co-Chairman Senator CROLL: Order. I see a quorum. We have with us today
Professor David W. Slater of the Department of Economics, Queen’s University.
He was born in Winnipeg, is a graduate of the University of Manitoba, Queen’s
University and the University of Chicago; and, amongst other things, is now the
editor of The Canadian Banker.

Dr. David W. Slater, Department of Economics, Queen’s University: Mr. Chair-
man, ladies and gentlemen: last fall, when you were making a start on your
work, your research director, Dr. James, asked me whether I would come up
and speak to you. At that time I could not, but I suggested two or three other
fellows, and I gather they came and that you had an enjoyable time with them.
It is a pleasure to be with you.

On this occasion Dr. James’ instruction to me was that the Third Annual
Review of the Economic Council of Canada has been referred to this committee
for study and, presumably, for review and whatever disposition you might want
to make of it. Dr. James asked me whether I would come up and join with you
in a discussion on some aspects of the Third Annual Review of the Economic
Council.

My colleague, Dr. David Smith, is to appear before you this afternoon. He is
the author of a special study that was prepared for the Economic Council of
Canada in connection with the Third Annual Review; and Dr. Smith has a great
deal more expertise on incomes policies than I have and on the related policy
matters. My suggestion is that I defer to him on these subjects, and that you go
after him on the matter of income policies and the related supply policies which
he studied in some considerable detail. My terms of reference then are to deal
with sections of the Third Annual Review other than incomes policy.

Dr. James also asked me to say a few things about the tariff in relationship
to Canadian price experience. I take it that this subject is on your agenda and
you wish to develop a view.

It is my understanding that the main arrangements are for the committee
members to proceed by way of questions, and I will do the best I can to attempt
answers. I have prepared some introductory comments on a few features of the
review of the Economic Council, and also one or two comments on tariffs in
relationship to prices in Canada.

I am going to deal mainly with a few implications of the chapter on Canada
and the World Economy; the Council’s view about what is called the trade-off
problem between prices and unemployment; the Council’s model of business
cycles and growth; the Council’s discussion of the goals and consequences of
inflation; and the cause and effect relations of inflation in Canada, their interpre-
tation of our experience, and one or two aspects of the tariff.
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You will recall that the Third Annual Review of the Economic Council
contains two regular features and two special features. The repeat items are, first
an updated report on the performance of the Canadian economy regarding
prices, productivity, unemployment, growth, et cetera; and, second, an updated
and slightly elaborated statement on some features of regional development in
Canada. Those are the regular things. The main special feature is the Economic
Council’s Report on the reference made to it in mid-1965 by the Government on
the subject of cost, prices, incomes and productivity and their relationship to
sustaining growth—what we might call in short the Government’s “Prices
Reference.”

This report on the prices reference is embodied, you will recall, in the
Economic Council’s Report in three chapters. One is on the basic policy problems
and issues. Another is on Canadian post-war experience with respect to prices,
costs, productivity and incomes. The third chapter of this report on the prices
reference is on the policy implications, including an analysis of incomes policies
in other countries, a view of incomes policy, and the suitablity of such policies
for Canada.

The other special feature of the Third Annual Review is an analytical essay
on trends and prospects in the world economy, and the general implication of
those trends for Canada.

The Economic Council has continued and extended its outstanding record of
contributions to Canadian economic analysis and policy by the Third Review,
and by associated special studies. In this particular review it seems to me that
the outstanding contributions are, first, an effort to bring high-powered up-to-
date analysis to bear on Canada’s problems of unemployment, inflation, and
growth by drawing on the best of the general literature available on the subject
and adapting this to the Canadian economy. Secondly, they have made a contri-
bution by a presentation of a forthright and thoughtful interpretation of conflicts
among objectives and potentialities in economic policy in Canada. I think they
have made a contribution by a balanced and, what I would call, sophisticated
interpretation of Canada’s inflation experience; and they have provided a rather
valuable background essay on Canada and the World Economy. It seems to me
that these are the outstanding features of the report.

Some of my remarks are going to be critical of the Economic Councxl’
Review, but these ought not to be taken out of context. I have a great respect of
their work. I think also some of the criticisms I have—about equivocation and
vagueness, and so on—are not so much a criticism of the council as such, but a
reflection of the general state of knowledge of my profession about many of these
matters. The main feature of the Economie Council’s Review is an updated
synthesis of theory, and a balanced interpretation of the causes of inflation
experience and of policy issues. It is inherent in doing a synthesis and arriving at
a balanced view that you will be vague and equivocal, and not appear to be sharp
and crisp, and the council does not appear to be very sharp and crisp on a lot of
issues.

They have, for example, in my view, a nagging worry that comes up over
and over again about the trends in the competitive position of Canada in the
World Economy. This more than anything else is the element of worry about
inflation that the council is concerned with, and yet they do not want to overstate
this. They do not want, in a sense, to become just like the caricature of a central
banker who sees money and prices, and nothing else. They want to present a
balanced view of the issues, and as a result it comes out, as I say, not very
sharply etched.

The council presents a model about which I will talk a little later, to show
how it is that economies combine inflation and unemployment. This is one of the
central things they feel has to be explained—one of the new phenomena of the
modern world. They present the model that lays out inflation process in business




CONSUMER CREDIT 2717

cycles, and it is very helpful indeed because it does remind us of a typical sort of
price behaviour in a modern economy in the later stages of a business cycle
expansion. But, on the other hand, the model does not tell you very much. It does
tell you that you are likely to have a continuing inflation to some degree, but it
does not tell you whether that is likely to be one, two, three, or four per cent a
year, or what it is that really makes the difference between one, two, three or
four per cent, or just what the possibilities are of making it one per cent rather
than four per cent. It is just not a precise treatment, but it is a reasonably
accurate reflection of the state of the literature.

One of your central interests, I think, has to be, and has been, explanations
and understandings of Canada’s recent experience with rising prices. I think the
following is a fair summary of the Council’s position on this matter. They regard
a part of the increases in prices in Canada during the last two years as due to
transitory phenomena—things that will pass. Among these transitory phenom-
ena there is, first, the usual pattern of relatively rapid increases in prices, and
even more rapid increases in costs of production in the stages of business cycle
expansions. We have been in the later stage of an extended business cycle
expansion and we have had, in a sense, the usual price and cost level increases
that go with that experience. This is one of the council’s views.

Secondly, it is their view that we have had an unusual conjucture of supply
conditions in food production which are cost and price increasing, and some of
those will pass.

Thirdly, I think they have a view that Canada has had a comparatively large
increment of increases in indirect taxes in a short period of time, taking the
whole package of taxes—provincial, municipal and federal—together.

Fourthly, we have had the experience of an unusual set of strains in certain
segments of the construction industry. All of these elements are to some extent
transitory or temporary, but they have given a temporarily large upward push to
prices in Canada. This seems to me to be the first point.

Thus, the council’s message is that we should not extrapolate into the future
the most recent price experience. That is lesson number 1 that they are reading
to us—to me as well as to you.

The second thing is that the council is rather sceptical about what is called
cost-push inflation. They regard the general state of demand in an economy—in
Canada’s case, the general state of demand in Canada, and external to Canada
for Canadian products—as the dominant element of the general inflationary
story for Canada. :

They regard cost price movements and wage changes as we encounter them
in Canada very much as a sort of part of a process—a means or vehicle by which
inflation gets implemented, but not the cause of inflation. The central issues of
cause, in the council’s view, are on the demand side. I think this is their central
position.

The third thing is that the council takes a view that we have one particular-
ly notable deficiency in the management of investment. We still seem to have the
habit of piling peaks of public investment on top of peaks of private investment,
and therefore generating for ourselves in this country extreme variations in
investment spending and extreme variations in the demand for capital goods and
the products of the construction industry, and that we create for ourselves
greater bottlenecks in these sectors than need be, and we could do something
about this. I think it is the council’s view that it is a sad comment on the
Canadian economic policy that 21 or 22 years after the White paper on Income
and Employment we still do not have a better way of smoothing out somewhat
the pattern in variation in investment in Canada. This is important not only for
extreme pressures of prices and of investment goods, but it is something which
has impacts elsewhere, too. Prices and costs in the construction industry and the
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investment goods industry do have implications on the other prices in the
Canadian economy.

The council’s view also is that prices and costs, in terms of money, inevitably
increase in terms of money during an economic expansion but they fall very
little in periods of business cycle contraction. They put their case very much on a
downward inflexibility of prices and costs which they interpret to be part of the
basic pattern of expectations, hopes, institutions and so on, of the country; and,
on the other side, an almost inevitable process of price level increases in terms of
rapid growth and business cycle expansion. So in a sense it is a sort of a ratchet
process. Prices go up, and then perhaps level out for a time, but they never fall.
They just keep on going up, and on the average this is an upward drift in prices.

Finally, in stating what appears to be the council’s view of prices, it seems to
me that the council considers that Canada on the average has a somewhat
stronger average upward trend in prices than does the United States, and in
costs. This is due to a complex set of factors in productivity developments in the
country, and in expectations, parity notions, etc. etc. The council, it seems to me,
points to this as one of those worries that we ought to take pretty seriously in
this country.

I am not saying whether all of these things are completely accurate or
completely documented, but it does seem to me that these few points summarize
the council’s general view on prices, which is and has been one of the main
concerns of your committee.

Let me turn to some details, and what I shall do is to follow through the
council’s report section by section and say a little about each of these sections.

The first is “Canada and the World Economy,” chapter 2, which is a special
feature, an essay on Canada’s position. The council reminds us of the astounding
post war record of growth in population, in output, and particularly of trade in
the world, and the prospect of continued high rates of growth in output and in
trade, particularly for the industrialized countries.

One of the great success stories of the post war world has been the very
rapid growth in trade in comparison with world output to the point where trade
bears relationships to output now that are coming close to the sort of thing that
existed in the 1920s.

I have sent around a little piece of paper adding what I have done on the
same subject as part of a bigger study on trade and output developments, and I
think you will see from this that I am generally in sympathy with the council’s
interpretation of what is going on in the growth of trade and output. I will
mention only four points. First: the consensus among the leading students of this
subject now is that the recovery of world trade from the low points of the 1930s
and 1940s was strongly encouraged, though not entirely due to the reductions in
barriers to trade, payments, and flows of capital in the world, and that the
recovery and growth of world trade has been one of the powerful contributing
forces to the sustained growth in the world output and income in the post war
period.

Secondly, the council regards the growth of trade in general, and the growth
of Canadian trade in particular, as important factors favouring Canadian eco-
nomic growth. Indeed, the council pretty clearly strongly favours growth policies
for Canada which would incidentally tend to increase our specialization in the
world economy and the increased integration of Canada into the world economy
and expansion of our trade in relation to our output.

The council does not, although it comes closer than it should at some points,
attribute postwar Canadian growth to the growth of Canada’s trade; but, I think
fairly interpreted, they say that the extremely important aspect of a Canadian
growth policy will be a trade expansion.
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Thirdly, the council points to what I call the incipient food crisis in the
world. The growth in numbers of mouths to be fed is fantastic. Even if there is
an astonishing success in bringing birth rates in the less developed countries
under control, we shall continue to have huge increases in population. Admit-
tedly they cannot afford things, but in one way or another they will have to be
fed. For a number of years we have been drawing on the accumulated stocks of
food that had been built up in periods of agricultural surpluses. We cannot go on
doing this. In one way or another there is likely to be something bordering on a
food crisis in the world in the next decade. It seems to me that the council points
to this with two implications for Canada. One is that we are likely to experience
in the next decade food prices for basic foods in comparison with other products
which are a good deal higher than we have experienced in the last decade.

The second thing is that we will be a supplier to world markets for many of
these basic foods and this will be a factor in the Canadian export position.

Finally, in looking at the story of Canada in the world economy, one should
note that Canada’s expanding exports, which various people have been extreme-
ly proud of in the last three or four years, do not look nearly as astounding when
we put them against a background of the growth of world trade. I think it is fair
to say that, throughout much of the 1950s, Canada’s exports were declining in
relation to world trade.

We have recovered somewhat our exporting position. I do not think one
should interpret Canada’s recent export experience as if all is rosy in our
position in the world trading environment.

Let me turn now to the report on the “Prices Reference”. The first chapter in
this report, Chapter 3 of the review, is on the fundamental challenge and on
models of inflation in Canada.

In the chapter on Fundamental Challenge, the council sets out its view on
the conflicts among the main objectives of Canadian economic policy. They
also indicate the fundamental issues to be explained, which they treat as
being the conflict between price stability and full employment; and between full
employment and our balance of payments. They set out the case for putting some
emphasis on price stability as a policy goal; and they set out the main factors
influencing Canadian inflationary experience and policy.

Several features of the council’s treatment of these fundamental challenges
deserve special attention.

First, the council takes the view, which is in accord with the consensus
amoung economists nowadays, that there is no fundamental conflict between the
goals of growth in productivity and of price stability. There is no clear correla-
tion of the experience of countries with high or low increases in prices and high
or low growth rates.

The main conflict, as they see it, is between high levels of employment and
price stability. If Canada aims for high levels of employment of its labour force,
this may introduce really serious problems of price increases in their view. Also,
if Canada’s price increases are greater than the price increases of other countries,
and if this is associated with our low unemployment rate, then the possibility
arises of balance of payments deficit problems. So there is a possible conflict
between high levels of employment and our balance of payments.

The second thing the council says about the fundamental challenges is that
inflation of the sort which has been experienced through most of the post-war
world, which they describe as increases of rates of prices, between 1% to 51 per
cent per year, cannot be blamed on a poor job in monetary and fiscal policy—the
blame has to be put substantially some place else.

What they are saying is, in their view, we will not deal with the issues
adequately if we focus only on monetary and fiscal policy. There is something
more to the story than this. The principal thing they point to, as the evidence
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that there is something more to the story than this, is the fact of price level
increases associated with unemployment. They say that in Canada and in a lot of
other places in the world we have had the experience of inflation and unemploy-
ment and this suggests that there is something more to the story than general
demand factors and thus inadequacies in fiscal-monetary policy. This is all very
well, but what is to blame, then? How is the blame to be apportioned among
various factors? What other major policies other than monetary-fiscal policies
should share the blame? The first part of the council’s answer consists of the
development of what they call a model of partial inflation. This is a model which
was developed originally for a closed economy like that of the United States, and
has been adapted by the council to Canadian circumstances. This model is an
attempt to show why it is that economies typically will have some price increases
in situations of falling but still substantial unemployment on the one hand, and
on the other hand that economies will not have very much by way of price
decreases in situations of slack and economic decline.

The model is interesting and helpful, for example, in providing a qualitative
interpretation of Canada’s recent price experience. But it does not provide an
effective quantitative apportionment of the blame for price increases, and it does
not provide a very effective indication of which of the inflationary forces could
have been made significantly different by the right policies.

The council’s model is essentially one of: pressure points in price develop-
ment; bottlenecks increasing with development; lags in the adjustment of con-
tracts: development of expectations of high levels of income; expanding profit
margins in the early stages of expansion; ete., etc., and all these things combin-
ing to give to us, inevitably, price level increases in times of business cycle
expansion, even when we are a long way from having full employment. A
downward inflexibility of prices and costs in periods of recession is fundamental
to the argument. The model is going to generate an inflationary drift indefinitely.

The council plays down, in this model, the independent contributing forces
from the exercise of market power of business, or the power of labour in
collective bargaining. The council adapts this basic model, which is essentially
an American model, to the Canadian circumstances, to make some allowance for
changes in our external trade and price position.

The council then turns to the question of why should we be interested in
price stability, and how much priority should be given to price stability in the
Canadian economy. As to the reasons why we should be interested in price
stability, they give the standard reasons, but give them in a somewhat sophis-
ticated way.

The price stability provides for us a monetary unit which is good from the
point of view of planning and decision-making. Price stability minimizes the
distortion in production and income. Price stability limits the undesirable redis-
tribution of income and wealth. Price stability is a good thing from the point of
view of our competitive position in world economy. These are the things to be
had out of price stability. The council’s view is that these are worth having, but
they are not absolutes.

The council says quite a number of things which are very interesting, I
think. First of all, they reject the notion, widely believed in Central banking
circles a number of years ago, that creeping inflation will eventually change from
a creep into a walk, and from a walk into a run. They say that is not really what
is going on in the world and therefore they are much less worried about the
development of inflation in the future, i.e. of a little bit of inflation in the future,
than people used to be.

The council does take the view that we might set for ourselves employment
goals that are so high that we might generate much more inflation in Canada
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than elsewhere. However I think the council does not regard their employment
goals as necessarily bringing about such a degree of inflation.

The council seems to go quite a long way in accepting the notion that low
unemployment rates and high rates of wage increase and high rates of price
increase go together, and there is not much we can do about it. They go a long
way on this line, and then they draw back and it seems to me that the council
does not quite believe the story that has been presented in the special study done
for them by Professor Reuber and his associates.

The council turns to the question about the relationship between prices and
costs in Canada and prices and costs elsewhere, and this brings them right up
against the exchange rate. They take a highly orthodox position regarding
Canada’s exchange rates, a position which, in its overall impact, you will have
noted Professor Eastman regards as fatuous—a word which is a little strong in
my judgment in this situation.

The council’s view is that changes in Canada’s exchange rate have to be
regarded as extremes of policy rather than as routine elements of Canada’s
policy alternatives. Though the council hopes for international institutions and
proc dv es by which some greater flexibility in Canada’s exchange rates than
now exists might emerge, the council is not very optimistic about these sorts of
developments in the world’s monetary system.

The council indicates that in «fundamental disequilibrium” of Canada’s
balance of payments, Canada might change its exchange rates in an extreme
case. If Canada has a very high surplus in its balance of payments owing to
external inflationary pressures which are extreme, and we want to cut these
down. then Canada might appreciate its exchange rate. On the other hand, if
Canada has a very substantial deficit of a fundamental sort in its balance of
payments, it might depreciate its exchange rate.

e council’s position is traditional, orthodox and not very helpful. The fun-
damental point is that the Canadian Government had hardly enough major
policy instruments available to meet all of its main objectives of internal and
external balance, when it could include changes in the exchange rate in its
package. Abandoning the possibility of changing a country’s exchange rate as an
ordinary element of policy amounts to throwing away a potentially very impor-
tant element of a nation’s economic policy, and one which is extremely important
for Canada.

The implication of this, I think, is that other tools of policy have to be
developed and the capacity of the remaining tools has to be improved. The
fundamental point is that, from time to time, policies which can have a powerful
impact on Canada’s balance of payments, such as import surcharges, capital flow
policy, quantitative restrictions, and so on, will be required in lieu of the
exchange rate changes which have been given up.

These other instruments often amount to a de facto partial selective ap-
preciation or depreciation of the external value of a country’s currency. The
fundamental tasks for which exchange rate changes are a means of adjustment
have to be done in some other way. You just cannot act as if these problems will
not arise.

The council then turns to what it calls the fundamental truisms about
productivity, prices of inputs and prices, and of final goods. The fundamental
truisms, you will recall, run in terms like this: If a country has productivity
growth on the average of 2 per cent per year, and the prices per unit of input in
terms of money go up 2 per cent a year, the cost of output does not go up at all
and prces can be stable. If, on the other hand, a country has 2 per cent increase
per year in productivity and 5 per cent increase in the prices of input in money
terms, then costs per unit will go up 3 per cent a year and prices will have to go
up 3 per cent a year. This is the fundamental truism, as it is called, about prices.
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A very nice comment that I ran into some place very recently ran as
follows: The one thing you have to remember about fundamental truisms is that
they are true. We often act as if calling something a truism means we ought to
pay not attention.

The council shows very clearly the truth and the limitations of the fun-
damental truisms concerning price increases being associated with higher rates
of increases in the prices of productive inputs than increases in productivity. The
council shows the incompleteness of these truisms as explanations of what has
gone on and the incompleteness as guides to policy.

They also show that it is national productivity and national wage forces that
should be the dominating factors for an economy as a whole, but they, of course,
point out that in any particular segment of pricing or production or services or
inputs there are bound to be, and there will always be, substantial deviations
from these national averages. Indeed, they point out that the fundamental
problems in any system of guidelines are the appropriate weighting of the
factors that are special or particular to that situation and the appropriate
weighting of the national or general developments.

The council makes one extremely important use of these truisms about
productivity, wages and prices. This is in reference to the gap between Canada
and the United States. In general, as they have shown, particularly in their
Second Annual Review, productivity in Canada is significantly lower than in the
United States and so are money wage rates. The latter, that is the lower money
wages, compensates for the former,—the low productivity—in many situations.
Canadian production can compete in money prices. Canada can and does afford
some limited parities with the United States in incomes, but for any general
approach toward parity the essential requirement is improvement in Canadian
productivity relative to that in the United States.

Movements to parity in levels of living begin with productivity and carry
through the prices of goods and services. Parity in wages is derivative rather
than primary. The council’s main worry about Canada’s inflationary experience,
as I mentioned before, is that Canadians may be pushing to close the gap in
money wages between Canada and the United States ahead of, or perhaps
without, comparable steps to close the gaps in productivity, the upshot of which
can only be loss of Canadian competitiveness, slowdown in growth, and balance
of payments difficulties. This is the sort of thing that the council is worried
about.

Now, let me finish by saying one or two words about the chapter on the
Canadian experience in prices, incomes and productivity, and then a word on
policies and tariffs.

The council, in chapter 4 of its review, which is the second chapter of the
special report on the “Prices Reference”, discusses the quality of Canada’s price
indices, which you people have looked at. It reviews the general price experience
in Canada, discusses the price experience of particular sectors, reviews the
evidence on business pricing practises and on collective bargaining, and discusses
the Canadian experience regarding price and unemployment and growth experi-
ence.

I am going to comment on only four things: First, the council presents
several fragments of evidence to show repeated instances of price increases in
Canada being larger than in the United States since 1949. It is not only that they
are worried about the possibilities of this problem, but they say we should look
at the evidence, because the evidence shows that we have had greater price
increases than in the United States.

The choice of base year, 1949, distorts the comparison somewhat; as does the
change in the exchange rate between 1960 and 1962. The change in the exchange
rate as between the Canadian dollar and the U.S. dollar between those years, as
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you will recall, was partly a correction of an over-valuation of the Canadian
dollar that had developed for a variety of reasons, and partly also the generation
of a small degree of under-valuation of the Canadian dollar by 1962 that gave us
a bit of price advantage, and the council takes this into account. But as you all
know, when you get an advantage of this sort, some part of it becomes dissipated
in due course by domestic price increases and this has to be taken into account in
assessing the situation of Canadian as opposed to United States experience.

While there is some basis for worry about recent increases in Canadian
prices relative to those in the United States, the notion of persistent Canadian
trends in this direction should be discounted somewhat, in my opinion. I think
the council loaded the dice a little in supporting this position. Secondly, the
council points to the concentration of periods of general price increase in Canada
since the war into three periods, one of which runs from 1964 to the present
time. These periods have had in common two features; one, each one has
occurred in the later part of the expansion phase of business cycles; and two:
each one has been associated with a comparatively high level of investment
expenditure, and bottlenecks of a particularly bothersome type in the construc-
tion industry. The council is very critical of Canadian policy for failure to spread
out the pressures of high public and private investment more effectively, with
the main criticism falling on to governments regarding public investment.

The third point which seems to be worth noting is that the council does not
put much blame for inflation on business pricing or on collective bargaining.
Business pricing is one of the things you looked at very closely before Christmas.
Increases in prices and in wages take place, but these are treated as just the
mechanics of inflationary processes, which are explained by general demand
conditions. The council is not completely confident in its dismissal of business
pricing and collective bargaining as causes of inflation, and it does cite some
examples of strong use of business pricing power in situations in which indus-
tries are quite heavily protected from external competitive pressures. But the
council on the whole is highly sceptical of the business pricing and collective
bargaining as major causative factors in the Canadian inflationary experience.

Fourthly, the council reports on its work, and the Reuber study which it
commissioned, on the determinants of wage increases and price increases in
Canada. This is a very, very high-grade sophisticated econometric study of this
question which I believe will have a great impact on this question.

The trade-off relationships, as they are called nowadays, between unem-
ployment and wage and price increases for Canada have to take account of the
other, particularly external, factors influencing wages and prices in Canada. The
Reuber study does this and the council does this. The Reuber study seems to
show, for a given set of external conditions, a comparatively high rate of increase
of wages and prices in Canada for low rates of unemployment in Canada. The
council shows some hesitation about accepting fully these results, and they talk
in terms of a broad band of trade-offs, rather than a curve of trade-offs,
presumably with other factors including policies qualifying the movements along
a trade-off curve and movements within the band. The council notes the partial
nature of the trade-off measurements, with the models not yet having sufficient
regard for other economic relationships. The models can do little to cope with the
determinants of expectations, and the way in which expectations can be changed
so that they based their conclusions in part on this, but they qualify their
position, as I think they well might do.

The last chapter of the price reference deals with policies, and the policy I
will leave for your discussion with Dr. Smith this afternoon. I will make only
three points in this regard; first, the council re-emphasizes its criticism of the
phasing of public and private investment in Canada, and the excessive peaking
and consequent extreme inflationary pressures from this sector.

25663—2
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Secondly, the council’s doubts on the significance of business pricing and
collective bargaining as contributing factors to Canada’s inflationary experience
should be taken with a grain of salt at this stage. By their own admission, they
have not yet been able to do enough work on these subjects to have much
confidence in an opinion, one way or another.

Thirdly, the council recognizes that every wage settlement has about it an
element of general or national influence, and elements of factors that are specifie
to the situation. This is the essence of the difficulty of attempting to evaluate
individual settlements. But explanation and analysis are called for to promote
public understanding and appreciation. The council is highly critical of certain of
the government wage settlements in 1966, but they are not criticizing the
settlements as such, but they are critical because of the inadequate efforts made
to explain the general and special factors bearing on these agreements. What was
highly special in these circumstances was taken as being the general situation,
and this was quite improper.

Finally, a few obiter dicta on tariffs and prices. The propositions about the
Canadian tariff and Canadian prices are set out as a point of departure for your
discussions. I suppose I would be labelled by most of you people as a doctrinaire
low tariff man and that seems to settle things. I hope I am not being completely
prejudiced in what I say. The first thing is that the Canadian tariff has reduced
Canadian productivity and Canadian levels of living by a significant degree. It
permits certain kinds of activities to be carried on in certain ways that would not
otherwise occur. Canada is led to do many things on small scales and in
unspecialized ways rather than fewer things on large scales and with greater
specialization. Low productivity is the price for this type of approach to our
industrial structure.

Secondly, the Canadian tariff, I think quite clearly increases prices of many
kinds of goods in Canada, compared with competitive world prices. That is how
you bring about the development of certain types of activity in Canada. Without
doubt the tariff causes higher prices for a great many things.

Thirdly, the Canadian tariff shifts the distribution of income in Canada a
little in favour of labour and against the owners of natural resources, which in
many cases are the Canadian governments. On the average, the Canadian tariff
reduces the rates of pay of productive inputs in Canada. There may be benefits to
some sectors, but on the average it is depressing to the rate of pay of productive
inputs in Canada.

The combination of reduced rates of pay for productive inputs together with
tariff-protected higher prices in Canada allows the tariff-protected elements of
Canadian production to carry on in the low productivity activities and proce-
dures.

Some domestic goods and services are cheaper in Canada, as a by-product of
the tariff. By that I mean things that don’t enter into international trade, services
and so on. But the overall effect of the tariff is to reduce the real income of
Canadians.

There appears to be a positive correlation between the degree of tariff
protection of activities in Canada, the relative poverty of their productivity
performance, their possession of market power, and their exercise of market
power.

What I am saying is as a broad generalization, but then there must be a lot
of qualifications. High tariffs imply low productivity and strong market power in
Canada, and imply an exercise of market power. This has to be qualified by
many other factors such as variations in the internal productivity of Canadian
industry, and so on.
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Finally, the Ecoonmic Council regards reductions of Canadian tariffs, in a
multi-national agreement or agreements, to be very much in Canada’s interests:
(a) by promoting specialization and higher productivity; (b) by reducing the
drag on productivity and competitiveness provided by the present tariff; (c)
presumably by reducing the market power which might be exercised in infla-
tionary situations by tariff protected industries.

. Mr. Chairman, I apologize for taking so long, but I thought it better to try
and produce something which was at least tidy and, for better or worse, was an
attempt to wrestle with the problems before you than just to waffle.

Co-Chairman Senator CrorLL: No, you did not waffle. We are thankful to
you.

Senator CARTER: Dr. Slater, I think you referred to the council’s comments
on the deficiency in the handling and management of investment in Canada.

There are two sectors—public investment and private investment—and I
think in the last issue of The Financial Post there was a graph which purported
to indicate that the policies, and particularly the restrictive policies taken by the
Government to curtail inflation, to slow down the economy, have affected only
the private sector and have had little or no impact at all on the public sector. The
editorial concluded by saying that for that reason we are today nearer a

recession than at any time during the past six years. Would you agree with that
assessment?

Dr. SLATER: I think your comment raises two or three things that might be
taken one at a time.

First, dealing with the question of whether or not the policies have had their
impaet primarily on the private sector and that so far the policies have not
affected public investment, I think one has to realize, or I have to realize it is
extremely difficult to get a phasing management of public investment in Canada,
because so much of it is provincial and municipal; because we have been so
relatively unsuccessful in building up co-operative federal-provincial machinery
for dealing with the phasing of things of this sort. It is a very difficult problem. I
think what the council particularly points to this failure of our timing of public
investment. You will recall that when the White Paper on Employment and
Income was written just after the war, of all the things about business cycle
policy in Canada that seemed to make most sense Dr. MacIntosh pointed to a
phasing or timing of public investment as obviously the most attractive thing to
do to try to deal with, rather than to change taxes and so on.

The whole profession has now shifted over and has said that is absolutely
right, but somehow we cannot seem to get untracked in our political and
administrative arrangements to manage it. So, if we are going to do anything we
have to do it on the tax side. This is the first thing that occurs to me in dealing
with your comment.

As to the recession and private investment, the Economic Council and a
great number of other people have suggested that we are either past the peak or
very close to passing the peak of the most recent business cycle expansion phase.
The evidence accumulating in Canada and the United States in this respect is
very considerable. The council takes the view, and from what I can make out
from the Minister of Finance’s statements and all sorts of private reviews—I
think this is the consensus of views nowadays, but one should be very careful in
interpreting them. I think the consensus is that what you get is not a recession in
the sense of a severe drop in rates of output and employment, but a slowing
down with some moderate increase in unemployment rates; the general judg-
ment is not for a huge increase—for anything like a repetition of, let us say, 1960
unemployment. The view is it is a peaking out into a plateau, as it were, with a

bit of an increase in unemployment, and all of this within the context of an
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intermediate growth framework which is very favourable to employment and
investment opportunities, and so on.

Why are we in that position; and have the policies contributed to our being
in that position? I think why we are in that position is very largely independent
of policies, in the sense of the immediate short-term policies that have been
introduced in Canada. We are in that position, in part, because after you have
had five or six years of expansion you have built in a situation in terms of profit
margins, cost changes, capacity, availabilities, et cetera, using up certain lines of
investment opportunities, and so on, so you almost inevitably get some slowing
down; and I think we probably would have had some slowing down in the
economy and in private investment even if we had not had any changes in
Canadian policies.

I believe that the Canadian policies in the last budget probably have contrib-
uted to the slowing down in private investment, but they were policies which I
think had some extremely interesting experimental features to them. They
recognized that there was this possibility of a slowing down. There was, howev-
er, in particular situations altogether too much pressure. So, what was done was
to introduce a series of policies, tax policies together with monetary policies and
policies influencing the liquidity position of businesses, in such a way as to try to
discourage spending a bit, but to do it in ways you could reverse comparatively
quickly and effectively. Perhaps you could reverse more quickly and more
effectively if it turned out that slack appeared in the economy. I am afraid I do
not have a sufficiently expert knowledge of how those have worked to be
confident of my judgments. But this is my interpretation of why they were done.
I think that they did in fact contribute to the slowing down, and that presumably
the decision that the Government and you people will have to take in due course
is, if this slowing down really provides more slack in the economy and more
slack in the sectors in which you are particularly interested than seems desira-
ble, then do you not only reverse these things that are implemented but do you
add a few other things along with them in an endeavour to bring about some
expansion.

The Council makes a point which is quite valid here, namely, that it takes a
little while—sometimes quite a while—after you do things before you get
results. They appear to believe that it takes a lot less time if you take action
within those areas than it does if you do things in the area of general monetary
and credit policy. I think the upshot is if these forecasts turn out to be right, and
if there is much more slack in these sectors than appears desirable, then you
reverse the policies that were put in place.

Senator CARTER: Is it your opinion at the present time that some stimulation
is needed in the economy, and if so what stimulants would you recommend?

Dr. SLATER: I do not like to duck a question like that, but I have not really
done a careful piece of homework on this particular subject recently. It is half a
dozen months since I have looked at this. I have spent most of my life supervis-
ing graduate students, giving lectures and running committees and all sorts of
other things. These are the main things one works at in a university, and I really
have not had time to look at this. I would guess that we probably can justify
some easing off in the monetary and fiscal tightness that we put in place in the
last year. Already we have some easing in credit conditions, which I think is
appropriate. I just do not know whether the time is exactly right, and the
forecasts are exactly right, for some change on the fiscal side. But, if things keep
on accumulating in the way they seem to be accumulating right at the moment
then we cannot be very far away from the point where a reversal of some of the
things that were done in the last main budget would make sense.
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Senator CARTER: Do you get from your study of the council’s report that
there should be some sort of balance between the private sector and the public
sector with regard to investment?

Dr. SLATER: I think there are ideas implicit in the Economic Council’s
Review on this, but they are not very explicit. I do not think the council’s view is
particularly doctrinaire on this subject. I think they regard public investment as
making an enormous contribution to the productivity of Canada, and reject the
view that it is only private investment that contributes to productivity, that
public investment is just so much waste to be tolerated, and so on. I think they
reject that view and take the view that that is something that has to be settled
by political processes at the political level—that is, as to what are the priorities
in public and private investment—and that that is not their business. What they
are concerned about is looking at the problems of smoothing out our growth and
the problems of achieving Canada’s very ambitious goals of full employment and
price stability.

We have got to do better from the policy point of view, and one of the things
which we have to do a lot better is the timing and phasing, the fitting together in
a time sense of the public and private investments.

The council worries about the following problem: If we get ourselves into,
let us say, a set of public programs—both investment and other programs—that
are a real strain on the economy, this will show up as a major balance of
payments problem, and a worsening of our position in the world economy. The
upshot will likely be an extreme policy of retrenchment and a broad-axe cutting
out of many programs, and so on, which does not make good in economic
development and stabilization for this country.

Senator THORVALDSON: I wonder if Senator Carter would allow me to ask a
supplementary question on this point, so that we do not have to come back to it.

Senator CARTER: Certainly.

Senator THORVALDSON: I am going to suggest at this point, Dr. Slater, that it
is quite understandable, as it seems to me, that you cannot take a doctrinaire
position on problems of this kind when you look at the practical position of
various investment possibilities and problems in Canada. May I give you an
example?

Several years ago, you know, the Government of British Columbia decided
to go on with the Peace River development alongside the Columbia River
development. You cannot, as I see it, simply stop a program of that kind, and,
consequently, you cannot have a doctrinaire policy with respect to it. I noticed
recently that the Province of British Columbia put out a huge bond issue, which
I think they financed in New York and which had to be at high prices, despite the
fact that probably all the prices in regard to the power development on the
Peace River was based on money at 43 and 5 per cent. You can multiply that by
the development on the Fraser River which itself will take hundreds of millions
of dollars, and which you cannot stop. You can also add the power development
in Labrador, and so on.

What inhibits the thing particularly is the fact that you have several
provinces which have different policies and projects, you have the federal
Government, and you have all the corporations in Canada which planned five or
ten years ago the projects they are engaged in now. Would you say that that is
the reason why you simply cannot control this at the top?

Co-Chairman Mr. BasrorD: They floated that bond issue, Senator Thor-
valdson, at the same time as they were telling us we were debt free.

Dr. SLATER: I think one does not ever want to exaggerate what might be
done in influencing the timing and phasing of these things. I think the council
takes the view that a little could be done and it is worth doing, even if you could
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speed up some investment sometimes by 10 per cent in a year, or slow it down by
10 percent in a year. That is a marginal difference that matters. You cannot rely
on that as the only element of your policy, but there are some possibilities here
of speeding up or slowing down that are worth exploring.

I think the council takes the view that we could do better than we have
done. I can cite counter examples to you. People in Ontario begged the Gov-
ernment to anticipate its university developments from 1955 on, and suddenly in
1961 or 1962 for the first time we got a response. In all that period from 1957
through to 1961 when this country was just desperately concerned with the slack
in the economy, and saying: “What can we do?”, et cetera, et cetera, you could
not look at the problem; there were not enough resources.

The point is, in this counter example that the inertia was all the other way;
you could not get the program of investment started even though it made sense.
We should not expect miracles, but I think the council’s view is that significant
marginal improvements could be had and they are worth going after. I think that
would be their position.

It is very interesting that the spring budget last year contained an explicit
timing scheme on the corporate profits and also on the timing of depreciation
write-offs. This built in a kind of “turn-it-off, turn-it-on” policy regarding
private investment, a type of experiment in policies which other countries have
used with considerable success. You are fundamentally right. I think I would
insist that there is something that should be done at the margins.

Co-Chairman Senator CRoLL: Mr. McCutcheon.

Mr. McCUTCHEON: Mr. Chairman, Dr. Slater, I know my question can be
answered briefly. The question is this. A reference was made in your remarks to
tariffs having cut down productivity. Would you be specific and give me an
example? I am just a farm boy.

Dr. SLATER: Well, I suppose one of the examples that is in a sense the
subject of change at the present time would be the Canadian automobile indus-
try. As one goes back into the history of the combination of tariffs and Made-in-
Canada arrangements, which were inter-related to tariffs and amounted to very
considerable protection to the industry, it will be found that we tried in Canada
to produce a very great range of automobile products, each one of which was on
a comparatively small scale.

I think the general belief about that situation was that that was a situation
which gave us comparatively low productivity in automobile production. The
astonishing thing is that we had costs of production of automobiles which were
higher than in the United States, but were not all that much higher. In the kind
of rough and crude numbers people talk about here, we had productivity in our
automobile industry of say 30 per cent below that of the United States, we had
wage rates which were, let us say, 20 per cent below rates in the United States.
That meant that our cost of production of automobiles was maybe somewhere
between 10 per cent, 11 per cent and 12 per cent higher than in the United
States. The tariff in effect was higher than that. This would be an example.

Now, the central proposition of the automobile agreement, and it is a
tangled story, is that if we can get a Canadian automobile industry which is more
specialized it will be an automobile industry with a very much higher productivi-
ty than it had before, and by the agreement the hope is that we will get more
preduction of automobiles, a bigger share of North American production, lower
automobile prices, and higher wages for the people in the automobile industry.
There is a specific example, which I think is generally accepted of what the tariff
and the associated structure did in giving you low productivity in a Canadian
situation. ‘
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Mr. McCutcHEON: Thank you very much: That is not exactly what I had in
mind, the point being that the automobile pact is a fait accompli. I was
concerned about other industries that are currently affected by tariffs.

- Dr. SLATER: Then I misinterpreted your question. I thought you wanted an
example.
Mr. McCuTcHEON: No, you made a charge, and I would like you to tell me of

an industry that in your opinion is behind in productivity due directly to
Canadian protective tariffs.

Dr. SLATER: Years ago I did some work on the Canadian electrical manufac-
turing industry. I think there is not the slightest doubt that the Canadian elec-
trical manufacturing industry has a lower productivity than the American
industry; and I do not think there is the slightest doubt but that when we try to
do and are encouraged to do something by virtue of the Canadian tariff for
protection of the Canadian Industry, we try to do so many things on small scales.
And that is a factor in the lower productivity and is directly encouraged ty the
tariff.

Mr. MCuTcHEON: May I call your attention to another area of free trade, the
farm machinery industry. What about the productivity there?

Dr. SLATER: My understanding of that industry is as follows, that with
regard to the productivity differentials, it is probably true that there is some-
what lower productivity, but we can in a sense compete with the somewhat
lower productivity still because we have somewhat lower wages. From what I
know of that industry, and this is not nearly enough, the degree by which the
productivity in the Canadian agricultural implements industry falls short of the
productivity, let us say in the United States agricultural implements industry, is
distinetly smaller than it would be in a lot of other tariff protected industries.

I am not saying that the tariff is the only thing that bears a productivity
differential. What <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>