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ORDERS OF REFERENCE
Extract from the Minutes of Proceedings of the Senate, October 30, 1986:
The Honourable Senator Gigantés moved, seconded by the Honourable Senator Nurgitz:

“That the Standing Senate Committee on Social Affairs, Science and Technology be authorized to
study and report upon the Consultation Paper on Training, issued by the Department of Employment
and Immigration, tabled in the Senate on 11th December, 1984, and the document entitled
“Employment Opportunities: Preparing Canadians for a Better Future”, tabled at the First Ministers’
Conference held in Regina, Saskatchewan, on 14th and 15th February, 1985;

That papers and evidence taken on the subject and the work accomplished during the 1st Session of
the 33rd Parliament be referred to the Committee; and

That the Committee report no later than December 1, 1987.

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

Charles A. Lussier
Clerk of the Senate

Extract from the Minutes of Proceedings of the Standing Senate Committee on Social Affairs,
Science and Technology, Tuesday, 4th November 1986:

“The Committee took note of the motion adopted by the Senate on October 30, 1986 authorizing
the Standing Senate Committee on Social Affairs, Science and Technology to study and report upon
the Consultation Paper on Training, issued by the Department of Employment and Immigration,
tabled in the Senate on 11th December, 1984, and the document entitled “Employment
Opportunities; Preparing Canadians for a Better Future”, tabled at the First Ministers’ Conference
held in Regina, Saskatchewan, on 14th and 15th February, 1985;

The Honourable Senator Marshall moved, — That a Sub-Committee on Training and Employment
be established for this purpose.

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

The Honourable Senator Bonnel moved, — That the Committee Chairman and Vice-Chairman, as
well as the Honourable Senators Gigantés, Robertson and Marsden form the said Sub-Committee
and that the Honourable Senators Gigantés and Robertson be appointed Chairman and Vice-

Chairman respectively; and that the said Sub-Committee be authorized to report from time to time to
the Standing Committee.

The question being put on the motion, it was—

Resolved in the affirmative”.

Denis Bouffard
Clerk of the Committee
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Foreword

The Senate Sub-Committee on Training and Employment was established October 30, 1986, to
study two documents: the Consultation Paper on Training and Employment Opportunities: Preparing
Canadians for a Better Future. Both government documents asked questions about the state of our
economy, about the kind of training Canadians need and about the kinds of jobs Canada is likely to
have.

Such questions — and others related to training and employment — have been asked repeatedly
over the years and will be asked again. And so they should be: they address the state of constant
change which characterizes our economy. In this sense, our report examines the evolution of our
economy and current provisions for training not as a final answer, but as part of a continuum.

The Sub-Committee listened to business, labour, government and education experts across Canada,
in four European countries, in international organizations and during public hearings in Ottawa in
mid-1987.

We explored the relationships linking training and job opportunities for Canadians. How often
would the nature of jobs change; how should Canadians train and re-train so as to be able to move
more easily from disappearing to emerging jobs or areas of study?

What does Canada do to prepare Canadians for “a better future?” What should we be doing? How
could we improve upon existing activities?

We have moved from the industrial society of the 1960s to a knowledge-intensive service economy
— an information society. The major imperative of the society of the *80s and *90s is that its members
be well educated and well trained. They need basic “core” skills as well as specific knowledge. We
must help our population reach its potential by providing the education and training necessary to
succeed. Above all, we must teach Canadians of all ages “how to learn” and adapt to change.

The Sub-Committee asked, “Can we afford to do better?” We found that the answer is “yes”. In
fact, we cannot afford not to do better. Moreover, we found that it is possible to do what is needed
without increasing tax rates, inflation or the deficit.

Throughout our study, in Canada and abroad, we were consistently told that, when it comes to
training, the most successful approaches are those linking classroom time with on-the-job experience.
When it comes to training, only work works.

Philippe D. Gigantes
Chairman
Sub-Committee on
Training and Employment
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The Report in Brief

Train Canadians and Create Jobs
Without Increasing the Deficit,
Inflation, or Tax Rates

(Note: This summary deals with how to improve
education and training in general; how to create jobs
and provide training in order to reduce unemploy-
ment to 4% without increasing the deficit, inflation or
tax rates).

A well trained, well educated work force is the
most important resource of our knowledge-intensive
service economy and is necessary to ensure our
further progress and material well-being. The real
wealth of society today is knowledge.

Twenty percent of our population do not read well
enough to function in our modern economy. These
functionally illiterate Canadians are denied access to
basic and further education and have few chances in
the job market. We should eradicate illiteracy.

To transform information into knowledge in our
information society, our people need basic, core skills:
the ability to read, write and understand complex
material; to communicate in one’s mother tongue; to
know a certain level of mathematics and computer
science; to know how society and the world work; and
to learn how to learn. As well, we should give people
the skills needed to: work with a team; adapt to
change; assimilate information; transform it into
knowledge; apply it appropriately in order to find,
hold or create a job; and, where appropriate, lead and
innovate.

Our elementary and secondary schools should
provide these core skills. We should establish agreed
national/provincial standards as well as exit examina-
tions to make sure these standards are met.

Job specific skills can best be learned by those who
already have the necessary core skills. Job-specific
training is most effective in programs combining on-
the-job experience with some classroom work. Exam-
ples of successful, existing programs are co-operative
education schemes, adopt-a-school projects and
apprenticeship programs. These could be expanded.

We do not have, but should have, enough consulta-
tion mechanisms to devise agreed training curricula
which suit the needs of employees and employers
alike, locally and nationally. We do not have, but
should have, agreed standards that trainees must
achieve. We do not have, but should have, “quality
control” in training, or in education, to make sure
Canada gets a full return on its education dollar.

Decentralizing training to fit our federal political
system and to meet local needs of employers as well
as employees, does not preclude nationally recog-
nized, certified standards of scholastic and vocational
achievement.

As they move from poorer to richer regions of
Canada, it would help people find a job, if they were
trained in accordance with nationally recognized,
certified standards.

The process of training and re-training may include
moving to new jobs and accepting and adopting new
technology. This process takes place much more
smoothly when there are more jobs available.

Job-creation-plus-training schemes would help
Canadians accept constant technological progress and
change in general. One such scheme would reduce
unemployment to 4% in four years without increasing
taxes, inflation or the deficit. It costs more to keep
someone unemployed than to create a job for that
person. We would use the money currently spent on
unemployment insurance (U.I.) and welfare pay-
ments to finance a job-creation-plus-training scheme.

Each of the unemployed in 1985 had earned an
average of $14,040 per year before becoming jobless.
Each of these, when jobless, cost the three levels of
government an average of $14,645 per year in U.L,
welfare payments and lost tax revenue. And not only
did the jobless cost $14,645 per year, they also did
not produce the goods and services they had produced
when employed. So, when they worked, we paid them

3



$14,040 and they gave us, in return, $14,040 worth of
goods and services; when they didn’t work, we paid
them more and they gave us nothing in return.

The costs of unemployment, since 1968, are equal
to the National Debt. Nothing has really worked to
make a dent in our unemployment or to speed up
economic growth — not government help to business,
not technology, not increasing exports, not cutting
the size of government.

Only putting our jobless to work will work, will cut
the deficit and speed growth without inflation. It is
clearly better to pay the jobless to produce something
that is needed than to do nothing. This would, at the
same time, give them back a role in society and the
dignity that goes with it.

A scheme paying the jobless, on average, as much
as they had earned when working to produce essential
goods or services, was tested in the computer models
of the Economic Council of Canada and Informet-
rica. It was found workable; it did not increase
inflation, the deficit, or tax rates. We realize that an
average wage of $14,040 is very little. However, this
is the amount the average unemployed person earned

in 1985 before becoming jobless. It is hardly suffi-
cient, but is 75% more than the $8,100 they would
get on U.L

Through the use of such schemes and at no extra
cost to governments, we could launch a national day
care program; a campaign to eradicate illiteracy;
provide home care for the elderly that would be
better for senior citizens and save on hospital costs;
repair infrastructures and slums. Participants would
work four days a week and train one day a week,
either to become better at the job they hold or to
allow them to seek new jobs.

The structure that would be used in job-creation-
plus-training schemes already exists at the local and
provincial level; administrative mechanisms — both
governmental and non-governmental — exist for the
provision of many essential outputs: they do not have
to be duplicated. Using such mechanisms in one
province on a small scale would be an excellent pilot
project for a national job-creation-plus-training
scheme that other provinces could join if they wished.

All that is needed is the political will to create
these jobs and to change attitudes.
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A parenthesis enclosing a name followed by a paragraph number refers to the summaries of interviews that
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IN TRAINING,
ONLY WORK WORKS

(1) The Consultation Paper on Training* asks:
“Training for what jobs?” This question sets the
stage for any discussion of training. However, we
have not yet found a way to answer the question
“training for what jobs?”. All efforts at predicting
the appearance of specific jobs have failed. We are
poor prophets. At best, by projecting past trends, we
can predict that change in the workplace will con-
tinue accelerating, as it has since the Industrial
Revolution.

(2) Though we cannot predict which specific new
jobs will emerge, we know more about which jobs will
disappear: those in industries that manufacture mass-
produced, standardized goods. Newly industrialized
countries buy the latest technology and, with their
cheaper labour, take away such manufacturing jobs
from us. Only with robots, not people, would we stay
in the field. Unless we adopted proctectionism with
all its prices, where our people will find work may be
in

“... the production of those complex goods that require
a high degree of flexibility, know-how and sophistica-
tion; and innovation in the development of new
products or the improvement of existing ones. It is here
that, by virtue of our more advanced expertise and
higher levels of education, we can hope to retain
comparative advantage over competitors in the newly-
industrializing countries...

(3) “What is true of manufacturing is even more true
of the service sector: one of the key characteristics of
our service economy is that it is knowledge-intensive.
As one of still relatively few “post-industrial” societies
in a world predominantly composed of newly
industrializing countries, we have a potential compara-
tive advantage in the form of a comparatively highly
educated population and a relatively high degree of
expertise. We need to compete vigorously in the large
and growing market for know-how not only in such
traditionally tradable services as banking, engineering
and computer software, but in a whole host of other
knowledge-intensive services needed by increasingly
affluent developing countries seeking to build up their
infrastructure: health care, education, agricultural
technology, project management, business planning,

and so on.” (Ontario Study of the Service Sector,
p. 14, Ministry of Treasury and Economics, Dec. 1986.

(4) In Canada, the shift to services, knowledge-
intensive or otherwise, is well under way. We have
left the industrial age when our economy was almost
solely resource-based and manufacturing was the
major engine of growth. In this information age, the
Canadian economy is undergoing — and has already
undergone, to a great extent — a massive shift to
services. Between 1976 and 1986, only 154,000 new
jobs were created in the goods-producing sector and
two million in services. The service sector accounts
for 75% of employment in Canada or 72.4% of GDP.

(5) And the growth is most strong in knowledge-
intensive jobs (para. 3 above). Between 1941 and
1981, knowledge-intensive producer or business
services grew by 789% in Ontario; consumer services
(restaurants, cleaners, barbers) only grew by 179%
(Ontario Study, p. 10).

(6) To sum up: many of the old jobs will disappear.
Many of the new ones will require higher levels of
knowledge and skills, including social skills, but since

“It is simply not possible to predict what specific skills
will be needed in the work force even five years from
now ... We must conclude that a worker with mechani-
cal training in specific skills is bound to be in a far less
advantageous position than one who has learned how
to study, think independently and learn quickly.”
(A.R. Dobell, President, Institute for Research on
Public Policy, Ontario Study, p. 23.)

(7) The question, then, is: what kind of education
and training best equips people with “core skills”?
This training must cover the ability to read, write and
understand complex material, to communicate in
one’s mother tongue, to know a certain level of
mathematics and computer science, how society and
the world work, and to learn how to learn. As well,
we must give people the skills needed to work with a
team, lead where appropriate, innovate, adapt to
change. In short, we must teach people to assimilate
information, transform it into knowledge and apply it
in order to find, hold or create a job.

* Consultation Paper on Training, Government of Canada, December 1984.



(8) If we assume that education and training equip
people with the skills needed to compete for jobs,
should they pursue “education” or “training”?

(9) Education is seen as more broad-based and
general and as the route to further academic studies.
Training, on the other hand, usually refers to voca-
tional, technical studies involving the acquisition of
specific job-related skills. In fact, the skills acquired
through education and training are equally important
and useful and, when taken together, form a cohesive
set of aptitudes.

(10) Both “streams” can provide general knowl-
edge of core subjects as well as the technical and
affective “life skills” necessary for good performance
in further studies or at work (para. 7 above).

(11) In the 1960s, the education system was
expanded in Canada and elsewhere to provide more
people with access to schooling and was designed to
meet the needs of industrial employers. Students were
taught to read, write and count as well as to conform
to employers’ needs by learning punctuality, confor-
mity and respect for authority. There was a larger
demand for unskilled workers. Employers believed
that specific skill shortages could be anticipated and
that education curricula could be adapted to fill these
shortages (Youth: A Plan of Action, pp. 43, 44).

(12) This is no longer true. People need more
technical skills and more general knowledge plus the
ability to apply this knowledge and their personal
skills in changing situations. Employers no longer
simply look for punctuality and conformity: they seek
flexible, adaptable people able to respond to new
demands and to innovate when necessary. This
underscores the crucial role of universities. Not only
must they contribute to the creation of training which
equips people with the core skills that make them
immediately employable and endlessly adaptable to
job change; universities must also pursue, with
renewed vigor, their traditional role of expanding the
mind through fundamental research, through discus-
sion. The mind trained in intellectual endeavors is
more adaptable, less prone to stagnation, more
questioning, a better protection against losing jobs by
falling behind in the struggle for a share of the global

pie.

(13) The Consultation Paper on Training also
asks: “Will there be jobs?”

(14) Education and training can make the labour
force more efficient, more productive and, as a result,
more competitive, improving the economic prospects
of a firm or a country and liberating resources for
further training or the creation of new jobs.

(15) This process, however, takes time. Adjust-
ment periods can be long, especially for those who are
unemployed. The costs of allowing large numbers of
people to remain unemployed are high, in human
terms and in economic terns. Clearly, an economy is
more flexible, efficient and equitable when a max-
imum number of its population is working, producing
goods or services and buying these goods or services.

(16) For some time now, the extent to which
education plays a role in generating employment has
been a topic of intense debate among member coun-
tries of the Organisation for Economic Co-operation
and Development (OECD, paras. 1 to 3).* In periods
of high unemployment, those with more advanced
levels of education or more relevant training will have
better chances in the job lottery. Education gives
some an advantage over others. But education cannot
create jobs. -

(17) Nevertheless, many countries, Canada among
them, are shifting the focus of their policies away
from unemployment relief (U.I. and welfare benefits,
short-term job creation programmes, intensive skill-
specific training courses). Instead, these countries
now emphasize enhancing the individual’s employ-
ment potential through increased education and
training. Even so, some of these countries have on-
the-job training programs which, in effect, create
jobs. At the same time, in an attempt to reduce their
budgetary expenditures, many governments are
trying to encourage the private sector to provide
training through tax incentives and wage subsidies for
trainees; buying fewer places from community
colleges for trainees, so that the private sector sells
more training places.

(18) The belief that the market is best able to
determine which jobs and, thus, which skills are
needed seems to be the driving force behind the new
policies in Canada and elsewhere.

(19) In the free market system, those who are
already best equipped to compete come out ahcat_i:
but the market has left to governments the responsi-
bility of ensuring equality of opportunity for young

* Hereafter, a parenthesis containing a name and a paragraph number refers to the summaries at the back of this report.
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people, women, Natives, the employment disadvan-
taged and the handicapped.

(20) How can the private sector and governments
best play their respective roles? Who should decide
on the curricula and criteria for education and
training programmes? Who should be responsible for
administration, development and financing?

(21) Governments, labour unions, management
(enterprises), educators and individuals themselves
should all be involved. The extent to which each
assumes the various roles mentioned, differs from
country to country and, in Canada, from province to
province.

(22) As in Canada, other countries consider that
education, training and re-training are important
factors in improving economic health. The four
European countries we studied (Britain, West Ger-
many, France and Austria, paras. 25 to 76) are
placing or have placed greater emphasis on involving
all social partners in decision-making. The private
sector employer is seen as a major player in giving
appropriate, initial job-related training and re-
training. In Britain and France. private employer
involvement is an objective; in Germany and Austria
it is a reality.

(23) There seems to be a general feeling among
these European countries that, as the Germans put it,
“any training is better than no training,” regardless
of whether there are jobs available or not at the end
of the training period.

(24) At the same time, recent work in Britain and
at the OECD suggests that keeping people unem-
ployed on some sort of dole is not cheaper economi-
cally than having them work. In Britain, for example,
it was found that it costs only $200 more per year to
keep a janitor employed than to put that person on
unemployment insurance. The reasons for the moder-
ate to high European levels of unemployment are
being re-examined and ways of reducing the numbers
of the unemployed are being discussed. However,
training and re-skilling of the work force have a high
priority and are popular in all countries, as focus
shifts from unemployment relief to the enhancement
of employment possibilities for individuals through
training (Holland, para. 9).

BRITAIN

(25) Unemployment in Britain was 10.9% as of
April 1987. Rather than concentrating on job crea-
tion measures to sop up this unemployment, British
policy, as does Canadian policy (para. 77), reflects a
greater commitment to education and training of the
labour force (Holland, para. 10).

(26) Traditionally, British education has focused
on the formation of an educated elite in the “noble
professions’: lawyers, civil servants, doctors, univer-
sity professors, accountants. The structure has been
one that weeds out and devalues the majority, to
cultivate the elite minority (Holland, para. 19 to 21).

(27) In Britain, since the Second World War, the
value placed on the practical application of knowl-
edge and skills has fallen progressively.

(28) British employers have not seen the utility nor
the profitability of training a worker for their future
needs (Holland, para. 27; Cassels, paras. 11, 12; para.
142 of this report).

(29) Government and government agencies (Man-
power Services Commission [MSC], National
Economic Development Office [NEDO]) have tried
to change attitudes toward training, because they
consider the involvement of all the social partners to
be a major prerequisite for effective action in training
and re-skilling.

(30) The National Economic Development Office
(NEDO) serves a tripartite council with representa-
tives from government, business and labour. Union
participation is energetic and there is the belief
among unions that training is important. The prob-
lem, we were told, is how to convince business that
training makes economic sense and leads to increased
profits (Holland, paras. 27, 28; Cassels, paras. 10 to
12).

(31) A reflection of Britain’s renewed commitment
to training is the development of the two-year-old
Youth Training Scheme (YTS).

(32) YTS aims at providing competence in techni-
cal skills, core skills (see para. 7), adaptability and
transferability of old and new skills, and in being
personally effective at work. This approach to learn-
ing has provided an incentive to the education system

to review its curricula (Hayes and Fonda, paras. 6 to
21).



(33) YTS offers a two-year training program with
both in-school and on-the-job training to any young
person leaving school at 16. The trainees are paid a
small allowance, about half the Canadian minimum
wage. YTS operates in the belief that the best
training for work is work (Hayes and Fonda, para.
14).

(34) In addition to YTS, the Technical and
Vocational Education Initiative has been going on in
schools as a pilot project over the past four to five
years. Its aim is not to teach students how to do a job
but to move the curriculum closer to labour market
needs in order to reflect opportunities in the work
place. Teachers are using this initiative to shift the
emphasis from lecturing students to teaching the
students, instead, how to teach themselves and to
learn thereby (Hayes and Fonda, para. 21).

(35) These initiatives seem to be improving the
competitive potential of British industry by improving
the quality of the work force (Hayes and Fonda,
para. 17).

(36) The overriding goal is to enhance interna-
tional competitiveness through investment in educa-
tion and training (Holland, para. 12; Cassels, paras.
a8

FEDERAL REPUBLIC OF GERMANY

(37) Unemployment in the Federal Republic of
Germany was 8.9% in April 1987. West Germany is
renowned for its well-developed apprenticeship
training and for its belief that any training is better
than no training.

(38) Unlike in Canada, there is in Germany a
strong commitment to training on the part of employ-
ers, unions and governments, all of whom believe that
a highly skilled and well-trained work force is the key
to economic prosperity (Schmidt, para. 14).

(39) Because it is impossible to forecast specific
labour market needs and because change is a part of
today’s reality, the training system is flexible enough
so that people can adapt to changing demands and
respond to the needs of employers.

(40) Training emphasizes core skills (para. 7
above) and the development of ‘“key aptitudes” for
teamwork, decision-making, creativity and adaptabil-

ity.

10

(41) In the German education system, students
receive their primary education to age 9 or 10, after
which they must decide which stream to follow to
complete their 13 years of schooling.

(42) One option is secondary school, followed by
vocational training after age 16 in the “dual system”,
combining classroom training with on-the-job,
enterprise-based training.

(43) Others, at 16, choose the technical high
school stream to age 19, which leads to further, more
specialized vocational training in upper technical
schools or to university education.

(44) Finally, 25% of students go on to academic
high school at 16, and then university.

(45) Although the German apprenticeship system
dates from medieval times, the current dual system
(para. 42 above) was not introduced in its present
form until 1976. Currently, it provides 1.8 million
“jobs” with some pay for the trainees. It represents a
source of cheap labour for employers as well as a pool
of well-trained workers for the future.

(46) The success of the dual system depends on a
high level of co-operation among governments, local
Chambers of Industry and Commerce, labour unions
and employers. The system is highly organized, with
a clear-cut role for each social partner. We do not
have such a well-defined system in Canada (para. 144
below).

(47) Vocational training in the dual system and the
decisions as to the trades, the length of training and
the kind of training to take place in the enterprise,
are the responsibility of the federal government.

(48) The actual administration of the dual system
of vocational training is the responsibility of the local
Chambers of Industry and Commerce.

(49) The provinces (Lander) are responsible for
the curriculum and administration of that part of
vocational training which takes place not on the
premises of enterprises but in schools and training
centres.

(50) Training must take place within guidelines
established by Chambers of Industry and Commerce
in conjunction with the federal government, employ-
ers and labour unions. Exams are set and adminis-
tered by the Chambers of Industry and Commerce.
The Federal Institute for Vocational Training was
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created in 1970 and provides the link between govern-
ment, industry and unions. It is federally financed by
the Ministry of Education; Parliament approves the
budget. It carries out research and development
projects in the field of vocational training and negoci-
ates training needs independently from the govern-
ment. The Institute provides data on vocational
education and training to inform employers and the
public and to prepare the field for discussion and
planning (Schmidt, paras. 1 to 3).

(51) The law requires a firm and its trainees to
sign a contract agreeing to follow the training guide-
lines for their chosen trade or profession.

(52) Many large firms (eg. Bayer) provide voca-
tional training for selected, top-quality apprentices,
according to the guidelines set by the Chambers of
Industry and Commerce. However, 65% of young
people are trained in enterprises of less than 50
employees. In 1976, the government discussed the
introduction of a levy on industry to finance an
increase in the number of training places. Unions
were favorable but industry saw the law as unneces-
sary government intervention. Employers agreed to
produce an increased number of training places
voluntarily. Most of the increase came in the crafts
sector where apprentices can be trained at low cost,
on the job, and also receive schooling in government-
financed centres serving many smaller firms
(Schmidt, paras. 15 to 19).

(53) Each year, up to 700,000 school-leavers over
the age of 16 seek places in 420 apprenticeable
trades. Training lasts from three to 3%2 years, on
average, with two days per week spent in the class-
room and three days in the work place.

(54) At the end of the apprenticeship period,
trainees are examined and, if they qualify, receive a
nationally recognized diploma of vocational achieve-
ment awarded by the local Chamber of Industry and
Commerce. This system of certification makes it
easier for employers to know how skilled a potential
employee is (Himmelreich, para. 2). Nine out of ten
apprentices find jobs after certified training. Training
in the dual system seems to be the best preparation
for work (Allert and Braun, para. 17).

Re-training

(55) Whereas specific curricula are detailed in
guidelines for initial training, no such guidelines exist
for re-training (see para. 82. for Canada).

(56) Re-training is usually undertaken by employ-
ers at the work place and success is determined after
a final exam at the end of the re-training period.

(57) The re-training system does not follow the
format of the dual system for initial training that
alternates systematically between work in an enter-
prise and the classroom. Our German witnesses said
that re-training is less successful and produces worse
results than the dual system of initial vocational
training.

(58) Re-training is more successful, however,
among those who have already had initial training
(Schmidt, para. 22). Problems seem to spring from
the inability of older workers to adapt to new meth-
ods rather than from a lack of motivation.

FRANCE

(59) The unemployment rate in France was 11.1%
as of April 1987 and the average length of unemploy-
ment was 350 days.

(60) All social partners are beginning to see
training as an economic and social necessity for a
skilled, competitive workforce.

(61) At the same time, government policy focuses
on giving more autonomy to the private sector (para.
79 for Canada), with fewer restrictions governing
hours of work, minimum wages and so on. Tradition-
ally, in France, the private sector has not seen a role
for itself in training (para. 142 below; de Larminat,
paras. 5, 6).

(62) The high levels of unemployment in 1980-81
forced government, labour and industry to examine
existing structures pertaining to training, re-training
and the transition from school to work (Ramoff,
para. 4).

(63) Since the 1981 Loi sur l'alternance, 20% of
youngsters entering the workforce have been trained
in enterprises through school-industry twinning
arrangements, to harmonize the school system with
the labour market so that employers’ needs can be
met (para. 144 for Canada; Ramoff, paras. 5 to 8).

(64) The French system is less structured than the
German. Informal agreements are reached between
unions, government and industry as to what kind of
training will be given. The agreements are not
detailed or normative but provide, instead, training
goals that are quite general (Ramoff, para. 13).
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(65) The education system is divided into (a) basic
elementary school training; (b) academic high school;
(c) technical high school with a small apprenticeship
component in a few trade areas (leading to the
Certificat d’aptitude professionnelle — CAP); (d)
university.

(66) The link between the schooling provided by
the Ministry of Education (I’Education Nationale)
and the work place is traditionally weak. Industry has
been dissatisfied with the lack of basic skills among
graduates of the school system (paras. 109, 110 for
Canada). However, there is also evidence that
employers find it hard to accept that some youngsters
have considerable, useful skills which they use at
work to improve production even though the rules
forbid it. Attempts are being made to increase
collaboration among the educational system, employ-
ers and labour unions (para. 123 for Canada;
Debeine, paras. 25, 26).

(67) In recognition of the need to increase collabo-
ration, the government recently introduced programs
to form a bridge between school and work with the
co-operation of unions and enterprises (Debeine,
para. 27; Carcenac, paras. 8 to 10).

(68) This “bridging” tries to show young people
what to expect of working life, giving them further
qualifications and helping them adapt their skills to
new needs.

Re-training

(69) Industry and government have also realized
the importance of re-training but have been slow to
act, they say, due to the amount of money involved.

(70) A commission comprised of government and
business representatives has been set up to work by
consensus toward re-training goals (Debeine, paras.
31 to 37).

(71) Re-training programs have been set up
locally. Specific projects, with detailed training
objectives, are determined by industry and govern-
ment. Funding is delivered by the government in
stages, pending successful completion of each phase.

AUSTRIA

(72) The Austrian system of apprenticeship and
vocational training is essentially the same as that in
Germany although there are fewer defined, appren-
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ticeable trades in Austria (221) than in Germany
(420). The Austrian unemployment rate at 3.7% in
April 1987, is substantially lower than Germany’s
(8.9%).

(73) In the Austrian dual system of vocational
training, apprentices receive one day of schooling and
four days of on-the-job training. Unions would prefer
a two-days-school-three-days-work system as in
Germany (Unions, paras. 8, 9).

(74) In Austria, the school curriculum is deter-
mined more independently and is less in tune with the
needs of employers than in Germany (Pribich, paras.
9toll).

(75) The Austrian Federal Ministry of Commerce
is in charge of administering apprenticeship programs
in industry; the Federal Ministry of Education is
responsible for vocational education and apprentice-
ship in schools (Piskaty, para. 30). There is less co-
operation in Austria between these two ministries
than there is in Germany between the federal and
provincial ministries that deal with apprenticeship
training (Piskaty, paras. 27, 28). P

(76) Training guidelines as set out by the federal
government after negotiations with Chambers of
Commerce and labour unions are less detailed in
Austria than in Germany (John and Aigner, para. 5).

CANADA

(77) Current Canadian training and re-training
policy follows the European philosophical shift
towards enhancing the employability of workers
rather than focusing on making unemployment more
bearable or creating jobs through government action.

THE CANADIAN JOBS STRATEGY

(78) The federal Canadian Jobs Strategy (CIJS)
was announced in June 1985 following the govern-
ment’s December 1984 Consultation Paper on
Training. The CJS has six components that absorb all
previous federal training, job creation and labour
market adjustment programs (para. 82 describes
these six components).

(79) CJS claims it focuses on the people most in
need. It shifts responsibility for training from public
educational institutions and non-profit organizations
to the private sector and to individuals. This changes




the way decisions are made on purchases of training
courses by the federal government.

(80) “Many earlier programs were not directly
focused on clients. Their main objectives were usually
cast in terms of labour market theories which divided
labour market problems into categories: those caused
by cyclical factors, seasonal factors, and structural
factors. Cyclical factors resulted from the operation of
the business cycle and would often, it was argued,
produce relatively short periods of high unemployment
during economic downturns. Seasonal factors were
those associated with seasonal reductions in employ-
ment, mainly in the winter. Structural factors were
those caused by mismatches between the skills needed
by the economy and the skills possessed by
individuals.” (page 6, The Canadian Jobs Strategy,
Its Past, Present and Future. Employment & Immi-
gration Canada, 1987, hereafter referred to as CJS
document).

(81) The six components of the CJS do not claim
that they respond to specific labour market problems
as did previous programs; they claim, instead, that
they help people become more skilled by increasing
training. In this way, the government maintains, CJS
offers a more flexible approach in federal training
activities and more opportunities for women, Natives,
the employment disadvantaged and the handicapped.
This is supposed to operate in a decentralized way
based on needs determined locally. Following is a
description of the CJS components, as given in the
CJS document (pp. 4, 5):

(82) “Job Entry (including Re-Entry) is directed to
individuals who are not part of the labour market but
who want to enter or re-enter the work-force. Federal
support is concentrated on those who need it most.
One target is young people, especially those who have
dropped out of school before finishing high school.
Another is women who have been out of the labour
force for a minimum of three years. Job Entry also
helps students, ranging from potential dropouts to
those with entrepreneurial skills, to find useful
experience in the summer and encourages the estab-
lishment of co-operative education arrangements.
Support is also provided for language training for
immigrants wanting to make the transition to the
Canadian labour market.

“Skill Investment is directed to employed workers.
Federal support is concentrated on training in smaller
firms and on those who are threatened with job loss
because of rapid technological and market change.

“Job Development is aimed at workers who have been
unemployed for at least 24 of the last 30 weeks.

Special measures are available to help those facing
serious employment obstacles.

“Skill Shortages is for employers facing a need for
skills that are not being supplied by the normal
operation of the labour market. Federal support for
skills training is limited to specific regional and
national shortage occupations that are designated by
Employment and Immigration.

“Community Futures addresses the special needs of
smaller communities facing chronic high unemploy-
ment or the closure of major industries. Support for
community development initiatives, for entrepreneur-
ship and for relocation may be offered along with
training and work experience.

“Innovations, the sixth program, is different, as it has
no single client-group focus. Its role is to provide funds
for new initiatives and innovative solutions to labour
market issues. It will ensure that the strategy as a
whole remains responsive to changing needs.”

(83) The federal bureaucracy has retained the
authority to develop programs, leaving the commu-
nity to administer the process. This may contradict
the CJS claim of being decentralized and responsive
to locally defined needs.

(84) In 1984-1985, CJS received initial funding of
$2.2 billion. This was reduced to $1.7 billion in 1987-
1988, or $1.5 billion in 1984 dollars.

“This reflects both the need to reduce the national
deficit and, more important, the generally improving
employment situation.” (CJS document, p. 12).

(85) Some provincial governments and many of the
witnesses at our hearings criticized the reduction in
CJS funding, the eligibility restrictions of the pro-
gram, its lack of flexibility, the decreased emphasis
on job creation, and the lack of quality-controlled and
diversified training opportunities.

Reduction in CJS funding

(86) In three years, funding at the federal level of
training and labour market adjustment has decreased
by 32%, in 1984 dollars, much faster than unemploy-
ment, which has only decreased from 11.2% to 9.2%
or by 19% over the same period.

(87) Further, the Canada Employment and
Immigration Commission (CEIC) has not spent all of
its CJS budget (Terry Dance, George Brown College,
Hearings, May 11, 1987). When operating costs and
funds to other federal departments are taken into
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account, CJS underspent by 20% of its allocation in
1985-86. (Discussion Paper on The Canadian Jobs
Strategy: Policy and Implementation, Ontario
Ministry of Skills Development 1987, hereafter
referred to as Ontario Discussion Paper; Government
of Quebec [Summaries]; Governments of New
Brunswick [Hearings, May 15, 1987] and Saskatche-
wan, [Hearings, May 15, 1987]).

(88) During our hearings, witnesses said that the
federal government has decreased funding because it
gives low priority to helping Canadians train. (Gov-
ernment of Ontario, Hearings, May 11, 1987; George
Brown College, Hearings, May 11, 1987; National
Action Committee on the Status of Women [NAC],
Hearings, May 17, 1987; Canadian Federation of
Students [CFS], Hearings, April 27, 1987; Canadian
Congress of Learning Opportunities for Women
[CCLOW]; Hearings, April 27, 1987, among others).

(89) The method for purchasing traihing has also
changed. Before CJS, the federal government pur-
chased training from recognized private, public or
nonprofit trainers, including private vocational or
technical schools, community colleges and
community-based organizations.

(90) Now, however, CJS makes it possible to
purchase training through private intermediaries.
Under the Job Entry and Re-Entry programs, such
intermediaries are called “managing co-ordinators”;
under Job Development, “project sponsors”.

(91) These intermediaries are supposed to find
people who need training and monitor their activities,
a role previously carried out by Canada Employment
Centres. Federal funds that would otherwise have
gone to recognized providers of training (para. 88)
are now diverted to these intermediaries — managing
co-ordinators and project sponsors; consequently, less
money is available to actually train people (Ontario
Discussion Paper, p. 14).

CJS Eligibility Restrictions

(92) The CIJS claims to help people most in need
(CJS Document, p. 3). However, witnesses told us
that the CJS eligibility rules are unfair and counter-
productive (Governments of Ontario, New Bruns-
wick, Saskatchewan; CCLOW; CFS; NAC and
others). In particular, the restrictions are widely felt
by the recently unemployed, by women, the severely
employment disadvantaged, older workers, individu-
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als in threatened occupations and smaller communi-
ties, young people, Native Canadians and even
workers who are still employed but need re-training.

(93) The CIJS claims it focuses on assisting the
long-term jobless rather than the recently unem-
ployed. Witnesses told us repeatedly during our
hearings (para. 92) they thought it unacceptable and
illogical that the short-term unemployed must
become long-term unemployed before qualifying for
assistance under CJS. By being kept jobless longer
than necessary, people who lose their jobs are sub-
jected to severe economic and social costs that could
have been avoided. Those who have recently lost their
jobs would be better served if they were given tools
with which they could quickly re-enter the workforce.
Moreover, the more quickly they re-enter the work-
force, the lower the cost to all levels of government
(paras. 186 to 206).

Women and the CJS

(94) The CIJS identifies women as a group in need
of special training measures; the Re-Entry stream of
CJS claims to be designed specifically for women.
The following groups told us that the CJS does not
meet women’s needs: the Canadian Congress of
Learning Opportunities for Women (CCLOW), the
Fédération des Femmes du Québec (Hearings, May
15, 1987), the National Action Committee on the
Status of Women (NAC), the Canadian Vocational
Association (CVA), (Hearings, May 8, 1987), the
Women’s Employment and Training Coalition
(Hearings, May 11, 1987). Only women who have
been out of the labour force for three years can apply
under Re-Entry. Initially, under Job Development,
only those who had not worked for 24 weeks (six
months) of the last 30 were eligible to participate.

(95) Women, married or single, with family and
other responsibilities, often found it impossible to stay
unemployed six months (under the Job Development
program of CJS) or three years (under the Re-Entry
program) before getting training to improve their
skills. The result was that many were forced to stay in
low-level, low-paid, part-time jobs. Some improve-
ments have been made in eligibility requirements,
however (see para. 98).

(96) Child care and travel allowances do not meet
the real needs of women trying to acquire skills,
(CVA, NAC). Allowances are granted on the basis of
family status. The Fédération des Femmes du Québec




deplores the fact that this makes women dependent
on their marital status and on the income of their
husband and have called for an equalization of all
allowances, regardless of marital or family status.

(97) Two-thirds of the jobs for women under the
CJS Re-Entry program are concentrated in areas
traditionally occupied by large numbers of women,
clerical, sales, and service. No training opportunities
exist for women in non-traditional fields such as
construction, driving heavy vehicles and the operation
of machinery.

(98) Prior to the introduction of CJS, the federal
government funded counselling as well as bridging
programs to give women training in basic skills. The
Women’s Employment and Training Coalition told us
that CJS has reduced the funding and, therefore, the
quality and quantity of such ‘“bridging” programs
available to and suitable for women (Hearings, May
11, 1987). However, in June, 1987, changes were
made to CJS to facilitate the access of women to
training. Specifically, it is no longer necessary to be
unemployed 24 of the last 30 weeks or to have been
out of the labour force for three years to qualify for
Job Entry. Adding the “severely employment disad-
vantaged option” to Job Entry (it exists for Job
Development) means that women in designated
groups (e.g. Native women, immigrant women) who
have difficulty in finding employment, but who have
not been unemployed for the last 6 months, can still
qualify for training. Further, the Skills Shortages
program will now offer training for women in desig-
nated non-traditional occupations. In addition, CEIC
is encouraging community groups to propose col-
laborative bridging projets under Innovations to assist
women in their search for new labour market activi-
ties.

(99) But following the above program changes, the
CJS budget was not increased. In fact, “... in
Ontario, the federal government’s direct purchases of
training seats in bridging programs dropped by over
40 per cent from 1985-86 to 1986-87.” "(Ontario
Discussion Paper, p. 9).

Threatened and remote communities and the CJS

(100) The Community Futures stream of CJS is
designed for communities with high rates of unem-
ployment; but it does not deal with the problems of
Native Canadians on and off reserves or of people in
rural or poorly developed parts of the country.

(101) Only two of the 39 communities selected as
participants in this program have received funding.
This funding comes, in part, from other CJS pro-
grams as will future financing.

“Unfortunately, any assistance offered in a selected
community under one of the other programs is only
accessible under that program’s own eligibility rules.
For example, a Job Development project initiated by a
Community Futures Committee in a selected commu-
nity would only be accessible to those who have been
unemployed for twenty-four of the previous thirty
weeks. The imposition of these restrictive eligibility
criteria under the Community Futures program makes
it difficult for the program to facilitate a smooth,
speedy transition to new employment opportunities in
communities that experience severe economic down-
turns.” (Ontario Discussion Paper, p. 12).

(102) This has serious implications for industries
in those areas which need to upgrade the skills of
their workers to meet the demands and challenges of
international competition:

“Industries requiring assistance to upgrade the skills of
their existing workforce to meet the challenges of
international competition are restricted to the Skill
Investment and Skill Shortages programs. Federal
funding of these programs is limited: out of total CJS
expenditures of $1.7 billion in 1985-86, only $67
million (four per cent) was spent across Canada on
employer-based training. This represents a reduction
of 57 per cent from the $156 million Employment and
Immigration Canada (EIC) spent on employer-based
training in 1984-85...

“Restrictive eligibility criteria again compound this
funding reduction. Skill Investment is only available to
workers who are threatened by technological or market
changes likely to lead to job displacement. Skill
Shortages is restricted in application to federally-
designated occupations where there is an existing or
potential regional or national skill shortage, thus
greatly limiting its versatility as an industrial training
program. These eligibility criteria restrict the flexibil-
ity of industrial training under the CJS, at a time when
rapid economic and technological changes require
flexible programming.” (Ontario Discussion Paper, pp.
13, 14).

Representatives from the governments of New
Brunswick, Saskatchewan and the Northwest Territo-
ries (Hearings, May 11, 1987) voiced similar opin-
ions, so did Quebec (Quebec, para 13).

(103) Further, the occupational areas designated
as needing extra attention are determined federally
without recognizing local needs, even though there
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are existing infrastructures at the community level
better able to identify these needs (National Associa-
tion of Friendship Centres, Hearings, May 15, 1987).

Flexibility and the CJS

(104) The problems associated with the eligibility
requirements of CJS programs bring into question
their adaptability and flexibility. The government of
Ontario says:

“The provinces and territories are concerned with the
potential for this type of interference to spill over into
the training area. For example, LACs, which are
designed to facilitate local community involvement in
CJS programming, are chaired by the local Member of
Parliament. In addition, local Members of Parliament
are involved in approving all proposals under the Job
Development program in their constituency. Local
control over CJS programming must not be synony-
mous with the politicization of the programs. Such
arrangements are in direct conflict with the governing

“In a recent report on the CJS entitled The Canadian
Jobs Strategy: Its Past, Present and Future, EIC
commends the adaptability and flexibility of the
Strategy: ‘It concentrates on what works and what is
needed in different parts of the country. It allows
resources to be shifted quickly to meet emerging
labour market priorities.’

“The provinces and territories agree that the CJS
should be sensitive to regional requirements, and
flexible enough to adapt to service local needs. Given
the federal government’s emphasis on fiscal restraint,
adaptability and flexibility would allow the CIJS to
make the most efficient and effective use of available
funds. However, the operation of the CJS, thus far, has
revealed some of its shortcomings in adapting to local
priorities and labour market needs.

“In designing the CJS, the federal government
attempted to give the EIC regional office in each
province some flexibility to adjust budgets to regional
needs by delegating authority to change the relative
allocations of five of the six CJS programs by up to 25
per cent. However, overall budget cuts have essentially
neutralized any discretion this measure would have
provided. Partnership with the provinces and territories
now involves an invitation to share in federal cuts, and
-not to launch new priorities.

“The provinces and territories, and local communities
have had little meaningful input and even less apparent
influence on the CJS. In a September 1986 report
released by EIC summarizing comments and recom-
mendations from the federal government’s own Local
Advisory Councils (LACs), which are specifically
created by the federal government to advise it on the
Canadian Jobs Strategy, LACs expressed frustration
over the unresponsiveness of the CJS to local needs.

“In his report to the House of Commons for ... 1985-
86, the Auditor General of Canada criticized politi-
cally motivated interference in the operation of federal
labour market adjustment programs predating the
CJS. This interference often led to project approvals
by elected representatives with little regard to the
efficiency or effectiveness of these projects in creating
jobs.
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structure of provincial/territorial training institutions,
and have the potential to disrupt and distort the
management of the provincial/territorial educational
systems.

“Improved tailoring of CJS programs to regional needs
does not necessarily entail an increase in expenditures.
Existing (budgets) should be spent in a manner most
suited to the needs of each of the provinces and
territories. Ontario, for example, has identified
training as a priority. However, in Ontario, EIC is not
yet making optimal use of existing purchase mech-
anisms for training. In some provinces and territories,
particularly those with high rates of unemployment,
there may be a need to allocate a greater proportion of
existing CJS funding to job creation efforts.” (Ontario
Discussion Paper, pp. 16, 17).

In fact, several witnesses at our hearings, including
representatives of provincial and territorial govern-
ments, argued that unemployment insurance benefits
and welfare benefits should be used to pay for job-
creation-plus-training schemes.

Quality of training under the CJS

(105) The New Brunswick Department of
Advanced Education and Vocational Training
(Hearings, May 15, 1987) told us that privatization
of training puts at risk the quality of such training.
The private sector in New Brunswick, as in other
parts of the country, is not diversified enough to offer
broad-based training as well as specific skills training
for workers who may need to leave their community
and find work elsewhere.

(106) The Community Outreach Department of
George Brown College, the Women’s Employment
and Training Coalition, the Fédération des Femmes
du Québec, the CFS and others pointed out that the
shift to private sector training and to training brokers
or intermediaries creates a conflict between the need
of the private sector to maximize profits and the
general needs of trainees. It is often unrealistic, our
witnesses said, to expect that an employer will give an




employee broad, basic skills training (para. 7 above)
when instead, the firm needs very specific, narrow
training to meet current production needs. The same
criticism has been made of the Challenge summer job
program for students (7Toronto Star, Jan. 8, 10, 1987;
Globe and Mail, May 3, 15, 1986).

(107) Moreover, many employers, especially small
and medium businesses, have no experience in
training and often see little need for it as they can
rely on foreign workers or on the skilled labour force
lured from another company. Joanne Harack of the
Centre for Advanced Technology Research in
Toronto told us that, in 1984, 73% of businesses in
Ontario had no training programs whatsoever (Hear-
ings, May 14, 1987).

(108) As yet, CEIC has not published a complete
evaluation of the CJS: it may well be too early.
However, there are no quality-control mechanisms,
no set of objectives or criteria with respect to what
kind of training should be given, no tracking proce-
dure to follow the paths of participants so as to judge
the success of the CJS graduate in finding a job, what
sort of job, for how long and at what wage.

CANADIAN EDUCATION AND THE WORLD
OF WORK

(109) Many people whom the CJS tries to help did
not get enough of the right skills in school. Nearly
every witness we heard during our public hearings, as
well as the business leaders, economists, labour
unionists and educators interviewed for the Sub-
Committee, had something to say about the educa-
tion system in Canada. Few of the comments were
favorable.

(110) During our hearings, witnesses told us that
some of the problems of our education system could
be solved by changing the way we teach teachers and,
thus, the kinds of teachers we produce. We should
attach more value to the work of educators and to the
importance of education. In addition, we should shift
the focus of study in faculties of education from the
methodology of teaching to expertise in the subjects
taught (Harry Hill, Hearings, April 27, 1987; Teresa
McNeil, Hearings, May 14, 1987).

(111) Let us look at excerpts from the writings of
people who had completed their second year in a
Bachelor of Education course at the University of

sity of Alberta (Lorna McCallum, Hearings, May 15,
1987):

“A candidate who makes themselves look like a
fool everytime they speak be a deficit to a political
party ... The next stop would be to lay out a format
incorporating the personality of the candidate with
statistics compiled... The first quality is, does the
candidate look good... The candidate must have a
clean car; they should not drive a dirty car. People
do not like to see a candidate in a dirty car. People
like shiny, clean cars... Character alone is not
enough to choose a candidate...”

(112) How could provincial education departments
allow stan-dards to fall so low in elementary, second-
ary and post-secondary schooling? How could people
who write and think as in the paragraph above
manage to finish the second year in a Bachelor of
Education course? Clearly, standards are too low.
University professors told us that half their under-
graduate students are functionally illiterate (Gerard
and Lucas, para. 22). Many of our witnesses recom-
mended that something be done to establish national
standards for what knowledge students must acquire
at the end of elementary and secondary education
respectively. The discussion around Canada’s educa-
tion system brings together a number of issues each
of which affects the other. Basic education, literacy,
the role of schools and educators, the quality of
faculties of education, co-operative education, the
role of community colleges and universities and
research and development are all inextricably linked
to one another and to the general concepts of educa-
tion and training in Canada.

(113) Our witnesses said that elementary and
secondary schools should provide students with a
basic set of core skills: the ability to read, write and
understand complex material; to communicate in
one’s mother tongue; to know a certain level of
mathematics and computer science; to understand
how society and the world work; reasoning, problem-
solving, team-work, leadership, creativity and adapta-
bility. Above all, students must learn how to learn.

(114) Our schools do not do this well enough. They
do not adapt quickly enough to change. The nature of
work changes at a rapid pace and, because we cannot
predict the kind of jobs that will be needed or avail-
able, it is vital that Canadians be adaptable (para. 2).

17



In this information age, we need people who can
make sense of the information produced, who can
manage it and turn it into knowledge. Knowledge is
today’s form of wealth (Joanne Harack, Hearings,
May 14, 1987).

(115) The ability to read, write, communicate and
understand fairly complex information is increasingly
necessary. The shift to knowledge-intensive services
(see paras. 2 to 7 above) makes the core skills men-
tioned in para. 113 even more essential. Yet, one fifth
of the Canadian population fifteen years of age or
older has less than a Grade 9 level education and is,
thus, functionally illiterate. Given the lack of rigour
in our public school systems, thousands of others can
read but do not understand what they are reading.
We should pause here and ask ourselves how we have
managed to so mismanage education that one can
still be illiterate after nine years of schooling.

(116) It is difficult to propose innovative new
approaches to training and re-training to increase our
competitiveness and productivity, when 20% of our
population doesn’t even have the most elementary
tools needed for such training.

(117) Every witness who spoke to us about illiter-
acy strongly believed that we need a national cam-
paign with two aims: to raise public awareness of how
widespread illiteracy is, and to combat the problem.
Only after people become literate can they move into
the Canadian mainstream of education and training.

(118) Education and training have to be life-long
processes in our rapidly changing world of -work.
Universities, community colleges and departments of
continuing education make this life-long process
possible, but only for those Canadians who have
acquired sufficient learning skills.

“To be effective, post-secondary education must be
preceeded by a solid foundation of primary and

secondary education”. (Robert Stuart, Atlantic
Provinces Economic Council, Hearings, May 13,
1987).

More advanced and more specific knowledge can only
be built on basic core skills (paras. 7, 113).

(119) Universities do build on these core skills to
give job-specific training in some instances. But a
university also pushes students beyond this “‘core” so
that they can develop intellectual flexibility and
innovation.
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(120) More and more people need such increased
intellectual power, with the shift to a knowledge-
intensive economy. It follows that more and more
people must have access to post-secondary education
(para. 12 above). But because our society has become
so much more dependent on knowledge, we have to
define more clearly the goals and objectives of higher
education.

(121) “The increasing sophistication of skills can best
be cultivated within the’university for two reasons: one
is the sophistication of the information needed; (two),
universities provide the conceptual background of
knowledge ... so that people can ... constantly re-
educate themselves and ... be ... flexible in meeting
changing needs in the work place or in business and
industry. To train people only at the simplest or lowest
levels is to train them for eventual unemployment or
redundancy”. (Milton Orris, Vice-President, Canadian
Association for University Continuing Education,
Hearings, May 8, 1987).

(122) Universities, through their departments of
continuing education and regular course curricula,
can mesh with the skill and knowledge courses taught
in the corporate world. Technological change, Joanne
Harack told us, forces us to re-train. The curriculum
in universities and colleges will often be determined
by the corporate sector which does advanced research
and development on its own. The role of universities,
then, changes from dictating the training curriculum,
to making information understandable and available.

(123) Quebec officials (Quebec, para. 7) told us
that their province encourages increasing collabora-
tion between CEGEPs (junior colleges) and industry.
Another example is the Ryerson Polytechnical
Institute of Toronto which has developed curricula
suited to the needs of corporations, IBM, for exam-
ple:

“The policy that we ... are introducing is that we go to
the corporations and say: ‘what skills and knowledge
do your workers need?” We develop a curriculum with
them to respond to those needs. We then go back and
ask if there are any courses in our curriculum which
would approximate their curriculum design. If so, we
can give (workers) credit towards a degree. If not,
perhaps we can persuade those workers that some
additional course might lead to university recognition
for the activity they have undertaken.” (Milton Orris,
Hearings, May 8, 1987).

(124) The possibility of increased collaboration
between universities and the private sector also has
implications in terms of research and development:




“Qver the past few years there has been a strong thrust
to encourage Canadian corporations to invest ... in
collaborative (research) activities with universities.
That has been very successful in terms of keeping
funds flowing for applied ... research.” (Milton Orris,
Hearings, May 8, 1987).

(125) The role of community colleges is also
changing:

... A major and special function of our colleges across
Canada (is) the transfer of technology from theory
back into (...) practice.” (Burt Curtis, Association of
Community Colleges of Canada, Ottawa, May 11,
1987).

Through affiliation with non-profit community-based
organizations, colleges have the potential to reach a
much broader audience and to be players in commu-
nity development.

“Through (its) community affiliates, (our) college is
now able to reach a much broader community than it
ever did before. Senior citizens, the blind, the visually
impaired, the severely physically disabled, Native
women, the illiterate, unemployed youth and mothers
on social assistance have found a welcome at one or
more of these affiliates ... We recognize ... that the
community is better able to recruit (than is the
college). (The community) has the links, the base, and
it knows its clients. (Colleges), on the other hand, are
more capable, sometimes, of handling the technical
training. This is a way, then, to acknowledge the
strengths but also the limitations of each side and to
try to recognize that neither the community nor the
college can be all things to all people. Last, I think the
overall concept is that we as a college are acting as a
learning broker rather than as an exclusive provider of
learning ... We see our community outreach campaign
.. as community development in action. It is helping
the community to train its own constituents.” (Terry
Dance, Chairperson, Community Outreach Depart-
ment, George Brown College, Hearings, May 15,
1987).

(126) Most of our witnesses — educators, business
leaders, governments, labour unions — agreed that
the role of the school is not to give specific job
training to students or to find them a job at gradua-
tion. However, business (Canadian Federation of
Independent Business, Hearings, May 12, 1987)
complained that the school system is not giving young
people the skills necessary to make them “trainable”.

(127) An employer, we were told, wants motivated,
flexible, adaptable workers whom he can train
according to the specific needs of his business.

Schools may not be aware of the needs of employers
in this respect. More communication between educa-
tors, school administrators and employers could help
bridge the gap between school training and work
demands.

(128) The  Industry-Education = Council  of
Hamilton-Wentworth (IEC) recognizes that employ-
ers, educators, unions and the community share the
responsibility for educating and training young
people. The Council provides a forum for discussing
the needs of the social partners and has developed
Adopt-a-School programs in several communities
across Canada. These have successfully increased
awareness of the needs of industry and of career
opportunities for young people, and have promoted
the idea of school-industry linkages. The Council has
initiated a number of “industry leaves” for teachers
to familiarize them with the realities of the business
world (Hearings, May 11, 1987).

(129) Co-operative education is another way of
bringing the often isolated worlds of work and school
closer together at both the secondary and post-
secondary levels. This occurs on a small scale com-
pared with other countries, even though co-operative
education programs at the secondary level exist in
every province and in 63 post-secondary institutions.
All those who spoke to us, generally believed that co-
operative education involving classroom work plus on-
the-job training prepares young people for the work
place well.

(130) Because full-time jobs are not increasing fast
enough to absorb all who want to work, and because
education and training increase the productivity of
the workforce, witnesses recommended that UI and
welfare benefits could be used to fund a job-creation-
plus-training scheme based on the concept of co-
operative education (see Economic Study, below and
governments of Saskatchewan, New Brunswick).

(131) Witnesses also told us that we should seek
more information on the results of co-operative
education in terms of the success with which co-op
students find well-paid, study-related work following
their schooling. Such information would help us,
witnesses said, to improve existing co-operative
education programs and expand or eliminate those
which are not useful.

“Our current national dissatisfaction with our voca-

tional training infrastructure, at least on one level,
reflects a concern about quality rather than quantity;
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not ‘are we doing enough;’ but, rather, ‘are we, as a
society, getting maximum value for the direct and
indirect dollars expended?’ That is the real question,
but it is difficult to answer when the quantitative data
are so fragmented.” (Joanne Harack, Centre for
Advanced Technology Education, Hearings, May 14,
1987.)

*“...The general perception is that if you work with your
hands, you are a less important person or less of a
quality learner than ... if you use your head. That
perception is sustained in our educational system.”
(Wayne Wilson, Canadian Vocational Association
Task Force Committee Member, Hearings, May 8,
1987).

“Unfortunately, at present it’s the ones who can’t

(132) Witnesses also told us that the generalized
perception of vocational training as being less valu-
able than “academic” training undermines the
potential benefits of work-related training:

succeed at the CEGEP (Junior College) level who end
up in vocational training programs.” (John Gradwell,
Vice-President, Canadian Vocational Association,
Hearings, May 8, 1987).
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THE KEY CONCEPTS VOICED AT OUR HEARINGS

(133) The major imperative for our knowledge-
intensive economy is that its members be well trained
and well educated. A well-trained, well-educated
population is the most important resource of our
knowledge-intensive service economy and is necessary
to ensure our further progress and material well-
being. The real wealth of society today is knowledge.

(134) To transform information into knowledge in
our information society, our people need basic, core
skills: the abilities to read, write, count and be
effective (see para. 7). Elementary and secondary
schools should instill these core skills. We should also
help people “learn how to learn”. After they learn
how to learn, we must give them the chance to
continue learning and we must make this an attrac-
tive choice.

(135) Twenty per cent of our population have
never learned how to learn and do not have the
necessary core skills. These functionally illiterate
Canadians are denied access to basic and further
education and have few chances in the job market.

(136) Clearly, our education and training activi-
ties/policies are inadequate. The shortcomings must
be corrected. This is urgent.

(137) We have no “quality control” in education
and training. Agreed national/provincial standards of
achievement at the elementary and secondary level
and in vocational training, can ensure a higher
quality of graduates as in Germany and Austria
(para 54).

(138) Increasingly, the work place demands both
specific “skills” and general “intellectual” ability.

(139) This need for both skill and intellectual
depth is creating a new role for post-secondary
institutions in the development of curricula which
respond to the demands of the work place and the
needs of the community. However, the emergence of
this new role should in no way be allowed to detract
from the well-established role of the university as a
place of intellectual questioning, excellence and
innovation.

(140) Many large businesses in Canada (IBM
Canada Ltd. [Hearings, May 11, 1987], Esso
Resources Canada Ltd. [Hearings, May 13, 1987],
BC Telephone [Hearings, April 28, 1987]) under-

stand the need for intellectually excellent universities.
These firms offer to their employees well-developed,
far-reaching opportunities for further education and
training — often in collaboration with universities
and colleges; but these firms stand out because they
are the exceptions.

(141) In fact, as our witnesses told us, few small
and medium businesses provide any form of training
(paras. 28, 38, 52).

(142) The private sector is concerned with profit,
our witnesses said. This concern does not always
accommodate training that meets the broader needs
of employees. Though training is an investment in
future success for employers, few of them realize this
— for a variety of reasons. While some employers do
not see the long-term advantages of providing train-
ing for their employees, others, particularly managers
of small and medium businesses, simply do not have
the means to offer training. Further, for those in the
business community who “made it on their own”, the
idea of relying on anything other than one’s own
resources in order to get ahead seems foreign. The
myth of the “lone ranger” is very present in our
North America business culture.

(143) Employers, educators and students need to
be aware of each other’s needs, to ensure a smoother
transition from school to work and from old job to
new job. Training that combines classroom work with
on-the-job experience is an excellent way to bridge
the gap between school and employment, or between
an old job and a new, more sophisticated job (paras.
33.:54,63, 73)-

(144) We do not have the effective, nation-wide
collaborative approaches to classroom-plus-on-the-
job-training that Germany and Austria have, for
example (paras. 45 to 51, 72). We only have small-
scale schemes such as those developed by the
Industry-Education Council of Hamilton-Wentworth,
co-operative education programs and some few
collaborative efforts such as the joint IBM-Ryerson
project (paras. 128 to 130).

(145) We do not have enough consultation mech-
anisms to devise agreed education and training
curricula which suit the needs of employees and
employers alike, locally and nationally. Nor do we
have agreed standards that students and trainees
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must achieve, for Canada to get a full return on its
education dollars.

(146) Industry and labour can best define what
kind of standards must be attained in vocational
training. Governments can facilitate the development
of these standards.

(147) Decentralizing training to fit our federal
political system and to meet local needs of employers
as well as employees need not preclude agreed,
nationally recognized, provincially certified standards
of scholastic and vocational achievement.

(148) As they move from poorer to richer regions
of Canada, it would help people find a job if they had
training leading to nationally recognized, provincially
certified skills.

(149) Graduates of vocational, technical and co-
operative education courses seem to find a job more
easily because the schools offering these courses have
curricula that meet the needs of employers.

(150) We need to change the perception of voca-
tional education as being less valuable than academic
education. Until those with vocational educations are
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seen by the public as being “successful” (well paid,
highly regarded), vocational education will continue
to be perceived as being less valuable than academic
education.

(151) Although education and training may
increase the productivity of a society, they do not in
themselves create jobs. However, education and
training appreciably increase one’s chances in com-
peting for what jobs there are.

(152) The whole process of training and re-training
including moving to new jobs, accepting and adopting
new technology, takes place much more smoothly
when there are more jobs available.

(153) Job-creation-plus-training schemes would,
therefore, help Canada to accept constant technologi-
cal progress.

(154) To have equal chances for employment and
training, women need adequate child care, travel
allowances and training programs designed for them.
Native people, the handicapped and the employment
disadvantaged also require help tailored to their
special needs.




RECOMMENDATIONS

Not all the recommendations that follow are new.
That is because the problems they address are old,
elementary problems which have long required, but
have not received, elementary solutions. In this field
we do not need to re-invent the wheel: we need to use

the wheel.

(155) We should fund a permanent national
information campaign to stress the importance of
education and training as a national issue and of well-
trained Canadians as our most important resource,
whether they be employers or employees.

(156) This national information campaign should
also raise public awareness of the problems caused by
illiteracy.

(157) We should fund a national Right to Read
campaign to combat illiteracy. The campaign should
be co-ordinated in conjunction with existing
community-based literacy programs.

(158) We should fund the training of tutors who
train illiterates.

(159) Unemployed, qualified teachers should be
trained and employed as tutors for illiterate Canadi-
ans.

(160) Literacy programs should avoid the institu-
tional approach of formal classroom work and be
more closely linked to the reality of the learner.

(161) Because it is so difficult to forecast future
job needs in a changing labour market, we should
teach core skills in elementary and secondary schools
to allow people to adapt to change. We should
establish agreed, national/provincial exit exams to be
taken at the end of elementary and secondary school
to ensure that graduates have core skills including the
ability to read, write and speak in their mother
tongue and one other language; mathematics; science;
reasoning and personal effectiveness (para. 7, above).

(162) We must teach young Canadians, as well as
older people, that they will have to learn and re-learn,
all their lives.* This can best be done through self-
directed learning and application of this learning,
followed by self criticism, with the teacher as a
resource (OECD, paras. 50 to 52).

(163) Faculties of education must focus on the
mastery of subject matter as well as techniques for
classroom teaching. They must meet stiff standards
of achievement.

(164) Colleges and universities should review their
curricula, their staff and their standards of achieve-
ment to bring them more in line with current needs
and reality.

(165) Federal government funds should be with-
drawn from provinces which do not conform to
agreed, high quality standards both in teaching and
research.

(166) The provinces should have a major role to
play in monitoring the quality of federal training
programs. We should develop the means by which
this monitoring, through federal/provincial consulta-
tion, can be effective, timely and open to public
scrutiny.

(167) We should expand the role of community
colleges as centres of life-long learning, community
development and applied research.

(168) We should expand opportunities for profes-
sors and students to take educational leave to
acquaint themselves with the needs of business.
Similarly, those in business should have access to
upgrading courses. Community-based forums for
discussion and collaboration such as the Industry-
Education Council of Hamilton-Wentworth seem an
appropriate mechanism for increasing links between
schools and the work place.

(169) We need to develop government-business-
labour partnerships to promote- comprehensive
education and training, through apprenticeship, co-
operative education and school-industry linkages.
Such partnerships work successfully in Germany and
Austria, in large part because of the clear-cut roles of
each social partner (para. 46). Although the social

*Note: Ferriére, Adolphe, L'école active — Spart a Ferriere, 8¢ édition, Suisse de la Chaux et Niestlé Neuchatel, 1969.
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structure in Canada is not so highly organized,
governments should offer opportunities for business
and educational institutions to collaborate in the
areas of education and training and in research and
development activities.

(170) Training programs should be composed of
classroom-plus-on-the-job training in order to provide
relevant, work-related skills as well as the core skills
listed in para. 7 above.

(171) We need an agreed, national/provincial
system of certification for trades, occupations and
professions as recommended by the Special Senate
Committee on Youth (Youth: A Plan of Action,
p. 105, February, 1986).

(172) Follow-up studies of co-operative education
should determine the success of students in finding
jobs, as well as the level of pay and duration of
employment. Such a study should also cover other
training and re-training programs.

(173) We should examine the advisability of
funding training and re-training programs on the
basis of their placement success rate at completion, in
order to maintain a commitment to employment.

(174) The federal government should provide
opportunities and encouragement for business to
develop training and employment equity programs.

(175) In order to provide equal opportunities for
women in the labour market and in training for
traditional and non-traditional jobs, we must provide
affordable, quality child care and reasonable travel
allowances. Similar special consideration must be
given to the handicapped and the employment
disadvantaged.

(176) Training for Native Canadians should be
designed and administered in collaboration with
aboriginal peoples so that it reflects their reality and
their needs.

(177) Because of the increase in the number of
Canadians working part-time rather than full time,
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wages and benefits for such part-time workers should
be equal per hour to what they would receive for
similar full-time work. This will make more attractive
the choice of opting out of full-time work so as to
train or re-train. We recognize that this may place
financial burdens on many employers. The Wallace
Commission report (Part-time work in Canada) has
studied this problem and contains recommendations
for solutions we believe should be re-examined.

(178) The federal government’s Canadian Jobs
Strategy (CJS) should be revised in view of criticism
that its participation requirements are too restrictive.
In particular, we should change the limitations with
respect to the length of time one must remain unem-
ployed before qualifying for assistance. The level of
training allowances and kinds of training available
should be re-examined.

(179) The CJS shift to private sector training risks
ignoring the broader needs of trainees. Quality of
training should be monitored by an independent, non-
profit body which evaluates the programs, on the
basis of agreed national standards of achievement.
Possible models for this monitoring role would be the
Council of Ministers of Education, the Association of
Universities and Colleges of Canada and the Canada
Labour Market and Productivity Centre.

(180) The role of colleges and community-based
groups in providing training of high quality should
not be diminished by shifting emphasis to the private
sector.

(181) The CIJS should moderate its emphasis on
private sector training in regions with a poorly
developed private sector.

(182) Because full-time jobs are not increasing fast
enough to absorb all who want to work, and because
education and training increase the productivity of
the workforce, Ul and welfare benefits should be
used to help fund a job-creation-plus-training scheme
(para. 130 above and the Economic Study, para. 227,
below.)




JOB-CREATION-PLUS-TRAINING

(183) But can we afford what we recommend,
especially a job-creation-plus-training scheme? The
free market does not necessarily provide all the
outputs society needs (Economic Study, para. 277
below). A special program could be launched to
provide these outputs and, at the same time, help new
businesses as Professor John Graham of Dalhousie
University suggests (note 18, Economic Study). This
option stresses training by creating jobs using the
money we spend to pay people to do nothing. Instead
people would be trained and would be paid to produce
outputs the society needs and which are not now
being produced (Gillespie, paras. 10 to 16; Matthews
and Carmichael, paras. 11; Valli, paras. 4 to 7;
Wilkinson, paras. 5 to 8; Peters, para. 6).

(184) Such a program could reduce the deficit say
professors Blanchard and Summers of M.L.T. and
Harvard (note 19, Economic Study):

“High tax rates and overly generous social welfare
benefits are often blamed for European unemploy-
ment. But each one percentage point reduction in
unemployment in Europe today would make possible a
reduction of about four percent in tax rates because of
the reduced need for social welfare expenditures and
the enlarged tax base, as output expanded. More than
half of the growth in government relative to gross
national product in the last 15 years in West Germany
and Britain can be attributed to abnormally slow GNP
growth rather than abnormal growth in government.”

(185) If the views of professors Blanchard and
Summers hold true not only for Western Europe but
for Canada also, then it would make economic and
budgetary sense to put in place a program combining
job creation with training. But are they right? Might
it not be cheaper to keep a person unemployed rather
than create a job for that person? If we can prove
that it is not cheaper to keep people unemployed than
to create jobs for them, then we can get.a better
appreciation of whether we can afford a training-
plus-job-creation or any other training program.

(186) It is possible to give an answer to this
question. In 1985, the average jobless but employable
Canadian (let us call him Smith) had earned $14,040
per year in his last job in the private sector, according
to the Department of Employment and Immigration.
This is not enough to allow Mr. Smith to live
decently, but it is what the 1985 jobless had earned in
their last job.

(187) Smith’s $14,040 in wages brought the three
levels of government some $4,800 in direct and
indirect taxes. When Smith spent his $14,040 on
goods and services, he provided income for the
suppliers of those goods and services and for the
suppliers of these suppliers; the income of all these
suppliers brought the three levels of government some
$3,400 more in direct and indirect tax revenue, for a
total government revenue of $8,200.

(188) This spending and respending of money is
called the multiplier effect. Each dollar spent in
Canada generates $1.70 in taxable economic activity.
These figures have been verified by the Economic
Council of Canada (for a more detailed explanation,
see Appendix A, paras. 13 through 16, and Appendix
C, para. 18).

(189) To resume, when he had been working in a
private sector job at $14,040 per year, Smith, the
average 1985 unemployed Canadian, had generated
$8,200 in tax revenue, for the three levels of govern-
ment.

(190) Let us look now at what happens when
Smith loses his job and starts collecting unemploy-
ment insurance benefits or — when his UI benefits
run out — welfare. Smith no longer adds to govern-
ment revenue: he adds to government losses. Govern-
ment pays him UI or welfare which he spends,
generating some tax revenue for governments; but
that tax revenue is $6,424, less than they pay him.
Before he lost his job, Smith generated $8,200 in
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revenue for governments. Jobless, he accounts for
$6,424 in the deficit column of government ledgers.
The total loss for government in going from plus
$8,200 to minus $6,424 is $14,624 (for detailed
calculation, see Appendix A, paras. 13 to 16).

(191) So, when he works, the Canadian society
pays Smith $14,040; when he becomes jobless, the
Canadian society “pays” him $14,624. He costs us
more idle than working. This, of course, does not even
take into account the social costs of unemployment.
There is a measurable causal link between unemploy-
ment and mortality, suicide, family breakdown,
alcoholism, violent crime, juvenile delinquency,
cardiovascular disease and mental hospital and prison
admissions. Smith, when unemployed, places more
strain on society than when he is working (Social
Costs, para. 1). Paul Shaw has identified the charac-
teristics of the unemployed, or those most likely to be
unemployed (Social Costs, paras. 22 to 32):

e Young, blue-collar, single residents of the Mari-
times and Quebec are most likely to experience
unemployment. Older workers have low unemploy-
ment rates, but have greater difficulty finding a job
if they do become unemployed. Increasing numbers
of women, particularly female heads of family, and
those in clerical, sales and resource-based sectors,
are facing unemployment. These groups are also
more likely to experience frequent and long-term
unemployment.

* Unemployment affects not only the unemployed
individual but also family members, according to
Martyn Harris (Social Costs, para. 26). Children
of unemployed adults are less likely to continue
their studies, are more likely to miss school due to
truancy and illness and to have reading, mathemat-
ics and communication problems.

* There is also a regional element to the incidence of
unemployment. Urban workers are less likely to
become unemployed than rural residents.

e Similarly, those with only elementary education
are three times more likely than university gradu-
ates to experience unemployment.

¢ In other words, if Mr. Smith is young, single and
works in sales or a resource-based industry, for
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example, the chances of his not finding work after
becoming unemployed are high, as are his chances
of experiencing repeated spells of joblessness.

(192) Further, not only does Smith cost us more
when idle than when working, but when he is jobless,
we also lose the goods or services Smith produced
when he was employed. Those goods and services
were worth $14,040, of course, the amount he was
paid to produce them (Courchene and Laidler, para.
11). ;

(193) When Smith lost his $14,040 private indus-
try job, we could have decided to give him a
government-financed job at $14,040 instead of giving
him unemployment insurance at $8,000 a year. He
would have generated $8,200 in tax revenue for the
three levels of government (see para. 187 above).
Smith, thus, would have been rescued from unem-
ployment by the government at a budget cost of
$5,840 ($8,200 minus $14,040). To this $5,840
should be added the $8,200 in tax revenue the three
levels of government made before Smith lost his
$14,040 private industry job. The total cost to
government in replacing Smith’s private industry job
by a government job is then $14,040 ($5,840 plus
$8,200), which is less than it costs governments to
keep Smith unemployed (para. 190 above and Appen-
dix C, para. 18 for detailed calculation).

(194) The point is that when employed by the
government at $14,040, Smith produces $14,040
worth of goods or services; but when he is kept on
unemployment insurance, he produces no goods or
services yet still costs the government $14,624.

(195) It is worth repeating that a Canadian who
loses a $14,040 private industry job and is given a
$14,040 government-financed job instead, costs
governments less than if he were only given unem-
ployment insurance. But when he is given a
government-financed job, he produces $14,040 worth
of goods or services. It is this $14,040 of goods and
services that our society loses when one of its mem-
bers is given unemployment insurance or welfare
rather than a government job.

(196) As will be seen later, this text will not
recommend government-financed jobs for every
unemployed Canadian. Paras. 185 through 195 are
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simply a demonstration that it is no cheaper and may
well be much more expensive to keep people unem-
ployed rather than give them jobs IN WHICH
THEY PRODUCE NEEDED GOODS OR SER-
VICES FOR THE SOCIETY. This demonstration
gets us closer to determining whether we can afford
the training programs suggested earlier or a training-
plus-job-creation scheme (paras. 154-182).

(197) We have seen that it would apparently, cost
the three levels of government less to employ the
unemployed than to pay them unemployment ben-
efits. But are there other costs involved in creating
truly needed jobs? Can such jobs be created without
affecting the economy adversely? We asked the
Economic Council of Canada and Informetrica,
economic consultants, to answer this question with
the help of their computerized econometric models.
The reasoning for undertaking these tests was that we
cannot calculate the cost of every possible training-
plus-job-creation scheme imaginable in which the
government will probably pay only part of the cost of
job creation. However, if we could establish the full
cost of job creation, we could get an idea of whether
we can afford policies in which government pays less
than the full cost of such job creation.

(198) Essentially, we asked the Council and
Informetrica to suppose that the three levels of
government would spend $14,040 per job to create
jobs so that the unemployment rate would fall to 4%
in four years. This spending would be no more than
each unemployed cost the three levels of government
when he or she was on welfare or unemployment
insurance in 1985. What would be the effects of such
a program on the deficit, on inflation, on the GNP?

(199) To make our questions to the Economic
Council and Informetrica more specific, we gave a
list of job categories and the number of jobs to be
created in each category. It is important to keep in
mind that this list is one among many possible lists.
For example, a national day care program, if
launched, could create many more jobs ‘than the
amount alloted to day care on the accompanying list
of proposed new jobs. The choice of where to encour-
age job creation will be determined by a combination
of political decisions and free market opportunities.

(200) Here is the list:

Activity Additional Jobs
in Four Years

Low Cost Housing 55,232

Restoring Housing Stock 59,476

Restoring Infrastructure

(water mains, sewers, etc.) 8,712

Tourist Facility

Construction 59,476

Reforestation, Maintenance 17,336

Repairing and Double-

tracking Railroads 67,016

Home Care for the Elderly

and Mentally Ill 16,704

Illiteracy Eradication 34,968

Tourism Employment 132,988

Day Care 27,488

Environmental Restoration 43,940

Other Jobs

(spinoffs from above) 73,313

TOTAL 596,647

NOTE: The number of new jobs projected in each
category is proportionate to the number of
existing jobs in that category as a percentage
of total employment in 1985.

This figure of 596,650 new jobs would lower the
8.25% unemployment rate projected by the Hon.
Michael Wilson for the year 1990 to 4% (see Appen-
dix A, para. 18.)

(201) Further, we asked Informetrica and the
Economic Council to assume that the cost for creat-
ing these additional 596,650 jobs by 1990 would be
$14,040 per job (the cost to government of each
unemployed, see para. 71 above); plus another $7,250
to help finance its creation. This $7,250 was to be
found by diverting current government expenditures
that underwrite the use of equipment rather than the
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use of labour by business: such underwriting is
generally viewed as wasteful and unnecessary by
experts (Economic Study, para. 249 below).

(202) Informetrica studied this option, but in its
computer simulation model of the economy it created
898,000 new jobs, not 596,650 as we requested, and
thus pushed unemployment down to below 2%. If
unemployment had only been pushed down to 4% as
requested and the figures for costs and benefits in the
simulation were adjusted proportionately, then the
following conclusions could be drawn from the
findings of Informetrica (see Appendix C):

e Job creation would cost no more than projected
in para. 201 above.

¢ After discounting for inflation, the level of wages
and salaries would rise. “Thus, the gains of those
who benefit directly will not come from the
pockets of those who are otherwise employed,”
Informetrica wrote.

¢ In addition to whatever economic gains could be
projected for the years 1987 through 1990, the
following extra increases would occur if the
proposal in paras. 199 through 201 were imple-
mented:

Consumption would grow an extra 1.6% in 1987;
2.85% in 1988; 3.1% in 1989; 3.0% in 1990.

Business investment would be 5.35% higher than
expected in 1987; 10.77% in 1988; 11.7% in
1989; 13.0% in 1990.

The Gross National Product would be 2% higher
than otherwise expected in 1987; 3.3% in 1988;
3.25% in 1989; 4.16% in 1990.

e There would be no significant inflation as a
result of the proposals in paras. 199 through 201
(see Appendix C).

(203) Economic expansion would open up new
employment opportunities, thereby relieving some of
the pressure on government to provide new jobs. In
addition, tax revenues would be increased, while
government expenses would be decreased, allowing
the government to save money for future economic
growth.
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(204) The Informetrica simulation also showed
that 60% of all expenditures went to the service sector
and created 87.5% of the new jobs. The 40% of the
expenditures that went into the non-service sector
only produced 12.5% of the new jobs. Obviously, if
the aim is to create as many jobs as possible, the
service sector gives the biggest job-bang for the buck.

(205) Essentially, the Economic Council of
Canada (ECC) also found that the necessary jobs for
the option in paras.’ 199 to 201 above could be created
without increasing the deficit (see Appendix C).
However, the ECC considers the scheme inflationary.

(206) These inflationary fears are due to the
assumption fed into the Economic Council computer
model that any inflationary pressures would be
aggravated by expectations of even more inflation: as
in the late seventies and early eighties, people would
increase their prices and demands for wages not only
to keep up with this year’s inflation but with next
year’s.

(207) This assumption may not be warranted.
People have seen what happens when they inflate
their prices too much: governments strangle the
economy through huge interest rates. Having lived
through high interest rates recently, people will
respond more readily to demands for moderation.

(208) The ECC also remarked that the jobs the
scheme would create (paras. 199 to 201) were all in
economic activities with low productivity growth.
Thus, “the average productivity growth of our work
force would be lowered; we would become less
competitive internationally; the incomes of, and
consumption by, the poor would grow faster than
productivity and this would be inflationary too.”

(209) The argument about losing our international
competitiveness is based on a misconception. We do
not compete with other countries in everything
(Dobell, para. 36). For example, we certainly do not
expect to face foreign competition in our home care
for the elderly or day care. Competitiveness is in the
import-export field and none of the jobs to be created
by the proposed job-creation scheme (in paras. 199 to
201) are in the foreign trade area.




(210) There is also the ECC argument that our
average productivity growth will be lowered, causing
inflationary effects (para. 205 above). This, too, is
based on a misconception which views a nation the
same way it views a firm. According to this view, we
measure productivity growth by observing a numeri-
cal fraction of which the top (the numerator) is the
Gross National Product (the total of goods and
services turned out by the economy); the bottom of
the fraction, the denominator, is the total number of
people who actually work. The rate at which the
value of the fraction grows is the rate of growth of
our productivity. This is how both Statistics Canada
and the Economic Council measure the rate of
growth of productivity. And this is the way a firm
measures productivity growth.

(211) It follows that if a firm can reduce the
denominator (the number of workers it pays) without
reducing the total of goods and services it produces
(the numerator of the fraction), the firm’s produc-
tivity has grown. The point is that a firm can dismiss
workers and “someone else” takes care of them. But
as a nation, we cannot “dismiss” our workers and
have “someone else’” take care of them. The nation is
the “someone else”.

(212) A more realistic way of considering produc-
tivity is to compare Canada to a co-operative of 100
workers of whom only 50 have jobs. Each of the 50
earns $20,000 for a total of $1,000,000. The care and
feeding of all the 100 members of the co-operative
costs $1,100,000. So the co-operative has a deficit of
$100,000. If the other 50 find jobs, even at only
$10,000 a year, the co-operative now earns
$1,500,000. After spending $1,100,000 on the care
and feeding of all its hundred members, it will have a
surplus of $400,000 to invest in growth. This parallel
holds because Canada, as a nation, has undertaken to
look after the care and feeding of all its citizens. If
they don’t work, we have less surplus left to finance
our growth. We can’t simply let them starve to death;
not only would it be inhumane, it would lower
demand and slow the economy further. '

(213) It is through this example of the co-operative
that employment equity for women, the handicapped,
Natives and the employment disadvantaged is
revealed to be an economic, as well as a social,
necessity. As a nation, we must measure our produc-

tivity by dividing what we produce by all our people
between the ages of 15 and 64. If more people are
given a chance to add to what we produce, our
productivity growth will be higher. And if they are
paid not at discriminatory lower rates, but at the
normal rate for the job they do, they will spend more,
spur demand and attract investment.

(214) Finally, for arithmetical buffs, here is a
calculation of productivity growth closer to that of
the ECC: assume a work force of 100 people of whom
50 are working and 50 are not. The 50 who are
working increase their productivity by 4% in one
year. The 50 who are not working have no product
and cannot increase their productivity. This gives us
the following fraction for calculating productivity
growth:

(A) (50 workers X 1.04) + (50 jobless X 0)
100

= 0.52%

The productivity of the collectivity has increased by
one half of one percent.

Now assume that the 50 jobless have found jobs in
which they have a product but show no increase in
productivity. The other 50 still have a productivity
growth of 4%. This gives us the following fraction:

(B) (50 workers X 1.04) + (50 new jobs X 1.0)
100

= 1.02%

Obviously fraction (B) gives a productivity growth
for the collectivity twice as large as fraction (A), even
though half the workforce is in fields with no produc-
tivity growth.

(215) As we said earlier, it is not the role of this
report to suggest a job creation program fully funded
by the three levels of government, using welfare and
unemployment benefits, plus increases in government
tax revenues due to the higher earnings and spending
of the re-employed jobless. The description and
testing of such a job creation program was under-
taken to answer the questions implied in para. 185
above. The answers which follow are based on 1985
calculations, but these can be adapted for subsequent
years to allow for changes in inflation or other
factors. Such changes do not alter the basic reason-

ing.
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Q: If 85% of the population are doing all right,
why bother with job creation at all?

A: Through unemployment insurance, welfare and
lost tax revenue, we paid each of the 1,797,000
employable jobless in 1985 $14,645 to produce
nothing. In addition, for each of them we lost
$14,040, the value of the goods and services
they would have produced had they worked.

Q: Might it not be cheaper to keep a person
unemployed rather than create a job for that
person?

A: No. It costs our society twice as much to keep a
person unemployed (see para. 192 above).

Q: Can one create jobs and not cause inflation?
A: Yes (see para. 202 above).

Q: Can one create jobs and not increase the
deficit?

A: We have seen that we can (see para. 202
above).

(216) We have seen, moreover, that such job
creation as examined here will improve many things
that we have seen to be bad in our economy (para.
202); consumption, investment and income after
taxes will increase, economic growth will increase;
government expenses will go down; government
revenue will increase.

(217) Having established all this we can now look
at training-plus-job-creation schemes without fear of
being told we cannot afford them. These could be
joint ventures between entrepreneurs and govern-
ments. By paying, say, $7,000 to $9,000 a year
towards a new employee’s wages, governments would
make hiring this employee cheaper for an entre-
preneur, especially in naturally labour-intensive
fields. Joint ventures putting entrepreneurs and
governments in partnership will make for better,
bottom-line management, plus detailed knowledge of
where public funds are going (Dobell, para. 40). Such
Jjob creation subsidies to business should be treated as
tax-free income for those firms that furnish necessary
and indisputable proof that the subsidized jobs are
jobs they would not have created in any case, even
without the subsidy.
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(218) Moreover, such schemes will make training
and re-training cheaper for entrepreneurs. Thus, the
costs of labour and training will decrease. This will
help price stability (Rehn, para. 13).

(219) One way to operate such a scheme would be
to have the participants work four days and train one
day a week. They would be paid $7.00 an hour for a
32-hour week. The fifth day they would be trained, at
no cost to themselves. The training would cost $7.00
an hour. '

(220) The training could be either to improve their
skills in the job they hold; to acquire better core-skills
that are transferable (para. 7); or to acquire skills for
another job so they can change their occupation and
improve their prospects.

(221) People on unemployment insurance or
welfare would not be forced to participate in a job-
creation-plus-training scheme. There are enough of
them who will do so voluntarily.

(222) People could leave a job they already hold
and take a position in a job-creation-plus-training
scheme. If they do this, they will vacate the job they
already hold so that someone else can fill it.

(223) Our witnesses said that in other countries, as
in Canada, the contents and form of job-creation or
training schemes (or combinations of both) can best
be designed, administered, supervised and evaluated
locally (Paquet, paras. 1 to 8). We believe this.
Therefore, we shall not go into details of the sectors
or regions in which specific job-creation-plus-training
schemes can be set up. We did prepare a list (see
para. 200 above) of where some 600,000 jobs could
be created, but that was a hypothesis to feed into the
econometric models which we used to evaluate the
consequences for the economy of such job creation
and not as a centralized plan to be imposed by the
federal government.

(224) However, a further illustration may serve to
show how useful the job-creation-plus-training
approach can be: for example it can make a public,
national day care system affordable for children
whose parents work or study more than 20 hours a
week, as proposed in the Report of the Royal Com-
mission on Child Care, chaired by Dr. Katie Cook.
The job-creation-plus-training option suggested above




would pay for the whole government contribution
necessary to implement Dr. Cook’s proposal and
create 275,000 new jobs, without increasing the
deficit or taxes. :

(225) In conclusion, we quote Professor Pierre
Fortin of Laval University who wrote in a letter to
the Sub-Committee on the subject of job creation:

“I support your proposal enthusiastically. Such
(job creation), in conjunction with a more flexible
monetary policy, could reduce unemployment
considerably and quickly, without substantial
inflationary pressures. The experience of Quebec
with measures for giving the jobless work ... will be
instructive as to which pitfalls must be avoided and

which ideas work. I believe, however, that the new
jobs in a program (such as you propose), should be
in the same private/public ratio as the actual jobs
in the economy ... The public sector must not have
the monopoly of these jobs (you propose to create).
We must enlist the private sector in the fight
against poverty.”

(226) As Professor Jacques Parizeau suggested
(Parizeau, para. 10), one good way of launching a
job-creation-plus-training scheme, such as the one
proposed here, is to try it first in one small province
that would agree to act as a guinea pig. When the
scheme is shown to be workable, the other provinces
will join in.
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ECONOMIC
STUDY

Carried out for the Sub-Committee on Training and Employment
by Philippe Deane Gigantés
assisted by Christine Dearing
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Economic Study

Only Work Works'

(227) The recommendations of this report (paras.
155 to 182) were made after lengthy consultations on
how these recommendations fit within the economic
framework of the country, in which unemployment
today is more than twice what it was 20 years ago.

(228) As we heard in testimony during our
Canadian hearings and in Europe, on-the-job training
is one of the best forms for training and re-training.
“Work is the best training,” says Herr Allert,
Director General, Ministry of Education, Federal
Republic of Germany (Allert and Braun, para. 17).
We also heard that on-the-job training exists only to
a small extent in Canada through co-operative
education and other programs.

(229) Training is for change. It gives us the skills
to work effectively and successfully and to avoid
dislocation from constant technological, social and
demographic change, here and abroad. Technically,
all this is called labour market adjustment and
allocation, or, in plain English, who has the skills to
work at what, where, how long it takes to acquire
those skills, and who fails to do so.

(230) The Economic Council of Canada says that
the process of labour market adjustment and alloca-
tion can be helped by many measures

*“...of those, training is the most obvious example?. Our
analysis suggests, very simply that some problems
could be addressed by training and others by job
creation. In some cases, a combination of the two
might be the best way to help... the work has value in
itself ... it would offer Canadians a chance to gain
work experience .. From the longer-term strategic
point of view these socio-psychological benefits (albeit
non-quantifiable) could well be of overwhelming
importance to those for whom the welfare-dependency
cycle was broken ... While training programs may give
people new skills and mobility programs may move
them, these measures will be useless if jobs do not
exist.”

(231) And according to the Ontario Study of the
Service Sector,’

“... it would be absurd to expect workers to co-operate
in the introduction of labour-displacing technologies or
to learn new skills or to accept periodic job changes
unless they can feel certain that society will repay that
co-operation by meeting their needs if they become
displaced.”

(232) Learning new skills and moving to where
these skills are needed is hard on many people and is
resisted. This resistance is lessened by employment,
says Professor Morley Gunderson.*

(233) Further, says Gunderson, when there is high
unemployment, governments will inevitably intervene
in the economy to even out the burden of such
unemployment.’

(234) Such government intervention may place
restrictions on employers, if only by giving fiscal
assistance for capital investment to some employers’
competitors. Classical economists and business people
argue against such restrictions (which have been
ineffective, as we shall see); but the prospects for
reducing government restrictions on employers
“... would surely be much greater in an environment
where those who lost jobs could find new ones ...”
write Professors O.N. Blanchard of M.I.T. and L.H.
Summers of Harvard.®

(235) Relieved of government restrictions, employ-
ers will feel more free to grow or contract, as they
choose. While growing, they may need new or better-
trained staff. If so, they will be more anxious to train
their staff and to support government training
programs, especially if policies are put in place which
reduce the costs of using and training labour. (How-
ever, there is a possibility that, relieved of govern-
ment restrictions, employers might seek to shrink
their workforce and be less anxious to invest in
training under certain economic conditions).

(236) There is another aspect that is touched upon
by Professor Lester C. Thurow of M.L.T.:

“With what skills should today’s unemployed be armed
to make them employable in the future? In a stagnant
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economy no one can know what is going to be needed,
because even the growth industries aren’t growing.
People can become more skilled; but if [millions of]
workers have to be unemployed to control inflation,
then there are going to be [millions of] unemployed
people regardless of how many skills they have
acquired. Training may reshuffle unemployment to
different individuals, but it cannot change the final
outcome.””’

(237) In other words, training is not a universal
cure for the economy’s ills. Training is a cure for lack
of training. It will not necessarily lead to job creation.
Without job creation the economy will grow more
slowly and so will business earnings; hence, there will
be less money for training.

(238) Recent work by the Organisation for Eco-
nomic Co-operation and Development (OECD)
challenges the traditional view that education and
training are directly linked to employment and
unemployment. Statistics show that the higher the
level of educational attainment, the better the
chances of getting a job. However, “... since this is
part of a process of competition and selection, it
follows that education and training cannot increase
the chances of everyone getting a job if the total
number of jobs is fixed.” (Also, John and Aigner,
para. 7).

(239) Admittedly, re-training long-term unem-
ployed persons so they can take away jobs from
currently employed workers has some good aspects: it
allows the long-term unemployed to get back into the
workplace. However, when employment is not
growing faster than the labour force, we are training
unemployed people to take jobs away from employed
people who will, in their turn, be unemployed and
undergo training to win back a job: several people
alternate in holding down one job. However, re-
training long-term unemployed people so they can
take jobs away from currently employed people is
vehemently opposed by unions and professional
groups.

(240) As one- alternative, we should examine
whether we can combine job creation and training, as
they do, for example, in Sweden.® This combination
of “training for change” and job creation that
reduces resistance to such change may lessen the cost
of adjustment by making our society richer. It may
prove to be a promising avenue for putting in place
whatever training programs are deemed necessary to
keep our labour force innovative and competitive.
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(241) Again, before proposing a training-plus-job-
creation-program we should ask wether we can afford
it or, to be blunt:

(i) If 85% of the population are doing all right
economically, why bother with job creation at
all?

(ii)) Might it not be cheaper to keep a person
unemployed rather than to create a job for
that person?

(iii)

(iv) Can one create jobs and not increase the
deficit?

Can one create jobs and not cause inflation?

(242) To be able to answer these legitimate
questions, we must look at our economy. As.the
Ontario Study of the Service Sector says (p. 5), we
need a

“

clear and broadly shared perception of the
economy in which we are now operating and an
understanding of how assumptions and approaches
that were appropriate to an earlier era should now be
modified. This understanding can then inform the
entire policy process and provide a context for the
broad range of decisions that affect our social and
economic development.”

(243) This report, therefore, examines the eco-
nomic dimensions within which we could operate a
job-creation-plus-training scheme. This is not a new
scheme — nothing much is new in government. But
what sometimes works is a recombination of policies
that have been tried before. By understanding their
failures and successes, it is sometimes possible to
come up with new solutions that minimize the failure
and maximize the success.

(244) We shall examine Canadian incomes, taxes
and government spending over two decades as if
Canada were a growing family living under the same
roof. Over the years, a family will spend more if it
grows more numerous; it will also spend more if it
gets wealthier. Such increased spending is likely.
Meaningful comparisons between what a family
earned and spent once, and what it earns and spends
now, can only be made in terms of what proportions
of its earnings it spent on which item. For a country,
this means making comparisons across the years in
percentages of the Gross National Product — the
total “family” revenue. Only after considering such
comparisons can we discuss which “family members”
should contribute more or what expenses could be cut




or increased in order to see more jobs created without
increasing the deficit.

(245) Unless otherwise indicated, the graphs which

follow are based on the Economic Review of the
Department of Finance for April 1985, updated
through the Statistics Canada Statistical Review for
May 1986. These combined sources will hereunder be
called 85 ER.

(246) TO SUM UP THE YEARS 1965 TO 1985,

GRAPHS 1-24 SHOW THAT:

After taxes and inflation, Canadians have more
income and save more than they did 20 years ago.

After allowing for inflation, the net worth of the
top 20% of Canadian families has much increased
in 20 years.

Investment yields have increased.

Taxes have increased, mostly at the provincial and
local, rather than federal, levels.

The corporate world, however, now receives more
from governments than it pays in taxes.

Government in Canada spends more, especially at
the provincial and local levels (but less than the
governments of many other countries spend).

One of the causes of our deficits is the cost of
unemployment, which is equal to the total cost of
our National Debt since 1968.

Although some say that by accepting new tech-
nology we will improve our competitiveness and,
thus, create jobs, much technology is, in fact,
labour saving. Technological progress and rising
exports have not made a dent in our unemploy-
ment.

Though Canada has done better than most other
countries, it, too, has been slowing economically.

Because our economy slowed down, we lost $112
billion in sales (demand) from 1981 to 1985.

Though savings increased considerably and though
investors were given much fiscal assistance to buy
new equipment, investment has not increased
sufficiently to move our economy from the slow
track to the fast track. It seems that both invest-
ment and demand must increase — one or the
other alone is not enough to improve economic
performance.
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GRAPH 1

HOW TO GO
FROM
(A) TO (B):
FROM THE
SLOW TRACK
TO THE
FAST TRACK

More wth i 1n
emangr foor good
and services

THE FAST TRACK

a
services

More investment to
produce additignal
goods and services
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THE SLOW TRACK

To get an economy
from (A) to (B)
Economists argue over
whether it is better to
stimulate investment or to
stimulate demand. The
argument is circular: no
one will invest in producing
more goods and services if
there is no demand for more
goods and services. And
there will be no demand for
more goods and services if
people are not expanding
production, hiring and
paying people to produce
more. Once the economy is
in the slow track circle (A)
how does one move it to (B)?




GRAPH 2

CANADIANS
GREW IN NUMBERS AND REAL INCOME
BETWEEN 1965 AND 1985
AND SAVED MORE

POPULATION INCOME
MILLIONS PER PERSON AFTER
TAXES AND
25.4 INFLATION
(1971 %)

8.4%

PERSONAL SAVINGS
AS PERCENTAGE
OF GNP

KEY

l B
3.6% -

1985

Source: 85 ER, pp. 63, 80, 86
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GRAPH 3

OVER 20 YEARS THE RICH STAYED RICH AND SAVED MORE:

The
rich
Family spending The | $38,000
richest 20% of
Canadian families

spend 4.3 times more
than the poorest 20%.

The poorest spend
5.5% more than
they earn; the rich
sgend 19% less than
they earn.

Nothin

has chang-
edin 2

years.

The

poor

Sources:
Statistics Canada, F'

o}
[+
0

40
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mi

Expenditure in Ca ,
1982, Catalogue #62-55

Oy 1=

THE POOR STAYED POOR

Percentage of
total family
income goin
to the rich an
the poor: the
gr oportions

ave not
changed since
1965

The poorest
ﬁf’t)h of
Canadian

families
account for

4%

Source:

Stasis Amid Change,
Income Inequality in
Canada, by Michael C.

Wolfson, Canadian Statisti-
cal review, January 1986,
pp. Xi to xxii

Statistics Canada, Famil
Expenditure in Canada,
atalogue #62-555

|

Seventy per cent of all
savings are accounted
for by the richest 20%
of families; the poor-
est 40% save nothing.
The situation has not
changed in 20 years.

The
middle
class

30%

The
poor

0%

Sources:

Statistics Canada, Family
a,

Expenditure in Canada

1982 Catalogue #62-555

The
richest
fifth

70%




GRAPH 4

AFTER ALLOWING FOR INFLATION, THE NET
WORTH OF THE POPULATION'S RICHEST
FIFTH NEARLY DOUBLED IN 20 YEARS

IN THOUSANDS OF 1985 DOLLARS, PER FAMILY

650
630
610
590
570
550
530
510
490
470
450
430
410‘

390

370

S 66 T 1T 7738 Bhrene 8314585

Years
(1965-1985)

The source for the figures represented in this graph is the Statistics Canada publication Catalogue number 13-214
[ISSN 0825-9216], published in 1985. Table 03-1 of that publication gives the net worth (all assets minus all
liabilities) of individuals and unincorporated businesses (doctors, for example). The graph shows only 70% of the
total given in the Stats Can source; this is on the assumption that the richest 20% of the population which owns
70% of all savings (see Graph 3) also holds 70% of net worth. The dollar for each year have been “inflated” to
1985 dollars to make comparisons more meaningful.
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GRAPH 5

CORPORATE PROFITS FLUCTUATED
BUT OTHER INVESTMENT
INCOME GREW STEADILY

CORPORATE PROFITS BEFORE TAXES *

INTEREST AND INVESTMENT INCOME OTHER
THAN CORPORATE PROFITS

65 67

* This is the Statistics Canada definition of

corporate profits.
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Source: 85ER, p. 76
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GRAPH 6

RETURN ON INVESTMENT ROSE,
ON AVERAGE, AFTER 1973

CORPORATE PROFITS BEFORE TAXES PLUS OTHER
INVESTMENT PROFITS EXPRESSED AS PERCENTAGE
POINTS OF THE GROSS NATIONAL PRODUCT

This graph adds the two lines on the preceding graph; this involves no
double counting. Before the first oil shock in 1973, profits from all kinds of
investment, before taxes, averaged 14.4% of the Gross National Product.
After the oil shock these profits averaged 17.5%. In 1982, when profits
fell drastically, they only fell to the average prevailing before 1974.

15% 14% 14% 143% 143% 13% 13.3% 14.7% 16.8% 188% 17.1% 16.7% 16.2% 17.9% 20.2% 20.1% 17.7% 14.% 16.2% 17.2% 17.3%

s R o = ey o R e e Average 1974-85: 17.5%
Average 1965-73: 14.4%

65 67 69 yj | 73 75 77 79 81 83 85

Source: 85 ER, p. 76
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GRAPH 7

OF EVERY NINE DOLLARS THEY EARNED
INVESTORS PAID ONE IN TAX IN 1984

AS A PERCENTAGE OF GNP
8
7 -
6-
&
|
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3-
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2—
=
l-a

INCOMEB TAX / GNP
y

5 SIS St A Rt ST Gt DR SR s ne M e o ey A
1963 1970 1975 1980

The figures graphed here are from Taxation Statistics published in 1986 by Revenue Canada.
They deal with people who claim the major part of their income comes from investments. This
income amounted to 4.8% of GNP, and yielded one ninth of that sum, or 0.53% of GNP in taxes.




GRAPH 8

NEARLY ALL NET TAX INCREASES HAVE BEEN
PROVINCIAL AND LOCAL, NOT FEDERAL

CHANGES AS PERCENTAGE POINTS OF GNP

1965-1985
DECREASE INCREASE
-2 0 2 4 6 8 10 12
TR S (111 IHllllIIIIIII'IIII|||H|H|I
Direct taxes on persons 55 X +3.3%
Direct taxes on corporation i -0.4%
Witholding taxes -0.1%
Indirect taxes - -1.8%
Investment income +1.0%
PROVINCIAL AND LOCAL GOVERNMENTS
Direct taxes on persons +5.3%
Direct taxes on corporation 0.2%
Indirect taxes +0.8%
Transfers from persons (licences etc.) +0.2%

Investment income d +3.7%

Capital Consumption Allowance

Total increase of Federal Tax Revenues

Total increase of provincial
and local tax revenues

[11] lllllllLlIHLllllll||llI‘IIH

Source: 85 ER, pp. 123, 125.
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GRAPH 9

IN 1984-85 THE CORPORATE WORLD
RECEIVED MORE FROM GOVERNMENT
THAN IT PAID IN DIRECT TAXES ON PROFITS

Corporate Profits
Before Direct
Taxes on
Corporations NET
$50.8 Billion $51.6 Billion
‘_ - I - - - - - - - - - - e e = = - -

Corporate Profits
After Direct Taxes
on Corporations

$35.2 Billion

Government grants,
subsidies and
tax breaks

for business, according to

Nielsen Task Force,

p. 16

Direct Taxes

on Corporations

$15.6 Billion $16.4 Billion

T

NOTE: The Nielsen Task Force calculated that government help to corporations exceeds the direct taxes paid
by corporations. This is true for the corporate world as a whole but not for each corporation. The way the
system has operated we might have four corporations A,B,C and D each with profits of $100,000. Corporation
A pays $34,000 in direct profit taxes. Corporation B pays no taxes and receives no grants or subsidies.
Corporation C pays no taxes and receives $18,000 in grants or subsidies. Corporation D pays no taxes and
receives $17,000 in grants or subsidies. The four corporations as a group receive $1,000 more than they pay in
taxes, but the system is clearly unfair to corporation A. The sort of accounting the Nielsen Task Force did for
1984-85 was not done systematically year by year before.

Source: 85 ER, p.76
46 Nielsen Task Force




GRAPH 10

PROVINCIAL AND LOCAL
SPENDING GREW
MORE THAN FEDERAL SPENDING

Changes as percentage points of GNP

1965 - 1985
Decrease Increase
-2 0 2 4 6 8 10 12
FEDERAL GOVERNMENT [T TTT[TTTT[TTTT[TTTT[TTTTTITI[TTT]
Goods and Services 0.0%

Transfers to persons
Interest on the public debt
Subsidies

Capital Assistance
Transfers to non residents

Gross Capital Formation

PROVINCIAL AND LOCAL
GOVERNMENTS

Goods and Services +6.2%

Transfers to persons
Interest on the public debt

Subsidies

Capital Assistance

Gross Capital Formation -1.7%

Total increase in Federal
Expenditures

Total increase in Provincial

and Local expenditures +11.3%

INNN lllllllll|llllllllllllLlllLll

Source: 85 ER, pp. 122,124
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GRAPH 11

OVER TWO DECADES, FEDERAL
SPENDING ON GOODS AND SERVICES
REMAINED UNCHANGED:;
PROVINCIAL AND LOCAL SPENDING
GREW 1.6 TIMES

CHANGE IN PERCENTAGE POINTS OF GNP
1965 -1985
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GRAPH 12

THE BIG TICKET ITEMS:
COSTS TO GOVERNMENTS IN MORE DETAIL
AS A PERCENTAGE OF GNP
(ALL LEVELS OF GOVERNMENT)

1966 1985

7.2%

6.2% 8.1%

5.8%

4.2%

1985
$32.6 $28.2 $276 $27.6 $17.5 $126 ¢— costin
billions
DEBT Social services Health Education Unemployment Military Transportation
Interest other than cost and and
of unemployment police Communications

NOTE: These seven items represent 76.4% of all spending by all levels of government. The costs of
unemployment are calculated in Appendix A. The other figures come from Statistics Canada which did not
have this sort of detail for the year 1965. (Statistics Canada catalogue # 68202, updated for 1985, Table 2,
Consolidated Government Expenditures).

The increase in health expenditures by governments, between 1966 and 1986 reflects the fact that in 1966 the
health service was not yet fully in place.
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GRAPH 13

CANADA'S GOVERNMENT-FINANCED MEDICAL SERVICES
ARE AN EFFICIENT BARGAIN COMPARED WITH THE
PRIVATE SECTOR U.S. MEDICAL SERVICES

%
11 ~ ... U.S.,including spending on medication
...... ®--...
P ---- Canada, including private spending on A g -
E 10 medication and heath care products
g —— Canadian government health expenditures e S o
E :
N 9 cas@esreeetet @ cciorees PYTREEE L 2
T USRS PRESELL Lo . LIS
A s S
G 8 [ @, e /’,
E ]| .. @siEraiEan |+ ) e * -
o e e e
= TSl e
- i
G
N 6 |
P
Lo
q
4 ] /| | | ] | | | | | | | | | J
70 71 72 73 74 75 76 ki 78 79 80 81 82 83 84 85
US. Administrative costs

$ 2223

U.S

Privately bought medication etc.

;| Government-financed Health
Service

per dollar spent for
health services

1517 16 centson 4 centson
. thedollar thedollar

PER CAPITA

1985

The figures are in Canadian dollars; they come from the Medical Economics Section, Health
Economics Division, Department of National Health and Welfare; from Statistics Canada Cat. No.
68202, and from studies of the New England Journal of Medicine . The available U.S. figures are for
total expenses on health, including medication. In Canada we can account separately for medication
and health care products bought privately and for the health services provided by governments.
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GRAPH 14

SPENDING ON EDUCATION HAS
HARDLY INCREASED IN TWENTY
YEARS, AS A PERCENTAGE OF THE
GROSS DOMESTIC PRODUCT

¢4 6.27% 6.1%

sE_ 563% 5.78% ¢

5 = Increase in
E percentage

4 —— points of
— GDP

& = 1966-1985
——

- §

e 0.47%
=

0

1966 1983 1984 1985

The percentages given here are of the Gross Domestic Product,
not the Gross National Product. The difference is small;
Statistics Canada has shifted to Gross Domestic Product.

Source: Statistics Canada,
Cat. No. 68202, Table 2
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GRAPH 15

Billions of
1971 $

46
Explanation

THE COSTS
OF
UNEMPLOYMENT
ACCOUNT
FOR THE WHOLE
NATIONAL
DEBT
SINCE 1968

S

In constant dollars (adjusted
for inflation) the National
Debt stood at $21.5 billion in
1967; on December 31, 1985,
it stood at $69 billion.
Nearly the whole of the
difference, $47.5 billion in
constant dollars, can be
accounted for by the costs of
unemployment. Here is
how:

42
40
38
36
34

32

In 1967, unemployment
stood at 4%, the level which
many economists consider to
be the equivalent of no
unemployment at"all. For
each year from 1968 through
1985, the numbers of the
unemployed above 4% were
calculated and were
multiplied by the cost per
unemployed to governments
in benefits paid, lost tax
revenue and interest on
these sums. The cost for
each year is shown on the
graph in billions of dollars
adjusted for inflation. The
total for the years 1968 to
1985 is $46.3 billion (in
dollars adjusted for
inflation). To this should be
added $21.5 billion, the
amount of the debt in 1967,
for a total of $67.8 in
constant dollars or $205
billion in current dollars for
December 31, 1985. The
Department of Finance sets
the debt at $69 billion in
constant dollars or $212.7
1968 69 70 71 72 73 74 75 76 77 78 79 80 81 82 83 84 85 billion in current dollars.
See Appendix A, below, for
details of how the cost of
unemployment is calculated.

30
28
26
24
22
20
18
16
14
12
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GRAPH 16

GOVERNMENT IN OTHER COUNTRIES SPENDS MORE THAN IN CANADA
EXPENDITURES BY ALL LEVELS OF GOVERNMENT AS
A PERCENTAGE OF GROSS NATIONAL PRODUCT

68 — 6.1 Health care expenses U.S.:
Health Care is financed
through taxes in Canada and

64 — the other countries in this
chart, save the U.S. The

60 equivalent spent by U.S
citizens on health care is
added here for the

56— comparison to hold

52 ——

48.8

48 — 46.2

o d NOTE:

Japan’s government expendi-

3 tures account for only 33.2% of

0 GNP; however, some major
Japanese businesses provide

36 many more social services to
their staff than do European
and North American members

s v 2 of the OECD.

28 ——

24 ——

20 —

16 ——

12 ——

..
Source: 85 ER, p. 174;

S Health and Welfare Canada,;
Statistics Canada

o Cat. No. 68202
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GRAPH 17

CANADA OUT-PERFORMED ALL BUT JAPAN AMONG
THE SEVEN LEADING INDUSTRIALIZED COUNTRIES
FROM 1966 THROUGH 1984

19-YEAR AVERAGE RATE
OF GROWTH IN
GNP

6.4%

Japan Canada France Italy U.S. Germany U.K.

ONLY IN CANADA AND THE U.S. DID THE NUMBER OF JOBS
GROW AT A FASTER RATE THAN THE POPULATION
FROM 1966 THROUGH 1984

i+ | Average rate of growth in Employment
V -
% Average rate of growth in Population

0.3% 0.4% 0.5%
0% % -0.3% 0.1% -0-6%0.2%

Canada U.S. Japan Italy France

Source: 85 ER, p. 174
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GRAPH 18

TECHNOLOGY SPURRED OUR GROWTH,
INCREASED OUR WEALTH BUT NOT OUR
JOBS PER CAPITA

1 Canada

1 GNP

"~

EMPLOYMENT

JOBS PER CAPITA

Line 1 shows that our GNP (after inflation) grew more than 9.5 times between 1925 and
1985. Line 2 shows that employment grew three times; but line 3 shows that jobs per capita
only grew 1.2 times; and line 4 shows that if the length of the work week had stayed at the
1926 level, jobs per capita would not have grown at all.

Source: Employment and New Technology, Final Report of the Ontario Task Force
on Employment and New Technology, p. 34; and 85ER, pp. 63, 68 and 103 .
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GRAPH 19

OUR EXPORTS GREW BUT SO DID OUR IMPORTS;
JOBS WE GAINED ON EXPORTS
WE LOST TO IMPORTS

EXPORTS, IMPORTS, JOBS/CAPITA - CANADA
P-<RCENTAGE CHANGES, 1972 to 1984

.10 ] i L L ] 1 ] ] 1L 1 1

1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984

O EXPORTS X IMPORTS A JOB/CAPITA

Source: 85 ER, pp. 70 and 103
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GRAPH 20

OUR GNP HAS GROWN BUT SO HAS THE GAP
BETWEEN AVAILABLE JOBS AND THE NUMBER

OF PEOPLE WHO WANT JOBS
(1946 = 100)

REAL GNP

46

S1 56 61 66 n 76 81

SHORTFALL IN JOBS FOR THOSE WHO WANT THEM

85

Source: 85 ER, pp. 68 and 103
(See Table 4, Appendix D)
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GRAPH 21

INDUSTRIALIZED ECONOMIES HAVE BEEN
SLOWING DOWN FOR 20 YEARS;
THE RECENT RECESSION WAS WORLD WIDE

Average yearly rate of growth 1966-1973

Average yearly rate of growth 1974-1979
Average yearly rate of growth 1980-1984

RATE OF GROWTH IN GNP (AFTER INFLATION)

Japan Canada France Italy U.S. Germany U.K.

AVERAGE YEARLY RATE OF GROWTH IN EMPLOYMENT
DURING 1980-1984

s o v v i U U
Germany U.K.

Source: 85ER, p. 174
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GRAPH 22

WE LOST $112 BILLION IN GNP
(ORDEMAND) SINCE 1981 BECAUSE CANADA'S
ECONOMIC GROWTH SLOWED DOWN

$140.614
billion
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$149.458
billion

$147.439
billion

BILLIONS This graph shows what our Gross National Product would
lgzl‘;s have been if our economy had grown from 1981 through 1985 at
the average rate it had grown in the five preceding years.
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cumulative
shortfall in GNP equals $36.26
billion of 1971 dollars or $112
billion in 1985 dollars

Source: 85 ER, p. 76
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GRAPH 23

BUSINESS INVESTMENT FELL AS A
PERCENTAGE OF GNP EVEN THOUGH
SAVINGS INCREASED

$ ——  SAVINGS

BB e e T N e - INVESTMENT
28 — ’
26 -

1965 1970 1975 1980

The savings include: Capital Consumption Allowance; Retained Earnings by Corporations;
Personal Savings; Net Income from Transfer Payments to and from abroad.

Business investment includes: Business Fixed Capital Formation; Change in Inventories.

Source: 85ER
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GRAPH 24

THE SLOW TRACK

HOW TO GO
FROM
(A) TO (B):
FROM THE
SLOW TRACK
TO THE
FAST TRACK

THE FAST TRACK

More growth in
demangr f%r_ goods
and services

To get an economy
from (A) to (B)
Economists argue over
whether it is better to

MorF . ;

eog(f stimulate investment or to

an(ir aid stimulate demand. The

pro§uce argument is c?rcular: no
é‘(‘)gaﬂs one will invest in producing
an more goods and services if

ARERINRR there is no demand for more

goods and services. And
there will be no demand for
more goods and services if
people are not expanding
production, hiring and
paying people to produce
more. Once the economy is
in the slow track circle (A)
how does one move it to (B)?

More investment to
produce additional
goods and services
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To summarize the years 1965 to 1985 (Graphs 1-24,
above), paragraph 246 is repeated:

e After taxes and inflation, Canadians have more
income and save more than they did 20 years ago.

e After allowing for inflation, the net worth of the
top 20% of Canadian families has much increased
in 20 years.

¢ Investment yields have increased.

¢ Taxes have increased, mostly at the provincial and
local levels, not the federal.

e The corporate world, however, now receives more
from governments than it pays in taxes.

* Government in Canada spends more, especially at
the provincial and local levels (but less than the
governments of many other countries spend).

* One of the causes of our deficits is the cost of
unemployment, which is equal to the total cost of
our National Debt since 1968.

¢ Although some say that by accepting new tech-
nology we will improve our competitiveness and,
thus, create jobs, much technology is, in fact,
labour saving. Technological progress and rising
exports have not made a dent in our unemploy-
ment.

* Though Canada had done better that most other
countries, it, too, has been slowing economically.

* Because our economy slowed down, we lost $112
billion in sales (demand) from 1981 to 1985.

* Though savings increased considerably and though
investors were given much fiscal assistance to buy
new equipment, investment has not increased
sufficiently to move our economy from the slow
track to the fast track: it seems that both invest-
ment and demand must increase — one or the
other alone is not enough to improve economic
performance.

(247) Our economy, as it now operates, does not
grow fast enough to generate enough jobs, to cut the
costs of unemployment and of the National Debt.
Can the economy be made to grow faster, putting
more people on payroll so that they will buy more
goods and services and invest more to provide those
additional goods and services? In other words, can we
move the economy from Circle A, the slow track, to
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Circle B, the fast track, in Graph 24? In our meetings
with experts across the country, we heard them
discuss ways that could or could not get Canada into
the fast track:

(248) All governments have been conscious of the
fact that slow growth aggravates the problems of
adjusting to economic, technological and social
change. Various government measures to accelerate
growth and increase employment have fallen, princi-
pally, into five categories:

(A) Government help to business.

(B) Encouraging technological development.
(C) Encouraging exports.

(D) Subsidizing job creation.

(E) Cutting the size of government to leave more
room for private enterprise.

We shall examine these to see what lessons we
should draw from them.

i
GOVERNMENT HELP TO BUSINESS

(249) Many economists told us that:

e The present system of government help to
business is an unfair intrusion of the state in the
economy (Graph 9) (Fortin, paras. 30 to 32)'.
This system began many years before the
current administration came to power. It had
good intentions but it has not worked.

e It encourages business to pursue, not the most
cost-effective way to meet demand, but the way
with the most tax advantages. The result is a
distorted, less-efficient economy (Helliwell,
paras. 19 to 21; Courchene and Laidler, paras. 8,
10 to 12; Appendix B).

e Tax concessions, such as deferment of profit
taxes owed to governments, help firms that are
already doing well: they have taxable profits;
such policies are perceived as unfair by other,
less fortunate businesses (Gillespie, para. 9).

e Those big firms that can afford high-priced
lawyers and accountants can best take advantage
of such tax concessions. Other firms think this
unfair.




e Such government programs support investment
in capital-intensive projects and lead to the
replacement of people by machines (Courchene
and Laidler, para. 13).

e Moreover, as Professor Helliwell points out, the
latest industrial equipment saves on both capital
and labour: a new machine today turns out ten
times as many widgets as a ten-year-old machine
that cost the same in constant dollars when new.
And today’s machine slashes labour costs. So,
says Professor Helliwell, there is no need to
subsidize businesses to buy such a machine as
they will do so anyway (Helliwell, para. 14;
Courchene and Laidler, para. 11).

e “We do not come out ahead if investments that
are ‘losers’, on the basis of business judgement,
are promoted into ‘winners’ by the tax system.
Viewed another way, the productivity of the
capital stock in the economy is lowered and, with
it, output and income levels, ...” (Economic
Council of Canada 23rd Annual Review, p. 33;
see also pp. 27 through 32.)

e For every two dollars of government revenue
foregone to finance programs of tax concessions
or grants to business, only one dollar in new
investment results (Appendix B).

(250) Reductions in the tax burden of business
have been tried, not only in Canada but in other
countries. Nevertheless, there has been a general
slowdown in all industrialized countries as can be
seen in Graph 21.

(251) This form of fiscal help to business should be
cut, say the economists we heard (para. 246 above).
It was absurd to give business the tax breaks it
received in the 1985-86 fiscal year ($11.5 billion
according to the Auditor General’s estimate.'') In
addition, business receives several more billions in
other forms of help.

(252) Between 1977 and 1981 there was a‘consid-
erable increase in investment (Graph 23); but this did
not prevent GNP growth rates from falling (Graph
21) nor did it halt the deterioration in the employ-
ment situation (Graph 20).

(253) This may not be conclusive evidence, but it
does seem to suggest that increased investment by
business does not necessarily move the economy from
the slow track to the fast track: the type of invest-
ment seems to matter. Investment that replaces

people by machines may cause, as a first effect, a
reduction in demand that has a more negative force
than the positive force of more investment.

(254) It will be interesting to see the results of
current studies into investment in office information
services that flood executives with numbers but do
not add significantly to the quality of their decision
making, nor lead to the production of more goods and
services that can be sold (Meltz and Gunderson, para.
48). If the whole economy is viewed as one enterprise,
the increase of capital and labour put into financial
services of all kinds may turn out to be money spent
on unproductive overhead: like increasing the num-
bers of accountants and lawyers in the head-office of
a firm, instead of increasing production (Meltz and
Gunderson, para. 48).

(255) None of the above justify a Luddite conclu-
sion that technological modernization is bad for the
economy; but as with anything new, new technology
will have its ups, downs and false starts, and adjust-
ments may be painful (Peitchinis, paras. 25 to 27).

Aok
TECHNOLOGY AND JOBS

(256) In fact, one part of the current mix that
causes much debate is the role of technology and its
effect on jobs. The final report of the Ontario Task
Force on Employment and New Technology (com-
missioned in 1984 by the Hon. William Davis) gives
an impressive list of major technological changes that
have taken place in Canada since 1910, affecting
every economic and social field (Appendix D,
Table 1).

(257) To sum up:

From 1925 to 1982
changes gave Canadians:

revolutionary technological

e more than three times higher earnings (after
inflation);

e five times more productivity: for every extra
dollar Canadian workers collected in wages, they
delivered an extra $1.67 in production (Appen-
dix D, Graph B);

* a very small increase in the amount of jobs per
capita, but jobs entailing fewer hours of work
(Appendix D, Graph A).
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(258) However, the small increase in the jobs per
capita, produced in a period of great technological
advances, did not keep up with the increasing propor-
tion of our population that wants to work. Our
participation rate has risen (Appendix D, Table 2)
and leaves us with levels of unemployment which are
very high by historical standards.

(259) Further, as can be seen in Appendix D,
Table 2, fewer women than men are in the official
labour force; should these women increase their
participation rate, it may be difficult for the
economy, in its current state, to generate the neces-
sary new jobs.

(260) So, in the past, technological change,
although desirable in itself, has not contributed
enough jobs — in the politically acceptable short
term — to soak up unemployment. Moreover, while
technology does generate new employment in certain
sectors, it abolishes jobs in others. The same people
who lost jobs are not necessarily those who will get
the new ones.

Y
EXPORTS AND JOBS

(261) Nor did the large increase in our exports
reduce unemployment. Our share of world trade was
five per cent in 1973; it fell to 3.6 per cent in 1980;
but it had grown back to 5.1 per cent by 1984 as can
be seen in Appendix D, Table 3. Moreover, world
trade itself, after discounting for inflation, has grown
considerably. So our 5.1 per cent share in 1984
represents much higher real export earnings than our
5 per cent share in 1973: 74 per cent more.

(262) The economists to whom we talked were
nearly all in favour of Canada being more competi-
tive on world markets. Being competitive, they said,
meant being technologically up to date, more produc-
tive and therefore able to create more wealth. Suc-
cessfully exporting a commodity means we are
producing it competitively; we will then hire more
people to produce and export that commodity. For a
high-tech item, this means high-tech jobs. But the
economists we heard did not see exports as a major
source for a net increase in jobs (Paquet, para. 2;
Stewart, paras. 52 to 55).

(263) To buy our exports, other countries need
Canadian dollars which they obtain, generally, by
selling us their exports. This means, over time, that
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for every job we gain by exporting, we may lose one
by importing.

(264) Alternatively, we may export more than we
import. Then we would have to invest Canadian
dollars abroad, so that foreigners can use these
dollars to pay for our exports. But if we export
capital, we do not invest it here to create jobs. So the
Jjobs we might gain by exporting goods we would lose
by importing goods or by exporting capital.

(265) If we export a lot, import little and invest
insufficiently abroad, Canadian currency will be in
short supply abroad. Since everything, currency
included, rises in price when in short supply, the value
of the Canadian dollar will increase, our exports will
become more expensive and we will sell less abroad,
eventually. This is what is happening to Japan now.
Over time, there is no escaping the equilibrium
between exports and imports.

(266) Graphs C to I, Appendix D, show that
exports and imports go up or down in tandem; that
they do not demonstrably affect the rate of change in
jobs per capita among those 15 to 65 years old in
Italy, France, Japan, West Germany, the United
Kingdom, Austria, and the United States. This,
however, is not conclusive evidence of the effect of
exports on jobs.

(267) A recent Statistics Canada publication,
studying the past three decades, noted that as our
exports went up, so did our imports; that we gained
employment thanks to exports but lost it because of
imports'? (Stewart, paras. 52 to 55).

(268) The figures in the StatsCan publication are a
clear illustration of what graphs C to I show in
Appendix D: in Canada’s trading sector, from 1966
to 1980, imports went up from 20 per cent to 30 per
cent, exports went up from 21 per cent to 32 per cent:
imports and exports go up or down in tandem and
almost by the same amount. Further, it can be shown
that in some of our major exporting sectors, exports
and unemployment increased simultaneously.'?

(269) To repeat, in no way does this report argue
against an export drive. But, as we have seen, there is
no evidence that an increase in exports will produce a
net increase in employment (jobs per capita) within a
politically acceptable interval of time. In the face of
such evidence, it is hard to argue that an increase in
exports can be a quick fix for unemployment.




-D-
SUBSIDIZING JOB CREATION

(270) Governments through the years have
launched job creation programs. In a 1982 publica-
tion entitled In Short Supply, Jobs and Skills in the
1980s (pp. 104 to 105), the Economic Council of
Canada assessed the main types: private job creation
through tax credits or government grants; and direct
government job creation.

(271) On the whole, the Economic Council did not
condemn government job creation programs but
implied that some

“... projected an ... unfortunate make-work image...” of
“... inferior stop-gap palliatives. Such unemployment
sponges, which have no clearly useful end-product or
service, do not produce useful skills; they are demean-
ing to the participants and, ultimately, costly to
taxpayers ...

(272) “Nevertheless, we view direct job creation
programs as a legitimate component of overall public
labour market policy. Moreover, we believe that, since
the bulk of the present federal effort is in the public
sector, attention needs to be focused on some policy
issues concerning employment creation in the private
sector as well. Our analysis of private-sector programs
suggests that they may have certain advantages over
public-employment programs in terms of cost effec-
tiveness and employment stability. Furthermore, in
urban, industrialized areas, they may simply afford
more relevant, saleable work experience to the
participants.”

(273) The Economic Council says that the major
program of wage subsidies in the private sector was
the Employment Tax Credit Program. In retrospect
the program

“..enjoyed some degree of success, and some of its
design features are instructive. Compared with a
straightforward cash subsidy, the tax credit approach
has some advantages. Program officials estimate that
tax credits may yield a faster payoff to employers
because they can apply them periodically against their
interim tax assessments, while cash payments may
require long processing delays. The tax credit system
uses the existing tax framework and its administrative
machinery, taking advantage of the auditing safe-
guards that it affords. Cash transfers, by contrast, may
require a much more elaborate system of field visits to
employers for inspection and verification purposes, as
well as a larger complement of head office staff to
process claims. On the other hand, under the tax credit
system ... the credits themselves were taxable so that

some employers found the benefits realized to be less
than anticipated. And, of course, the firms that pay no
taxes — a significant proportion of the total — would
be potentially excluded from any tax credit scheme ...

“Next, quite apart from the general problems of
displacement and fiscal substitution, which detract
from their net job creation effects, we are aware that
these measures pose a number of specific design
problems. In attempting to ensure that new jobs are
created, for example, there is the problem of defining
the ‘normal’ work force, with respect to which new
positions are considered to be incremental. In the case
of private-sector programs, it is probably impossible to
be certain that the new jobs would not have been
forthcoming in the absence of the subsidy. Experience
with the Canadian Employment Tax Credit Program
(ETCP) suggests that employers are leery of signing
certificates of incrementality (i.e. promises that the
subsidized workers they hire will be net additions to
their work force.) There is obviously a trade-off
between the need to emphasize net employment
creation and the potential danger of discouraging
employers from participating ...

“A further interesting question has to do with whether
the subsidy for job creation should be paid to the
employer or given (by means of a voucher) to the
individual.”

o
CUTTING THE SIZE OF GOYERNMENT

(274) Dr. Michael Walker vigorously makes a case
for improving the performance of the economy by
cutting the size of government: reducing the amount
of spending done in the economy by government;
reducing taxes, thereby leaving individuals more
discretion as to how they spend their money (Fortin,
para. 33; BCNI, paras. 5, 6; Walker in general).

(275) No government planning system, Dr. Walker
says, can allocate the investment of capital and
labour as efficiently as the supply and demand
mechanism of a free market economy.

(276) As Lester Thurow and Robert Heilbroner
put it, in their Economics Explained (Prentice Hall,
1984, pp. 233 to 237):

“After all, in the market, the signal of profitability
serves as the guide for allocation of resources and
labor. Entrepreneurs, anticipating or following
demand, risk private funds in the construction of the
facilities that they hope the future will require.
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“The flow of materials is thus regulated in every sector
by the forces of private demand making themselves
known by the signal of rising or falling prices. And, all
the while, counterposed to these pulls of demand, are
the obduracies of supply — the cost schedules of the
producers themselves. In the crossfire of demand and
supply exists a marvellously adaptive social instrument
for the integration of the overall economic effort of
expansion ...

“Even more remarkable: one operating rule alone
suffices to bring about this extraordinary conjunction
of private aims and public goals. That single rule is to
maximize profits ... In other words, profits under
capitalism are not only a source of privileged income,
but also an enormously versatile and useful success
indicator for a system that is trying to squeeze as much
output as possible from its given inputs.

“Furthermore, the market mechanism solves the
economic problem with a minimum of social and
political controls. Impelled by the drives inherent in a
market society, the individual marketer fulfills his
public economic function without constant attention
from the authorities...”

(277) However, say Thurow and Heilbroner, the
market does not perform all tasks well:

*“...the market is an inefficient instrument for provi-
sioning societies — even rich societies — with those
goods and services for which no price tag exists, such
as education or local government services or public
health facilities...

“It is well to remember that inflation and unemploy-
ment, poverty and pollution, are all to some degree the
products of the hugely vital but careless and even
dangerous momentum that the market imparts to the
social process.”

(278) There may well be room to cut down the size
of government, to give the free market more scope,
but we must make sure that the spending cuts are the
right ones.

(279) Deciding what to cut is not easy. Graph 12,
above, shows the big ticket items in government
spending where the cutting would be done. There has
already been some cutting'4; but it is not easy to see
where else to cut:

* The interest payments on the debt as a percent-
age of the GNP cannot be cut except by bringing
down interest rates and making the GNP grow
faster while spending is kept within reasonable
bounds.
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¢ Education spending has not grown. Our universi-
ties, in particular, are short of research funds.
This could have bad effects on our technological
competitiveness. We might improve some
specific job training by putting more of it under
private auspices, but this will not necessarily cost
the society less, as we have seen in the training
section of the report.

® Our Health Service is a bargain (see Graph 13,
above). It is universally praised for being
cheaper, better and more cost effective than
private enterprise medicine in the U.S. The
Canadian public would not accept cuts in the
Health Service. However, they might accept to
experiment “... with new delivery systems for
health care (that) could enhance the efficiency
of the system and slow the projected rate of
increase in health care costs.” (Economic
Council of Canada 23" Annual Review, p. 27).

e Cutting social services is politically difficult.
Such cutting conjures up images of striking at
mothers, children, the aged, the poor and the
handicapped. Social services generally previde
income support to people who spend their every
penny on the meager consumption they can
afford. Cutting social services could cut demand
and could slow the economy. A cut in social
spending could lower taxes for the better-off who
invest. But better-off people save and these
savings do not always go into the Canadian
spending stream immediately: they might buy
foreign art works, travel abroad, buy properties

or invest in other countries — none of which
would stimulate the Canadian economy immedi-
ately.

e Cutting the benefits to the unemployed exposes
governments to accusations of being callous, and
could have the same effects as cutting social
services — it could decrease demand. Besides, as
the Economic Council of Canada says in its 23
Annual Review (p. 36):

“... A return to relatively full employment would not
only generate a ‘growth dividend’ from which the poor
and the disabled should benefit, but measurably reduce
the numbers in need.” (Also, Weldon, paras. 1 to 7;
Bellemare in general).

(280) Cutting without slowing down the economy
is not easy. The scenarios for reducing the size of
government read something like this:




THE SCENARIO OF COST-CUTTING OPTIMISTS
Cut spending.
Cut taxes.
With more after-tax income, people buy more goods and services.

With more after-tax income people invest more to hire more people and buy more machines to
produce more goods and services.

The economy grows faster.

Government revenue is increased; the deficit is cut.

THE COST-CUTTING-GONE-WRONG SCENARIO
Cut spending.
Cut taxes.
Government buys fewer goods and services.
Government fires employees.

The fall in demand for goods and services due to government cuts manifests itself more strongly and
more quickly than an increase in buying by people with more after-tax dollars.

Investors, anxious about uncertain demand, do not hire people or buy machines.
Unemployment and protectionism increase.
The economy slows down.

Government revenue falls; the deficit increases.
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(281) One problem with the scenario of cost-
cutting optimists is that it might take more time than
is politically available. During the time it takes for
the cost-cutting-optimists’ scenario to become opera-
tive, aspects of the pessimistic scenario may prevail
and politicians may intervene to redress perceived
wrongs.'?

(282) Undiluted free-enterprisers may deplore
such government intervention; but not all economists
believe intervention by the state is harmful. Lester C.
Thurow of M.I.T. writes:'®

* ‘Liberate the entrepreneurs’ is a popular political
battle cry. In 1981 it was heard in the defense of lower
taxes for high-income individualists, and in 1985 it was
the answer given by President Reagan’s Commission
on Industrial Competitiveness. There may be ways in
which entrepreneurs need to be liberated, but North
America is not being beaten on the productivity front
and in international competition by societies who have
liberated their entrepreneurs and emphasized rugged
individualism ... Whatever one thinks about the causes
of Japanese success, it cannot be attributed to rugged
individualism. If there was ever a society that de-
emphasized rugged individualism and emphasized
social organization, it is the Japanese.”

(283) In “less government” scenarios, the purpose
of spending cuts is to cut taxes. It is unlikely that
with a high deficit, governments will reduce the
amount they take in taxes. In the recent U.S. tax
reform, the government takes as much as before. But
there may well be a redistribution of the tax burden
so as to no longer distort economic decisions through
the tax system (para. 249 above).

(284) In such redistribution of the tax burden, it is
important not to increase the total tax burden of the
poorest 40 percent of Canadians. As can be seen in
Graph 3, they spend everything they earn — they
save nothing. If indirect taxes are increased, these
Canadians may have to cut their consumption,
demand might fall, and the economy might
slow down  (*“Cost-Cutting-Gone-Wrong-Scenario”
following para. 280). We met no expert who did not
favour a major reform of the tax system to:

¢ reduce or abolish tax concessions for business,
thus decreasing government interference in
business decisions;

e broaden the personal income tax base by abolish-
ing as many tax deductions as possible; lower the
tax rates;
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e simplify the current maze of income support
systems so as to: give more help to those who
need it and none or less to those who don’t;
increase work incentives by not taxing back
every penny earned by a poor recipient of
welfare or unemployment benefits.

(285) In fact, the plight of poorer Canadians in
general and the working poor in particular has
sparked the discussion over a new income support
system that reduces misery and improves work
incentives (Meltz and Gunderson, paras. 35 to 37;
Walker, para. 22).

(286) The Income Security review of the mid
1970’s and the recent recommendations found in the
Report of the Royal Commission on the Economic
Union and Development Prospects for Canada
(Macdonald Commission), as well as those proposed
by Michael Wolfson of Statistics Canada, represent
various attempts to reform our system of income
support distribution and employment.'’

(287) Wolfson points out that a guaranteed annual
income already exists in Canada, albeit in piecemeal
form. But the current collection of support systems
such as unemployment insurance and welfare,
constitutes a poverty trap for many: a recipient who
accepts part-time work to supplement his welfare
benefits sometimes has these benefits reduced by
more than the total amount of his earnings.

(288) Clearly, there is a need to reform income
support programs and taxation. The bottom line, in
either case, must be the preservation of incentives to
work for individuals and, for employers, incentives to
hire people instead of buying labour-saving
machinery. And the whole structure must be simpler.

(289) In view of all that has preceded in this
report, we shall examine whether we can afford such
options as job-creation-plus-training and the conse-
quences of such a scheme for the economy.

JOB-CREATION-PLUS-TRAINING

(290) We have seen above (para.51), that the free
market does not necessarily provide all the outputs
society needs. A special program could be launched
to provide these outputs, while, at the same time,
helping new businesses as Professor John Graham of
Dalhousie University suggests.'® This option stresses
training by creating jobs using the money we spend to
pay people to do nothing. Instead people would be




trained and would be paid to produce outputs that the
society needs and which are not now being produced
(Gillespie, paras. 10 to 16; Matthews and Carmi-
chael, para. 11; Valli, paras. 4 to 7; Wilkinson, paras.
5 to 8; Peters, para. 6).

(291) Such a program could reduce the deficit, say
professors Blanchard and Summers of M.LT. and
Harvard."

“High tax rates and overly generous social welfare
benefits are often blamed for European unemploy-
ment. But each one percentage point reduction in
unemployment in Europe today would make possible a
reduction of about four percent in tax rates because of
the reduced need for social welfare expenditures and
the enlarged tax base, as output expanded. More than
half of the growth in government relative to gross
national product in the last 15 years in West Germany
and Britain can be attributed to abnormally slow GNP
growth rather than abnormal growth in government.”

(292) If the views of professors Blanchard and
Summers hold true not only for Western Europe but
for Canada also, then it would make economic and
budgetary sense to put in place a program combining
job creation with training. But are they right?
“Might it not be cheaper to keep a person unem-
ployed rather than create a job for that person?” If
we can prove that it is not cheaper to keep people
unemployed than to create jobs for them, then we can
get a better appreciation of whether we can afford a
program of job-creation-plus-training or any other
training program. These calculations were made for
this study and were incorporated in the report in
paras. 186 to 216.

(293) We have seen (paras. 183 to 196 above) that
it would cost the three levels of government less to
employ the unemployed than to pay them unemploy-
ment benefits. But are there other costs involved in
creating truly needed jobs? Can such jobs be created
without affecting the economy adversely? We asked
the Economic Council and Informetrica, economic
consultants, to answer this question with the help of
their computerized econometric models. The reascon-
ing for undertaking these tests was that we cannot
calculate the cost of every possible job-creation-plus-
training scheme imaginable in which the government
will probably pay only part of the cost of job creation.
However, if we could establish the full cost of job
creation, then we could get an idea of whether we can
afford policies in which government pays less than
the full cost of job creation.

(294) We asked the Council and Informetrica to
suppose that the three levels of government would
spend $14,040 per job to create jobs so that the
unemployment rate would fall to 4% in four years.
This spending would be no more than each unem-
ployed cost the three levels of government when he or
she was on welfare or unemployment insurance in
1985. What would be the effects of such a program
on the deficit, on inflation, on the GNP? We saw
from the answers of the Economic Council and
Informetrica (paras. 199 to 216) that we can indeed
afford a job-creation-plus-training scheme that does
not increase the deficit, inflation or tax rates, and
that Canada would be better off if we launched such
a scheme.

(295) Such job creation as examined here will
improve many things that we have seen to be bad in
our economy (para. 202 above); consumption, invest-
ment and income after taxes will increase, economic
growth will increase; government expenses will go
down; government revenue will increase.

(296) In conclusion, we again quote Professor
Pierre Fortin of Laval University who wrote in a
letter to the Subcommittee on the subject of job
creation:

“l support your proposal enthusiastically. Such
(job creation), in conjunction with a more flexible
monetary policy, could reduce unemployment
considerably and quickly, without substantial
inflationary pressures. The experience of Quebec
with measures for giving the jobless work ... will be
instructive as to which pitfalls must be avoided and
which ideas work. I believe, however, that the new
jobs in a program (such as you propose), should be
in the same private/public ratio as the actual jobs
in the economy ... The public sector must not have
the monopoly of these jobs (you propose to create).
We must enlist the private sector in the fight
against poverty.”

(297) As Professor Jacques Parizeau suggested
(Parizeau, para. 10), one good way of launching a
job-creation-plus-training scheme such as the one
proposed here, is to try it first in one small province
that would agree to act as a guinea pig. When the
scheme is shown to be workable, the other provinces
will join in.
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other workers who had just begun to receive such benefits.
There are no doubt other ways in which these funds could be
used to increase employment. The point is that they should be
used in the most effective way possible.

“The biggest contribution to deficit reduction would of course
come from a substantial reduction in unemployment that
would reduce unemployment benefits and increase tax
revenues. From all points of view, the reduction in unemploy-
ment is the central issue.” Graham, John F., Economic
Growth and Jobs, Papers on the Issues facing the Conference,
National Economic Conference, Ottawa, March 22-23, 1985.

New York Times, February 8, 1987.
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APPENDIX A

The Social Costs of Unemployment

(1) Experts disagree on the dollar figure for the
social costs of unemployment. This paper will not try
to assign a dollar figure to them. However, these
social costs do exist; are probably substantial; repre-
sent great human misery; and are destructive of
civility in our society.

(2) Instinctively one expects unemployment to
increase stress, physical and mental illness, alcohol-
ism, drug addiction, suicide, crime and the difficulty
of getting along with one’s family. There is over-
whelming anecdotal evidence to support this. Most
social workers would attest to the ill effects of unem-
ployment, but they cannot give an exact dollar figure
for what those ill effects cost our society.

(3) To cite a specific example, we refer to a study
done by Richard Deaton entitled, “Unemployment:
Canada’s Malignant Social Pathology,” Perception
(Spring-Summer 1983). In that paper, Deaton
attempted to calculate the socio-economic costs of
unemployment. He counted loss of income by workers
as a separate item in his sums and counted this loss
again as a reduction of Gross National Income, which
includes workers’ incomes: double counting.

(4) Among other things, experts disagree on
whether it is the loss of a job that causes the tendency
to be sick, or the tendency to be sick which makes one
less employable. Please see in the collection of
summaries the text entitled “Social Costs of Unem-
ployment” for an overview of articles discussing this
problem.

The Dollar Costs of Unemployment

(5) Although the social costs of unemployment are
difficult to determine in dollars, the economic costs in
terms of the losses to governments and to business are
not.

(6) By adding the cost to governments in lost
revenue (because the jobless pay less in taxes than if
they were employed) plus unemployment insurance or

welfare payments plus interest on the above sums
(because we are in a position of deficit), we can
determine the loss to governments of having people
unemployed or employable but on welfare.

(7) This calculation also involves using the multi-
plier.

(8) Here is how the multiplier is described by
Robert Heilbroner and Lester Thurow on page 86 of
their book Economics Explained (Prentice Hall,
1982):

(9) “The idea of the multiplier is simplicity itself.
When a change in spending occurs, such as a new
investment project, the money laid out for construction,
workers’ wages, materials, and the like does not stop
there. The recipients of the first round of investment
spending will engage in additional spending of their
own. And so, initial bursts of spending create second-
ary and tertiary bursts until the effect is finally
dissipated.

(10) “By and large, economists estimate that the
impact of the multiplier over the course of a year is
about two. Thus the contraction in spending (in the
U.S.) of $23 billion during the third quarter of 1980,
gave rise to a two-fold contraction on incomes
throughout the nation, pulling the demand for GNP
down by $46 billion. And, of course, when investment
rises by, say $10 billion, the country will enjoy an
increase in incomes of that original $10 billion plus an
additional $10 billion from the multiplier.”

(11) Economists disagree about the size of the
multiplier in Canada. Many say it is less than two
because, among other things, we spend more on
imports than do the Americans. Some say it is more
than two. There seem to be as many values of the
multiplier as there are schools of economic thought.
For the purposes of this study, the value of the
multiplier is taken to be about 1.7, a figure that
enjoys substantial support among economists.

(12) In December 1985, the equivalent of
1,238,000 persons received unemployment insurance
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and 559,000 received welfare; though able to work,
they were unable to find jobs. If we take what all
these people represent in lost tax revenue (since they
have less taxable income than when employed), plus
benefits paid to them and interest on the above sums,
we can make the following calculation using Statis-
tics Canada figures for 1985 and based on the
average unemployed Canadian who earned $270 per
week in his or her last job, according to the Depart-
ment of Employment and Immigration:

(13) Cost to three levels of government due to
people receiving unemployment insurance (with a
multiplier of 1.7, 1985):

(I) WHEN THE AVER-
AGE UNEMPLOYED
CANADIAN WAS
STILL EMPLOYED:

(a) Annual wages
($270 p.w.)

(b) APPLYING THE MUL-
TIPLIER = 1.7
Increase in GNP: (line
(a) times 1.7)

$14,040

$23,868

(c) Federal revenue on
GNP, including payroll
deductions (16.4% of line
(b)) $3914

(d) Provincial and local reve-
nues on GNP (18% of
line (b))

(e) Total government inflow
(times (c) plus (d))

$ 4,296

$ 8,210

(B) AFTER THE AVER-
AGE UNEMPLOYED
CANADIAN HAS
LOST HIS OR HER
JOB:

(f) U.LC. benefits (60% of
insurable earnings for 50
weeks: $270 times 60%,

times 50) $ 8,100

(g) GNP generated by gross
income (line (f) times
b7 $ 13,770

(h) Federal revenue on GNP
generated by gross
income (16.4% of line
(2) $ 2,258
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Provincial and local reve-
nues on GNP generated
by gross income (18% of

line (g))

Total revenues, all levels
of government (lines (h)

plus (i))

Loss to all levels of gov-
ernment (line (j) minus

line (f))

Interest on above at
11.25%

Total loss for all levels of
government (lines (k)

plus (1))

So, when our average
unemployed Canadian
goes on U.I. benefits,
government inflow of
+$8,210 (line (¢))
becomes an outflow of
—$3,741 (line (m)). Since
all governments are run-
ning deficits, the result-
ing increase in deficit for
all governments com-
bined (lines (e) plus (m))
is:

(Explanation: The same
arithmetic applies as in
reading a thermometer.
If you go from plus 8.2
degrees to minus 3.7
degrees, you have suf-
fered a drop of 11.9
degrees).

Welfare benefits (max-
imum benefits for
Ontario residents: $924
times 12 months)

GNP generated by gross
income (line (o) times
1771

Federal revenue on GNP
generated by gross
income

$2,478

$ 4,736

$-3,363

$-378

$ - 3,741

$-11,951

(14) WHEN THE AVERAGE UNEMPLOYED
CANADIAN (WITH A SPOUSE AND TWO
CHILDREN) GOES ON WELFARE:

$ 11,088

$ 18,850




(r) Provincial and local reve-
nues on GNP generated
by gross income 0

(s) Total revenues, all levels
of government 0

(t) Loss to all levels of gov-

ernment $-11,088
(u) Interest on above at
11.25% $ - 1,247

(v) Total loss for all levels of
government (lines (t) +
(u)) $-12,335

(w) Therefore, when our
average Canadian in this
example becomes unem-
ployed and goes on wel-
fare, government inflow
of +8,210 (line (e))
becomes an outflow of
—12,335 (line (v)). The
resulting loss for all gov-
ernments combined (line
(e) plus line (v)) is
(see explanation, line

(n)).

$ -20,545

(15) The number of people on welfare able to work
but unable to find jobs is estimated from figures in
Health and Welfare Canada, Task Force on Program
Review — Canada Assistance Plan, p. 48. This gives
figures for March 1984. The ratio of employable but
jobless people on welfare to the total number of
unemployed in March 1984 (Statistics Canada,
Labour Force survey) is applied to the number of
unemployed in December 1985 to derive 559,000.
The figure includes those discouraged by a fruitless
job search who have gone onto welfare rolls.

(16) So, in 1985, the 1,238,000 unemployed times
$11,951 (line (n), above) cost the three levels of
government $14,795,338,000; the 559,000 employ-
able welfare recipients times $20,545 cost the three
levels of government $11,484,655,000. In other
words:

Unemployment in 1985 cost governments $26.28
billion, or $14,624.00 for each jobless Canadian.

(17) In his February 1986 budget, the Hon.
Michael Wilson, Minister of Finance, gave his
projections of unemployment levels through 1991. To
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find the cost of unemployment for the six years
ending in 1991, we apply proportionately to Mr.
Wilson’s predictions the calculations of the costs for
the year 1985 in para. 16 of this Appendix.

(18) Estimates of the number of unemployed
workers (000’s) from 1985 to 1991 inclusive are
calculated based on the following assumptions:

¢ population and labour force increase: based on
the estimated rate of population increase from
1984 to 1985.

e unemployment rate: based on predictions by the
Honourable Michael Wilson in his 1986 budget
speech.

To determine the ratio of unemployment per year
expressed in relation to 1985 unemployment levels,
we divide the estimated number of unemployed for
each year through 1991 by the number of unem-
ployed in 1985.

ESTIMATED UNEMPLOYMENT
IN 000’s, 1986-1991

December Population Labour  Unemp. Unemp
000’s Force Rate 000’s
(estimated) 000’s

1985 25,359 12,782 10.0% 1279
1986 25,292 12,901 9.6% 1238
1987 25,833 13,021 9.0% 1172
1988 26,073 13,142 8.75% 1150
1989 26,316 13,264 8.50% 1127
1990 26,560 13,388 8.25% 1105
1991 26,807 13,512 1.75% 1047

RATIOS OF UNEMPLOYMENT PER YEAR TO
1985 UNEMPLOYMENT

1986 1987 1988 1989 1990 1991

0.97 0.92 0.90 0.88 0.86 0.82

These ratios are then used to estimate yearly costs
of unemployment (1986-1991) by multiplying the
established costs of unemployment in 1985 (see
paragraph 16 in this appendix) by the unemploy-
ment ratios calculated above:

ESTIMATES OF YEARLY COSTS
(BILLIONS, 1985 dollars)

1986 1987 1988 1989 1990 1991
25.4 24.1 23,5 23.0 22:5 21.4
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So for the years 1986 to 1991 inclusive, the total
estimated costs to governments of having jobless
people on unemployment insurance or welfare is:

FOR GOVERNMENTS: $140 BILLION

(19) The figures are in 1985 dollars. The calcula-
tions are for six years and the results produce totals
lower than six times the 1985 costs (Appendix A
para. 16, above); this is because the Minister of
Finance assumes unemployment will drop to 7.75 per
cent in 1991. Even with this projected drop in unem-
ployment, our governments will still lose huge sums
because we shall underutilize labour which is a factor
in the creation of wealth.

(20) Also huge is the loss in sales that business
suffers as a result of unemployment.

(21) The precise loss in sales to business is hard to
pinpoint. By the method used in paras. 13 and 14 of
this Appendix, we take what the unemployed would
have contributed to the GNP had they remained
employed, and we subtract from that the lesser sum
they contribute to the economy when on Unemploy-
ment Insurance or social security benefits. This shows
how much less money passed through business coffers
because of unemployment. By this method we find
that in 1985:
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UNEMPLOYMENT COST BUSINESS $15.2
BILLION IN SALES.

(22) The creation of wealth is necessary to main-
tain and improve our standard of living. Both labour
and capital contribute to our ability to create more
wealth. All economists agree that if labour and
capital are not used fully, the economy as a whole is
not used fully; moreover, if labour is underutilized, so
will capital be and vice versa. In a very real sense,
our high rate of unemployment is not only the major
effect of our economic problems — it also becomes a
major cause.

(23) Further, unemployed workers are truncated
customers. When they find jobs and have their
purchasing power restored, they could provide
Canadian business, as a whole, with a great growth in
sales.

(24) Even if we assume that those re-employed will
spend 30 per cent of their increased earnings on
imported goods, they will spend the remaining 70 per
cent on domestic goods and services. If the re-
employed save part of their earnings, these savings
will be lent out to finance additional investment or
consumption of goods and services.
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APPENDIX B

CORPORATE TAX EXPENDITURES AND THEIR
ECONOMIC IMPACT

A. CORPORATE TAX EXPENDITURES

As everyone knows, Canada’s income tax system is
exceedingly complex. The main reason for this is that
over the years we have grafted on to the basic system
literally hundreds of special provisions favouring
particular groups, investments or activities by means
of tax exemptions, tax credits, tax allowances, tax
deferrals, and lower tax rates. Tax preferences of this
sort can be substituted for direct government spend-
ing and have thus come to be known as tax expendi-
tures. More formally, tax expenditures are usually
defined as departures from the normal or benchmark
tax system which have the effect of lowering taxes
otherwise payable.

Some of the most significant ‘“departures” are
associated with our corporate income tax system.
Corporation taxes are the second most important
source of federal revenue after the personal income
tax. In the current fiscal year they are expected to
yield some $11 billion or 13% of total revenue. At the
basis of the corporate tax system is a net revenue
concept on which a tax rate is applied. Net revenues
consist essentially of gross revenues minus the cost of
doing business. In addition to current expenses
(wages and salaries, costs of materials, power etc.),
deductible business costs include capital cost allow-
ances (designed to take into account the depreciation
of capital assets) and depletion allowances for
resource industries. The general federal tax rate on
corporate profits is 36%. This basic framework,
however, has been riddled with scores of special

provisions, the most important of which are outlined
below.

1. Lower Tax Rates

As already stated, the general corporate tax rate is
36%. However the rate applicable to manufacturing
and processing firms is 30%. The first $200,000 of
income of Canadian-controlled private corporations
(i.e. corporations whose shares are not publicly
traded) is taxed at 15% and for manufacturing and
processing firms in this category it is only 10%.

2. Partial Taxation of Capital Gains

Capital gains raise a taxpayer’s net worth in the
same way that ordinary income does. Unlike ordinary
income, however, only one-half of capital gains are
taxed.

3. Accelerated Capital Cost Allowances

Capital cost allowances are deductions allowed by
the tax system for depreciation of assets used in the
generation of business revenue. Allowances are
established according to schedules set down in the
Income Tax Act. The Act groups assets into 37
separate categories, each having its own depreciation
schedule. The schedules are meant to conform
roughly to actual depreciation rates, but in a number
of cases capital allowances have been accelerated as
incentives to investment. For instance, investments in
R&D and in Canadian films may be written off
immediately. Manufacturing and processing firms
may write off machinery and equipment expenditures
within three years. Accelerated depreciation provi-
sions also apply to investments in new mines, energy
conservation equipment, pollution control equipment,
and investments in designated less developed areas of
Canada.

4. Investment Tax Credits

Investments in new production facilities earn the
investor a 7% tax credit — that is 7% of such invest-
ments can be deducted from taxes payable. Invest-
ments in slow growth regions identified under the
former Regional Development Incentives Act (now
superseded by the Industrial and Regional Develop-
ment Program) qualify for a 10% credit, and the rate
applicable to the Atlantic Provinces and the Gaspé is
20%. R&D expenditures earn a general tax credit of
20%. In the Atlantic Provinces and the Gaspé the
rate is 30% and the rate applicable to small business
corporations is 35%. A special investment tax credit
of 50% is available for investments in manufacturing
in designated areas and a 60% credit for qualifying
investments in Cape Breton.
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Under changes proposed in the February 1986
budget, the general investment credits of 7 and 10%
will be phased out by 1989, and the special 50%
credit, which is scheduled to expire at the end of
1986, will be retained but at the reduced level of 40%.

5. Inventory Allowance

Since 1977 firms have been able to deduct from
taxable income 3% of the cost of inventories held at
the beginning of the tax year. This measure was
introduced to offset in part the negative impact of
inflation on business cash flows. In particular, under
current tax provisions, when a firm uses up goods
held in inventory it must deduct their cost under the
so-called first-in, first-out (FIFO) accounting princi-
ples. During inflationary periods, therefore, the
deduction allowed is less than the replacement value
of inventories. The February 1986 budget proposed
that the inventory allowance be phased out by
February 25, 1987.

6. Resource Allowances

Mining corporations are permitted a “depletion
allowance” of up to 25% of their net income. The
allowance must be “earned” in the sense that it is
allowed only up to 33 1/3% of “eligible expenditures”
incurred. Eligible expenditures include expenses on
exploration and resource development and the
purchase of processing machinery and equipment. Oil
and gas companies are eligible for a similar earned
depletion allowance for activities on Canada Lands
and for exploration and development expenditures on
synthetic oil production, enhanced recovery projects
and tertiary recovery projects.

In addition, since 1976 corporations and individu-
als have been able to deduct 25% of their resource
profits in computing taxable income. This resource
allowance was introduced in replacement of the
allowance for provincial resource taxes.

While the provisions outlined above constitute the
major corporate tax expenditures currently in force,
they represent but a small fraction of the total
number involved. A comprehensive list of corporate
tax expenditures for the years 1979-82 is provided in
the addendum. The list contains more than fifty
separate tax preferences. That list is drawn from a
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Department of Finance publication entitled Account
of the Cost of Selective Tax Measures released in
August 1985. A more recent update of the account is
not available.

B. REVENUE IMPACT

The list of corporate tax expenditures shown in the
addendum also indicates their estimated values in
terms of tax revenues foregone. For several reasons,
these quantitative estimates cannot be added to yield
a meaningful aggregate figure. First, the impact of
each tax provision has been estimated by simulating
the change in revenues that would result if that
provision alone were removed, keeping all others in
place. This procedure does not take into account the
effect on revenues from the interaction of the provi-
sions (e.g. the effect of accelerated depreciation in
manufacturing is estimated on the basis of the lower
rates available to manufacturing firms, and the effect
of the lower rates is estimated on the assumption that
accelerated depreciation is in place: the effect of
either preference will be greater when measured in
the absence of the other). Second, the estimates for
each provision do not take into account the effect that
its removal may have on overall economic activity,
and derivatively on government revenues. The
simultaneous removal of all special provisions is likely
to have. significant macroeconomic effects. Third,
quantitative estimates are missing for several items.
Finally, some estimates are subject to wide margins
of error, and these could all be biased in one direc-
tion. These caveats notwithstanding, it is clear from
the estimates in the addendum that the revenue
impact of the corporate tax expenditures is very
large, running into several billion dollars.

A better indication of the overall magnitude of tax
expenditures in our corporate tax system was pro-
vided by another Department of Finance study which
estimated average corporate tax rates using tax data
from 1980-1981 but adjusting those data to represent
the 1985 corporate tax system.” The study found
that on average the tax incentives reduce the federal
corporate tax rate of 36% by one-half to 18%.
Abstracting from any effects that removal of these
incentives would have on corporate behaviour and
economic activity, this tax reduction represents a
revenue impact in the range of $11 billion in the
current fiscal year.

" The Corporate Income Tax System: A Direction for Change, May 1985.
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C. WELFARE COSTS

The revenues foregone through tax expenditures do
not constitute an economic cost — they are transfer
payments. They amount to payments from some tax
payers to others, but for society as a whole they do
not represent a cost. Of course, one may not like the
way they are being distributed. Also, as far as the
government is concerned, tax expenditures do repre-
sent a cost and do affect the size of the deficit. So
even if tax expenditures involved pure transfers, given
their magnitude, they would justify close and careful
scrutiny.

Corporate tax expenditures do have an economic
cost, however, through their impact on resource
allocation and more particularly through their impact
on the allocation of capital. Efficiency (and hence
wealth) in a society is maximized when resources are
put to those uses where they yield the greatest value.
In a market economy, where individual owners decide
how to invest their resources, capital will be so
allocated that the after-tax rate of return is the same
everywhere.® It follows that if tax treatment is not
the same in all cases, then before-tax returns will be
greater in sectors (or activities) where the tax burden
is greater. The wealth of society would therefore rise
if more resources were transferred to these sectors. In
other words, sectors that are taxed relatively heavily
are too small while sectors taxed less are too large.
The losses implied by this tax-induced misallocation
represent the welfare costs of the tax system.

While empirical evidence on the magnitude of the
welfare costs is scarce, economic theory allows us to
identify a number of potential distortions resulting
from the existing profusion of tax preferences:

1. Labour vs. capital

The most significant of corporate tax preferences
(accelerated capital depreciation, excess exploration
and depletion allowances, R&D tax credits) are
capital biased: they tend to reduce the cost of capital
relative to labour. Thus even when those preferences
are successful in raising investment (and the evidence
on this score is mixed, as we argue below), they can
lead to employment losses as firms substitute the
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relatively cheap capital for labour. The more easily
capital is substitutable for labour the greater is the
likelihood of this outcome. As employment-creation
measures, therefore — and that is how they are
frequently justified — such tax preferences can be
perverse. In any event, they tend to promote a level of
capital intensity in production that is greater than
economic efficiency considerations would recom-
mend.

2. Inter-industry distortions

As outlined in the first section of this paper,
manufacturing and resource industries enjoy lower
tax rates and qualify for more tax preferences than
other industries. Since investors allocate their capital
so as to maximize after-tax returns, the existing
corporate tax structure tends to promote excessive
investment in manufacturing and resource industries
at the expense of investments in other sectors of the
economy.

3. Inter-regional distortions

A number of provisions in the corporate tax system
favour investments in slow growth regions of the
country. While the aims underlying these incentives
are hard to quarrel with, the merit of the specific
means chosen is dubious. In virtually every case, the
effect of these incentives is to subsidize the use of
capital, which as already noted above can have the
perverse effect of raising unemployment — or at the
very least encouraging capital intensive production —
precisely in those areas of the country suffering most
from excess labour supply.

4. Distortion of the capital structure

There is a variety of financial instruments through
which a firm can meet its capital requirements, but
they can all be boiled down to two classes - debt and
equity. At one level, the corporate tax system favours
debt financing, because the interest cost of borrowed
capital is tax deductible whereas the implicit interest
cost of equity is not. This encourages firms to
increase their ratio of debt to equity (to become more
levered). Since the risk of bankruptcy rises as lever-

 This would hold at equilibrium, for if yields are greater in some activities than others, then profits can be made by shifting capital from
the latter to the former. The increased supply of capital would tend to reduce its return in the high-yielding sectors and conversely. The

process would continue until rates in all sectors were equalized.
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age does, this asymmetric tax treatment of debt and
equity costs tends to produce more bankruptcies than
is socially optimal. (Since some risks are worth
bearing, some bankruptcies are inevitable in an
economically efficient system.)

There is an offsetting tendency, however, in the
favourable treatment of capital gains. This feature of
the tax system encourages retention of earnings, and
hence less reliance on debt markets.

5. Distortions in the choice of fixed assets

Accelerated depreciation allowances encourage
investment in long-lived assets. This follows from the
type of benefit that accelerated depreciation provides.
A firm that can deduct the cost of capital spending
before the asset actually depreciates receives, in
effect, an interest-free loan for the period beginning
at the time the depreciation is claimed to the time
when it would be claimed, had asset been written off
according to its actual depreciation rate. Hence, the
longer-lived the asset, the longer the term of the
interest-free loan and the greater the benefit. Invest-
ment allowances and tax credits on the other hand
encourage the use of short-term assets. Allowances
and credits are available immediately upon invest-
ment and amount to some proportion of that invest-
ment. The shorter the life of the investment, the more
frequently can a firm claim the benefits of allowances
and tax credits, since they are claimed every time an
investment is made.

D. EFFECT ON INVESTMENT

The objective of corporate tax preferences has
normally been to encourage investment in particular
areas or activities. How effective are they in this
regard? Many studies have been addressed to this
question,” but the answer remains contentious. This
is not really surprising given the complexity of the
investment process and the numerous factors, in
addition to tax policy, on which business decisions
depend. Typically, studies show that tax incentives
can influence investment decisions, but they do so

APPENDIX B

with substantial lags (which therefore makes them
poor candidates for stabilization policy) and the
magnitude of the response is often rather modest
relative to the revenues foregone. Harman and
Johnson, for example, have estimated that the
accelerated depreciation and tax reductions for
manufacturing and processing firms introduced in
1972 raised investment spending by $313 million but
cost the federal treasury $568 million.® As the
authors of the study suggest, these results “cast a
cloud” over the efficacy of such investment incentive
policies.

E. SUMMARY AND CONCLUSIONS

Tax expenditures are a substitute for direct spend-
ing in the pursuit of public policy objectives. In the
corporate sector, tax expenditures are today the main
instrument for influencing business behaviour. The
legitimacy of this form of public intervention is not at
issue, but there are reasons to question the extent of
its use at present. Corporate tax expenditures are
today so numerous that they seriously compound our
already very complex taxation system. Their effec-
tiveness is frequently far from certain; often they
seem to operate at cross-purposes. They are a signifi-
cant drain on the public purse. They distort resource
allocation, thereby retarding economic efficiency.

In light of the above, a move towards less reliance
on tax expenditures could yield substantial benefits.
It would simplify the tax system, making it more
understandable to the taxpayer and less capricious or
arbitrary in appearance. Administration and compli-
ance costs, which add nothing of value to society,
would decline. It would enhance allocational effi-
ciency, and hence promote economic wealth. Finally,
it might help symbolize a government attitude that
discourages the use of public instruments to benefit
particular private interests. Should this occur, some
of the resources currently devoted to socially unpro-
ductive rent-seeking efforts (efforts to redistribute
wealth through the public sector) may be redirected
towards wealth-creating activities instead.

() The effect of tax policy on investment has been most exhaustively studied in the U.S. Canadian studies in this area include: D. Usher
“Some Questions about the Regional Development Incentives Act”, Canadian Public Policy, Vol. 1 (Winter 1975), pp. 557-75; G.O.
Gaudet, J.D. May, and D.G. McFetridge, “Optimal Capital Accumulation: The Neo-Classical Framework in a Canadian Context”,
Review of Economics and Statistics, Vol. 58 (August 1976), pp. 269-73; R.M. Hyndman, “The Efficacy of Recent Corporate Income
Tax Reductions for Manufacturing”, Canadian Tax Journal, Vol. XXVI (January/February 1978), pp. 84-97; F.J. Harman and J.A.
Johnson, “An Examination of Government Tax Incentives for Business Investment in Canada”, Canadian Tax Journal, Vol. XXVI

(November/December 1978), pp. 691-704.
@ Ibid.
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ADDENDUM

Corporate Tax Expenditures and Their Revenue Impact

Source: Canada, Department of Finance, Account of the Cost of Selective Tax Measures, Ottawa, August 1985.
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Table 2

Selective Tax Measures: Corporate Income Tax

1979 1980 1981 1982

Lower Upper!" Lower Upper Lower Upper Upper
bound bound bound bound bound bound bound

($ millions)

All Corporations'”
A. Tax Deferrals, Exemptions and Deductions

1. Excess of tax depreciation over book depreciation 1380 2090 2000 2280 1725 22405 n.a.
2. Inventory allowance 470 585 370 495 355 500 520
3. Capital gains:

(a) Exemption of half of post-1971 capital gains 260 355 375 525 565 800 480

(b) Exemption of pre-1971 capital gains 1235 1430 175 1975 2520 2820 n.a.

(c) Deferral of capital gains income through various

rollover provisions n.a. n.a. .4 n.a. n.a. n.a. n.a.

4. Allowable business investment loss S 1 1 3 6 8 n.a.
5. Additional scientific and research deduction 14 25 50 70 60 100 105
6. Deductibility of prepaid expenses
7. Tax losses from fast write-offs of leased assets n.a. n.a. n.a. n.a. n.a. nia n. a.
8. Deductibility of carrying charges on land

Symbols: n.a. : Estimates not available.
- : Not applicable.
s : Revenue impact expected is small.

™ The lower bound value represents the tax saving for the firm in the current year due to both the application of selective tax measures items in the current
year and the carry-back to previous years of current-year losses arising from selective tax measures. The lower bound estimate assumes that the value of losses
created by selective tax measures carried forward is nil. The upper bound value is computed assuming that corporations which have current tax losses will
have sufficient taxable income in future years to take full advantage of their loss carry-forwards.

@ The estimates for all corporations may be greater than the sum of the eight sectors. Two reasons for this difference are the inability to assign all corporations
to an industrial sector and the exclusion of insignificant measures from individual industrial sectors.
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Table 2 (Cont’d)

Selective Tax Measures: Corporate Income Tax

1979 1980 1981 1982
Lower Upper Lower Upper Lower Upper Upper
bound bound bound bound bound bound bound
($ millions)
9. Excess deduction for intangible assets
10.  Expensing of advertising costs n.a. n.a. n.a. n.a. n.a. n.a. n.a.
(a) Non-deductibility of advertising expenses in
foreign media
11. Fast write-off for Canadian development expenses
12. 33 1/3-per-cent earned depletion allowance } 935 1150 1140 1425 n:a; s 1210 n-a.t!
13. Fast write-off for Canadian exploration expenses
(a) Deferral of Canadian exploration
expense redefinition - B - B n.a. 75 6
14. Resource allowance in lieu of deductibility
of provincial royalties n.a. -265 na. -330 na. -450 n.a.
(a) Resource allowance and deductibility of provin-
cial royalties for Syncrude project - - n.a. 30 n.a. 40 45
15. Additional earned depletion on frontier oil and gas
well exploration costs 55 65 32 65 n.a. n.a. n.a.
16. Additional earned depletion for heavy oil and tertiary
recovery projects (supplementary depletion) 65 70 43 60 n.a. n.a. n.a.
17. Excess bad debt deduction and contingency reserves
for chartered banks n.a. 80 n.a. 110 n.a. 200 -115
18.  Preferential tax treatment of income debentures and
term preferred shares n.a. n.a. n.a. n.a. n.a. n.a. n.a.
19. Non-taxation of provincial assistance for venture
investments in small business n.a. n.a. n.a. n.a. n.a. n.a. n.a.
20. Small Business (Development) Bonds = - n.a. 2 n.a. 5 145

) An n.a. appears here for measures 11 through 16 for 1982 even though there are values for the oil and gas industry, because of unavailability of information for
the other sectors. ! |

5
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Table 2 (Cont’d)

Selective Tax Measures: Corporate Income Tax

1979 1980 1981 1982
Lower Upper Lower Upper Lower Upper Upper
bound bound bound bound bound bound bound
($ millions)
21. Tax exemption on income of foreign affiliates of
Canadian corporations n.a. n.a. n.a. n.a. n.a. n.a. n.a.
22. Patronage dividend deduction by credit
unions, co-operatives 150 165 245 265 n.a. 255 n.a.
23.  Deductibility of itemized charitable donations 45 50 49 60 50 60 55
B. Tax Rate Reductions
31. Small business deduction 1020 1065 12555 L1310 na. 1250 1370
32. Low tax rate for credit unions and co-operatives n.a. n.a. n.a. n.a. n.a. n.a. n.a.
33. Non-qualifying small business deduction S S S 13 n.a. n.a. n.a.
34. Manufacturing and processing deduction 455 485 440 480 n.a. 425 330
35. Exemption of small businesses from the
corporate surtax = = = = = = 50
36. Exemption from branch tax for transportation,
communication, banking, and iron ore
mining corporations n.a. n.a. n.a. n.a. n.a. n.a. n.a.
C. Credits
37. Investment tax credit (excluding (a) below) n.a 430 n.a. 490 n.a. 445 330
(a) Investment tax credit applicable to scientific and
research expenditures n.a. 75 n.a. 90 n.a. 110 95
38. Employment tax credit 11 11 18 18 n.a. 15 8
39. Logging tax credit n.a. 60 n.a. 29 n.a. 11 3

8 XION3ddVv
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Table 2 (Cont’d)

Selective Tax Measures: Corporate Income Tax

1979 1980 1981 1982
Upper Upper Upper Upper
bound bound bound bound
($ millions)
D. Other Corporate Items
40. Exemption from withholding tax for interest on
foreign currency deposits 570 790 1675 1490
41. Exemption from withholding tax for interest on long
term corporate securities 105 145 250 335
42. Reduction in withholding tax on dividends paid to
non-residents from corporations with a degree of
Canadian ownership 70 75 85 -
E. Memorandum Items
44. Investment corporation deduction 3 4 4 10
45. Refundable Part I Tax on investment income of
private corporations 165 210 270 315
46. Refundable capital gains for special
investment corporation 31 35 34 29
47. Non-resident-owned investment corporation refund 17 12 42 16
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Table 2 (Cont’d)

Selective Tax Measures: Corporate Income Tax

1979 1980 1981 1982
Lower Upper Lower Upper Lower Upper Upper
bound bound bound bound bound bound bound
($ millions)
I. Agriculture, Forestry and Fishing
A. Tax Deferrals, Exemptions and Deductions
1. Excess of tax depreciation over book depreciation® 3 S -3 -2 3 S n.a
2. Inventory allowance 1 2 1 2 1 2 2
3. Capital gains
(a) Exemption of half of post-1971 capital gains 7 11 32 36 18 25 5
(b) Exemption of pre-1971 capital gains 30 35 75 85 30 34 n.a.
22. Patronage dividend deduction by credit unions, etc. 1 1 13 13 n.a. 5 n.a.
24. Cash basis accounting
25. Flexibility in inventory accounting
26. Deferral of income on grain sales and from e e 4 . e o g
destruction of livestock
B. Tax Rate Reductions
31. Small business deduction 38 43 49 60 n.a. 65 75
C. Credits
37. Investment tax credit® n.a. 12 n.a. 22 n.a. 21 25
39. Logging tax credit n.a. 2 n.a. 4 S S S

A negative value for a selective tax measure occurs where book depreciation is greater than tax depreciation for a corporation.

) Includes the value of ITC applicable to scientific and research expenditures.
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Table 2 (Cont’d)

Selective Tax Measures: Corporate Income Tax

1980 1981 1982
Lower Upper Lower Upper Lower Upper Upper
bound bound bound bound bound bound bound
($ millions)
E. Memorandum Items
45. Refundable Part | Tax on investment income of
private corporations n.a. 4 n.a. 15 n.a. 6 8
II. Manufacturing
A. Tax Deferrals, Exemptions and Deductions
1. Excess of tax depreciation over book depreciation 601 819 1006 932 873 905 n.a.
2. Inventory allowance 130 182 174 249 147 231 207
3. Capital gains:
(a) Exemption of half of post-1971 capital gains 11 21 23 41 44 70 14
(b) Exemption of pre-1971 capital gains 50 80 37 95 90 135 n.a.
5. Additional scientific and research deduction 9 15 33 45 31 50 60
11.  Fast write-off for Canadian development expenses
12. 33 1/3-per-cent earned depletion allowance 48 65 25 70 n.a. 65 n.a.
13.  Fast write-off for Canadian exploration expenses
14.  Resource allowance in lieu of deductibility of
provincial royalties n.a. 10 n.a. 21 n.a. 28 n.a.
22. Patronage dividend deduction by
credit unions, co-operatives 31 37 50 65 n.a. 85 n.a.
B. Tax Rate Reductions
31. Small business deduction 130 145 135 1553 n.a. 165 180
34. Manufacturing and processing deduction 370 395 s n.a. 320 240
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Table 2 (Cont'd)

Selective Tax Measures: Corporate Income Tax

1980 1981 1982
Lower Upper Lower Upper Lower Upper Upper
bound bound bound bound bound bound bound
($ millions)
C. Credits
37. Investment tax credit n.a. 255 n.a. 310 n.a. 235 155
38. Employment tax credit n.a. 6 n.a. 8 n.a. 8 4
39. Logging tax credit n.a. 55 n.a. 25 n.a. 10 3
E. Memorandum Items
45. Refundable Part I Tax on investment income of
private corporations n.a. 25 n.a. 23 n.a. 48 25
III. Construction
A. Tax Deferrals, Exemptions, and Deductions
1. Excess of tax depreciation over book depreciation 31 37 40 65 I3 16 n.a.
2. Inventory allowance 2 3 3 4 4 4 2
3. Capital gains:
(a) Exemption of half of post-1971 capital gains 6 8 7 11 19 2% 6
(b) Exemption of pre-1971 capital gains 42 50 22 30 23 31 n.a.
27. Holdbacks on progress payments to contractors n.a. n.a n.a n.a. n.a. n.a. n.a
B. Tax Rate Reductions
31. Small business deduction 120 125 160 165 n.a. 165 165
34. Manufacturing and processing deduction 2 2 3 3 n.a. 3 3
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Table 2 (Cont’d)

Selective Tax Measures: Corporate Income Tax

1980 1981 1982
Lower Upper Lower Upper Lower Upper Upper
bound bound bound bound bound bound bound
($ millions)
C. Credits
37. Investment tax credit n.a. 2 n.a. 6 n.a. 8 4
38. Employment tax credit n.a. S n.a. 1 n.a. 1 S
E. Memorandum Items
45. Refundable Part I Tax on investment income of
private corporations n.a. 9 n.a. 12 n.a. 11 17
IV. Transportation and Storage
A. Tax Deferrals, Exemptions and Deductions
1. Excess of tax depreciation over book depreciation 65 100 85 135 140 205 n.a.
2. Inventory allowance 6 9 4 7 3 8 8
3. Capital gains:
(a) Exemption of half of post-1971 capital gains 6 10 6 13 9 15 7
(b) Exemption of pre-1971 capital gains 28 39 23 33 36 47 n.a.
11.  Fast write-off for Canadian development expenses
12. 33 1/3-per-cent earned depletion allowance 55 55 40 40 n.a. 20 n.a.
13.  Fast write-off for Canadian exploration expenses
22. Patronage dividend deduction by
credit unions, co-operatives 25 29 31 31 n.a. 33 n.a.
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Table 2 (Cont’d)

Selective Tax Measures: Corporate Income Tax

1980 1981 1982
Lower Upper Lower Upper Lower Upper Upper
bound bound bound bound bound bound bound
($ millions)
B. Tax Rate Reductions
31. Small business deduction 29 32 48 50 n.a. 47 50
36. Exemption from branch tax for transportation
companies n.a. n.a. n.<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>