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Chairman’s Foreword

The Royal Commission on the Economic
Union and Development Prospects for Canada
was established in the fall of 1982, in the
aftermath of one of the most turbulent periods
of Canadian history. On the economic side,
Canada was just emerging from the worst reces-
sion since the 1930s. For much of the previous
decade, the country had endured unprecedented
levels of inflation. But other countries, too,
struggled as we did with those economic prob-
lems. In addition, however, we conducted inten-
sive, often divisive, domestic debates over enor-
mously complicated and difficult issues such as
energy policy, our new Constitution and, espe-
cially, the question of whether Quebec would
remain a part of Canada. In that setting, the
central question that we Commissioners were
asked to consider was: Can we not do better
in the future? Our response to this question is
a resounding “Yes!”

Certainly, our nation has faced difficulties,
both economic and political, but our extensive
meetings with Canadians across the country
have reaffirmed our view of Canada as a mature,
tolerant and well-governed country. We are
deeply convinced that Canada possesses many
valuable opportunities for satisfying achieve-
ment. To attain that achievement, however,
Canadians must face the necessity to make
changes in policies and in institutions that offer,
at least, the comfort of familiarity. We must
venture into untried ways that will demand open-
mindedness, courage, innovation, and determi-
nation. This Report sets out in some detail the
changes which, in our view, offer Canadians the
best opportunity of fulfilling our national
potential.

While we have indicated a number of direc-
tions in which we think it likely that the future
will take us, including the increasingly compet-
itive international environment and the pros-
pects of more modest growth than the economy
experienced in the golden age of the 1950s and
1960s, we have not attempted to predict the
future in detail. Anyone who has had respon-
sibility for policy making since the beginning

of the 1970s would recognize that such precise
prediction is unrealistic. Assured of change, but
uncertain about its exact direction, the most
productive policy prescription we can urge is
that as individuals and through our institutions,
Canadians must maintain maximum flexibility
in order to adapt to that change as it occurs.

Looking back over the perspective of 35 years,
beyond the economic difficulties of the imme-
diate past, this Commission sees Canada as
having attained a quite remarkable record of
economic success. We believe, however, that the
circumstances which brought about that success
will not continue; indeed, they have already
altered, both globally and domestically. The
differences which are emerging in our economic
experience will have to be matched by differ-
ences in economic and social policies.

While the economy was an important focus
for Commissioners’ concern, we were also asked
to consider how Canada’s political institutions
function, and by what means their functioning
can be improved so that our nation can achieve
better economic performance. Political institu-
tions are created in order to manage conflict,
for conflict is inevitable—between individuals,
between firms, between regions, and between
nations. The role of institutions is to channel
that conflict so that our differences do not
prevent us from attaining the goals we have in
common. While we Commissioners believe that
Canada’s political institutions have adjusted well
to the strains of the past decade, we consider
that they can be made to work even better.

Our nation has been favoured in its evolution
by the friendly support of larger allies and of
a strong neighbour. Predictably, because Can-
ada has not been a leader in important enter-
prises, Canadians have too often fallen into the
habit of accepting a foreign lead or adopting
a foreign opinion before fully thinking through
what is appropriate for us in our circumstances.
This attitude has been dubbed the “colonial
mentality”. As the late Vincent Massey once
wrote in his well-known work On Being a
Canadian: “We have never suffered from being
too sure of ourselves.” Again, he wrote:

We are one of the few countries in the world
which can strengthen its nationality without
threatening or offending anyone else. A
stronger national sense would only help us
the better to perform our national task. It
need never conflict with an international
outlook.

In this Report we advocate for Canada a full
involvement in the broader world. We must have



confidence in ourselves. Indeed, we echo the
words of Emily Murphy: “Lean on no one. Find
your own centre and live in it, surrendering it
to no person or thing.”

In compiling our Report, we Commissioners
have set out an extensive agenda for change.
Some aspects of change will be imposed upon
us; others we shall seek to create ourselves as
we move to meet the future. Ultimately, and
most weightily, the burden of that change must
be borne by individuals. To move from the usual,
the accustomed, the habitual into the untried,
the new, the innovative has always been, at least
in part, a painful experience. Government insti-
tutions and policies can and should help to
cushion the shock. For all that, it remains a
shock. And it must be borne.

On the other hand, the rewards for Canada
of changing outmoded patterns are enormous.
We Canadians enjoy incomparable advantages,
not only in the country we inhabit, but in the
kind of society in which we live, and with the
kind of institutions we have in place. By viewing
change as an opportunity rather than a threat,
by moving to meet or initiate it, by adopting
a positive will to use it to our advantage, we
can not only improve our circumstances at home,
but we can also make a significant contribution
to a world in which too many others still lack
many of the advantages that we Canadians
enjoy.

DONALD S. MACDONALD
Chairman
May, 1985
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Canada: State, Society
and Economy

This introductory chapter to the Report pro-
vides the philosophy that guided this Commis-
sion’s consideration of the role of the state in
relation to many aspects of our society. It is
an essay which attempts to portray a clear
understanding of what we Canadians have
become, and what we may become in the future,
sharing, as we do, a common country. Secondly,
we examine the scope and complexity of con-
temporary big government in Canada, which has
transformed the relations between government
and society, challenged our practices of respon-
sible government, and greatly complicated the
working of Canadian federalism. And finally in
this introductory essay, Commissioners explore
the relationships between states and markets,
a subject which is on the agenda of democratic
governments in Canada and elsewhere. Our goal
is to clarify that debate, disentangle the complex
issues involved, and suggest criteria to govern
the future unfolding of the relationship between
these two powerful systems which interact,
which need each other, and within which we
act as citizens, as consumers and as producers.
Since the chapter entitled “Canada: State,
Society and Economy” is an introduction to the
Report and provides an overview of Commis-
sioners’ conclusions and recommendations, it
has been reprinted separately. Rather than pro-
vide a further digest of the chapter here, we
wish to make only a few, very brief, general
comments which may help to provide a general
context for the rest of the summary.

Commissioners regard the state as having four
major roles in the governing of the nation. It
has a major role to play in overseeing the
evolution of the many social aspects of Canada.
It also plays a central and related role in
symbolizing the citizens’ sense of national iden-
tity. Again, of course, it plays a vital role in
influencing and directing the course of the
national economy. Finally, it has a role to play
in speaking and acting on behalf of the nation
on the international stage.

The undertaking by government of a large
and complex role in many facets of our national

life is inevitable and irreversible in this modern
age. Nonetheless, Commissioners believe that
in selected areas, some disentanglement and
simplification of the role of government in
society and the economy is desirable and feas-
ible. Much of the extensive network of policies
and programs involving the state is the result
of a host of ad hoc decisions superimposed one
upon the other over a period of years, many
of which have come to have cumulative con-
sequences that were never intended. This Report
therefore seeks to redefine the links between
government and society, to improve the quality
of Canada’s performance in selected policy
areas, and to reform those central institutions
of Parliament and federalism in which reside
our capacity to manage our collective affairs
as a democratic people.

The basic issue involving the functioning of
the economy concerns the appropriate balance
between reliance on market forces and govern-
ment intervention. The disruptive decade from
the first oil shock in 1973 to the present con-
stitutes the backdrop for the Commission. Per-
sistent problems such as large and protracted
government deficits, financial instability, slow
growth in productivity and high unemployment
reflect the cumulative effect of underlying
changes in the economy and society. Solutions
call for a realignment of the role of the state
in broad areas of the nation’s social, economic
and political affairs. New directions are required,
based on analysis unencumbered by automatic
acceptance of yesterday’s assumptions.

Canada’s long run concern has to be the
restoration of productivity growth and improve-
ment in employment opportunity. To achieve
these goals, Canada must have better access to
world markets. Freer trade arrangements both
with the United States and on a multilateral basis
would greatly assist Canadian industry to
become more competitive and productive.
Government must complement the drive to
increased competitiveness by ending those pol-
icies and programs that generate disincentives,
retard flexibility and work against the desired
allocation of resources.

Commissioners believe—as elaborated upon
in other parts of the Report—that governments
should pull back from direct intervention in
many aspects of the operations of the economy,
placing greater reliance, instead, on the oper-
ation of market forces. For example, the govern-
ment should concentrate more on facilitating
Canadian industrial development through
general measures and intervene less extensively
in providing support to selected sectors, espe-



cially those relating to declining industries.

It is not appropriate, however, to divorce
fundamental reform of the economic system
from the social support network which binds
Canadians together as an economy and a people.
This Commission also recommends far-
reaching changes in social assistance programs,
education, unemployment insurance and collec-
tive bargaining arrangements. Policy and insti-
tutional changes are required in these areas in
order to increase the fairness, flexibility and
efficiency of Canada’s economic system.

The central premise of Commissioners’ per-
spective on citizen/state relations is that big
government requires more democracy, not less.
In keeping with this tenet, this Commission
recommends the adoption of a series of measures
aimed at strengthening the authority of Par-
liament to call government to account and at
advancing regional representation in the pol-
itical arena through the establishment of an
elected Senate.

The new Charter of Rights has profound
implications for the future evolution of Canadian
society; it complements federalism and respon-
sible government as a third underpinning of the
Canadian political system. While the Charter
extends the rights of Canadian citizens, further
measures are required to strengthen the hand
of the electorate and to curb the power of

government and the bureaucracy.

The social management task of government
is, in Commissioners’ view, as difficult and
important as the task of economic management.
The list of social issues involving government
includes language, race, culture, the position of
aboriginal people, sexual equality and the state
of the environment. Some of these issues, such
as affirmative action, have important economic
implications.

The adversarial process that frequently char-
acterizes federal-provincial relations is, in the
view of Commissioners, a reflection of healthy
competition among conflicting interests. None-
theless, Commissioners believe that there is need
to reinforce machinery for the conduct of
federal-provincial relations. At the same time,
there is need to encourage Canadian citizens
to take part in the process and to extend the
power of legislative bodies to scrutinize arran-
gements worked out between the two levels of
government. There is a synergy between pol-
itical union and economic union: strengthening
one strengthens the other, but also demands
parallel action. Reducing interregional barriers
to facilitate the free flow of people, goods and
investment will necessitate new intergovern-
mental mechanisms to put in practice a recom-
mended code of economic conduct.
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Global Outlook

As we peer into the future, there is one central
fact about which we can be reasonably certain:
there are powerful forces around the globe that
are profoundly affecting the lives of all of us
here in Canada. The global outlook is full of
danger signals; a majority of the world’s citizens
are facing deeply troubling prospects.

In entering what may well be a very turbulent
period, Canadians occupy a privileged position
that may make the prospective problems of the
global community appear quite remote. But “no
man is an island, entire of itself”’, as John Donne
astutely observed more than three and a half
centuries ago. In fact, because of its far-reaching
links of trade, aid and diplomacy, Canada is
more exposed than most nations to develop-
ments taking place in the world. While we
Canadians are highly vulnerable to adverse
impacts, both direct and indirect, we are also
in a favourable position, in many ways, to seize
opportunities as they arise.

While we cannot know with any certainty how
they will act and interact in the years ahead,
we have sought in our Report to identify some
of the major underlying factors and forces at
play around the world in order to anticipate what
problems they may create, and what choices they
may require of us as Canadians. In particular,
our analysis focused on five separate but interre-
lated aspects of global development: the human
environment, especially as it involves population
growth; the natural environment, including the
availability of essential resources and the quality
of our ecological system; the knowledge envir-
onment and the dramatic transformation being
wrought by scientific and technological change;
the economic environment; and the geo-political
environment.

Of all of the dynamic elements that will play
a part in shaping global development in the
future, the most prominent is the massive growth
in the world’s population which, the World Bank
has projected, will nearly double, increasing
from 4.4 billion in 1980 to 8.3 billion in 2025.
While the implications of this prospective devel-
opment are far from clear, it is evident that it

will present far-reaching challenges nationally
and internationally.

The explosive growth of population that has
been forecast will put enormous pressure on
many of the earth’s essential resources such as
food, water, energy and industrial raw materials.
For the most part, it appears that our planet
has the physical resources to meet the prospec-
tive demands of the world as a whole. Critical
problems are likely to develop, however, because
of the grossly uneven distribution of resources
and of the variable capacity to harness them
for the benefit of humankind. To avoid the
occurrence of crippling shortages of various
kinds will often require a combination of pol-
itical will, international co-operation, adequate
economic incentives, and the implementation of
new techniques and technologies in both devel-
oped and developing countries.

In our drive to provide the resources necessary
to nurture and maintain a rapidly growing
population, there is considerable danger that we
will contribute even further to the already exten-
sive deterioration proceeding in the air, the
water, and the land of the life forms that are
the essential elements of our interdependent
environmental system. Even now acid rain poses
a critical threat throughout the northern hemi-
sphere. The degradation of agricultural lands
in both developed and developing countries as
a result of abuse and over-use is becoming an
increasingly serious problem, a problem that is
compounded in some areas of the world by the
destruction of tropical forests. If the predictions
of some scientists are correct, the impending
warming of the globe as a result of the “green-
house effect” caused by the build-up of carbon
dioxide in the atmosphere could have incalcul-
ably detrimental consequences for all nations.

The present onward rush of science and
technology clearly has major global implica-
tions. There are those who believe that the
current knowledge explosion has already pro-
vided the impetus for the onset of a third
industrial revolution that will contribute much
to human progress, but there are also those who
fear that this explosion will generate substantial
problems of its own. In a highly uncertain world,
we can be certain of little more than the pressing
necessity that will confront us to stand ready
to adapt to the changes consequent on scientific
and technological advances.

The continuing post-Second World War trend
toward growing global economic interdepen-
dence as seen in flows of trade, investment,
financial resources and technology is another
development that has substantial, if uncertain,



implications for the future. The liberal and
multilateral international economic system put
in place during the early post-war years has
experienced growing strains as a result of a
number of factors. These include the increasing
competitive pressures created by the newly indus-
trializing countries, the generalized decline in
productivity growth, distortions created by the
sharp increase in world oil prices in the 1970s,
and the associated problems they helped to
generate directly or indirectly in terms of the
massive debt burden of many developing coun-
tries and the massive unemployment that con-
tinues to prevail in many of the industrialized
nations, despite slow recovery from severe reces-
sion earlier in the 1980s. Many of these strains
will continue to be with us for some time.

Finally, our Report examines political, eco-
nomic and social trends of certain major coun-
tries—the United States, the Soviet Union, China
and Japan—and collective groups such as West-
ern European countries and nations making up
the less-developed world. We examine these
trends in an effort to obtain some further insight
into the ways in which they might affect future
global developments.

In examining the state of world affairs, we
have observed two very distinct developments
which, when taken together, are cause for some
concern. As we have noted, the world has
become increasingly interdependent economi-
cally, environmentally and socially; as a result,
we share increasingly similar problems and
opportunities as global citizens. At the same
time, however, our collective political will and
the international institutional machinery through
which we exercise it has not kept pace with
this growing interdependence. While we have
not reached the stage where this shortcoming
is a matter for alarm, it is one that should be
recognized and corrected so that nations acting
together may develop the capacity to balance
altruism and self-interest in matters of interna-
tional concern.

The very breadth and depth of Canada’s
involvement in world affairs appears to impose
on us a special responsibility as a nation to
contribute to a resolution of some of the more
critical global problems that will arise in the
years ahead. This view is based on our deep
belief that the major problems facing the global
community are rooted in social, political and
institutional structures, values and norms.

Part of Canada’s contribution might be made
in material form and by way of education,
training and technology. Conceivably, however,
we could play an even more important role as

a catalyst in bringing together other nations to
work in concert for the resolution of global
challenges and problems. Our capacity to con-
tribute to the resolution of global problems as
well as to pursue our own direct interests has
grown, and Canadians should be more fully
aware of our status as a “principal power”
among the nations of the world.

As Commissioners stressed at the beginning
of this section, and as we reiterate now, we can
at best perceive only dimly how the future will
unfold. It is crucially important, however, that
Canadians should carefully search out the prim-
ary forces in play around the world, constantly
monitor their action and interaction, and stand
ready to respond, as circumstances require,
either alone or in co-operation with other
nations. While many future developments
abroad will certainly have a direct effect on our
nation, in many instances we may well have
greater cause for concern about the indirect
consequences for us of events in other countries.

This Commission underlines the importance
of recognizing five critical features of the global
system:

e The degree of interdependence will continue
to increase in the foreseeable future, causing
the domestic policies of any one country to
be significantly affected and, in some instan-
ces, dominated by global forces and the
policies of larger countries.

e While the eradication of poverty and famine
is within the grasp of most developed nations
and certainly of Canada, it is not even on
the horizon for most of the world’s peoples.

e The physical, economic and political global
environment pose such significant dangers
and challenges that people of all nations find
the increase of their well-being at risk.

e The principal limits to growth are not phys-
ical, but political, social and institutional. The
major challenge thus lies in the fruit of
technological and institutional ingenuity.

e Global interdependence demands that
national decisions be based on long-term
goals and be made in the broadest possible
context.

We Commissioners urge that the fundamental
global priority within the context of peaceful
co-existence become the general increase of the
well-being of all nations and peoples, and the
urgent eradication of malnutrition and starva-
tion. Given the high degree of global uncertainty
that this Commission has identified, it is impor-
tant that Canadians understand both the priv-



ileged position we occupy on this planet and
the human imperative this advantage places on
Canada to provide leadership in those areas of
critical concern to the world where our nation
has a capacity to provide that leadership. Com-
missioners recommend that as a matter of high
priority, Canada pursue a more activist foreign
policy based on the concept that Canada now
occupies a more responsible position as one of
the world’s principal powers. Combining human-
itarian and pragmatic interests, Canada should:

* Seek to broaden Canadian and world under-
standing of the meaning of interdependence
and the hazards and opportunities which
confront civilization. This approach includes
giving higher priority to issues relating to the

natural environment and, especially, to the
implications for global well-being of the
continuing population explosion.

¢ Vigorously support reform of the multilateral
system represented by the United Nations and
its specialized agencies to bring the institu-
tional machinery into line with the problems
and opportunities of the future.

e Pursue bilateral and regional initiatives where
these are appropriate and essentially
outward-looking in a multilateral context.

This Commission has reviewed the broad
sweep of global interdependence in an effort
to identify those areas where Canadians will be
offered both challenges and opportunities over
the next quarter century.
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Opportunities in an
Open World

Rapid growth of imports from the developing
countries, a changing trade-policy environment,
and new forms of protection adopted by our
trading partners imperil Canadian jobs. By con-
trast, growth and technical progress abroad offer
us new export opportunities and chances to
benefit from access to cheaper and higher-
quality products than we can produce. The
challenge is one of change, adaptation and
adjustment; the opportunities may be unlimited.
These developments, however, impose difficult
choices on Canadians.

We Commissioners have frequently been
reminded, in the course of our task, that Can-
ada’s domestic economy is largely defined by
its relationship to the wider global economic
system. Canada’s last Royal Commission on
economic prospects captured this point in 1957:

Something of Canada’s essence is defined
by its external relations. Much of its eco-
nomic structure can be explained only in
terms of its external trade . . .

The ships loading lumber on Vancouver
Island or aluminum ingots on the Saguenay
are reminders of how deeply our material
well-being is involved in the prosperity of
other countries, even outside the boundaries
of North America.

Canada’s economic development, then, as well
as our government’s economic development
policies, are significantly affected by conditions
beyond our borders. As a relatively small,
“open” economy, Canada is particularly vulner-
able to outside influences on its trade and
economic performance. In order to foster sta-
bility and predictability in some of these external
forces, successive Canadian governments have
sought to develop formal rules for conducting
relationships with our trading partners. The
pursuit of this objective has always involved a
basic problem: How are we to reconcile con-
flicting priorities among national objectives and
the requirements of a stable international eco-
nomic system? To resolve inherent conflicts has
required a continual process of negotiation and

compromise at both the domestic and the inter-
national level. Governments have often had to
adjust and put to positive use the constant tension
between the forces of economic protection and
trade liberalization.

For almost forty years, Canada has pursued
a largely multilateral approach to its foreign
economic policy; indeed, we have been one of
the strongest supporters of the multilateral sys-
tem centred on the GATT and the International
Monetary Fund. This approach proved the most
effective way to secure and improve access for
our products and to instil order, stability and
predictability into that process. Even on the
import side, we have found that we must nego-
tiate multilaterally to open our own market, in
exchange for access to foreign markets. Mul-
tilateral negotiation has proved a useful tool of
industrial policy and has allowed for orderly
adjustment of the economy through foreign
competition.

To a great extent, Canadian trade policy has
been, and will continue to be, developed as a
compromise addressing the business objective
of securing improved access to foreign markets,
the economic need to promote efficiency and
competitiveness in the domestic economy, and
the political need to maintain our sovereignty
and freedom of action. The international trade
and payments system largely determines the
design and use of particular policy instruments.
For Canadian producers and investors, there are
several tests of this international system. Can
our government successfully improve market
access for those sectors where Canadian pro-
duction is, or can be, competitive in world
markets? Will it maintain the access currently
available to Canadian producers? Will it protect
producers from unfair or injurious foreign com-
petition? Because private sector investment is
necessary for economic growth and job creation,
Canadian producers need to be confident that
their access is secure, and that foreign govern-
ments will not move to frustrate their efforts
to market Canadian goods abroad.

The multilateral system of rules is intended
to facilitate decisions favouring adjustment and
to penalize decisions favouring protection, but
it needs political will to make it work. Between
1973 and 1979, the Tokyo Round of trade
negotiations provided a framework for organ-
izing political will. The negotiators sought to
reduce trade barriers and to move the ongoing
management of trade relations in the direction
of freer trade. For the past six years, however,
there has been no such framework.

A new round of GATT negotiations may be



initiated to concentrate on elaborating world-
trade law and removing remaining barriers to
world trade, and to provide a basis for organizing
political will to resist protection. The results of
any future GATT negotiation are not certain,
however, nor are they just around the corner.
A new round of negotiations requires complex
co-ordination and revolves largely around the
interests of three or four players: the United
States, the European Community (EC), the less-
developed countries (LDCs) as a group, and,
perhaps, Japan. Canada can make an important
contribution, but it cannot control either the
agenda or the outcome. Even to influence the
outcome requires adroit negotiators. The Com-
munity is reluctant to come to the table. The
U.S. excutive is eager, but as yet Congress has
provided no negotiating authority. The LDCs are
willing, but insist on some problematic pre-
conditions and do not agree on the agenda. Japan
is willing, but largely because a new round would
facilitate management of its trade relations with
the United States and the European Community.

Canada’s economic growth is critically
dependent on secure access to foreign markets.
Our most important market is the United States,
which now takes up to three-quarters of our
exports. More, better and more secure access
to the U.S. market represents a basic require-
ment, while denial of that access is an ever-
present hazard. We are extremely vulnerable to
any strengthening of U.S. protectionism. Early
bilateral negotiations with the United States
could provide opportunities for the two countries
to negotiate reduction or elimination of tariff
and other barriers to cross-border trade, at a
pace and on a scale unlikely to be achieved
multilaterally in a further GATT round. Such
negotiations could also be used to win agreement
on rules designed to deal with special or unique
problems affecting cross-border trade; they
would provide a more secure shield against a
U.S. policy of protection.

Existing barriers to trade, including tariffs, are
real. The rosy expectation of 80 per cent duty-
free trade by 1987 masks the fact that trade
takes place through “holes” in the tariff barrier.
While a tariff of 5 to 10 per cent may not prevent
trade, it will deter investment beyond that neces-
sary to service the Canadian market. Futher-
more, non-tariff barriers, especially those that
take the form of contingent protection, are most
effective in denying exporters the kind of secur-
ity that provides the incentive for large-scale,
job-creating investment. On the Canadian side,
our tariff remains significant; while it doubtless
protects producers, it also raises costs to con-
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sumers and producers, and thus retards devel-
opment of a more competitive economy.
Successive rounds of GATT negotiations have
traditionally provided Canada and the United
States with their main opportunities to liberalize
trade. Future negotiations could well offer new
oportunities to liberalize and secure Canada-
U.S. bilateral trade. Such negotiations, however,
are unlikely to take place soon enough or to
be thorough enough or provide the kind of
environment that Canadian producers will need
by the end of the present decade and beyond.
We need, therefore, to engage the United States
more directly in bilateral free-trade negotiations.
After reviewing the various elements required
to develop an effective new framework for
Canada-U.S. free trade, we Commissioners have
concluded that a successful agreement would:

e Establish a free-trade area, rather than a
customs union or a common market.

¢ Be a broad agreement, covering substantially
all trade between the two countries, rather
than a collection of sectoral agreements.

e Allow for the exclusion of some sectors from
its coverage.

e Be consistent with Canada’s continued par-
ticipation in GATT.

o Apply to tariffs, contingency protection and
other forms of non-tariff barriers.

e Gradually eliminate tariffs over a period of
several years. In recognition of its relatively
greater effect on the Canadian economy,
allow for a longer phase-in period of elim-
ination of the Canadian tariff than of the U.S.
tariff.

e Neutralize or reduce non-tariff barriers by
means of common procedures and control
them by codes of conduct.

e Establish a joint tribunal, subject to appellate
review by a bi-national Committee of Min-
isters, to decide on and implement these codes
of conduct.

¢ Provide for mutually acceptable measures of
transitional adjustment assistance and
safeguards.

¢ Include effective dispute-settlement proce-
dures applicable to the proper interpretation
of the agreement, whereby national politi-
cians would mutually reach decisions. Stip-
ulate compulsory arbitration by a neutral
panel as a procedure of last resort.

e Be guaranteed by national laws.

e Provide adequate room to encompass pro-
vincial and state interests.



A bilateral agreement constructed along these
lines would make our manufacturing sector
competitive by encouraging a process of res-
tructuring, rationalization and expansion of Can-
adian industry to serve the North American
market and, from that base, to penetrate overseas
markets. It would also increase the security of
our access to our most important market, a
condition that the relatively small domestic
Canadian market makes essential for economic
growth and new investment. Finally, it would
improve and expand the access we now enjoy
to the U.S. market and thus allow Canadian
industries presently shut out of that market to
grow and invest with renewed confidence. Over-
all, such an arrangement would make Canadians
richer. On the basis of analyses made for this
Commission, we are prepared to say that it
would increase our national income by a pro-
portion in the order of 3 to 8 per cent. This
Commission has concluded that increases in
employment are more likely to come from new
investment than from the protection of existing
jobs by means of trade restrictions. According
to surveys conducted by the Canadian Manu-
facturers’ Association, its membership expects
that expansions stimulated by free trade will
significantly exceed contractions. Workers will
also benefit from higher real wages made pos-
sible by a more productive and affluent
economy.

In Commissioners’ view, all regions of Can-
ada would benefit from free trade with the
United States. In addition, the adoption of a
bilateral free-trade arrangement would remove
the historic grievance of Western and Eastern
Canada that, in their opinion, maintenance of
protection for secondary manufacturing indus-
tries favours Central Canada. While some
foreign-owned subsidiaries would undoubtedly
withdraw from Canada following a Canadian
commitment to free trade with the United States,
some are doing so now as a consequence of
lack of assured access to Canada’s largest export
market. Assured access to the U.S. market
would, on balance, lead to a significant net
increase in investment in Canada. With the
abolition of non-tariff barriers, our resource-
based sectors in every region would become
major beneficiaries of freer Canada-U.S. trade.

Despite this prospect, a bilateral free-trade
agreement would not operate without cost. The
new circumstances would inevitably require
adjustment, but that is an ongoing process which
will affect Canadians whether we move to free
trade or not. Again, on the basis of Commission
studies, we are confident that the long-term

gains will be many times greater than the short-
term adjustment costs. Such costs, moreover, can
be cushioned by the introduction of appropriate
measures to provide transitional adjustment
assistance.

Finally, our review of the political consequen-
ces of a move toward free trade has convinced
Commissioners that even in this area of national
life, benefits would accrue. Free trade would
strengthen Canada’s economic fabric; it would
reduce regional differences relating to the con-
duct of trade and industrial policy; and it would
contribute to our growing sense of national
confidence. There are, however, risks to the
distinctive characteristics of Canada’s political
culture, and these cannot be dismissed lightly.
They will require deliberate policy and program
responses to strengthen our independence in a
variety of ways. For example, adverse conse-
quences could be managed by the deliberate
pursuit of policies to strengthen cultural and
other aspects of Canadian identity. Our govern-
ment should also strengthen the objectives and
administration of our foreign policy to reflect
a more activist internationalist stance to the
world community.

The pursuit of Canada-U.S. free trade is not
at odds with efforts to strengthen and improve
the existing framework of multilateral trade.
Rather, Commissioners see it as a complemen-
tary approach, involving concentration of our
efforts and scarce resources on our most impor-
tant market. We see multilateral and bilateral
negotiations proceeding in parallel. In our view,
to take such a two-tiered approach would be
the best way to ensure that Canadian industry
will win sufficient access to foreign markets to
invest and grow with confidence. At the same
time, it allows us to open our market in an
orderly fashion and thus ensure that trade policy
would do its part to encourage the development
of a more competitive and more productive
economy.

Negotiations leading to freer trade, whether
pursued bilaterally or multilaterally, will be of
little use, however, if they are not supported by
the right domestic policies. Our support for freer
trade, therefore, depends in no small way on
the recommendations that Commissioners
develop later in this Report. These recommen-
dations should contribute to strengthening the
competitiveness and productivity of Canada’s
domestic economy. Trade policy alone will not
be enough.

Commissioners, like others who have
enquired into Canada’s relations with develop-
ing countries, see a need for Canada to take
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more positive action to help these countries
through aid and trade measures. We have
reached this conclusion not only on humani-
tarian grounds, but also on the basis of our
perception of Canada’s own interest. Develop-
ment of stronger links with these countries
through aid and trade will pay dividends to future
generations of Canadians, by contributing to a
more stable world environment and by nurturing
future trading partners.

Having carefully considered the analyses pres-
ented in the Report and our conclusions sum-
marized briefly above, Commissioners make the
following recommendations.

General

s Canadians have benefited from and contrib-
uted to the multilateral system of trade and
payments developed primarily in the last 40
years, and we should continue to support that
system as the mainstay of our foreign eco-
nomic policy. Canada is sufficiently strong
and independent, however, to pursue bilateral
intitiatives, including better economic rela-
tions with the United States, within the frame-
work of multilateral relations.

s Canadian import policy in general should be
based on a recognition of its costs to con-
sumers and the costs of delaying adjustment.
Canada should minimize any new protection,
reduce protection gradually as part of bilateral
or multilateral negotiations, and accelerate
adjustment processes.

= Export promotion should be pursued aggres-
sively and with greater reliance on private
sector mechanisms, but the degree of subsid-
ization this might involve should lie within
internationally accepted rules and practices.

International Trade
= International trade is the life-blood of the

Canadian economy. It is a major contributor
to Canadian growth, jobs and real incomes.
In view of the changing nature and patterns
of international trade, Canadians are now
confronted with several options in formulating
trade policy. This Commission has identified
three major approaches, each of which has
several variations. Canada might:

— Maintain its present policy. It might keep
to the level and type of protection currently
in place, but make selective efforts both
to improve access abroad and to protect
Canadian industry on a limited case-by-
case basis.
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— Participate actively in a new round of
multilateral trade negotiations under the
auspices of the GATT, in order to improve
and secure our country’s access to foreign
markets, to open up our own market, and
to strengthen the legal framework for inter-
national trade.

— In addition to taking the initiative for the
elimination of trade barriers at the mul-
tilateral level, open negotiations with the
Government of the United States to reach
an agreement on a substantial reduction
of trade barriers, tariff and non-tariff,
between Canada and the United States.

This Commission rejects any generalized
move toward greater economic protection or
toward import substitution as a general policy
to insulate Canadian producers from the inter-
national economy. This approach, while per-
haps the most comfortable in the short term,
would lead, in the longer term, to major
inefficiencies in the operation of the national
economy, and a loss of jobs and lower
incomes; it would also contribute to erosion
of the multilateral system. In our view, a policy
of maintaining the status quo would carry the
serious risk of taking Canada backwards to
a more protectionist position.

Commissioners recommend that multilateral

trade negotiations under the GATT remain a

central theme of Canadian trade policy; thus

Canada should move quickly to define its

objectives for the forthcoming round. The

GATT has served Canada well, and our

nation’s participation in further strengthening

this international system of co-operation is

a general insurance policy for the future.

Broadly stated, Canada’s objectives should

include:

— A more ordered world trading environ-
ment: that is, sufficiently stable, predictable
and transparent international trade rela-
tions to instill a degree of business con-
fidence that will lead to job-creating
investment

— More secure access to our major markets,
particularly the U.S. market

— Improved opportunity for the further pro-
cessing of our natural resources before
export, by reducing foreign barriers to
manufactured goods

— Improved access and trading conditions for
agricultural and fishery products

— An improved framework of international
rules which will encourage orderly adjust-
ment in the Canadian economy.



m Commissioners recommend that the Govern-

ment of Canada, at the same time it under-
takes an initiative at the multilateral level to
eliminate trade barriers, also open negotia-
tions with the Government of the United
States to reach agreement on a substantial
reduction of barriers, tariff and non-tariff,
between Canada and the United States. Such
an agreement would have to stand within the
terms of Article XXIV of the GATT, and it
would provide for a reduction of barriers
between the two countries, but would leave
each country with freedom of action to main-
tain separate trading policies with other eco-
nomic partners. We do not recommend a more
intensive arrangement such as a common
market or an economic union, where even
closer integration would take place between
these two economies.

Commissioners recommend that Canada
negotiate a legal arrangement with the United
States which incorporates strong safeguards
to limit spill-over from the arrangement and
thus protects substantive policies, such as
those pertaining to culture and defence, which
are functionally unrelated to trade in goods
and services. Indeed, a policy that creates no
linkage should be explicitly confirmed in the
agreement. We recommend that the Govern-
ment of Canada pursue a more aggressive
policy of support for indigenous cultural
expression as a concomitant of a bilateral
trade initiative.

Commissioners recommend that this legal

arrangement attempt to regulate three general

types of barriers which currently restrict trade
between the two countries. We recommend
that:

— Tariffs be phased down to zero over a
period of perhaps ten years. To this end,
effective rules of origin must be developed.

— An approach be developed to use measures
of contingent protection as follows:

— For measures governing “fair” trade
(such as safeguard action) and “unfair”
trading practices (such as anti-dumping
and countervailing-duty proceedings),
enforcement would be shifted from
national administrative tribunals to a
new Canada-U.S. intergovernmental
body established under the bilateral
arrangement; this body might be known
as the “Canada-U.S. Trade Commis-
sion”’ (CUSTC).

— Detailed codes of national conduct would
be required to govern resort to other non-

tariff measures such as discriminatory fed-
eral and state-government/procurement
practices, product standards and federal
customs, classification rules and adminis-
trative procedures. Again, these matters
should be subject to review by the CUSTC.

m This Commission holds that a free-trade arran-

gement should incorporate explicit provisions
which reflect the proportionately greater costs
of adjustment that Canadians will face. The
Canadian economy needs more time for
adjustment than does the U.S. economy. We
therefore recommend a two-track approach
to phasing in the tariff cuts, to allow U.S. rates
of duty generally to be reduced either at a
faster rate or earlier than Canadian tariffs.
The Canadian government should quickly
develop strategies for adjustment which are
compatible with the framework of adjustment
assistance proposed in Part V of this Report,
that is, the new Transitional Adjustment Assist-
ance Program (TAAP). The emphasis of
government programs should be on assisting
workers to adjust to new employment oppor-
tunities. In addition, a reoriented industrial
policy, as set out in Part III, will encourage
the flexibility and growth orientation required
by a freer-trade environment.

This Commission recommends that the
Government of Canada urge the Government
of the United States to implement the free-
trade arrangement by amending U.S. federal
and, if necessary, state legislation to conform
to the arrangement, and that they do so under
a “fast-track” procedure which would require
Congress to pass implementing legislation
within 90 days of the President’s formal
declaration that he intends to sign an inter-
national agreement binding the United States.
We also recommend, however, that a formal
treaty eventually be struck once both govern-
ments have had sufficient experience with the
arrangement.

This Commission recommends that negoti-
ations in Canada proceed on the basis of
broadly based, federal-provincial consensus,
and that provinces be prepared to give legis-
lative assent to the provisions of the arran-
gement, in keeping with the close consultation
that will be required to achieve federal-
provincial consensus. We also recommend
that in the longer term, Canadian govern-
ments establish a federal-provincial constitu-
tional procedure: sections of the treaty that
impose obligations on provinces would come
into effect across Canada when two-thirds of
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the provincial legislatures, representing at
least half of Canada’s population, passed
resolutions in support of the treaty.

m This Commission recommends the formation
of a three-tiered Canada-U.S. intergovern-
mental institution to take basic executive and
administrative decisions; to provide technical
staff services; to adjudicate complaints and
hear appeals under the agreement. We further
recommend the institution of the following
mechanisms:

— A committee of national officials at the
ministerial level to be responsible for
the enforcement of the agreement’s
obligations

— A supporting body of officials known as
the “Canada-U.S. Trade Commission”
(CUSTC) to manage non-tariff barriers,
subject to appellate review by the Min-
isterial Committee

— A standing arbitral panel with binding
powers as a board of last resort, to resolve
disputes arising from conflicting interpre-
tations of the agreement. Such a panel
would consist of two Canadians, two Amer-
icans and one neutral member to be chosen
by the members of the panel.

m International trade and industrial policy are

“inextricably linked. In Canada, there is the
added dimension of the cultural and social
implications of these policies. To undertake
successful negotiations on freer trade with the
United States would require an extraordinary
management effort by the Government of
Canada. We Commissioners, while making
no specific recommendation on how best to
prepare the way for such negotiations, wish
to express concern that the current federal
departmental structure does not appear to
provide the degree of integration required to
carry out a major negotiation of this kind.
It may be that an Office of the Special Trade
Negotiator should be established, and that the
incumbent should report directly to the Prime
Minister.

Development Assistance
m The motives of altruism and long-term

national interest coincide in this Commis-
sion’s recommendations for the adoption of
Canadian objectives relevant to Canada’s
relations with developing countries. In pur-
suing these objectives, Canadians should be
aware that the primary responsibility for devel-
opment rests with the nations in question, and
that although greater international efforts are
required, difficult social and institutional
issues within the developing countries are
often the fundamental impediments to pro-
gress, just as they are in all nations. Com-
missioners recommend:

— An improvement in both the quantity and
the quality of Canada’s aid performance.
Canada should advance to the Lima target
of providing aid in the amount of 0.7 per
cent of GNP, not by 1995, but by 1990,
and aim to achieve aid in the amount of
1 per cent of GNP by the year 2000. The
Canadian government should reduce the
proportion of our aid which is tied, and
to facilitate this reduction, we should rely
more on multilateral than on bilateral aid.

— That Canada work within global institu-
tions to improve the receptivity of these
bodies to proposals helpful to developing
countries. Canada should, for instance,
systematically seek ways to involve devel-
oping countries more fully in a future round
of GATT negotiations.

— That the Canadian government be ready
to consider proposals for mitigating some
of the more harmful effects of the inter-
national debt crisis on developing coun-
tries. Canadians should resist pressures for
economic protection that would apply to
exports from these countries. A more con-
structive and conciliatory approach to
developing countries and their problems
will not only help these countries, but also
yield longer-term dividends for all
countries.

We believe that the implementation of these

recommendations will help to strengthen our
country.
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Y,

Growth and Employment

Canada’s growth and employment prospects
are likely to be mediocre without substantial
changes in government policy in a wide range
of areas.

In many respects, the policy choices open to
Canadians are tightly circumscribed by the
global context. We cannot forge trade policy
in isolation from our major trade partners and
competitors; education and training programs
must coincide with employment opportunities,
which depend to a considerable extent upon
exports and successfully meeting foreign com-
petition for domestic markets; industrial and
natural resource policies must attend to the
productivity and competitiveness of Canadian
enterprise; technological progress largely
derives from breakthroughs abroad, hence
domestic R&D must be networked with inter-
national efforts; and monetary and fiscal policy
must account for the interdependence of Can-
adian economic performance with international
developments, particularly south of the border.
But while Canada’s employment and growth
prospects must necessarily be assessed in a
global context, and domestic policy shaped
accordingly, the outcome is far from determi-
nistic. There is considerable scope within this
global framework for Canada to exercise policy
choices that, if exercised correctly, may mate-
rially improve our growth and employment
prospects.

Most government activity has some bearing
on economic growth and employment. The most
critical policy areas, however, relate to trade,
education and training, management of our
natural resources, industrial development, adjust-
ment to technological change, and regulation
of the overall economy by demand-management
instruments (ie., monetary and fiscal policy).
Decisions respecting each of these areas should,
as far as possible, be mutually complementary
and supportive.

In the absence of major policy changes Can-
ada can expect to experience steady but unspec-
tacular growth. Four independent long-term
projections indicate that Canada’s growth rate

will closely parallel the U.S. rate. Annual real
growth in Canada should average 3 per cent
during the late 1980s, and decline to about 2.5
per cent during the 1990s, in keeping with a
decline in the rate of labour-force growth. The
growth prospects for natural resource-based
production seem weak, especially in mining and
forestry.

This outlook contrasts sharply with the post-
Second World War performance until 1973.
Canada experienced rapid growth in those early
years, comparing favourably with other OECD
countries in terms of employment growth, pro-
ductivity improvement and the control of infla-
tion. After 1973, however, inflation began to
climb rapidly, and productivity growth declined.
Since the 1981-82 recession, unemployment has
been our most serious policy problem.

While long-term projections suggest that Can-
ada’s growth over the next two decades will
exceed that of the past decade, unemployment
is expected to remain at relatively high levels
throughout the 1980s. The continuing high lev-
els reflect the slow recovery in employment from
the devastating effects of the worst recession
since the Great Depression. Also reflected, how-
ever, are structural and institutional features of
our economy. These features, which include
major demographic shifts, a sharp rise in the
participation of women—particularly married
women—in the labour force, rigidities in labour/
management contractual relationships, and com-
prehensive unemployment-insurance benefits,
will make it very difficult to reduce unemploy-
ment, on a sustainable basis, below 6.5 to 8
per cent. Changes in policy direction are needed
to attain even this unemployment range in a
shorter time period than “self-righting” forces
would require. A long-term unemployment goal
of less than 5 per cent is feasible but, in this
Commission’s view, only if Canadians support
the necessary changes in policy and structural
and institutional factors that influence the effi-
cient allocation of resources.

We Commissioners have concluded that the
employment goal should not and need not be
pursued at the expense of technological progress
and improved productivity. The fear that this
progress and productivity will result in still more
unemployment is unfounded. Productivity
growth increases both the supply of output and
real demand to roughly equivalent degrees;
hence there is no substantial conflict with the
employment goal over the longer run. Employ-
ment growth, in fact, appears to be largely
unrelated to productivity growth. A much more
important determinant of employment growth
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is growth of the labour force. The quality of
jobs, however, is tied to productivity perfor-
mance. Increased productivity and technological
change are the keys to longer-term growth in
real income and economic welfare.

This Commission does not advocate maxi-
mum economic growth regardless of its con-
sequences for the distribution of income, employ-
ment security or the quality of our environment.
We Commissioners believe that economic
growth can be strengthened by policy changes
that respect broad social goals. Examination of
the economic and social policies of government
has revealed shortcomings that severely hamper
fuller employment and increased incomes.

These shortcomings also threaten our trade
competitiveness and detract from effective
response to technological innovation. The rapid
pace of technological progress in a number of
fields, together with the emergence of new
international competitors, emphasizes the need
for a highly adaptive economy. While it is
difficult to determine whether or not the overall
pace of technological progress has accelerated,
the increase in the share of gross national
expenditure spent on research and development
in Canada and the United States in recent years
suggests that the international technology race
has intensified.

For Canada to perform at least as well as
its major competitors will require a highly
supportive framework for private sector enter-
prise and astute management of overall eco-
nomic growth. It is these dimensions that are
the subject of Part I of this Commission’s
Report.

Industrial Policy

This Commission calls for a significant realign-
ment of industrial policy in Canada. We Com-
missioners recommend that governments, both
federal and provincial, put greater emphasis on
strengthening Canada’s productivity perfor-
mance and overall competitiveness. Too fre-
quently, industrial policy has intervened against
basic market forces to shore-up declining indus-
tries or firms. Too little attention has been paid
to facilitating adjustment to new realities and
new opportunities.

Canada must strive to ensure the best per-
formance of all sectors of the economy. Our
natural resource wealth is no longer a guarantee
of jobs and rising living standards. The chal-
lenges posed by Japan and newly industrializing
countries, and the attractions of securing access
to the U.S. market by investing there require
that Canadians be much more competitive than
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we are now. Further, technological develop-
ments require a more flexible and adaptive
economy than past practices of government
would produce.

A Market-Oriented Framework

To meet these challenges Canadians must
decide on the general role government ought
to play in industrial policy. Should government
intervene actively in the allocation of human,
capital and natural resources, in an effort to
promote industrial winners and to phase out
industrial losers? This Commission recommends
the rejection of a so-called “targeted approach”
to industrial policy. Governments, federal and
provincial, lack the capacity to orchestrate, let
alone to formulate, an explicit industrial strategy
in the detail that would satisfy the ardent prop-
onents of a strong “hands-on” approach. The
world is just too complex, and the need for
flexibility and adaptability is too great, to bind
the private sector in a strait-jacket, however well
intentioned that “remedy” might be. This blue-
print for industrial policy would reject reliance
on market forces and the private sector as the
engine of growth.

This Commission also rejects, however, the
strict “hands-off”” approach. For several reasons,
government intervention makes sense in selec-
tive cases. Furthermore, while there is little
evidence in Canada or abroad that a targeted
industrial policy is more effective than a market-
oriented policy, other countries will continue to
experiment. Commissioners’ review of foreign
industrial policy discloses a broad range of
policies, but no clear pattern pointing to a
successful mix. Nonetheless, Canada must mon-
itor foreign industrial policies closely and con-
sider strategic ways of strengthening its areas
of comparative advantage. In our judgement,
however, Canada has relied on intervention too
often, too extensively, and in too ad hoc a
fashion. We Commissioners favour a more
market-oriented approach than has been past
practice.

Within a framework of greater reliance on
market forces in allocating resources, this Com-
mission stresses that many government policies
and programs must be realigned to forge a
consistent industrial policy. First and foremost,
government policies and programs should be
reassessed from the point of view of Canada’s
productivity performance and competitive posi-
tion. Industrial policy should fortify incentives
for excellence, for the efficient allocation of
resources, and for adjustment to new economic
realities. Such a policy would produce increases



in real income, fuller employment and the means
to address income distribution.

To improve the productivity of Canada’s
human, capital, and natural resources, and the
competitive position of Canadian industry, indus-
trial policy should emphasize broadly based
support programs that work in tandem with
market forces. Following are the principal ele-
ments of a more market-oriented industrial
policy.

The Promotion of Stable Economic Growth
In order for private enterprise to function effi-
ciently and effectively, it must be supported by
macro-economic measures, including fiscal and
monetary policies, designed to promote steady
growth of output and employment in a context
of relative price stability. In the matter of
industrial policy, this Commission recommends
that as far as possible, governments endeavour
to provide consistency in the overall macro-
economic and micro-economic framework. Fre-
quent changes in tax or other policies can lead
to confusion and uncertainty; a medium- to long-
range perspective should guide the development
of broad framework policies.

A Commitment to Freer Trade

A commitment to freer trade, as we have seen,
should be a key component of Canada’s indus-
trial policy. Increased competition from the
world in general and the United States in par-
ticular would work powerfully to induce Can-
adians to allocate our human, capital and natural
resources in ways that would improve the coun-
try’s productivity.

Canadian governments should adopt policies
designed to help Canadian industries to over-
come the problems and seize the opportunities
deriving from a transition to freer trade.
Moreover, they should take steps to “level the
playing field”: that is, to reduce or remove tax,
regulatory and other obstacles that would unne-
cessarily impede the ability of Canadian com-
panies to meet foreign competition at home and
abroad.

A Commitment to Strengthening Our
Output Capability

A comprehensive set of policies governing the
education, training and mobility of the labour
force, collective bargaining arrangements, and
other similar measures forms an integral part
of industrial policy. These issues are addressed
separately in other Parts of this Report. With
respect to capital, technology and management,
this Commission has drawn the following con-
clusions and recommendations.

Capital Formation

International comparisons suggest that Canada
had a relatively strong investment record during
the 1960s and 1970s and until the 1981-82
recession. However, some recent economic ana-
lyses indicate that the current tax treatment of
savings and investment may result in a capital
stock that is too small. Commissioners suggest
that government examine the effect of the tax
system on savings and capital formation. If
investment does not recover quickly from its
present cyclically weak level, government may
need to induce more investment.

Domestic Research and Development

To achieve effective R&D expenditure is more
important than to reach a target level in relation
to gross national product. To increase the effec-
tiveness of domestic R&D, governments should
consider:

m Ensuring the availability of existing incentives
to all business through some type of refun-
dability of tax losses

m Broadening the definition of R&D while low-
ering the rate of tax subsidy, even though such
a broadening could give rise to administrative
problems

s Ensuring that adequate resources are devoted
to obtaining information about foreign tech-
nological developments and to disseminating
information on technological developments to
domestic industry

» Encouraging excellence by concentrating Can-
adian effort on projects, research and devel-
opment of world-scale value through “net-
working” among experts within Canada, as
well as internationally

m Reducing protection of domestic industry and
encouraging it to be more competitive
internationally.

Technological Acquisition
New technologies are increasingly shared on a
global basis, and the originating country has little
lead time over others to exploit its advantage.
Canada draws extensively from the world pool
of new technologies, partly through investment
in Canada by multi-nationals. New manufac-
turing technologies spread more slowly in Can-
ada than they do in other countries. A potential
solution is to liberalize trade and to reduce the
existing barriers to the flow of equity capital.
Public policy in education and the gathering
and dissemination of information could improve
technological adaptation in Canada. Post-
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secondary institutions should place more empha-
sis on science, engineering and business courses.
Universities should be more active in the com-
mercialization of inventions. The National
Research Council’s initiatives on information
gathering and dissemination could be a model
for other agencies. Technology brokers,
contract-research organizations and think-tanks
have assisted technology acquisition in other
countries. Both the private and public sectors
in Canada should consider more activity of this
nature.

Management and Entrepreneurship
Management and entrepreneurship are compo-
nents of industrial policy that have so far
received too little attention. Canada’s business
schools must be better financed; to warrant this,
business schools must demonstrate that they are
abreast of modern business techniques. Man-
agement would do well to give greater attention
to product design; to accomplish this, it would
do well to follow the lead of other countries
and work more closely with the arts community.
Small business has proved to be a major source
of employment growth and innovation; govern-
ment could better support small business by
improving the equity-investment market and the
access to venture capital, and by reducing prob-
lems associated with government programs.
While small business is a vital source of
entrepreneurship, other sources also require
encouragement. Governments should consider
changing regulations to stimulate equity invest-
ment by financial intermediaries in small and
medium-sized firms, and changing the tax sys-
tem to make equity ownership more attractive.

A Commitment to Supportive

Framework Policies

Another element required to improve Canada’s
economic position is a commitment to frame-
work policies that encourage the private sector
to adapt to change and to allocate efficiently
Canada’s human, capital and natural resources.
Framework policies include tax policy, compe-
tition policy, general regulatory policy, the role
of Crown corporations, foreign investment pol-
icy, and adjustment policy. Commissioners’
recommendations in each of these areas are as
follows.

Tax Policy

We recommend a thorough review of the influ-
ence of the tax system on decisions that dis-
tinguish work and leisure, and consumption,
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savings and investment. Tax policy has a fun-
damental influence on economic and social
choices. The efficiency costs of the tax system
must be better reflected in Canadian tax policy.
In addition, Canadian tax policy must recognize
the fluidity of capital flows.

While this Commission has not reviewed the
tax system in detail, there appears to be merit
to building on recent changes that moved per-
sonal income tax in the direction of a personal
consumption tax. This approach would encour-
age savings and investment and could promote
substantial efficiency gains.

Governments should review non-neutralities
in the corporate-tax structure and consider index-
ing of capital assets for inflation. Alternative
accounting methods of defining the corporate-
tax base, such as the cash-flow approach and
the refundability of negative taxes, are also
worthy of review. Such provisions could replace
fast write-offs of exploration and development
expenses in the resource sectors, and accelerated
capital-cost allowances in the manufacturing
sector. This Commission considers it important
that the disincentives inherent in the tax system
be replaced with measures that will encourage
the efficient allocation of productive resources
and the adoption of new processes, products and
services.

The Regulatory Framework

We Commissioners have identified what we
consider to be a number of shortcomings in
Canada’s regulatory framework: excessive reg-
ulation in certain areas, combined with some
over-lapping jurisdiction and conflict; the grant-
ing of excessive discretion to regulatory author-
ities, which creates uncertainty; lack of consul-
tation about proposed changes within affected
sectors; the obscurity of information about reg-
ulations that has the effect of transferring income
from one group to another.

We Commissioners reject the simplistic
notion that regulation should always be kept
to a minimum. Some current problems, such as
those associated with the environment, can prob-
ably be addressed only through an increase in
regulatory activity. In many other areas, how-
ever, areduction in regulation and a concomitant
increase in competition would substantially
increase economic efficiency. Even where reg-
ulation is necessary, it could often be made
simpler and more responsive to changing
conditions.

We recommend that government undertake
to review and reform the regulatory framework
as a whole. We also recommend:



m Adoption of a “sunset clause” that would
require Parliament to consider periodically
(perhaps every 10 years) whether major reg-
ulatory activities should be continued and, if
so, whether their nature should be revised

m Reducing the discretion of regulators by more
precisely defining their mandates

m Requiring both government and regulatory
bodies to consult those affected about pro-
posed regulatory changes

m Requiring that a report be submitted regularly
to Parliament and the public on the full extent
of all redistribution of costs and income
sanctioned by regulatory provisions.

Competition Policy

Canadian industry appears to have become more
concentrated at the producer level over the past
decade. However, trade liberalization and dereg-
ulation have reduced concentration at the seller
level. Mergers and conglomerates can result in
undue concentrations of economic power; they
can also improve efficiency and competitiveness
internationally. Canada’s competition policy
should better reflect both of these realities.

Commissioners maintain that competition pol-
icy should not be particularly concerned about
mergers and amalgamations in those sectors of
the economy where foreign competition exists.
Such policy should focus, instead, only on those
sectors of the economy that are not exposed
to competition from abroad. The importance of
liberalized trade as a guarantee of competition
cannot be stressed too often. Given the discipline
of international market prices, Canada can
obtain the benefits of scale and of rationalization
without suffering increases in domestic monop-
oly power.

Commissioners urge that Canadian policy be
geared, to the greatest extent possible, to the
reduction or elimination of regulatory and other
barriers to competition, erected by governments.
Parliament should empower the Director of
Investigation of the Combines Investigation Act
to report on all developments that impede com-
petition in Canada.

This Commission has concluded that a mod-
ern nation with an open market economy should
have available to it, under civil law, the means
to prohibit horizontal and vertical mergers that
are contrary to the public interest. Given
increased trade liberalization, the primary area
of concern should be the non-internationally
trading sectors of the economy. Canadian firms
should retain the right to co-operate with one
another in export markets, provided that they

do not reduce domestic competition, and clar-
ification should be offered through advance
rulings.

Merger cases should be considered by a quasi-
judicial tribunal rather than by the courts, so
as to allow for greater discretion in weighing
the benefits and costs associated with each case.
In addition, the criminal provisions of the Com-
bines Investigation Act should be tightened to
restore their effectiveness, which appears to have
been reduced by recent decisions of the Supreme
Court of Canada.

Commissioners also recommend that all large
corporations and groups doing business in Can-
ada—public and private and Canadian and
foreign owned—be required to make public all
information about their operations relevant to
understanding and better managing the
economy.

Crown Corporations and Privatization

The sale of some Crown corporations to the
private sector would be a logical part of dereg-
ulation, since it would enhance competition. We
Commissioners conclude, however, that the
main point at issue is what firms governments
should stop buying. The federal government and
the provinces should resist the tendency toward
nationalization, particularly for the purpose of
bailing out industry.

Both levels of government should reassess the
functions of Crown corporations and mixed
enterprises. If the functions or objectives of a
given Crown corporation could be met more
effectively under other directions, the enterprise
in question should be either phased out or sold
to the private sector. If a Crown corporation
is to be privatized, foreign buyers should not
generally be excluded from bidding for its assets.
Exceptions to this rule include instances where
purchase by a foreign buyer would result in
barriers to entry by other competitors, or where
the industry in question should be reserved for
Canadians. Commissioners recommend that
governments maintain existing Crown corpo-
rations or create new ones only where they serve
as an effective instrument of public policy that
could not be better achieved by other means.

Foreign Investment

We Commissioners advocate relaxation of exist-
ing restrictions on foreign investment, since such
investment is a valuable source of new tech-
nology, managerial “know-how” and entrepre-
neurship. Because of potential conflicts between
foreign ownership and Canadian economic inter-
ests, foreign investment should remain subject
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to some degree of regulation. Commissioners
propose that:

m Foreign take-overs of Canadian companies
involving assets of more than $50 million,
but not new foreign investment, be subject
to review

m Such a review be undertaken by a quasi-
judicial tribunal rather than a single Minister
or the Cabinet to ensure full public disclosure
and accountability; to this end, fast-track
procedures and practices for handling of com-
mercial confidences would need to be
developed

m The review focus on the competitive and
technological conditions surrounding the pro-
posed take-over; the major criterion be the
contribution of the proposed take-over to
increasing the efficiency of the Canadian
economy

m All large Canadian and foreign-controlled
firms in Canada (that is, those with assets
of $50 million or more) be required to disclose
annually information relevant to a proposed
code of conduct

m Canadian directors of foreign-controlled com-
panies be required, under law, to file an annual
report which would accompany the informa-
tional returns required of all large companies,
setting out their corporation’s efforts to pro-
mote the performance objectives identified in
the proposed general code of conduct. Such
a reporting obligation would permit public
scrutiny of the extent to which directors have
discharged their responsibility to reflect Can-
adian interests.

Adjustment Policies

Commissioners emphasize that measures to
assist Canadians to adjust to the unavoidable
ongoing changes under way in our economy
should form an important component of Can-
adian industrial policy. Up to the present,
national policy has often been directed to retard-
ing rather than facilitating the process of change
by various means, including tariffs, quotas and
subsidies designed to sustain hard-pressed firms
and industries.

Commissioners recommend that adjustment
assistance be directed primarily to facilitate the
transition of workers from declining industries
to new industries. On both social and economic
grounds, there are compelling reasons why
government should adopt measures that will
ease the problems of transition and cover a
reasonable share of the costs of adjustment for
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those workers and their families who are caught
up in the process of change. Whenever possible,
adjustment assistance should be provided to
workers rather than to firms. (See Part vV for
specific recommendations.)

Commissioners recommend the institution
both of tougher international agreements and
of mandatory reference to a neutral agency, such
as the Tariff Board, in order to make it more
difficult for governments to resort to protection
of declining industries. By the same token, we
also recommend that it be made more difficult
for governments to resort to the use of firm-
specific subsidies. This step could be taken by
attaching conditions that the recipients increase
their competitiveness, and by requiring the cost-
ing of off-budget subsidies. If firm-specific sub-
sidies are given to firms operating in declining
sectors, the assistance should go to the most
viable, and not the weakest, operations. De-
clining single-industry communities require spe-
cial labour-adjustment assistance.

A Commitment

to Infrastructure-Support Services

This Commission views policies relating to
transportation, communications and infrastruc-
ture generally as vital components of an indus-
trial policy designed to enhance Canada’s pro-
ductivity growth and overall competitiveness.
Commissioners note with concern the shrinking
share of government expenditure devoted to
such infrastructure. We urge both the public and
the private sector to view investment in the
transportation and communications field as a
priority.

While Commissioners recognize that a strong
public role in this field is inevitable, we conclude
that deregulation and a more market-oriented
approach is desirable.

The private sector should be encouraged,
through the tax system and government pro-
grams, to undertake the technological and other
measures necessary to establish a first-rate trans-
portation and communications network across
the country. Canada needs better mechanisms
for accommodating divergent regional invest-
ment policies and regulatory policies that have
national implications.

A Commitment to Strict Guidelines

on Government Intervention

While Commissioners urge that primary
reliance be placed on market forces to direct
the industrial development of the Canadian
economy, there are instances where government
should become directly involved in providing



assistance. Support for generic research and
development is one such case.

Government should provide itself with a clear
set of guidelines to determine the nature of its
intervention at the sectoral or firm level. Given
the difficulty of measuring the costs and benefits
of intervention, Commissioners recommend that
intervention in support of economic activities
be rare. Few cases warrant special attention, and
the burden of proof that such attention is desir-
able should be on those that propose intervention
at the sectoral or firm level. A strict limit on
the funds budgeted for intervention is essential.
Intervention should be undertaken only where
there is clear evidence of market failure, or in
industries that exhibit substantial economies of
scale, or where high risk and large size make
it difficult for market forces to operate ade-
quately. Where these circumstances prevail, the
following guidelines should apply:

m The benefits of intervention must demonstra-
bly exceed its costs.

m If efficiency is not the overriding objective,
the objective should be achieved at the least
cost.

m There must be sufficient consultation with
business and labour to ensure that the chosen
means of intervention are appropriate.

m International obligations must not be
jeopardized.

A Commitment to Strengthening

the Economic Union

A commitment to a strengthened economic
union is a vital element of a healthy Canadian
economy. It is also a logical component of
industrial policy. Barriers to the free flow of
labour, capital goods and services should be
minimized, and federal/provincial policies
should be harmonized. Part VI proffers this Com-
mission’s recommendations for strengthening
the economic union.

We Commissioners strongly recommend an
integrated industrial policy for Canada. By ele-
vating the strategic objectives of productivity
growth and competitiveness, and by weaving
together the many components of government
policy, including trade policy, which bear upon
those objectives, Canada could greatly improve
its output, employment and income prospects.

Management of Overall

Economic Activity

Canada’s long-term growth and employment
prospects will also be strongly influenced by the
ways in which monetary, fiscal and other

demand-management/related policies are app-
lied. The 1981-82 recession and the events
leading up to it have been a salutory, if bitter,
lesson. The longer a country delays action to
halt inflation, the more entrenched that inflation
becomes. And the more entrenched it becomes,
the harder it is finally to call a halt. We must
learn from this experience what the limitations
of demand-management policy are, and we must
seek other ways of moderating the vagaries of
the business cycle so as to avoid the harshness
of unemployment and business failure or the
hardships of rapid inflation. Monetary policy,
if restrictive enough, can help to control infla-
tion, but as the 1981-82 recession has shown,
the consequences for employment and private
enterprise are severe.

In tracing the evolution of demand-
management policy since the Second World
War, Commissioners note the growing sophis-
tication and understanding of the way that the
world economy functions. A number of devel-
opments have been particularly striking:

e The landmark contribution in 1936 of John
Maynard Keynes greatly encouraged Western
governments to intervene on a regular basis
in an effort to restrain or stimulate the overall
level of spending in the ecomony. In this way,
they sought both to provide full employment
and to minimize inflation.

¢ Gradually, however, Western governments
came to recognize that monetary and fiscal
policy measures for regulating aggregate
demand were less sure in their results than
originally believed. Both types of measures
involved critical time lags before their full
impacts made themselves felt. Moreover,
forecasting economic developments proved
to be very imprecise activity, casting doubt
on the wisdom of attempting to correct any
but major excesses or shortfalls in the growth
of demand for the economy’s output.

¢ In addition, the public’s growing understand-
ing of the possible consequences of external
economic developments and of the govern-
ment’s monetary and fiscal policies gave rise
to public expectations that further compli-
cated demand management. In these circum-
stances, some economists concluded that
government has only very limited ability to
influence real aggregate demand because the
general public anticipates the results of
changes in policy and rapidly adjusts wage
and price levels accordingly. Such economists
considered that the most sensible policy
course was to set monetary policy (and pos-
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sibly fiscal policy) according to some fixed
rule. Growth in the money supply, for
instance, would be fixed at some predeter-
mined level that would facilitate real output
growth while maintaining stable prices.

Growing interdependence among world econ-
omies has eroded the independence of
national demand-management policy. A high
share of our output is traded abroad, and,
hence, employment and income stability in
Canada depends substantially on events
beyond our control. More than a quarter of
our national income is directly generated
from foreign sales, some 75 per cent of which
derive from exports to the United States.
Furthermore, capital-investment markets
now operate much more openly and quickly
than they did in the 1940s and 1950s. Unless
extreme intervention is exercised, real interest
rates in Canada are essentially determined,
in the longer run, in world capital markets,
where the United States plays a dominant role.

Finally, a combination of demographic, social
and institutional developments have caused
the target of full employment to be substan-
tially modified. When the Economic Council
of Canada first reported some twenty years
ago, the full-employment target was recom-
mended to consist of 3 per cent unemploy-
ment. Hindsight shows, however, that the
realistic target even then was possibly in the
4 per cent to 5 per cent range. Now, however,
the level of unemployment consistent with
price stability is estimated to be in the 6.5
to 8 per cent range. It is this range which
sets a limit to how much demand-
management policy, as distinct from struc-
tural changes, can achieve. To attempt to
pump up demand to lower unemployment
below this range without making structural
changes would simply generate inflationary
pressures and afford no lasting employment
gains. More young people in the work-force,
greater participation by women in the labour
market, two-breadwinner households,
minimum-wage laws, the nature of wage
settlements, and more generous
unemployment-insurance provisions have
contributed to the increase in this non-
accelerating inflation rate of unemployment
(NAIRU). A permanent reduction in such
“structural” unemployment would require the
sort of structural changes that we have pro-
posed elsewhere, such as freer trade, labour-
market adjustments, and new mechanisms for
labour-management relations.

Long-range projections indicate that on the basis
of pre-1985 budget policies, unemployment
would decline only slowly to 9.7 per cent by
the late 1980s and to 7.5 per cent by the late
1990s. The current rate of unemployment (about
11 per cent) is well above the rate consistent
with stable inflation. This unacceptably high rate
is the result of an insufficiency of total demand
relative to total supply. Impediments to reducing
the current rate of unemployment by even 3
to 4 percentage points are the large federal
government deficit, the high real current rates
of interest, and the extraordinarily complex role
played by expectations of inflation.

We Commissioners recommend that policies
be initiated to reduce both the structural com-
ponent of unemployment and the cyclical com-
ponent of unemployment. A combined approach
should allow for sustained employment levels
whereby, on average, some 95 per cent of the
labour force would be employed. The structural
measures, elaborated in Part v, include changes
to the unemployment-insurance program,
reforms in education and training programs, a
major $4 billion Transitional Adjustment Assist-
ance Program (TAAP), and a Universal Income
Security Program (UISP). Measures to address
the cyclical component of unemployment
include a change in the mix of monetary and
fiscal policies, acceleration of projects to provide
or strengthen public infrastructure, and possible
application of an incomes policy to forestall
inflationary pressures. Long-run stabilization
measures include making wages and prices more
sensitive to prevailing economic conditions.
These cyclical or stabilization measures are
detailed in the following conclusions and
recommendations.

General Guidelines for Stabilization Policy
We Commissioners recommend that the federal
government should, as a general rule, use sta-
bilization policy to achieve non-inflationary
growth in demand in the medium term, while
preserving automatic fiscal stabilizers. We rec-
ognize the considerable disagreement among
economists about the strength of the self-
righting forces that tend to drive unemployment
to its natural or full-employment level. We
believe, however, that discretionary stimulus or
restraint can help to restrain these forces in
periods of major extended divergence in demand
from a non-inflationary growth path. Neverthe-
less, we Canadians must acknowledge that the
influence we can hope to have on real demand
in our economy is short term and rather limited
in scope. Global interdependence, especially in



capital markets, limits the degree to which policy
can insulate an open economy such as Canada’s
from foreign developments.

While Commissioners recognize that adher-
ence to a steady monetary-growth guideline can
help to ensure that a stable non-inflationary
environment will be maintained, shifts in the
demand for money during the past few years
have made this approach difficult to apply.
Furthermore, such an approach may lessen
governments’ ability to adjust the mix of mone-
tary and fiscal policy in order to balance con-
sumption and investment, and to balance the
sectors of the economy that are strongly influ-
enced by the exchange rate with the sectors that
are not.

As a compromise solution, the government
could relate demand-management/policy
targets to the growth of nominal gross national
product (GNP). This policy would require a
willingness to adjust both monetary-growth
targets to nominal GNP, in the event of significant
shifts relating to the money supply, and mone-
tary and/or fiscal policy, in the event of severe
prolonged departures of nominal GNP from a
steady growth path. Commissioners recommend
that the joint setting of monetary and fiscal
policy be consistent with non-inflationary
growth of nominal demand.

To preserve independence in domestic policy
for Canadian authorities, this Commission
recommends a flexible exchange rate. We do
not recommend exchange controls or an
interest-equalization tax to control capital out-
flows. Maintenance of a flexible exchange rate
will permit a “made-in-Canada” inflation target,
but beyond this, government should look to the
structure of the economy for ways of modifying
short-run swings in aggregate demand.

Adjusting for Inflation

We Commissioners have also considered poten-
tial adjustments to lessen the distortions and
damage that any continuing inflation imposes.
We share what seems to be a general preference
that has emerged over the last few years to opt
for a low and stable rate of inflation, rather than
for structural adjustments that would make it
easier to live with inflation.

Despite the preceding conclusion, Commis-
sioners believe that serious consideration should
be given to indexation of financial assets,
accounting systems and tax systems. To adjust
the tax system to take inflation into account
would improve its neutrality in general and
lessen the incentive to rely on debt financing
in particular.

The Role of Incomes Policies

In Commissioners’ judgement, permanent wage
and price controls or even a permanent tax-
based incomes policy would probably not prove
acceptable to Canadians and would not be
consistent with our general approach of prom-
oting a flexible, adaptable and growth-oriented
economy.

We do, however, recommend the temporary
use of controls or incentive-based incomes pol-
icies if Canada needs to reduce inflation again.
Such temporary controls should be the subject
of negotiation with business and labour groups.

We Commissioners believe that a formal
voluntary incomes policy, which would involve
commitments to respect common guidelines for
wage increases and for price or profit patterns,
will be difficult to achieve, given the structure
of labour and product markets in Canada.

We recommend, however, continued informal
and formal consultation on a broad range of
economic issues, and increased openness about
the bases of economic policy formation. Such
an approach might assist public understanding
and encourage realistic attitudes about wages
and prices. It might also contribute to lower
unemployment.

Control of the Federal Deficit
We Commissioners share the widespread con-
cern about the size of the federal government’s
deficit. We realize that if the government does
not reduce the current structural deficit, it will
have to increase taxes just to pay interest costs
and will find its flexibility seriously constrained.
To stabilize or decrease the debt/GNP ratio, it
will need to reduce the deficit from what it would
otherwise be by about 1.5 per cent of GNP, which
would be equivalent to $10 billion by 1990-91.
We recommend a strategy of gradual deficit
reduction, given the current prospect of slow
recovery. The practice of laying out an explicit
medium-term fiscal plan, initiated in the
December 1979 budget, is useful. We favour
using a combination of tax increases and rather
broad expenditure reductions to reduce the
deficit. The precise means of achieving this
reduction is a matter for shorter-term govern-
ment policy, but one possible means for con-
sideration would be to set the indexing factor
for the personal income tax and for some
transfer-payment programs at x percentage
points below the rate of inflation, and to hold
the price factor for all other expenditure pro-
grams—except foreign aid and national
defence—at x percentage points below the rate
ofinflation. Setting these annual indexing factors
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3 percentage points below the inflation rate for
a period of three years would generate a reduc-
tion in the deficit of about 1.5 per cent of GNP,
thereby reducing the deficit and, by the same
amount, the deficit/GNP ratio from the 6 to 7
per cent range projected for the late 1980s. As
discussed later in the Report, we do not believe
that short-term budgetary problems should be
solved by making large reductions in the resour-
ces redistributed through income transfers.
Indeed, our social policy reforms are based on
the twin premises that there is no crisis of the
welfare state, and that it is important to do more
to redistribute funds to those most in need.

Short-Term Measures

for Employment Stimulus

Under present circumstances of high unemploy-
ment, a shift to a less expansionary fiscal stance,
so as to reduce the deficit, should be more than
matched by a temporary shift to a less restrictive
monetary stance. A moderate increase in the
projected growth of demand, which might sig-
nificantly reduce unemployment and strengthen
investment, should still be consistent with a
further reduction in inflation.

Adoption of a new mix of fiscal and monetary
policies should contribute to a reduction in
unemployment that is more certain and decisive
than that currently anticipated, while achieving
the reduction in the deficit that is necessary to
provide room for stronger growth of capital
investment and output in the private sector.
Commissioners also recommend acceleration,
on a co-ordinated basis, of planned capital
spending by federal, provincial and municipal
governments. This acceleration in capital spend-
ing on needed infrastructure would supplement
easing of monetary policy in promoting expan-
sion of aggregate demand in the economy and
the creation of jobs. If considered necessary,
these additional public expenditures could be
financed by a temporary income-tax surcharge
or reduction or elimination of certain personal
deductions.

To reinforce the downward trend in inflation
and so make possible temporary acceleration
in the rate of economic growth with minimal
risk of renewed inflation, this Commission
recommends consideration of a temporary
incomes policy. The combination of a change
in the mix of fiscal and monetary policies,
increased capital spending, and a temporary
incomes policy could reduce unemployment by
as much as 2 percentage points a year, which
could reduce the overall rate to the NAIRU range
by 1988.
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Measures to Maintain More Stable Growth
of Output and Employment
Commissioners’ conclusions about the limita-
tions of monetary and fiscal policy in moderating
the business cycle has led us to search for other
ways of stabilizing the growth of output and
employment. One means we strongly recom-
mend for consideration is to make wages and
prices more sensitive to prevailing economic
circumstances.

If wages and prices were more flexible, they,
rather than employment, could absorb variations
in aggregate demand. The trade-off is stark:
given rigid wages and prices, employment must
fall when aggregate demand is weak; given
downward adjustments in real wages and prices,
employment can be better maintained during
periods of recession. The latter choice would
provide a more equitable manner of sharing the
burden of temporary upsets in the economy, and
it would help avoid the waste of unused
resources.

Considerable rigidity now exists in wages and
prices because of the existence of long-term,
overlapping, collective bargaining contracts that
provide little or no room for the adjustment of
worker compensation (and subsequently of pri-
ces) to reflect actual economic conditions as
opposed to those expected at the time of nego-
tiation. Most employees, however, are unlikely
to opt voluntarily for greater flexibility in wages.
This Commission therefore recommends that
governments introduce incentives to encourage
employees and employers to settle for more
flexibility in matching wages to economic cir-
cumstances. Gain-sharing so as to allow
employees to share in the profits or revenue of
firms should be actively encouraged by govern-
ment. Hourly wages would prevail as the pre-
dominant form of compensation, but supple-
mented in normal and buoyant periods by a year-
end (or semi-annual) bonus. Employees would
have to be assured that their compensation under
a gain-sharing arrangement would, on average,
compare equally well to current contract arran-
gements. Also, for gain-sharing to function, there
must be a much more open exchange of infor-
mation between employees and employers than
has so far been the practice.

This Commission expects that such reforms
will be difficult to implement. These and other
reforms recommended in this Report, however,
are essential to improving the economic growth
and employment prospects of Canada. Without
such a comprehensive approach, reduction of
unemployment to the level of 6.5 to 8 per cent
may be a lengthy and difficult process. Fur-



thermore, without such a demonstration of pol-
itical will by all major groups in society, and
by individuals as well, the prospects for under-
taking major structural changes to reduce unem-

ployment below 5 per cent would appear to be
less bright. This basic challenge of political will
is the central determinant of improved economic

performance.
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Y,

Natural Resources
and Environment

The natural resource sector’s contribution to
Canada’s economic well-being, cultural life, and
political traditions and institutions has been
immense. Because natural resources have been
so important to Canada’s past, however, we tend
to exaggerate their importance to our future.
In fact, the resource sector has not grown in
recent years at a rate commensurate with the
economic expectations we have developed in
the period since the Second World War; nor
does its projected growth match our hopes for
the decades to come.

It has become clear in recent years—if it was
not clear before—that Canada’s natural resource
endowment is not unlimited. We are losing our
agricultural land to suburbs and shopping cen-
tres. Our stands of readily accessible, high-
quality timber are largely gone, and our richest
and most accessible deposits of ores and fossil
fuels are already in production. Our misman-
agement of the fishery has meant that we have
not been able to reap the potential benefits of
the designation of the 200-mile offshore zone
in 1977. These problems of supply are com-
pounded by prospects of lower demand in world
markets for forest products and most non-fuel
minerals. Moreover, our forestry and minerals
industries can expect increasingly stiff compe-
tition from countries with lower production
costs.

These problems do not mean that our basic
resource industries will disappear. Relative to
other nations, Canada remains well endowed
with natural resources. The outlook for oil and
gas, a few minerals, hydro-electricity and West-
ern grains is favourable. The dollar value of
production in the resource sector will continue
to grow. Nevertheless, the share of output in
this sector will decline, relative to the share of
output in other sectors of our economy, although
the decline will not be as rapid as it was in
the 1950s and 1960s. Total exports of resource
products will continue to expand, and the terms
of trade are unlikely to turn against us in any
dramatic fashion. Increasingly, however, we
shall have to supplement resource exports with

exports of more highly processed products if we
are to maintain our capacity to buy the goods
and services of other nations. The pattern of
relative decline will mean that we can generally
expect no net gain in resource-sector employ-
ment in the future: a growing proportion of
Canadians will find their jobs in factories or
offices. Indeed, the decline in the resource sec-
tor’s share of total employment is the clearest
indication that the sector will not be the engine
of economic growth that it has been in the past.

The prospect of a decline in the relative
importance of the resource sector in relation to
our national economy is no reason to neglect
that sector’s problems. Resource industries are
still essential to the economic life of many
regions of Canada. Moreover, we have an obli-
gation to pass on to future generations a variety
of viable resource industries founded on a nat-
ural endowment that is as secure and as healthy
as we can make it. Canada’s success in resource
production owes as much to human ingenuity
as it does to the resource endowment itself, and
many of the problems of the sector can be
overcome, or at least diminished, by appropriate
applications of that ingenuity. We must apply
new methods, new processes, new public pol-
icies, and new thinking to the problems of
maintaining both the competitiveness of the
resource industries and the integrity of the
natural environment that is their base.

The thrust of this Commission’s detailed
recommendations, as set out in our Report, is
as follows:

m For agriculture, we recommend a range of
measures, from expansion of foreign markets,
to increased R&D, to reform of national
supply-management marketing boards,
planned to enhance the efficiency of a sector
which has good prospects over the long term.

m For forestry, we recognize a legacy of mis-
management and recommend significant
changes in the way the forest sector operates,
as well as a major infusion of public and
private investment.

m For the fishery, what has been lacking is
political will, and we recommend measures
to build on the fundamental reforms of the
Kirby and Pearse Reports in order to shift
the balance in public policy toward building
a viable economic base in Canada’s coastal
regions.

m For minerals, we recognize the more limited
possibilities in some areas because of chang-
ing world circumstances. We recommend a
more realistic approach to adjustment in keep-
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ing with our more market-oriented industrial
policy. Furthermore, we recommend a move-
ment towards a profit-based tax system.

m For energy, we recommend a new framework
based on the principles of efficiency, fairness
and predictability, and a complete overhaul
of the fiscal regime for oil and gas. In par-
ticular, our recommendations include:

— Moving to world price for oil

— A gradual deregulation for natural gas
markets

— Adoption of a tax system based on profit
rather than output, while retaining a min-
imum royalty

— A continuation of a “tilt” in favour of
Canadian firms.

= For the environment, we recognize the grow-
ing challenge and the need to integrate deci-
sions related to environment and economic
development. We recommend a series of
measures to correct the incentives which are
aimed at protecting the environment; and, in
general, we propose strengthening the reg-
ulatory framework.

Commissioners believe that it is important, how-
ever difficult, to assess the problems and oppor-
tunities of the resource sector in a more com-
prehensive way, just as, for example,
governments from time to time focus on the
general issues of the manufacturing sector. The
following general principles briefly relate the
Report’s detailed sectoral recommendations to
the management of the resource sector as a
whole:

m We conclude that in Canada, with all its rich
resource heritage, there is no conflict, in the
long term, between the stewardship, preser-
vation and enhancement of the natural
resource base and growth prospects for the
traditional resource industries. Consequently,
we perceive a vital need to integrate envir-
onmental decisions with those related to eco-
nomic development, and our proposals for
action in each of the particular resource
sectors reflect this perception. Thus we recom-
mend a study of the loss of prime farm land
to non-agricultural uses and emphasize our
concern about the problems of soil deterio-
ration and soil salinity. We support the infu-
sion of large sums of both public and private
monies into reforestation and silviculture, and
we recommend that the duration of leasing
agreements between governments and forest
companies be increased in order to provide
an incentive for long-term management of
forest tracts. Finally, in recognition of the fact
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that natural resources belong to the Canadian
people and must be passed on to future
generations, we believe that private develop-
ers should continue to pay governments a
royalty based on production for oil and gas
and minerals.

In many other places in our Report, we call
for less government intervention; in the area
of environmental regulation, however, we are
obliged to call for more. Over the long term,
the task of environmental regulation promises
to be immense. We shall have to deal with
growth in the number and size of projects
that may adversely affect the environment,
with an increasing number of pollutants and
hazards, with the irreversible, and sometimes
unquantifiable, effects of a growing range of
industrial substances and processes, and with
the emerging international aspects of our
environmental responsibility. Consequently,
we recommend that governments increase
their spending to provide the analysis needed
to support the long-term regulatory task. We
further recommend that federal environmen-
tal processes be put on a statutory basis, and
that federal and provincial review processes
be brought into greater harmony.

Changes in the pattern of world trade have
offered both new opportunities and new chal-
lenges to the Canadian resource sector. Our
ability to realize the opportunities—and to
survive the challenges—will depend on our
ability to design resource strategies suited to
a global context. This consideration has led
us to recommend that the grains sector and
the fishery sector pursue marketing and pro-
duction strategies that will give them access
to the new and rapidly growing markets in
the developing countries. Whether it is a
question of expanding our markets or of
beating the competition, we believe that it is
within Canada’s interest to work for free trade,
both at the multilateral level and at the
bilateral level, with the largest purchaser of
Canadian resource products, the United
States. The adjustment problems that would
derive from freer trade and the bargaining
tactics that would be necessary to bring it
about would vary with each resource.

We believe that in many instances a stricter
adherence to market principles and an
increase in the incentives to the private sector
would brighten the prospects of Canada’s
resource industries. Thus we consider that a
commitment to market pricing for both oil
and gas would provide the incentive essential



to increased exploration and development.
For oil and gas and minerals, we believe that
the establishment of a taxation scheme based
largely on profits rather than on output
volumes would both promote the development
of marginal supplies and allow the industry
to make more rational resource-allocation
decisions. Although we do not advocate
transferring ownership of forest tracts to pri-
vate industry, we do suggest that such mod-
ifications to the land-tenure system as increas-
ing the duration of leasing agreements would
promote more responsible forest manage-
ment. Finally, we recommend a phasing-out
of national agricultural supply-management
marketing boards and their replacement by
an income-stabilization scheme designed to
moderate large fluctuations in farmers’
incomes.

We believe that there is room for significant
improvement in the efficiency of both the
regulatory framework and the handling, licens-
ing and transportation infrastructure that sup-
ports the resource sector. We emphasize the
important effect of the Crow Rate on the
transportation of all bulk commodities, espe-
cially Western grains. We support further
movement in the direction of market-rate
principles when the Western Grains Trans-
portation Act comes up for review, but we
leave it to the Committee of Inquiry on Crow
Benefit Payment (Hall Committee) to advise
on specific adjustments to the payment of the
Crow Benefit. In the minerals area, we rec-
ognize that the regulatory structure is cum-
bersome and slow, and we recommend that
governments undertake a systematic review
of their regulatory processes with a view to
streamlining them. We would also draw atten-
tion to the fact that fisheries management has
all too often led to overcapacity, unnecessary
tensions, uneven product quality and, thus, lost
opportunity. For oil and gas, we recommend
a simpler taxation regime and a simpler
pricing formula, both of which would decrease
medium- and long-term uncertainty.

The resource sector has undergone far-
reaching adjustments since the Second World
War. Further adjustment will be both essential
and unavoidable, although perhaps less dra-
matic than it has been in the past. We believe
that if a given operation has failed to realize
a profit over a sustained period, adjustment
is inevitable and should be allowed to take
its course; governments should not intervene
to support uneconomic activity. Mines that

can no longer produce an ore competitively
should be phased out, and we believe that
in general, the same principle holds for the
fishery. As we pointed out above, however,
government action is necessary in some areas
to guard against deterioration in the quality
of our renewable resource base. In particular,
we recommend a substantial increase in both
public and private expenditures for the rene-
wal of the Canadian forest.

There must be and can be a balance in the
adjustment process between efficiency and
fairness to people whose livelihoods or com-
munities have long depended on traditional
resource industries. In the matter of the family
farm, we recognize the special problems
created by farmers’ limited access to equity
capital, by the volatility of farm prices, and
by the principle that the land is to be passed
to future generations. We therefore support
the retention of special credit schemes for
agriculture and, as mentioned above, we urge
consideration of an income-stabilization
scheme to replace national supply-
management boards. By the same token, we
support replacement of Unemployment Insu-
rance for fishermen by a new production-
bonus and income-stabilization program, a
scheme that would promote more efficient
behaviour without reducing total benefits.
Fishermen would also be eligible for income
supplementation under the Universal Income
Security Program (UISP) proposed in our
recommendations on social security. In the
minerals sector, we recommend the provision
of adjustment assistance for communities and
individuals affected by mine closures.

Research has a large pay-off, but often the
benefits seem too distant to the producer of
the resource to justify the expenditure. We
recognize that there must be renewed Can-
adian effort in fundamental research, espe-
cially in the traditional resource industries, if
Canada is to match progress in competitor
countries. Research into soil deterioration and
new crop varieties warrants long-term fund-
ing by government. So does research related
to aquaculture and to maintenance and
improvement of the forest base. We have also
called for an increase in expenditure on train-
ing in forestry. Finally, we support a stepped-
up research effort in the field of environmental
management, where we believe that the insti-
tutional capacity to provide scientific advice
on a systematic basis is essential.

m In view of the importance of resources to
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Canada’s future economic prospects and of
the need to take a more integrated view of
the problems and opportunities in the resource
area as a whole, we recommend the estab-
lishment of a Council of Resources Ministers
to provide leadership for increased federal-
provincial co-operation. We recognize that
various ministerial groups (for example, on
agriculture and mines) now exist, but we
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believe that it is important for a co-ordinated
strategy across the range of resources to be
developed, based on the principles we have
outlined above. We also recommend the devel-
opment within the federal government of a
greater capacity to analyse the contributions
and problems of the resource sector as a
whole.



Y.

Human Resources
and Social Support

In this part of our Report, we Commissioners
focus on those programs that bear directly on
individual Canadians: the programs of our
human resource and social policies sector. In
approaching these topics, we have searched
through the records of our hearings and the
submissions made to us, to try to identify com-
mon goals and values with which Canadians
approach these programs. There is no doubt that
when Canadians assess social and human
resource policies, they place a high value on
efficiency in the use of scarce resources; in this
respect, social policies are no different from
others. We have found, however, that Canadians
also bring a broader set of values to bear when
they consider social programs.

First, we Canadians value equity. To our way
of thinking, equity implies that the distribution
of rewards in our society should reflect not just
the ownership of resources and not merely the
operations of chance, but also need, effort, merit
and the taking of risk where that risk may lead
to benefits for others. To our mind, equity is
not identical with equality, and yet it often
implies a somewhat greater degree of equality
than is to be achieved by market mechanisms
alone.

Secondly, we Canadians value security. While
different people assign different values to secur-
ity, we all require assurance that in the face
of illness, loss of employment, family breakdown
or the sometimes inexorable workings of a
complex and dynamic economy, we will receive
some protection. Security need not and should
not be absolute, and there will naturally be wide
debate about what degree is adequate, but it
seems unquestionable that we all value it and
expect our governments to provide it.

Thirdly, we Canadians seek opportunity. For
most of us, opportunity is tied to labour-force
participation; for most of us, a job represents
our avenue of upward mobility, and it is often
an essential element of our sense of self-identity.
We therefore want our human-resource pro-
grams to be structured in such a way as to help
us to find opportunities, to take advantage of

them when they come, and to gain some eco-
nomic headway when we do so. The other side
of opportunity is responsibility. We have a
corresponding responsibility to provide for our-
selves whenever we can and to be willing to
adjust our behaviour in order to minimize our
dependence on government.

Finally, we Canadians believe in sharing.
Whether we are sharing risk or reward, adversity
or wealth, we believe that it is our responsibility
not merely to help ourselves, but also to help
those who, through disability or, perhaps, the
hand of fate, cannot provide fully for themselves.
To this end, we believe that the benefits provided
by social programs should be tailored so that
those who, through no fault of their own, have
profited less fully than others by the many
opportunities provided in our economy should
receive at least some of the rewards.

Equity, security, opportunity, responsibility
and sharing: these concepts are not put forward
in any particular order, for different Canadians
will attach different weights to each. Commis-
sioners believe, however, that these are the goals
and values that Canadians would wish us to use
when we examine those programs which bear
most directly on us all as individuals.

The development of major social security and
social service programs, the rapid expansion of
educational and training systems, the augmen-
tation of a framework for labour relations, the
assimilation of millions of immigrants into Can-
adian society, and the improvement of some
aspects of our labour markets all stand out as
important achievements of the post-Second
World War era. Yet despite broad agreement
concerning the values and goals outlined above,
the basic means by which we should seek to
accomplish them have been increasingly
debated. The arguments about the universality
of our social programs constitute one such
debate. Another relates to the adequacy of our
educational and training systems and the con-
tinual discussions of how best to structure our
unemployment-insurance plans. Still another
revolves around the nature of our immigration
policies. Controversy surrounds the entire area
of labour relations, and as a nation, we are far
from determining how best to provide equal
opportunities in the work-place. A careful exam-
ination of these areas of interest is essential to
determining Canada’s future development
prospects.

Achieving Our Social Goals

In striving to achieve the best possible com-
bination of equity, sharing, opportunity, respon-
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sibility and security, we Canadians must also
remain mindful of our need to achieve an
appropriate degree of economic efficiency, for
this contribution to the well-being of us all is
vital in an increasingly competitive world. To
improve economic efficiency is, in effect, to
increase the output available to meet the needs
and wishes of Canadians, including the poorest
and most vulnerable groups within our popu-
lation, as well as the richest and most secure.
It is obvious, therefore, that we must pay due
regard to the economic efficiency of all our
program designs.

This concern for economic efficiency under-
lies Canadians’ general preference to pursue our
goals primarily through formal instruments of
social insurance and income redistribution, and
through governments’ provision of essential
social services which the market would not
adequately provide, rather than by imposing
constraints on the functioning of market mech-
anisms. Thus, for example, the need to develop
a more efficient, flexible and adaptive labour
market undergirds Commissioners’ analysis of
intervention in wage setting, our approach to
meeting labour-force requirements, our consid-
eration of existing constraints on part-time work,
and our proposals for the reform of aspects of
our Unemployment Insurance (UI) system and
our major income-transfer programs. We are
well aware, of course, that there are many
instances of market failure, of situations where
the labour market does not operate to ensure
efficient allocation of human resources. Where
such market failures do exist, we have not
hesitated to recommend interventions to correct
them.

Just as we Canadians have a range of goals
to aim for in considering our human resource
and social support programs, so also we have
a variety of instruments through which to
achieve these goals. Broadly speaking, these
mechanisms may be divided into two categories:
the direct delivery of services by government or
public institutions such as schools or hospitals
and the provision of transfer payments or the
use of tax mechanisms which redistribute money
from one member of society to another. Transfer
programs may be further subdivided into those
intended to serve primarily as a social insurance
instrument, helping to insulate Canadians from
unexpected declines in income, and those which
redistribute income on the basis of some defi-
nition of need. Unemployment Insurance is the
primary example of the former type of program,
and social assistance is an example of the latter.

It is equally important to distinguish among
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instruments when designing individual pro-
grams. For example, attempts to blend the two
instruments of insurance and redistribution in
a single program may reduce the efficiency of
each. Thus Unemployment Insurance is not well
suited to serve as an instrument of equitable
income redistribution because the program pays
benefits on an individual, rather than a family,
basis; excludes people who have not paid pre-
miums; fails to test for all sources of income;
and applies a very short accounting period to
benefits. Yet, intentionally or inadvertently, Can-
adians use Unemployment Insurance as a redis-
tributive instrument; we do so, for example, by
applying a surtax to workers whose annual
income is greater than $30 000 and by main-
taining a regional-benefits structure which is not
related directly to individual risk. General accep-
tance of the desirability of separating insurance
and redistribution would therefore provide the
basis of important reforms in the UI program,
and we Commissioners have based some of our
reform proposals on that proposition. Yet,
because we are mindful of the multiple goals
which the income-security system as a whole
should attain, we shall recommend that such
an option not be pursued in isolation but, rather,
that it be accompanied by a stronger reliance
on the transfer and tax systems for redistribution
of income.

During the decades that immediately followed
the Second World War, it was widely assumed
that rapid economic growth and the develop-
ment of social programs had eliminated wides-
pread poverty from modern societies. From the
1960s onward, however, a growing body of
evidence and experience has steadily eroded that
view. The extent of poverty in Canada continues
to stand as a tragic problem, but one which
Commissioners believe is susceptible to substan-
tial amelioration through improvements in our
income-security programs and tax systems.
Moreover, we view the constellation of our tax
and transfer programs as seriously flawed with
respect to the incentives and opportunities which
it provides for low-income Canadians to
improve their economic situation. The reforms
we summarize below are intended, in part, to
deal with these problems.

Implementing Major Reforms

The reforms proposed in this section are exten-
sive. They will affect the lives and livelihood
of virtually every Canadian. They are also both
highly complex and closely interrelated. These
attributes are particularly important with respect
to those proposals dealing with income security,



unemployment insurance and transitional adjust-
ment. In those areas particularly, we Commis-
sioners must emphasize our view that the benef-
its of reform will be greatly amplified if
governments treat our proposals as a single
package. We shall be recommending a signif-
icant set of changes to our unemployment-
insurance system and our income-security sys-
tem. The UI changes will make our economy
more dynamic by encouraging the expansion of
more efficient industries and avoiding the pay-
ment of inappropriate cross-subsidies to less
efficient firms and sectors. These are important
changes, well worth considering in themselves,
but implemented alone they would cause sub-
stantial hardship to some Canadians. If, how-
ever, they are implemented in conjunction with
a Universal Income Support Program (UISP), the
combination will offer substantial compensation
for any negative effects, while most of the
desirable effects will be retained. If the net
savings generated by our basic changes in unem-
ployment insurance are also redirected into a
Transitional Adjustment Assistance Package
(TAAP)—a very important step, in this Commis-
sion’s view—individuals will be even better able
to cope with the economic adjustments which
we foresee.

Not all of the proposals presented in this
section need to be considered as parts of a
package approach. Commissioners’ recommen-
dations on labour/management relations or occu-
pational health and safety, for example, are only
very indirectly related to income-security or UI-
program changes, and the same is true of most
of our suggestions concerning post-secondary
education.

Finally, we wish to emphasize that our prop-
osals would do little to increase the net cost
of Canada’s social programs. The major ele-
ments of our suggested reforms are either self-
financing (as with the UISP) or financed by
expenditure reductions mentioned elsewhere in
the package (as with UI and TAAP programs).
We have not proposed reductions in the pro-
grams in this sector because it is our view that
Canada’s expenditures in this area are not exces-
sive. For this reason, our financial objective has
been to suggest appropriate reallocations of
funding within existing expenditure levels.

Looking forward, Commissioners can see no
trends that will inevitably undermine the fun-
damental viability of social programs. Such
factors as the aging of the Canadian population
or the demands imposed by technological and
economic change require careful planning, but
none is likely to prove so large as to make our

programs unsustainable, particularly if the
reforms suggested in this part of our Report are
carried out.

Labour Markets and

Unemployment Insurance

After considering Canadian labour markets,
Commissioners are of the view that Canada’s
most important goals are to create more jobs
and to improve the situation of individual Can-
adians by eliminating any inappropriate incen-
tives in current programs. We undertook our
analysis on the assumption that current trends
in participation rates will continue, bringing a
steadily increasing proportion of women into the
labour force. While these trends are basically
manageable, particularly given our reasoning,
detailed in Part I, that labour supply itself
creates demand for labour, they do portend
continuing high levels of unemployment—and
continuing preoccupation of policy makers with
that problem—for the next five to eight years;
and they do add significantly to the training
requirements Canadians must face.

We note in our analysis of labour markets
that the highest proportion of current unemploy-
ment is either created by deficiency of aggregate
demand or by structural factors such as mis-
matches between available job requirements and
skills. A significant amount of unemployment
is also created by “frictional” effects, that is the
inevitable lags and delays as workers move from
one job to another. We have dealt in Part Il
with aggregate demand deficiency. Here we
recommend several measures to facilitate adjust-
ment and training, thus reducing structural unem-
ployment. We also recommend changes in
unemployment-insurance and income-security
programs which will lower frictional unemploy-
ment. Without undertaking changes such as
those we are recommending, it will be almost
impossible, even in the long run, to reduce
unemployment below 6.5 to 8 per cent of the
work-force, the current non-accelerating infla-
tion rate of unemployment (NAIRU). Since we
consider even those levels to be unacceptably
high, we lay great emphasis on these types of
reform.

Some increase in unemployment is also engen-
dered by our existing UI programs. First, by
making unemployment relatively “cheaper” for
individuals, it has, in some instances, a negative
effect on job search. Secondly, by providing,
through its benefit structure, that individuals in
some areas may qualify for 40 weeks of benefits
by 12 weeks of work, it encourages regular
cyclical unemployment; this feature is taken
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advantage of by both employers and employees.
Again, by providing extended benefits in some
areas but not others, it discourages labour-force
adjustment, while providing no extended bene-
fits to large numbers of unemployed Canadians.
Moreover, because its premium structure is
unrelated to the risk of unemployment, it penal-
izes steady employers and employees and shifts
benefits towards firms and employees with unsta-
ble unemployment patterns.

B With respect to Unemployment Insurance,
Commissioners recommend that the federal
government consider a package of changes such
as the following:

m Experience rating which establishes premium
rates that are proportional to the risk of
unemployment. These rates should generally
be calculated on a firm-by-firm basis.

m A reduction of the benefit rate from 60 per
cent to 50 per cent of insurable earnings

= An increase of the entrance requirement to
15-20 weeks of insured work over the preced-
ing year

s Tightening of the link between the maximum
benefit period and the minimum employment
period; for example, establishing a ratio of
two or three weeks of work as qualification
for one week of benefits

s Elimination of the extended benefit period
based on regional unemployment rates.

These changes would reduce UI benefit costs
by at least one-sixth in respect of the reduction
in benefit rates and approximately one-sixth in
respect of the elimination of regional extended
benefits. The cost reductions that could be
achieved by the other changes are too sensitive
to behavioural change even to be estimated by
methods available to this Commission. How-
ever, total savings of at least $4 billion at April
1985 rates of unemployment are probable.

B Commissioners therefore recommend that:

m The savings in respect of the first three Ul
reforms be passed along as reductions in
overall premium levels. (The regional
extended benefits are financed from consol-
idated revenues.)

m Personal and corporate taxes be raised by an
amount equivalent to premium reductions to
create a Transitional Adjustment Assistance
Fund. The government savings from termi-
nation of extended benefits should be added
to the fund.

B This Commission recommends that the Tran-
sitional Adjustment Assistance Fund be used to
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finance a Transitional Adjustment Assistance
Program. This program would provide adjust-
ment assistance for Canadians who have
exhausted their UI benefits, or whose lay-offs
appear permanent, provided that they were
willing to move or to undertake retraining to
improve their employment prospects. The pro-
gram would provide greatly expanded support
for:

m Portable wage-subsidy programs

Mobility grants
m Training programs
m Early retirement.

In addition, the TAAP could be used to provide
compensation for losses in assets, such as hous-
ing, which occur as a result of the decline of
communities. It should also be possible for TAAP
funds to be used on a pooled basis to assist
workers to purchase equity in plants which
would otherwise shut down or in other forms
of local economic development projects. In
general, the extent of entitlement of workers to
TAAP funds should be proportional to their
length of attachment to the labour force, since
older workers will typically experience greater
transitional difficulties than younger workers.

B Commissioners recommend that existing pol-
icies promoting equal pay for work of equal
value be maintained. However, they may involve
some negative consequences. If they are used
apart from affirmative action programs, for
instance, they may actually reduce employment
opportunities for disadvantaged groups.
Moreover, they can serve to move Canadians
too far away from a market-determined wage
system to an administered wage system. Com-
missioners therefore recommend that legislation
emphasize creation of equal employment oppor-
tunities through affirmative action, rather than
the principle of equal value. Commissioners
generally approve the approach put forward by
Judge Rosalie Abella. This would involve:

m Legislated requirements for affirmative action
by all employers covered by the Canada
Labour Code

m Encouragement of all provincial jurisdictions
to follow suit

s Contract-compliance action by the federal
government and Crown corporations.

We are not convinced, however, that sufficient
attention has been paid to the costs of equal-
employment/opportunities programs or, partic-
ularly, to the issues of equity among the various
disadvantaged groups in Canadian society.



B We therefore recommend that the program
be phased in following:

m A three year experimental program of affir-
mative action in Crown corporations

m Extensive consultations with the private sector
to ensure effective, but least expensive, imple-
mentation to begin in three years’ time.

This Commission believes that the programs are
more likely to be effective if they are supported
by legislation and backed by an adequate
enforcement agency.

B We therefore recommend:

m Legislated equal-employment/opportunities
provisions, rather than guidelines

m Establishment of fully adequate levels of
funding for the federal Human Rights Com-
mission and equivalent provincial institutions.

Work schedules are necessarily established on
the basis of understandings between employer
and employees that will express a balance
between the requirements of the work process
and the desires of the employee. This Commis-
sion has found, however, that some factors exist
which may interfere artificially with the achieve-
ment of this understanding. Any such factors
should be eliminated in order to achieve fuller
flexibility of labour-market arrangements, thus
enhancing both employee satisfaction and
productivity.

B Commissioners therefore recommend such
changes as:

m Basing Unemployment Insurance, Worker’s
Compensation and CPP premiums on hourly
earnings, with a ceiling on contributions that
applies to hourly rates rather than to weekly
or annual compensation

» Eliminating the bias against some categories
of reduced hours in creating eligibility for paid
holidays or termination notice

m Encouragement of pro-rating of fringe
benefits.

Immigration

In the past decade, Canadian immigration policy
has become more restrictive than our historical
norm, both with respect to numbers of immi-
grants admitted and with respect to the criteria
for admission. We Commissioners do not believe
that this narrowing is necessary or appropriate,
given the long-term projections for Canada’s
population growth. We are concerned, however,
about the overall implications of a more open
immigration policy.

B We therefore recommend:

= A major examination of Canadian demogra-
phic trends and their implications for our
government’s future immigration policies

m That the same study examine, by means of
open debate and other methods, the cultural,
linguistic and racial implications of other
forms of immigration policy

s Establishment of a long-term plan for immi-
gration that, depending on the results of the
study described above, will move to higher
numbers of immigrants over a number of
years. This new plan should place less empha-
sis on narrow occupational requirements and
more emphasis on broadly skilled and gener-
ally capable immigrants.

Labour/Management Relations

This Commission notes the very great impor-
tance of the labour movement in Canada and
throughout the developed world in improving
the pay and working conditions of workers. To
this end, we wish to recommend generally that
all Canadian governments provide a supportive
legislative environment for the labour movement
and for collective bargaining.

B The adversarial system of union/manage-
ment relations needs to be re-examined. Man-
agement must respond to employee concerns
about job security and job satisfaction and to
the often-untapped capability of all employees
to contribute to improved productivity and pro-
duct quality. Unions must find new ways to
facilitate and to participate in this process; they
should have and take the opportunity to do so,
not by relinquishing their representation of
employee interests, but by adding to it a respon-
sibility for helping to achieve the levels of
competitiveness essential to the survival of the
enterprise.

B Since reductions in strikes and lock-outs
could be achieved by the following measures,
Commissioners recommend that:

m Labour-relations boards be permitted to
create multi-employer and multi-union bar-
gaining units when this is likely to facilitate
the bargaining process. Such units should not
be imposed but, rather, could be permitted
on the application of one or both sides.

m More information be shared by the parties
to industrial disputes.

Commissioners are not persuaded that shorter
contracts or forced centralization of bargaining
structures are likely to improve labour/manage-
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ment relations significantly. Changes in these
areas should therefore proceed on a voluntary
basis. The right to strike or lock out must be
rationally limited by the need to maintain the
health and safety of the public.

Employer-employee relations in Canada
seem likely to be most responsive to improve-
ment at the level of individual firms, plants and
union locals. Overall solutions proposed at the
provincial or national level seem unlikely to be
as effective as local solutions.

B Commissioners therefore recommend that
governments support, on a local and voluntary
basis, such features as:

s Preventive mediation programs
s Quality-of-working-life programs
m Gain-sharing/compensation arrangements.

B Occupational Health and Safety is an area
of important and growing concern. Since great
improvements can still be made, this Commis-
sion recommends:

m Greater emphasis on these issues at higher
levels of corporate management. Manage-
ment failure in this area is bound to result
in higher levels of government intervention.

s More complete experience rating of worker’s
compensation premiums in order to provide
direct financial incentives for firms to min-
imize health and safety problems, in order
to ensure that the full social costs of hazardous
work environments are reflected in prices

m Continued and increased reliance on the inter-
nal responsibility system rather than increased
government intervention. This requires:

— Mandatory, joint health-and-safety/
labour-management committees in all
eleven jurisdictions, such as currently exist
in nine

— Vesting real responsibility in those com-
mittees rather than leaving them with only
an advisory role

m Continual revision of standards by govern-
ments as new information about hazards
becomes available. This is most important in
dealing with occupational health problems. At
a national level, these standards could most
appropriately be developed by the Canada
Centre for Occupational Health and Safety.
The appropriate jurisdictions would then
apply the standards.

Commissioners are particularly concerned with
occupational health issues. Because occupa-
tional diseases typically have long incubation
periods, it is often difficult to evaluate the effects
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of industrial processes on workers. That same
factor makes it difficult to establish a direct link
between occupational factors and specific dis-
eases, and therefore current worker’s compen-
sation programs are not well adapted to handling
occupational disease.

B As well as recommending continual devel-
opment of standards and monitoring of pro-
cesses, Commissioners also urge that:

m The federal and provincial governments imme-
diately consider the development of a com-
prehensive social insurance disability plan to
deal with the longer-term effects of occupa-
tional health problems, as well as with other
forms of disability in the working-age pop-
ulation. This plan could be implemented either
by expanding Worker’s Compensation into a
comprehensive disability scheme or by extend-
ing the present disability provisions of the
Canada and Quebec Pension Plans. A federal-
provincial working party is currently consid-
ering this measure, but progress in developing
this idea has been slow.

Education and Training

In Canada education and training programs
discharge multiple functions. They constitute an
important way in which young Canadians learn
to live together in our community, and they are
the most important means by which labour-force
skills and knowledge are adjusted to labour-
market demands. They also provide a major
means of upward mobility. Our post-secondary
educational institutions are also the major source
of basic research and of much applied research,
and they are important repositories of our
culture.

Commissioners anticipate no diminution in
the general importance of post-secondary edu-
cation and training. Indeed, PSE is likely to
increase in importance as the demand grows
for high levels of knowledge and research.
Training programs, particularly those relating
to industrial training, are likely to become more
important as Canadians adjust to the shifting
realities of the labour market. The Transitional
Adjustment Assistance Program, by providing
greatly increased support for training, may be
a particularly important factor in this
adjustment.

Commissioners are concerned about several
features of our educational and training system.
In particular we are convinced that:

o Higher levels of excellence are desirable and
achievable.

e More flexibility is desirable.



e Use of the PSE system by low-income Can-
adians is insufficient.

e The current federal-provincial transfer arran-
gements are inappropriate.

e The current balance between industrial and
institutional training is still tilted too far
towards the latter.

¢ There is inadequate provision for retraining
and re-education in adult years.

With respect to post-secondary education, Com-
missioners believe that it is desirable to consider
substantial changes in financing mechanisms in
order to create a more competitive, dynamic
and diversified system. The current Established
Program Financing (EPF) transfer arrangements
between federal and provincial governments are
quite inappropriate for achieving those objec-
tives. They should be changed to encourage
reform of the system, but in a way that will
minimize direct federal intervention in this area
of provincial jurisdiction, while still allowing for
the achievement of national objectives.

There has been very considerable informal
discussion of the intergovernmental transfer
arrangements for post-secondary education over
the last five years, but there have been no formal
federal-provincial negotiations. Commissioners
believe that it is important for federal and
provincial governments to enter immediately
into serious discussion of methods of funding
other than the current mechanism both because
the present arrangements are less than satisfac-
tory, and because the uncertainty about possible
future arrangements may be impeding necessary
reforms to the sector. Several broad options are
available. Our federal government could:

e Withdraw completely from this sector and
cede enough tax points to the provinces to
cover its current contributions

¢ Return to the pre-EPF funding formula

* Provide an amount equal to provincial “own
source” funding, exclusive of the tax points
transferred under EPF

» Freeze its basic contributions at current or
slightly lower-than-current levels while
matching on a 50/50 basis incremental pro-
vincial spending on education. Alternatively,
incremental funding could be earmarked to
support high-level university-based research.

¢ Undertake a form of direct-to-student financ-
ing, allowing for variable PSE fee schedules.

This Commission does not recommend federal
withdrawal from PSE involvement. Many of the
benefits of post-secondary education are

national in scope, and provincial governments
might tend to undersupply this sector unless
there were some federal presence, particularly
if they believe that graduates are likely to leave
the province. Many representations and briefs
emphasized the importance of involvement of
the Government of Canada in this field.
Among the cost-sharing options are:

e A return to pre-EPF arrangements. This would
be a step back to a basically unsatisfactory
system.

* Provision by the federal government of
amounts equal to provincial “own source”
funding. This move would constitute a mas-
sive cut-back by the federal government, part
of which would probably be passed on by
provincial governments to already hard-
pressed institutions.

¢ Freezing of basic federal contributions with
cost-matching of increments. This stance
would exert relatively little “leverage” on
provincial government expenditures in this
sector and would mean starting from a bas-
ically unsatisfactory base point. However, it
is probably the most desirable of the cost-
sharing options, particularly if some of the
incremental funds are used to support
research.

With the possible exception of the last option,
none of the cost-sharing options seems likely
to be satisfactory. None is likely to improve the
incentives for institutions to achieve the flex-
iblity and excellence which Commissioners
think desirable. We believe that the complex
institutional arrangements for PSE have created
very considerable inertia in the system, to the
detriment of the student and society as a whole.
We therefore believe that direct-to-student fund-
ing, although it is the most radical option and
thus difficult for PSE institutions and govern-
ments to accept, may be a preferable approach.
In order to institute that approach, the following
changes would be required:

¢ The federal government should terminate the
PSE cash portion of its EPF grants to the
provinces, ceding the EPF tax points plus
further equalized tax points in an amount
equivalent to the Quebec abatement. All of
the cash portion of EPF, including transitional
adjustment payments, should be replaced with
an education-expense tax credit or grant, to
be increased annually at a rate equal to
nominal GNP increase.

* Provincial governments should be encour-
aged to deregulate the fee structure of post-
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secondary institutions.

e Provincial transfers to institutions might
appropriately be based on an equal per-
student figure, without differentiation for par-
ticular programs, and be related directly to
enrolment.

e Students should be responsible for a portion
of education costs. Beyond that point, the
federal credit should vary with the amount
of expenses and tuition fees, up to a limit.
The amount of the grant should vary only
with fees and expenses directly related to
education, and no attempt should be made
to direct students into “demand” programs
by means of a variable grant structure.

e A portion of the current EPF transfer (and
some additional funding) should be reallo-
cated to granting councils, which should begin
to cover overhead costs of funded research.

A variant of this approach would provide much
higher grants to graduate students than to under-
graduates. This approach would greatly increase
the “value” of graduate education for institutions
and thus encourage specialization and
excellence.

B Commissioners strongly recommend that
federal-provincial discussions aimed at rectify-
ing an unsatisfactory situation should begin
immediately, that they should consider a range
of options such as we have suggested here, and
that they should proceed with all urgency toward
a conclusion. We believe that close further
attention is merited for the options which:

— Replace intergovernmental transfers with
direct-to-student transfers. Careful consider-
ation should be given to the variant which
makes much larger transfers to graduate
students.

— Freeze current federal cash contributions.
The federal government would match pro-
vincial expenditure increases on a 50/50
basis.

— Freeze current federal cash contributions
while redirecting considerable amounts (per-
haps one-half) of what would have been the
incremental amounts into funding of
university-based research. The rest of the
funds should be used to match, on a 25/75
federal-provincial basis, any increases in pro-
vincial government contributions to
universities.

B With respect particularly to primary and
secondary education, this Commission recom-
mends the establishment of an independent
national commission to monitor quality and
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standards in primary and secondary education
and to conduct and record research in related
areas. We urge that the private sector take the
lead in establishing and financing this commis-
sion. With respect to occupational training pro-
grams, Commissioners believe that the direction
of reform presently being followed by the federal
government is generally appropriate. The
increased attention to on-the-job and job-related
training is to be encouraged.

B This Commission also recommends that the

federal government:

— Provide a special wage subsidy for labour-
force entrants who have not had other forms
of vocational training or post-secondary edu-
cation. The subsidy would normally be pro-
vided to persons 15 to 18 years of age and
to women entering the labour force after
discharging family responsibilities. The sub-
sidy could be financed by eliminating other
job-creation programs for young people.

— Provide, under the Income Tax Act, for a
Registered Educational Leave Savings Plan
which workers could use to help finance the
cost of training. Careful consideration must
be given to the type of program eligible for
RELSP financing and to the possibility of
requiring completion of any training or edu-
cation undertaken in order to qualify for the
advantage.

Commissioners wish to point out that the TAAP
described earlier might significantly increase
training requirements in Canada.

Access to higher education by low-income
students should be an important avenue of
upward mobility in Canada. However, for a
variety of reasons, low-income students make
far less use of higher education than do middle-
income students, thus impeding both their own
upward mobility and Canada’s labour-force effi-
ciency. Several of the barriers faced by low-
income students are not susceptible to imme-
diate government reduction. Family-
socialization patterns and peer pressures can be
influenced only very indirectly. But governments
can and should ensure that undue financial
barriers are not blocking the educational pros-
pects of low-income students.

B This Commission therefore recommends
strongly that further attention be paid to improv-
ing access for low-income students. At the least,
therefore, we recommend continued support for
the Canada Student Loans Program and its
provincial equivalents, and we recommend that
loan limits be changed in consonance with other
policy changes proposed in the Report, to



remove any financial barriers that might exclude
otherwise-qualified low-income students. We
also wish to emphasize the importance of con-
tinuing to grant scholarships for students who
excel, no matter what their income level, and
of offering bursaries for low- or moderate-
income students with above-average grades who
might otherwise be reluctant or unable to con-
tinue their education.

Commissioners are concerned, however that
the CSLP is increasingly unable to deal with the
issue of student independence of parental sup-
port. Therefore we do not reject the concept
of contingent-repayment loan schemes, and we
recommend that governments continue to con-
sider that possibility.

Income-Security Programs

While this Commission does not view Canada’s
problems over the next quarter-century as
unmanageable, Commissioners do believe that
many—perhaps most—Canadians will have to
face the need to make adjustments that will
maximize their own opportunities in the face
of the effects of economic change. For most
Canadians, these adjustments will not be severe,
but for some they will be very difficult. This
is particularly true for low-income Canadians,
families with children that lack income adequate
to meet family needs, and workers in peripheral
regions or peripheral jobs. Economic change has
always caused these Canadians more difficulty
than middle-income Canadians, and it will con-
tinue to do so. Moreover, even without the
impact of change, there are over one million
Canadian families whose incomes are inade-
quate to cover any but the barest necessities,
and many of these can be considered the “work-
ing poor”: families where one or more bread-
winners are employed all or most of the year,
but where incomes are still inadequate to meet
their needs.

Middle- and upper-income Canadians get a
great deal of public and private support as they
adjust to economic change. They receive tax-
supported education and training, and their
employers often foot a substantial portion of
their adjustment costs. Low-income Canadians
receive relatively little such support. In general,
it often seems true that the poorer one is, the
more one is left to one’s own devices to cope
with the forces of change or destiny.

For these reasons, among others, Commis-
sioners believe that all Canadians have a duty
and a right to share the costs of adjustment and
to provide help to those who need it. That has
always been the basic rationale for many of

Canada’s income-security programs, and it
should remain so.

We Commissioners are also persuaded that
there is enough money in our current personal
tax-expenditure and transfer-payment programs
to provide a comprehensive program of support
for all deserving Canadians, but that current
programs are often fundamentally flawed so that
the current safety net is inappropriate. We
believe that Canada can do much better than
it has done in providing income support for our
working poor and for those undertaking adjust-
ments in their own lives in order to build a better
future for themselves and their children.

The Transitional Adjustment Assistance Pro-
gram (TAAP) would go some way towards pro-
viding assistance, but other reforms, too, are
required. Thus Commissioners believe that the
provision of a Universal Income Security Pro-
gram (UISP) with a universally available income
guarantee, subject to reduction at a relatively
low “tax-back” rate, constitutes the most approp-
riate foundation for Canada’s income-security
programs.

m We therefore recommend that the UISP replace
existing federal tax and transfer programs
including:

— GIS (but not OAS)

— Family Allowances

— Child Tax Credits

— Spousal Exemptions

— Child Exemptions

— Federal contributions to social assistance
payments

— Federal Social Housing Programs

The replacement of these programs would make
possible a universally available guarantee (Opti-
on B), in 1985, of an income of approximately
$2750 per adult (and first child in a single-parent
family) and $750 per child, with benefits
reduced at a 20 per cent rate as other income
was available. A substantially larger guarantee
(Option A) of $3825 per adult and $765 per
child could be provided if the personal income-
tax exemption were also included. In order to
maintain at least the current income level of
those elderly with no source of income other
than OAS benefits, the basic guarantee for single
people over 65 should be this larger guarantee.

The UISP should be put in place at the same
time as the broad Unemployment Insurance
reforms described above. The entire package
should be in place in 1988. The package should
be phased in, however, in two stages. In the first
stage, which should begin immediately, the
Family Allowance, Child Tax Credit, and Child
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Tax Exemptions should be eliminated and
replaced with a single demogrant or tax credit
of approximately $1000 per year in 1985,
payable monthly. The total amount should be
available to families with a total annual income
of up to $26 000. Beyond that level, benefits
might be reduced at a 25 per cent rate. Expe-
rience rating for UI should also begin imme-
diately, and social assistance payments under
the CAP should be restructured to replace the
present pre-emptive reduction of benefits above
the current work-related/expenses level with a
50 per cent reduction rate. At the second stage
of implementation, to be completed by the
beginning of 1988, the full range of UI, UISP
and TAAP changes outlined above should be in
place.

Commissioners wish to emphasize that recom-
mended benefit levels and structures are indic-
ative only. While we believe them to be correct
and appropriate levels in mid-1985, they will
change with time. Moreover, the interrelation-
ship among such features as basic guarantees
and tax-back levels can be varied to achieve
a number of effects.

We also wish to emphasize that while the
federal government could implement most parts
of this proposal unilaterally, these reforms are
likely to be far more effective if they are carried
out in co-operation with provincial government
changes. The major reason for this is that
provincial governments automatically receive
larger tax revenues whenever the federal govern-
ment eliminates tax exemptions and deductions.
If the full value of these programs is to be
maintained for the social policy sector, it will
be necessary for the provincial governments
either to provide harmonized transfers or to cede
some tax points back to the federal government
in return for delivery of the income-transfer
arrangements.

B Commissioners recommend therefore, that
these proposals be the subject of urgent and
serious federal-provincial discussion. We urge
the Government of Canada to introduce them
to the federal-provincial agenda at an early
federal-provincial ministers’ meeting and to
move forward quickly towards implementation.

The UISP is not intended to provide fully ade-
quate benefits for all Canadians who have no
other earnings or income; it is primarily a
supplementation program intended to compen-
sate for the fact that there is often a considerable
mismatch between earnings and needs. Com-
missioners therefore recommend that provincial
governments continue to provide needs-tested
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social assistance as a top-up to UI and UISP
benefits where these do not fully meet pertinent
needs. The equivalent of the current provincial
share of social assistance payments should be
adequate for this purpose. In addition, provincial
governments could reap a substantial increase
in tax revenues from some of the tax changes
which would accompany the inception of the
UISP. It is desirable that these funds should also
be used to support income-security programs;
that arrangement would make provision of
topping-up arrangements financially easy.

Under the two options outlined for UISP, the
federal government would provide a basic
annual income of $9180 in Option A and $7000
in Option B for a two-adult/two-child family
with no other income. If provinces continued
to provide social assistance top-ups in the
amounts they now provide under CAP-supported
social assistance, provincial payments would
add, on average, approximately $3500 to $4500
to the basic levels, making an annual income
of $12 500 to $13 500 available to Canada’s
poorest families under Option A or $10 500 to
$11 500 under Option B.

The UISP seems to Commissioners to be the
essential building block for social security pro-
grams in the twenty-first century. Should govern-
ments not be able to implement it, a series of
less complete reforms would at least ameliorate
some of the worst features of the existing
systems.

s Thus, failing the implementation of the UISP,

Commissioners recommend:

— Reform of the family-benefits program to
reduce or eliminate the child tax exemption
and the family-allowance program, and to
increase the child tax credit, which should
also be made payable on a monthly basis

— Reform of social assistance provisions of
the Canada Assistance Plan to eliminate
pre-emptive taxation of social assistance
benefits as other income from employ-
ment, training allowances or similar sour-
ces is received.

We wish to emphasize that these are partial
reforms only, and that the more comprehensive
UISP is a preferable choice.

Social Services

This Commission did not undertake an extensive
review of Canada’s social service programs. We
did, however, receive many representations
about them, and we did develop several
recommendations.



B Commissioners support the continuing devo-
lution of responsibility for delivering social ser-
vices to the community level and to non-profit
associations. We strongly recommend, however,
that this devolution not be handicapped by a
reduction in funding, and that governments
retain sufficient staff to exercise their monitoring
responsibilities. The maintenance of funding is
particularly important, since we could see no
evidence whatsoever that social services, which
include support for children, the elderly, the
disabled and those with shorter-term social
problems, are overfunded. Indeed, considerable
evidence of underfunding was presented to us
in our hearings.

m The major social services will also benefit
from:
— Further forms of assistance which will help
users to become more self-reliant
— Better integration of various forms of social
and medical services at the community
level.

Access to many social services in Canada is
now impeded by the “needs-based” approach
of the Canada Assistance Plan. Only those “in
[financial] need or likely to become in need”
have free access to services, so that many
Canadians just above the poverty level are
effectively precluded from receiving such impor-
tant support as family, marital and financial
counselling or child-support services.

B This Commission recommends that the cur-
rent federal-provincial financing arrangements
be severed from social assistance financing and

renegotiated to provide Canadians with broader
access to these services.

B This Commission is not persuaded that exten-
sive delegation of responsibility for social ser-
vices to the profit-seeking part of the private
sector is likely to improve significantly the
services provided to Canadians. Where such
privatization is practised, we recommend that
it be done in the context of very careful govern-
ment regulation of the provision of services.
Profit maximization, in our view, is not always
the best motive for governing human
transactions.

There are currently two major task forces
working at the national level to review day care
in Canada; therefore this Commission has not
conducted research in this area. Commissioners
do, however, wish to note that the current CAP
day-care guidelines actually serve to make
access to publicly supported day care quite
difficult for middle-income Canadians, and that
the current $2000 tax exemption for child-care
expenses is much more valuable to upper-
middle/class Canadians than to the majority of
Canadian families. Both these provisions require
reform.

m Finally, Commissioners wish to pay tribute
to the hundreds of thousands of Canadians
who work through the voluntary sector to help
their fellow citizens. We recommend that all
levels of government should continue to sup-
port and nurture such activity, but only in the
context of continuing to provide fully ade-
quate support and supervision for the pro-
grams dispensed through the voluntary sector.

41



V4

The Institutional Context

The three essential elements of Canadian con-
stitutional government—responsible parliamen-
tary government, federalism and citizens’ rights,
which culminated in the recently adopted Can-
adian Charter of Rights and Freedoms—are not
disposable pieces of machinery to be subjected
to narrow instrumental calculations based on
cost efficiency. These three pillars represent the
historic arrangements through which we govern
ourselves, formulate economic policy, preserve
social peace, shift the boundaries between the
public and the private sector, and make claims
on one another as individuals, as members of
communities, and as residents of distinctive
regions. This subtle blend of institutions and
norms, fashioned over more than a century of
our existence as a nation, defines our political
identity, shapes our collective existence, and
helps us to address problems that require our
collective response. Our institutional arrange-
ments must be both true to our evolving concepts
of ourselves as a people and useful for the
collective tasks we have taken on and will take
on in the future.

The more government we Canadians have,
the more democratic we must become. The
institutions of responsible parliamentary govern-
ment remain the key to keeping government
our servant rather than seeing it become our
master. Commissioners regard Parliament as the
principal forum for public debate and intend our
recommendations to contribute, in general, to
the strengthening of that institution.

To restore Parliament as the principal forum
for national debate, we must not only bolster
its democratic processes, but we must also
improve its capacity to reconcile national and
regional interests. We wish neither to reassert
the dominance of the national government in
line with the prevailing opinion at the time of
Confederation nor to establish the provincial
order of government as an integral part of
national government.

With regard to federalism and intergovern-
mental relations, two basic needs influence Com-
missioners’ general objectives. First, it is desir-

able to clarify where possible, by constitutional
amendment, by delegation or intergovernmental
agreement, or by more clearly defined policy
directions, the responsibilities distributed
between federal and provincial governments.
Secondly, recognizing the complexity of modern
government and the interdependence within our
federation, it is desirable to introduce greater
certainty and stability into existing intergovern-
mental processes. We seek neither to eliminate
intergovernmental conflict nor to further the
development of non-accountable institutions.
Rather we seek to secure and give greater public
recognition to minimal processes and structures
that will moderate the excesses and costs of
unresolved conflict and channel creative solu-
tions to common problems.

Commissioners view the Charter of Rights
and Freedoms both as a guarantee of specific
rights and freedoms of citizens and as an impor-
tant element of the framework within which
Canadian society can evolve. This is consistent
with our view that constitutional law should be
responsive to social change and evolving values
and attitudes, and that it should stabilize the
pace and direction of such change.

Responsible Government and

Public Accountability

The Canadian practice of party government has
restricted the opportunities for Members of
Parliament to participate in the development of
public policy outside the confines of party cau-
cuses. Organized special-interest groups now
challenge MPs as representatives and frequently
bypass them.

MPs could gain more influence over public
policy if members in committee could inves-
tigate and debate matters of public interest on
which party positions have not yet been fully
determined or established. The separation of
legislative committees from investigative com-
mittees would help to achieve this end by
providing Parliament and the government with
policy analysis and guidance distinct from that
which is received from administrative officials
or extra-parliamentary sources.

Parliament need not diminish the activities
of interest groups, but it should provide the
principal public forum for these groups to define
their concerns. Parliament should encourage
them to present their positions and demands for
an open examination in relation to general
interests. There should be a small number of
parliamentary committees focusing on compre-
hensive policy matters—the budget, regulatory
policy, Crown corporations, and federal-
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provincial relations, for example—and these
would be ideal forums for such scrutiny.

Agencies such as the Public Service Com-
mission, the Office of the Commissioner of
Official Languages, the Privacy and Information
Commissioners, and the Office of the Auditor
General have important functions, but receive
insufficient direction and control from our
elected representatives in Parliament. In order
to ensure accountability of these agencies, Par-
liament must define their procedures and basic
strategies. Commissioners suggest that the Pub-
lic Service Commission, the Office of the Com-
missioner of Official Languages, and the Privacy
and Information Commissioners review their
work before a Parliamentary Committee on the
Public Service. This committee would study the
success of these agencies in meeting the various
criteria set by Parliament. The same committee,
since it would be familiar with the performance
of these agencies, should review their financial
estimates. The Public Accounts Committee
would perform this role in relation to the Office
of the Auditor General.

The federal government has formalized
Cabinet structures, processes and support ser-
vices in recent years, in order to restore min-
isterial and parliamentary control over an
expanded and complex administrative structure.
Although central agencies have partially
checked the dispersal and diffusion of power
to public servants, they can do so effectively
only when under the close direction of ministers;
otherwise central agencies themselves become
yet another layer of bureaucracy to be
controlled.

We have given too much autonomy and
discretion to non-departmental forms of govern-
ment organization such as Crown corporations
and regulatory agencies. Such autonomy has
undermined the principles of responsible govern-
ment. To correct this situation, Commissioners
recommend that greater “control” of Crown
corporations be defined in the context of a
reformed competition and regulatory environ-
ment, and not just in the framework of admi-
nistrative accountability, in accordance with the
current trend. Especially for commercial Crown
corporations, governments need greater stra-
tegic control, not day-to-day interference in
management decisions. Moreover, Cabinet
should strengthen its review of regulations for-
mulated by regulatory agencies.

Although some prominent political appoint-
ments have violated the ideal of a neutral public
service, it is not true that the senior bureaucracy
has become politicized. The system of appoint-
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ments by Order-in-Council based on profes-
sional merit on the recommendation of the Clerk
of the Privy Council has worked well. However,
political advice to the Prime Minister has tra-
ditionally been the basis of appointments to a
large number of boards and agencies. This
category may be too large; the public might be
better served if more of these appointments were
based exclusively on merit. An all-party group
designated by the proposed Parliamentary Com-
mittee on the Public Service should review the
current use of Governor-in-Council appoint-
ments to boards and agencies, the foreign ser-
vice, high levels in departments, and ministers’
staffs, in order to help distinguish between two
categories of positions: those where partisan
sensitivity justifies political appointments, and
those where partisan sensitivity is not at issue,
and where professional merit should prevail.
Commissioners’ opinion is that this general
review process should be continuous, and that
appointments of no clear partisan value should
be made on a basis of “merit”.

In light of the accelerating challenge to demo-
cratic controls presented by the increasing inter-
national responsibilities of the state, Commis-
sioners believe it is desirable to provide secure
foundations for parliamentary ratification of
international treaties and for other measures to
ensure parliamentary review of executive action
in the international domain.

Representative Government and National
Socio-Economic Interests in Economic
Policy Formation

It is important to facilitate more direct and
continuous involvement of representatives of
Canadian interest groups in public decision
making, especially in economic policy. Those
interests need to interact more with one another
and to take greater account of the broader
concerns and conflicts within Canadian society
for the resolution of which Parliament itself is
ultimately responsible.

In comparison with the formal structures that
have developed in some Western nations, Can-
adian consultative practices tend to be frag-
mented, informal and episodic. Current practices
may be inadequate in light of recent Canadian
experience and anticipated needs, such as the
continuing pressures of economic adjustment.
However, we do not recommend a corporatist
or tripartite style of government/private sector
relations.

Although substantial secrecy is necessary in
relation to the preparation and release of the
budget, Commissioners recommend that guide-



lines are needed to allow less comprehensive
budget secrecy than now exists. We urge the
House of Commons to initiate a change in the
convention of comprehensive budget secrecy in
order to move towards more effective advance
discussion and consultation arrangements.

It would be desirable to seek federal-
provincial agreement on the timing of budgets
so that their presentation could be co-ordinated,
with the federal budget either preceding or
following most provincial budgets by two or
three months. Pre-budget consultation should
occur in several forums, but particularly in the
House of Commons.

A continuing national dialogue on general
directions for economic policy requires a per-
manent national forum. This Commission
favours establishment of a permanent Economic
Policy Committee of the House of Commons.
The Committee would hold an annual series of
pre-budget hearings timed to allow its work to
influence budget preparation. It would take
testimony about the nation’s economic prospects
from the Department of Finance, the Bank of
Canada, and the Treasury Board, as well as from
agencies such as the Economic Council of
Canada; it would also gather the views of major
groups, including national representatives of
business, labour and other associations.

The Committee would scrutinize the govern-
ment’s performance and the revenue and expen-
diture implications of the positions of key inter-
ests. It should schedule its budget review to co-
ordinate with its other responsibilities and with
the timing of the annual First Ministers’ Con-
ference. Moreover, it would be necessary to
adjust the internal priorities and planning cycle
of the federal government in light of the accepted
federal-provincial cycle.

Continuation of sectoral and industry-by-
industry dialogue on improving Canada’s econ-
omy is essential. Discussions should bring
together representatives of business and labour,
and federal, provincial and municipal govern-
ments and other groups, as necessary. Govern-
ment participation may not always be required.

In light of these conclusions, Commissioners
recommend that such sectoral discussions be
developed within the following guidelines:

m Consultative mechanisms should focus on
clear, specific objectives. This approach will
improve the chances of success.

s Consultation should be a continuing process
with reasonably predictable arrangements.
Permanent or standing groups may be
required in some cases.

» Governments must make a firm commitment
to any consultative process they undertake.
Effective consultative arrangements require
that non-government participants have some
influence on the agenda and decision-making
schedule. Responsibility for the overall policy-
making process, however, rests with the
government of the day.

m Consultative processes aimed at consensus
building must be supported by fair represen-
tation from many groups in society and,
normally, by parity between business and
labour.

m Sharing and refining of information are pre-
requisites to these consultative processes.

National Institutions and the
Representation of Regional Interests

We Commissioners believe that the federal
principle requires that the House of Commons,
chosen on the basis of representation by pop-
ulation, be balanced by a second chamber based
on representation by region. Our institutions
should recognize the federal principle, provide
greater regional representation, and respond to
regional interests in national policy making and
administration.

Commissioners recommend that the Senate
embody the federalist principle and provide the
regional representation lacking in the House of
Commons.

m A reformed Senate must build on our practice
of party government in its elections, caucuses
and discipline. The Senate must be elected,
and election to the two Houses should take
place at the same time.

m In the Senate, representation should be weigh-
ted in favour of the less populous regions.
All regions need not be considered equal, for
the Senate should only temper, not obstruct,
representation by population.

m The Senate should be elected by a system of
proportional representation. The governing
party is more likely to have elected repre-
sentatives from all regions within its parlia-
mentary caucus, even if, for one or some
regions, they secure places only in the Senate.
A Senate elected on this basis should ensure
that the governing party will usually be able
to constitute a Cabinet that includes members
from all regions.

m We recommend that Senators be elected in
six-member constituencies. This number is
large enough to effect the intended propor-
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tional representation and yet to allow for some
recognition of the regions within provinces.
Yukon and the Northwest Territories could
elect their Senators on simple plurality. Exist-
ing numbers of Senators would be modified
and distributed as follows:

Existing Proposed

British Columbia 6 12
Alberta 6 12
Saskatchewan 6 12
Manitoba 6 12
Ontario 24 24
Quebec 24 24
New Brunswick 10 12
Nova Scotia 10 12
Prince Edward Island 4 6
Newfoundland 6 12
Yukon 1 2
Northwest Territories 1 4

104 144

The Senate does not require a veto to temper,
on regional grounds, the legislative majority of
the House of Commons. Commissioners believe
that the Senate should have a six-month sus-
pensive veto, except in relation to legislation
with linguistic significance; such legislation
would require approval of a majority of fran-
cophone Senators, as well as of the Senate as
a whole.

Many federal departments and agencies have
not assumed responsibility for regional devel-
opment within their mandates. This failure has
lessened the executive branch’s capacity to be
regionally responsive and has undermined the
effectiveness of regional representation in
Cabinet.

This Commission therefore recommends that:

m The central administrative agencies should be
structured so as to provide more regional
information upon which the Cabinet can base
policy decisions. This requires that regional
offices be part of the central agency apparatus
supporting the Cabinet and the Prime
Minister.

m The Cabinet should decentralize departments
and agencies for purposes of policy planning
and development. Sectorally organized depart-
ments should incorporate the regional dimen-
sion fully in departmental planning and policy
development. There should be regional offi-
cials in the central administrative decision
making of departments.

m Regional representation should receive con-
sideration in nominations to the boards of
Crown corporations and regulatory agencies.
If the Senate becomes an elected body, appoint-
ments of the heads of major Crown corpo-
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rations and all members of the governing
boards of major regulatory agencies should
be subject to the approval of a Senate com-
mittee to be established for this purpose.

Barriers within the Canadian

Economic Union

Despite recent expressions of concern that the
Canadian economic union is becoming increas-
ingly balkanized and fragmented, goods, capital,
services and people now move relatively freely
within the Canadian common market.

While lost economic output from impedi-
ments to free movement and distortions of the
common market appears small, submissions
made to us by firms and individuals have indi-
cated that the policies in question create con-
siderable difficulties for them. Even more than
the economic rationale, the political rationale
for the national right to free movement is a
powerful idea for most Canadians.

The effect of these distortions—and the need
for effective co-ordination of economic policy—
is likely to increase as Canadians face greater
competition from the outside world. We should
create incentives to international competitive-
ness, and we should facilitate appropriate
adjustments.

The economic union implies elimination of
internal barriers and positive measures to facil-
itate operation of the market, to overcome
market imperfections and to pursue effective
stabilization, industrial and social policies. All
regions must share in the benefits of economic
integration.

Internal barriers may be the response of
governments to local preferences, and they often
reflect our commitment to redistribution of
income and opportunity. Thus, the challenge,
in particular cases, is not simply to eliminate
the barriers through constitutional prohibition
or other means, but rather, how to balance the
economic benefits of free movement against
other goals to which Canadians aspire. The
trade-offs to be made are not exclusively
between economic efficiency and political diver-
sity or provincial autonomy within the feder-
ation: Canadian federalism also involves a
national community with its own requirements.
Moreover, as the Canadian Charter of Rights
and Freedoms makes clear, individual rights
have implications for the economic union.

The goal of regional development requires
that Canadian economic policy must seek not
only to maximize aggregate national income,
but also to encourage the economic development
of individual regions.



Commissioners urge that a broad view be
taken of the scope of section 121 of the Con-
stitution Act, 1867, regarding the freedom of
trade within Canada consistent with an inter-
pretation that section 121 covers services as well
as goods, and non-tariff barriers as well as tariffs.
However, in light of existing controversy and
uncertainty, it may be prudent to seek clarifi-
cation by constitutional amendment.

m We would recommend a limited amendment
to include services to reflect current concep-
tions of the nature of interprovincial trade.
On the issue of non-tariff barriers to trade
in goods and services, we recommend as an
interim step that governments agree to a Code
of Economic Conduct.

The governments of Canada should develop a
Code of Economic Conduct to spell out accep-
table practices, set out the principles of the
economic union, and provide for enforcement.
We advance a series of general guidelines for
consideration:

s The code should confirm general principles
of the economic union applicable to both the
federal and provincial governments:

— Reduction of barriers to the allocation of
capital, labour, goods and services through-
out Canada;

— Non-discrimination against persons (indi-
viduals and organizations) based on pro-
vince of residence;

— Commitment to minimizing the costs of
provincial programs that might fall on the
residents of other jurisdictions and to prior
consultation for this purpose;

— Recognition of the need for a transpor-
tation, communications and information
infrastructure to support national eco-
nomic development with significant
regional benefits.

m The burden of demonstrating that a barrier
did not violate the principles of the Code
should lie with the authority imposing the
barrier.

The Code should identify major areas where
reduction of barriers to internal trade should
begin. Attention should focus not only on the
form of the barriers, but also on the anticipated
effects. The possibilities of substitution between
types of barriers are extensive, and provinces
vary in economic development and in their
potential to inflict injury on other jurisdictions
or the residents of those jurisdictions. Those
drafting the Code might first consider barriers
that prevent Canadian enterprises from being

internationally competitive.

Initially, governments should set up the Code,
and public and governmental pressure should
enforce it. The intergovernmental process would
provide the appropriate forum for dealing with
the politically sensitive issue of internal barriers
to trade. After experience with the operation
of the Code, we should move to entrench its
principles in the Constitution and to enforce the
Code through some other form of binding inter-
governmental agreement.

To develop the Code of Economic Conduct,
monitor the state of the economic union, and
explore methods for co-ordinating policies, the
First Ministers’ Conference should create a
Council of Economic Development Ministers.

To initiate the process of identifying and
controlling internal trade barriers, Commission-
ers propose the following procedure. The Coun-
cil would ask each government to list barriers
imposed by other governments that they believe
harm its provincial economy or its residents.
Next, each government would be required to
explain and defend those of its policies identified
at the first stage. A Federal-Provincial Com-
mission on the Economic Union would receive
this material and would analyse the barriers,
their probable consequences, and the justifica-
tions declared. The Commission would identify
violations of the principles of the economic
union and make recommendations concerning
specific terms for the proposed Code. It would
send this report to the Council for action.

A Federal-Provincial Commission on the Eco-
nomic Union which would serve the Council
of Economic Development Ministers would
have responsibility for preparing materials for
the Council as directed:

¢ Analysing the first round of barriers identified
by the Council’s initial inquiry;

¢ Initiating research on the state of the eco-
nomic union and methods for improving it;

e Receiving complaints from groups, individ-
uals and corporations affected by government
actions threatening the economic union, inves-
tigating these complaints and reporting on
them, with recommendations, to the public
and the Council.

If a Code is eventually made legally enforceable,
the Commission could become a regulatory
agency, but one that regulates governments.

Economic Management

In several specific areas related to our concern
with the international environment, the Cana-
dian economic union, and economic adjustment,
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Commissioners believe that constitutional
changes are desirable for more effective eco-
nomic management. Canada requires a proce-
dure which would allow treaties, once con-
cluded, to be binding and enforceable on both
federal and provincial authorities within
Canada.

We recommend a constitutional amendment
to provide that where a proposed treaty contains
provisions which require implementation by
provincial legislatures or affects rights within
areas of provincial jurisdiction, the relevant
sections should be ratified by provincial legis-
latures. We propose the application of the amend-
ment formula for this purpose so that sections
of a treaty imposing obligations on provinces
would come into effect on the passage of reso-
lutions in the legislatures of two-thirds of the
provinces, representing at least half of Canada’s
population. We do not see this recommendation
as having immediate application to negotiations
with the United States on a free-trade agreement.
We would recommend, however, that a con-
stitutional solution be in place before the pro-
posed trade agreement would come up for
review in the 1990s.

s To clarify jurisdiction and roles in the field
of telecommunications, we recommend con-
current jurisdiction with federal paramountcy.

m To clarify responsibility regarding certain
aspects of overall regulation of trade and
commerce, we propose that section 91(2) of
the Constitution be amended to provide explic-
itly for federal regulatory power over com-
petition and product standards.

= If intergovermental agreement is not reached
soon on the harmonization of regulations
respecting interprovincial trucking, we recom-
mend that serious consideration be given to
bringing this matter under federal jurisdiction.

Equalization

The principle of equalization, an essential ele-
ment of Canadian federalism, represents a com-
mitment to all provinces that economic misfor-
tune will not undercut their constitutional role.
It contributes to a true decentralization of govern-
ment functions, in spite of the differing economic
capacities among provinces.

Commissioners stress the distinction between
equalization payments and regional develop-
ment programs. The former are intended to
offset economic disadvantages, while the latter
are intended to reverse this disadvantage. Equal-
ization payments are necessary only because of
our lack of success in combatting regional
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economic disparities. In practice, this means that
regional development financing must be added
to equalization disbursements; the federal
government should not cut one in favour of the
other.

The federal government’s responsibility for
interregional redistribution gives it a leading role
in designing and operating the equalization
scheme. Commissioners recommend that the
following changes to the equalization system be
discussed with the provinces:

s Canada should return to a representative tax
system that includes all 10 provinces in the
base. The present five-province calculation
base allows too much room for distortion,
strategic behaviour and unintended side-
effects.

m Equalization payments should include some
portion of resource revenues. There is no
magic figure here, but the 20 to 30 per cent
range seems an appropriate compromise,
since it approximates the amounts that would
accrue to provincial treasuries in the form of
tax revenues if natural resources were in
private hands.

m The concept of including needs as part of the
entitlements calculation is attractive. Com-
missioners recognize, however, that this can
develop only slowly, given the amount of data
required and the serious practical difficulties
involved. The inclusion of needs in the cal-
culation will be especially important if the
Northern territories enter the scheme.

Regional Development

This Commission believes that regional devel-
opment must remain an essential component of
Canadian policy and, indeed, of the Confed-
eration bargain as now reflected in section 36
of the Constitution Act, 1982. It must be rec-
ognized, however, that policies intended to pro-
mote regional development have often hindered
the overall efficiency of the national economy
in that they impeded inter-regional adjustment
and distorted regional development. Canadians
need to reconsider the way in which we look
at regional economic disparity, what we do to
overcome it, and the institutional mechanisms
we bring to the task.

B We recommend a new federal-provincial
system of sharing regional development expen-
ditures and responsibilities. The federal govern-
ment should direct regional development pro-
grams toward improving regional productivity
and the efficiency of the labour market. To these
ends, such programs should include measures



to improve worker and management skills,
enhance research and development efforts,
ensure a high level of infrastructural support,
and supply assistance for intra- and inter-
regional mobility. The federal government
should not only provide such programs on a
national basis, but should also make a special
effort in the less-developed provinces. While it
might make sense, too, for the federal govern-
ment to provide assistance for plant moderni-
zation as a means to enhance regional produc-
tivity, we believe that it should provide this type
of assistance on a national basis, if at all, or
that the provincial governments should take on
this responsibility on a regional basis.

Under this arrangement, the federal govern-
ment would end all explicit and direct regional
employment-creation programs. While national
schemes would continue, federal subsidies, tax
breaks and so on, intended only to generate jobs
in, or attract firms to, a particular locale, would
be eliminated. Similarly, the federal government
would terminate regionally differentiated
unemployment-insurance programs, tax credits
and other measures that tend to distort regional
labour markets. Funds formerly allocated to
these types of programs would instead become
the source of Regional Economic Development
Grants.

Provinces that qualify for equalization pay-
ments would be eligible for Regional Economic
Development Grants. The amounts of the grants
would be determined by a formula on a per
capita basis, and they would be proportionate
to the degree of fiscal disparity identified by
the equalization formula. As noted earlier, equal-
ization payments are necessary to offset eco-
nomic disparities, while the purpose of these new
grants would be to reduce future disparities.
They would be re-negotiated every five years.

Provinces would assume full responsibility for
local or place-specific employment measures as
part of their own approach to regional devel-
opment. They would be free to use the Regional
Economic Development Grants for this purpose,
subject only to two conditions:

e Each recipient province would sign an Eco-
nomic and Regional Development Agree-
ment (ERDA) with the federal government;
the ERDA would set out a broad economic
development plan for the province (and for
each other province) and would indicate the
measures to be carried out by both orders
of government. Some elements of these pack-
ages might take the form of shared cost
programs or federal contributions to provin-

cial activities; in general, however, Commis-
sioners recommend that under the ERDA
umbrella, each government remain respon-
sible for the implementation and delivery of
its own programs, in order to enhance
accountability.

e The recipient province would be required to
sign the proposed Code of Economic Conduct
to improve the functioning of the Canadian
economic union.

While recognizing the immediate need for finan-
cial prudence at the federal level, Commission-
ers believe that the total federal financial com-
mitment to regional development—combining
the Regional Economic Development Grants
and other funds spent through ERDAs—should
increase significantly over the next few years.

The federal government would continue to
play an important role in other development
efforts which have significant regional impacts
such as:

e A reformed equalization system

e The proposed Universal Income Security Pro-
gram and the Transitional Adjustment Assist-
ance Program

e Sectoral policies, such as those pertaining to
fisheries, agriculture and forestry. These
should be designed according to criteria for
good sectoral policy (see Parts Il and IV of
this Report), but they ought to also be deve-
loped in close consultation with provincial
governments, where these are affected to an
important degree.

A sustained federal commitment to regional
development requires that a single central
agency be responsible for injecting regional
concerns into the programs of individual federal
departments and for co-ordinating federal
efforts. It would appear to Commissioners that
the Federal-Provincial Relations Office (FPRO)
reporting to the Prime Minister, would be the
appropriate existing body. We believe also that
the Federal Economic Development Co-
ordinator (FEDC) or other senior officials res-
ident in each province can help to co-ordinate
federal activities within each province, interact-
ing with the provincial government and estab-
lishing links with local economic interests. The
federal government should enlarge the respon-
sibilities of such federal regional officials, who
should report directly to FPRO.

Fiscal Arrangements

Tax Collection Agreements
The Tax Collection Agreements have served
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Canada well. They are convenient for both
citizens and governments, and they help to
maintain harmony and contribute to the strength
of the economic union. They should be retained.
Nevertheless, the agreements are presently
under considerable strain and are in some danger
of disintegrating. This Commission’s proposed
reforms are based on the desire to maintain the
agreements, but not at an excessive cost either
in terms of the accountability of legislatures or
in terms of the flexibility which exists in the
system.

B Commissioners therefore recommend that:

m The agreements be amended in order to place
the personal income tax on the same footing
as the corporate tax, applying the provincial
rates to the common, federally-determined
base. This measure would not only reduce
provincial vulnerability to federal tax changes,
but would also enhance provincial autonomy,
since it would become easier for provinces
to decide how progressive their own tax rates
should be.

s The federal government consult with provin-
ces before introducing any tax change which
would have a significant effect on the federal-
provincial relationship. This recommendation
is consistent with Commissioners’ larger con-
cern to reduce budget secrecy for federal and
provincial governments and to ensure that
federal budget proposals receive wide discus-
sion in Parliament.

To provide greater consultation on taxation
matters of a more fundamental nature, Com-
missioners recommend that a new federal-
provincial Tax Structure Committee be given
the following mandate:

m As part of the regular process of the quin-
quennial review of federal-provincial fiscal
arrangements, the Tax Structure Committee
would re-examine the definitions of taxable
income, basic exemptions, marginal tax rates,
and the like. This is really an endorsement
and extension of a consultation process which
is already in effect. The Tax Structure Com-
mittee would also monitor the division of tax
room between the two orders of government,
in light of anticipated revenue and expenditure
needs, and of the difficulties of managing
restraint.

m As part of the overall concern for the eco-
nomic union, the Tax Structure Committee
could also discuss the implications of federal
or provincial tax credits and subsidies. It
would thus assist the Council of Economic
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Development Ministers which, we propose,
should be responsible for the development of
an overall intergovernmental Code of Eco-
nomic Conduct. This Committee would be
composed of representatives of all govern-
ments, including those now outside the
agreements.

The Spending Power and the Impact of Fiscal
Restraint on Intergovernmental Transfers
Although Commissioners do not recommend
formal limitations on the spending power, we
consider that this power has important conse-
quences for federalism and therefore should be
exercised with special restraint and subject to
certain guidelines concerning its use.

B Commissioners thus recommend that the
spending power be retained as a vital instrument
for flexible responses to changing definitions of
the national interest, subject to the conditions
that:

m The judicial distinction between federal leg-
islation providing grants or gifts and federal
legislation involving direct regulation in fields
of provincial jurisdiction is appropriate and
should be further refined.

m As a matter of principle within the federation
and for purposes of accountability and clarity
of roles, the federal government regard new
shared-cost programs as a last resort in pur-
suing its objectives.

m The use of the federal spending power in areas
of provincial jurisdiction be supported by
broad national consensus. In addition to the
contribution to consensus which an elected
Senate with stronger regional representation
will make, consultation through the Federal-
Provincial Ministerial Councils and, ulti-
mately, the First Ministers’ Conference is
essential, not only in relation to new programs,
where it will occur in any case, but also in
relation to the proposed alteration or termi-
nation of a program by the federal govern-
ment. Designated periods of operation of, say,
five years, could be considered for program
renegotiation.

In order to retain a desirable degree of federal
flexibility and accountability to Parliament
while ensuring provinces some stability for plan-
ning and protection against rapid unexpected
variations in federal spending, we recommend
that:

m Federal-provincial transfers be subject to a
review on a five-year basis.

s During that period, the federal power to make



adjustments be limited to, say, 5 per cent in
any given year, without provincial approval.

Intergovernmental Relations and the
Institutions of the Federation

The intense intergovernmental conflict Canada
experienced in the 1970s may be partly attrib-
uted to institutional limitations. Interdependence
in modern federalism is inescapable and needs
to be managed, as do the excesses of intergo-
vernmental competition.

This Commission’s goal is to encourage a
more functional approach to federalism, one not
oriented towards centralization/decentraliza-
tion, but one which emphasizes the potential
contribution of Canada’s federal arrangements
to the well-being of Canadians. Canadians
should create political institutions to co-ordinate
activities involving both orders of government.

While greater co-ordination of federal-
provincial affairs would be desirable, Commis-
sioners believe that the diversity of government
action inherent in a federal state is also a positive
contribution to society. Thus we have tried to
strike a balance between encouraging institu-
tional diversity or competition and proposing
new measures of federal-provincial co-
ordination.

Commissioners do not recommend compre-
hensive constitutional amendment as a means
to modernize the division of powers. Instead,
we urge the use of more flexible instruments
to clarify or transfer the location of
responsibility.

B To this end, we recommend that:

m The power of intergovernmental delegation
be expanded so that on a particular matter,
law-making authority could be delegated to
another jurisdiction. Such delegations should
be approved by the legislatures of all juris-
dictions involved.

m Constitutional amendment be used to estab-
lish a procedure that would permit the Par-
liament of Canada and provincial legislatures
to enter into intergovernmental agreements
that would be binding on their successors

m The powers of reservation and disallowance,
now by convention virtually “dead letters”,
be formally interred by means of an appro-
priate constitutional amendment.

To provide essential recognition of the need to
manage intergovernmental interdependence and
the need to co-ordinate policies and activities,
the First Ministers’ Conference should be estab-
lished in the Constitution with the requirement

that it meet at least once each year. Such an
institution must in no way encroach on the
principles of responsible government.

First Ministers may eventually wish to con-
sider the creation of a body comparabie to the
Advisory Commissions on Intergovernmental
Relations in the United States and in Australia.
“Third parties” of this nature may facilitate
behind-the-scenes resolution of intergovernmen-
tal conflicts and contribute to improving the
context of information, analysis and public opin-
ion to which the intergovernmental process will
need to respond.

Despite a plethora of federal-provincial
bodies, current intergovernmental discussions
are sporadic and lack co-ordination. Our pur-
pose is to suggest a core framework of federal-
provincial mechanisms which would, in a more
streamlined way, support the First Ministers in
their collective and individual responsibilities.
Commissioners propose that the First Ministers’
Conference appoint a network of Councils of
Ministers to serve in major functional policy
areas and to be supported by continuing com-
mittees of officials. We believe that three central
Ministerial Councils should be established in the
fields of Finance, Economic Development and
Social Policy.

B We therefore recommend that:

s The Council of Finance and Treasury Ministers
which now exists and meets from time to time
regarding fiscal arrangements, economic pro-
jections and macro-economic policy, be for-
malized to encourage greater regularity of
assembly and better co-ordination of budge-
tary preparations, and to receive the findings
of the new Tax Structure Committee, which
would monitor tax developments.

m The Council for Economic Development seek
agreement on common objectives in eco-
nomic development and trade policies and
identify opportunities for mutually beneficial
links among regions. The Council would be
responsible for monitoring and assessing the
state of the economic union and would serve
as the vehicle through which to develop a
“Code of Economic Conduct”.

m The Ministerial Council on Social Policy con-
sider all facets of social policy, especially in
the fields covered by Established Programs
Financing and the Canada Assistance Plan.
Consultation with practicing professionals
and interested groups and individuals is par-
ticularly important in this area. We would
encourage Parliamentary Committees to play
a stronger role in this activity.
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To ensure that governments are held accoun-
table for their conduct of intergovernmental
affairs, Commissioners recommend that Parli-
ament and the provincial legislatures should
establish permanent standing committees respon-
sible for Intergovernmental Relations.

Differing provincial regulations create incon-
venience for those who wish to operate
nationally. The impetus for interprovincial
efforts towards harmonization must arise
through the pressure of groups adversely
affected by interjurisdictional variations. Com-
missioners therefore propose no specific insti-
tutional changes designed to enhance harmon-
ization of provincial laws.

The Charter of Rights and Freedoms

The Charter and Constitutional Government

in Canada

The Charter of Rights and Freedoms signals a
significant transformation of the relationship
between citizens and the state in Canada. Most
noteworthy are the important limitations
imposed on the constitutional authority of legis-
latures and the elevated role of the judiciary
as guardians of the constitutional rights and
freedoms of individuals. The Charter will also
further the rights of citizens to review and assess
government actions, and it will contribute to a
fuller and more regular discussion of citizen
rights in Parliament. Its guarantees will probably
become the basis for individuals and groups to
introduce issues to the national and provincial
political agendas.

The scope and application of the Charter will
be tested constantly through both the legal and
the political processes. The Charter is not, how-
ever, a springboard for unlimited claims of
citizen rights, for there are reasonable limits to
its guarantees. Ultimately, its effectiveness in
protecting the rights and freedoms of citizens
and in enhancing democracy will be determined
by how citizens use this document.

This Commission believes that the changes
recorded and introduced by the Charter should
be given a broad scope in interpretation and
application. Departures from its guarantees
should meet stringent tests and conditions, jus-
tifying the circumstances of exception.

The Charter’s general override provision
should contribute to public awareness of leg-
islation limiting the constitutional rights of citi-
zens in Canada. Overriding legislation should
include a declaration of intent to legislate, not-
withstanding a provision of the Charter, and
should include not only reference to the specific
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rights being overridden, but also an indication
of the purpose of such legislative action. Such
a statement of purpose would help the courts
to ensure that limitations do not exceed what
is necessary to achieve their objective; it could
also be a useful reference point in discussions
on whether to extend the override after the five-
year period.

Commissioners do not suggest constitutional
amendments to change and improve upon the
Charter’s words. Rather we consider various
interpretations of the Charter which we think
will serve to maximize the desirable effect it
can have on Canadian society. Two examples
illustrate our approach:

e We favour a broad and flexible application
of the Charter at the periphery of government
activity, as well as in its more visible legis-
lative forms.

e Similarly, in the matter of the Charter’s gua-
rantees of personal mobility rights, we con-
clude that preferential provincial employment
schemes permissible under the Charter should
be strictly limited to the socially and eco-
nomically disadvantaged within a province.
Such programs should not prevent the federal
government from simultaneously pursuing
employment-opportunities programs in that
province.

Inherent in the Charter of Rights and Freedoms
is an attempt to overcome some of the problems
of national unity that have preoccupied Can-
adians since the mid-1960s. This is especially
evident in the Charter’s provisions respecting
mobility rights, official languages and minority
official-language education, as well as
multiculturalism.

With regard to ethnic diversity in Canada,
Commissioners believe that multiculturalism pol-
icy should seek to create circumstances that
permit all Canadians to preserve and enhance
their cultural heritage within the broader Can-
adian tradition of individual equality. Multicul-
turalism is not a justification for cultural or racial
discrimination. For visible minorities, in partic-
ular, racism must be addressed through more
than multicultural policy. There is a systemic
aspect to racial discrimination in Canada. As
with other pattterns of systemic discrimination
affecting groups such as women, the handi-
capped and other identifiable groups, the Char-
ter plays an important role as both an educative
and a legal instrument in enhancing equality.

The Charter’s equality-rights guarantees
embody a broad definition and understanding
of equality. These guarantees reflect contem-



porary notions of substantive equality in giving
assurance of equal benefit of the law and equal-
ity under the law. By enabling affirmative action
programs, the Charter responds to contemporary
concerns about discrimination against various
groups in society.

Commissioners believe that governments
have a leadership role to play in breaking down
these patterns of discrimination and we believe,
too, affirmative action is a valuable tool for this
purpose. Accordingly, we view the provision in
the Charter enabling governments to pursue
affirmative action programs as a valuable rein-
forcement of government’s role. Equality, how-
ever, must ultimately relate to individuals, and
affirmative action must be supplemented with
other programs designed with individual equal-
ity as the ultimate goal.

The Charter both contains guarantees of indi-
vidual equality and elsewhere recognizes special
rights of various groups, such as official-
language minorities and Canadian aboriginals.
We believe that when group rights are incon-
sistent with rights of individual equality, the
latter, as a general rule, should prevail.

The Supreme Court of Canada

The members of the Supreme Court of Canada
do not perform representative functions in the
Canadian institutional and constitutional sys-
tem. Judicial merit alone is the criterion by which
the Court’s membership and performance
should be assessed. Accordingly, Commission-
ers reject arguments that the composition of the
Supreme Court should be regionally represen-
tative. Existing provision in the Supreme Court
Act for the appointment of Quebec members
is based on the distinctive legal traditions of
that province. We also reject socio-economic
representational claims about Supreme Court of
Canada membership, which we anticipate may
emerge as the Court addresses complex Charter
litigation involving citizen-state relations.

The central issue in the appointments process
is the perception that it does not adequately
involve the constituencies ultimately affected by
Supreme Court decisions. Although the existing
informal procedures followed by the Prime
Minister before making appointments to the
Supreme Court do involve extensive discussions,
they are sometimes perceived as not taking
sufficient account of concerned interests or
advice. Measures to shift responsibility from the
Prime Minister to some designated group or
institution necessarily involve replacing one pol-
itical process with another. If a broadly based

political process of consultation is to be replaced
by alternative arrangements, an elected Senate
has much to commend it.

The constitutional status of the Supreme
Court and, in particular, the independence of
the Court, should be clarified by entrenchment,
although there is no reason to remove respon-
sibility for the administration of the Court from
the federal government.

Quebec

The Distinctive Character of Quebec Society
Quebec is characterized by the presence within
its borders of a largely francophone population
which controls and gives direction to its own
political and social institutions. The existence
of this institutional framework which re-
enforces the distinction between the majority
status of francophones within Quebec and the
position of francophones elsewhere in Canada
is central to la spécificité du Québec. The very
essence of Quebec society lies in the fact that
it is the principal, though not the exclusive, focus
for the political dimensions of French life in
Canada. To a large extent, Quebec remains a
linguistically isolated society, an island of
French in an overwhelmingly anglophone sea.
For Quebec and for francophones outside the
province, the central challenge will always be
how to remain French in North America.

This challenge entails practical problems in
the cultural and economic domains for whose
resolution Quebecers and francophones outside
Quebec, individually and collectively, are, them-
selves, ultimately responsible. But constitutional
recognition of Quebec’s distinctiveness and of
Canada’s duality would provide an affirmation
that practical economic and cultural problems
of French life can be solved within the Canadian
context and with the support of the rest of
Canada. The necessary compromises could thus
be worked out in a clearly understood context
of recognition and affirmation of a cultural
complementarity which is at the very heart of
the Canadian experience.

The initial requirement at the level of principle
to secure a renewed understanding between
Quebec and the rest of Canada is a statement
in the Preamble to the Constitution along the
following lines:

m Recognizing the distinctive character of
Quebec as the principal, though not the exclu-
sive, centre for Canadian francophones and
accepting as fundamental the duality of the
Canadian federation . . .
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Fundamental Guarantees

As a consequence of Quebec’s uniqueness, steps
should be taken to ensure that no future con-
stitutional amendment as noted below be
imposed on Quebec which that province might
consider to affect its fundamental interests as
a distinct society.

Concerning transfers of legislative powers
from the provinces to Parliament, the simplest
means to provide Quebec with the necessary
protection, without putting the principle of equal-
ity of the provinces in question, is to grant each
province the right to opt out of any general
arrangement with full compensation in all cases.

In relation to reforms of national institutions
which are not covered in the present opting-
out formula, the only means to protect the
interests of Quebec is through the right of veto.
An obvious solution would be to grant all
provinces such right in conformity with the
equality principle. In the long run, this move
could, however, freeze the natural development
of our national institutions. Although granting
Quebec the right of veto is an arrangement
politically more difficult to obtain, it is, closer
to the intended objective, for it is the distinctive
character of Quebec society for which protection
is sought. It is important that Quebec have a
right of veto on any amendment to the insti-
tutions described in section 42(1) of the Con-
stitution Act, 1982, if such an amendment
touches on the special character of Quebec and
the duality of Canada. One method of imple-
menting such veto would be to amend imme-
diately section 47 of the Constitution Act, 1982,
in order to grant French-speaking Senators the
right to block proposed amendments affecting
Quebec under the double-majority formula de-
scribed below.

The Senate and Quebec

With regard to federal legislation, any proposed
Bill with linguistic implications, before becom-
ing law, should require a double majority of the
Senate: that is, the approval of a majority of
all Senators and of a majority of francophone
Senators. Such a veto would be a full, rather
than a suspensive, veto. In light of the protection
offered by this double-majority proposal, Com-
missioners see no need for specific guarantees
to Quebec of a certain proportion of seats in
the House of Commons.

Division of Powers

Because of Quebec’s distinctiveness, the most
obvious fields where conflicts might arise
between that province and the federal govern-
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ment are education, external relations, immi-
gration, communications and culture. There are
ways in which Quebec could participate in
dealing with these areas. While we make no
recommendations, we do suggest that legal
mechanisms such as delegation and inter-
governmental agreements may provide a better
means of accommodating the specific interests
of Quebec than would constitutional
amendment.

Francophones Outside Quebec

The diverse communities of Francophones in
Canada outside Quebec are currently in a state
of crisis. If they are to survive and flourish,
prompt action is required. Commissioners sug-
gest that beyond recognizing the principle of
duality in the Preamble, governments should
make efforts to extend the recognition of French
and English as the official languages of indi-
vidual provinces. Ontario in particular, with its
large French-speaking population, should pro-
ceed promptly to implement official bilingual-
ism. Such a step would set an example for other
provinces.

Furthermore, this Commission wishes to point
out that implementation of language rights has
not kept up with the intended policy of bilin-
gualism in the federal public service. We believe
that litigation, while generally useful, is not the
proper tool for making improvements in this
direction, since it is a lengthy and costly method
of dealing with these problems.

Instead, we recommend that stronger support
be given to the role of the Commissioner of
Official Languages.

Scattered French-language communities out-
side of Quebec face difficulties in developing
a French-language working environment.
Efforts to solve this problem should be geared
towards the development of French-language
centres of activity. These centres would vary
from province to province, depending on the
population and geographic concentration of fran-
cophone Canadians. In some areas, the centres
would be of an essentially cultural or educational
nature, and in other areas, such as in New
Brunswick, they could include a strong eco-
nomic component.

Aboriginal Self-Government

Measures to increase the influence and control
exercised by aboriginal people over their social
and economic affairs are desirable. Our com-
mitment to this objective is based on the dis-
tinctive place of aboriginals in Canadian society
as the first peoples of Canada and on the



constitutional recognition they now enjoy.

Institutional reforms to enhance the autonomy
of aboriginal peoples focus on the idea of self-
government. Implications of aboriginal self-
government for Canada’s overall institutional
framework and, in particular, for the three pillars
of the Canadian constitutional order, Parlia-
ment, federalism and the Charter, have not yet
been clarified. Indeed, many important issues
have been avoided and should be addressed
more squarely. The fundamental changes to our
national and provincial institutions that are now
being contemplated need broad Canadian under-
standing if they are to be acceptable in the long
run. The pace of discussions, as well as the
comprehensiveness of debates in Parliament and
the legislatures should reflect this concern.

The Northern Territories

The economic, social and environmental chal-
lenges of development in Northern Canada will
remain of continuing concern to Canadians.
From an institutional perspective, significant
questions must be addressed—some of these in
the near future.

No Canadians—Natives and non-Natives,
Northerners and Southerners—can be well
served by further delays in the settlement of
aboriginal land claims. Final agreements affirm-
ing and delimiting aboriginal rights should be
actively encouraged. If necessary, deadlines
should be established by the parties, and dis-
cussions could proceed without reference to the
issues of legislative powers, sovereignty and
special political status, which could be dealt with
subsequently in other settings.

The Yukon Act and the Northwest Territories
Act should be amended to reflect the current
practices of responsible government in Yukon
and to encourage comparable evolution in the
Northwest Territories. In both territories, new
formula-based financial arrangements should be
negotiated, to increase the predictability of
transfers and to promote genuine responsibility
and accountability for expenditures.

On the basis of federal commitment to the
ultimate goal of some form of provincehood in
the Northern territories, the governments
involved should establish a timetable for the
transfer of provincial-type responsibilities in
areas such as health, labour relations, inland
waters, renewable resources and the institution
of criminal proceedings. Additional measures
should be taken to:

m Advance the process of transferring to ter-
ritorial governments responsibilities for
Crown lands that do not bear directly on the

national interest, and that have not been ceded
to the Native people through claims
settlements

m Institute resource-revenue/sharing arrange-
ments comparable to the types of agreements
worked out with Nova Scotia and
Newfoundland

m Confirm participation of the territorial govern-
ments in federal-provincial forums where mat-
ters of direct concern to Northern residents
are being discussed. Joint-management arran-
gements may be valuable transitional
procedures.

Failing an internally generated and ratified agree-
ment on division of the Northwest Territories,
the federal government should establish an inde-
pendent boundary commission to recommend
a boundary on the basis of arguments from the
two constitutional forums. Subject to the spirit
of the Canadian constitutional tradition and the
need to recognize the essential quality of Can-
adian citizenship, the structure of post-division
government should be left to the discretion of
the respective constitutional forums.

Municipalities

Local governments are an enduring and impor-
tant feature of government in Canada, despite
their lack of constitutional status. Variations in
approaches to local government in different
provinces have permitted sensitivity, dynamism
and creativity in the city-province relationship.
Existing arrangements have contributed to the
development of some of the most liveable cities
in the world. Local governments have expe-
rienced uncertainty and frustration because of
limited policy-making instruments and their
relations with provincial and federal govern-
ments, but responses to current concerns must
begin from the premise that we have been doing
something right.

Canada’s major cities should be provided with
the legal, financial and institutional means to
fulfill their economic development role. By and
large, this involves removing constraints that
prevent their involvement in development.

B Although Commissioners do not recommend
changing the constitutional status of local
governments, the federal and provincial govern-
ments should increase the involvement and
responsibility of local authorities. The federal
government should review with the provinces
the possibility of occasional tri-level conferen-
ces; improve communications between munic-
ipalities and ministers whose responsibilities
affect local interests; assign responsibility to
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investigate the significance of local concerns in
national policy to the proposed Standing Com-
mittee for Intergovernmental Relations, and
explore opportunities for the decentralization of
specific responsibilities, including airports and
federal urban properties to federally-appointed
local agencies. The use of the delegation amend-
ment as Commissioners have earlier proposed,
may become a means to delegate directly to
local governments responsibility for such ques-
tions as siting, development and administration
of some airports through agreement with the
relevant province.
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The provincial governments should continue
to assess possibilities for assuming financial
responsibility for requirements greatly exceed-
ing local revenue sources. Commissioners also
recommend that the provinces examine ways
to designate a specific portion of income or
sales-tax revenues for local government financ-
ing. Commissioners believe that revenues to
local governments should be increasingly
unconditional.
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Concluding Comments

In sum, there is no clean slate on which
reformers can write what they wish. The battery
of relationships in our system—Cabinets and
legislatures, federal and provincial governments,
regulatory agencies and Crown corporations,
interest groups and the state, the citizen as
ultimate source of authority in a democracy—
all require sustained attention if we Canadians
are to govern ourselves efficiently into the
twenty-first century. The reforms that this Com-
mission has proposed can only emerge as we
Canadians continually rediscover ourselves as
an evolving society.

As this Commission began its work, the
Canadian Conference of the Arts brief pointed
out this home truth: “We are presented with

the opportunity of re-examining and reorienting
our goals for the future, and of preparing for
and entering into that future with the spirit that
first brought this country into being . . .” This
Commission has tried to capture that pioneering
spirit in the extensive agenda for change that
has been set out both in this summary and in
the full Report. While governments can help to
cushion the shock that change will inevitably
bring, every Canadian must be prepared to face
the future with flexibility. The challenge for
change must ultimately be carried through by
every Canadian.

Canada does not lack the human resources
to meet the demands of the days ahead. Indeed,
we Canadians should celebrate our incompar-
able advantages, not only in the country in which
we live, but in the compatriots we have gained
and in the institutions we have built. By seeing
the chance for change as an opportunity rather
than a threat, we can not only improve our
circumstances at home, but we can also make
a more important contribution abroad. Canada
must now move from dependence to self-
determination. With that firm confidence in our
future, let us together make the leap of faith
into tomorrow.

57



4

APPENDIX A

The Collected
Research Studies

Royal Commission on the Economic Union
and Development Prospects for Canada

ECONOMICS

Income Distribution and Economic Security
in Canada (Vol. 1), Frangois Vaillancourt,
Research Coordinator

VoL. 1 Income Distribution and Economic
Security in Canada, F. Vaillancourt

(O)*

Industrial Structure (Vols. 2-8), Donald
G. McFetridge, Research Coordinator

VOL. 2 Canadian Industry in Transition,
D.G. McFetridge (C)

Technological Change in Canadian
Industry, D.G. McFetridge (C)
Canadian Industrial Policy in
Action, D.G. McFetridge (C)
Economics of Industrial Policy and
Strategy, D.G. McFetridge (C)

The Role of Scale in Canada-U.S.
Productivity Differences, JR
Baldwin and P.K. Gorecki (M)
Competition Policy and Vertical
Exchange, F. Mathewson and

R Winter (M)

The Political Economy of
Economic Adjustment, M.
Trebilcock (M)

International Trade (Vols. 9-14), John
Whalley, Research Coordinator

VoL. 9

VoL. 3
VoL. 4
VoL. 5

VOL. 6
VoL. 7

VoL. 8

Canadian Trade Policies and the
World Economy, J. Whalley with
C. Hamilton and R Hill (M)
Canada and the Multilateral
Trading System, J. Whalley (C)
Canada-United States Free Trade,
J. Whalley (C)

Domestic Policies and the
International Economic
Environment, J. Whalley (C)
Trade, Industrial Policy and
International Competition,

R Harris (M)

*(C) denotes a collection of studies by various authors,

coordinated by the person indicated; (M) denotes a
monograph.

VoL. 10
VoL. 11

VoL. 12

VoL. 13

VoOL. 14 Canada’s Resource Industries and
Water Export Policy, J. Whalley (C)

Labour Markets and Labour Relations (Vols.
15-18), Craig Riddell, Research Coordinator

VOL. 15 Labour-Management Cooperation
in Canada, C. Riddell (C)
Canadian Labour Relations,

C. Riddell (C)

Work and Pay: The Canadian
Labour Market, C. Riddell (C)
Adapting to Change: Labour
Market Adjustment in Canada,

C. Riddell (C)

Macroeconomics (Vols. 19-25), John Sargent,
Research Coordinator

VoL. 19

VoL. 16
VoL. 17

VoL. 18

Macroeconomic Performance and
Policy Issues: Overviews,
J. Sargent (M)

VOL. 20 Post-War Macroeconomic
Developments, J. Sargent (C)
VOL. 21 Fiscal and Monetary Policy,

J. Sargent (C)

VOL. 22 Economic Growth: Prospects and
Determinants, J. Sargent (C)
VOL. 23 Long-Term Economic Prospects for

Canada: A Symposium,

J. Sargent (C)

Foreign Macroeconomic
Experience: A Symposium,
J. Sargent (C)

Dealing with Inflation and
Unemployment in Canada,
C. Riddell (M)

Economic Ideas and Social Issues (Vols. 26
and 27), David Laidler,
Research Coordinator

VOL. 26 Approaches to Economic Well-
Being, D. Laidler (C)

VOL. 27 Responses to Economic Change,
D. Laidler (C)

VoL. 24

VoL. 25

POLITICS AND INSTITUTIONS OF
GOVERNMENT

Canada and the International Political
Economy (Vols. 28-30), Denis Stairs and
Gilbert R Winham, Research Coordinators

VoOL. 28 Canada and the International
Political/Economic Environment,
D. Stairs and G.R Winham (C)
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VOL. 29 The Politics of Canada’s Economic
Relationship with the United States,
D. Stairs and G.R. Winham (C)

VoOL. 30 Selected Problems in Formulating
Foreign Economic Policy, D. Stairs
and G.R. Winham (C)

State and Society in the Modern Era
(Vols. 31 and 32), Keith Banting,
Research Coordinator

VoL. 31 State and Society: Canada in
Comparative Perspective,

K Banting (C)

VOL. 32 The State and Economic Interests,

K Banting (C)

Constitutionalism, Citizenship and
Society (Vols.33-35), Alan Cairns and
Cynthia Williams, Research Coordinators

VoL. 33 Constitutionalism, Citizenship and
Society in Canada, A. Cairns and
C. Williams (C)

VOL. 34 The Politics of Gender, Ethnicity
and Language in Canada, A. Cairns
and C. Williams (C)

VoOL. 35 Public Opinion and Public Policy in
Canada, R Johnston (M)

Representative Institutions (Vols.36-39),
Peter Aucoin, Research Coordinator

VOL. 36 Party Government and Regional
Representation in Canada,
P. Aucoin (C)

VOL. 37 Regional Responsiveness and the
National Administrative State,
P. Aucoin (C)

VOL. 38 Institutional Reforms for
Representative Government,
P. Aucoin (C)

VOL. 39 Intrastate Federalism in Canada,
D.V. Smiley and R.L. Watts (M)

The Politics of Economic Policy (Vols.40-43),
G. Bruce Doern, Research Coordinator

VoL. 40 The Politics of Economic Policy,

G.B. Doern (C)

Federal and Provincial Budgeting,

A.M. Maslove, Michael J. Prince and

G.B. Doern (M)

VOL. 42 Economic Regulation and the
Federal System, R Schultz and
A. Alexandroff (M)

VOL. 43 Bureaucracy in Canada: Control
and Reform, S.L. Sutherland and
G.B. Doern (M)

VoL. 41
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Industrial Policy (Vols. 44 and 45),
André Blais, Research Coordinator

VOL. 44 Industrial Policy, A. Blais (C)
VOL. 45 The Political Sociology of Industrial
Policy, A. Blais (M)

LAW AND CONSTITUTIONAL ISSUES

Law, Society and the Economy (Vols. 46-
51), Ivan Bernier and Andrée Lajoie,
Research Coordinators

VOL. 46 Law, Society and the Economy,
L Bernier and A. Lajoie (C)
VoOL. 47 The Supreme Court of Canada as
an Instrument of Political Change,
L Bernier and A. Lajoie (C)
VOL. 48 Regulations, Crown Corporations
and Administrative Tribunals,
L Bernier and A. Lajoie (C)
VOL. 49 Family Law and Social Welfare
Legislation in Canada, I Bernier
and A. Lajoie (C)
VOL. 50 Consumer Protection,
Environmental Law and Corporate
Power, 1. Bernier and A. Lajoie (C)
Labour Law and Urban Law in
Canada, I Bernier and A. Lajoie (C)

VoL. 51

The International Legal Environment (Vols.
52-54), John Quinn, Research Coordinator

VOL. 52 The International Legal
Environment, J. Quinn (C)

VoL. 53 Canadian Economic Development
and the International Trading
System, M.M. Hart (M)

VOL. 54 Canada and the New International
Law of the Sea, D.M. Johnston (M)

Harmonization of Law in Canada (Vols. 55
and 56), Ronald C.C. Cuming,
Research Coordinator

VOL. 55 Perspectives on the Harmonization
of Law in Canada, R Cuming (C)

VOL. 56 Harmonization of Business Law in
Canada, R Cuming (C)

Institutional and Constitutional Arrangements
(Vols. 57 and 58) Clare F. Beckton and
A. Wayne MacKay, Research Coordinators

VOL. 57 Recurring Issues in Canadian
Federalism, C.F. Beckton and
A.W. MacKay (C)

VOL. 58 The Courts and The Charter,
C.F. Beckton and A.-W. MacKay (C)



FEDERALISM AND THE ECONOMIC UNION

Federalism and the Economic Union
(Vols. 58-72), Mark Krasnick, Kenneth
Norrie and Richard Simeon,

Research Coordinators

VOL. 59 Federalism and the Economic
Union in Canada, K Norrie,
R Simeon and M. Krasnick (M)

VOL. 60 Perspectives on the Canadian
Economic Union, M. Krasnick (C)

VOL. 61 Division of Powers and Public
Policy, R Simeon (C)

VOL. 62 Case Studies in the Division of
Powers, M. Krasnick (C)

VOL. 63 Intergovernmental Relations,
R Simeon (C)

VOL. 64 Disparities and Interregional
Adjustment, K Norrie (C)

VOL. 65
VoOL. 66

VoL. 67

VOL. 68

Fiscal Federalism, M. Krasnick (C)
Mobility of Capital in the Canadian
Economic Union, N. Roy (M)
Economic Management and the
Division of Powers,

T.J. Courchene (M)

Regional Aspects of Confederation,
J. Whalley (M)

VOL. 69 Interest Groups in the Canadian
Federal System, H.G. Thorburn (M)

VoL. 70 Canada and Quebec, Past and
Future: An Essay, D. Latouche (M)

VoL. 71 The Political Economy of Canadian
Federalism: 1940-1984, R Simeon
and K. Norrie (M)

THE NORTH

VOL. 72 The North, Michael S. Whittington,

Coordinator (C)
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