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This is nothing like the 
Canadian economy that the 
Economic Council began 
studying 20 years ago. It 
has grown not only in size 
but in complexity, in the 
way it moves, and in the 
way it reacts to attempts to 
make it move. More impor 
tantly, there has emerged a 
powerful resource for 
growth and productivity in 
the form of a workforce 
that is on average younger, 
better educated, more pros 
perous, more secure, more 
traveled, more familiar with 
change. 
The strength is there, but 

the danger now as the 
Council sees it, from the 
long view that Parliament 
first assigned to this body in 
1963, is that the remarkable 
gains of the past two 
decades will somehow be 
overshadowed by settle-for 
less attitudes carried over 
from the last few years of 
high inflation, low growth, 
and distressingly high 
unemployment. 

Concern about the economic medioc 
rity that such attitudes could produce 
has led the Council in its Twentieth 
Annual Review, On the Mend, to assess 
past and prospective economic 
performance (abstracted on these two 
pages); to advance a new set of targets 
for the economy (pages 4 and 5); to 
review fiscal, monetary and trade poli 
cies (pages 6 and 7); and to re-examine 
the health and welfare system and the 
issues raised by the new prominence of 
women in the workforce (pages 8-10). 
It is in this forward-looking context 

that the Council first takes stock of 
what Canada has achieved over the 
past 20 years in terms of social and 
economic development. Some high 
lights of that analysis: 
• Health and Welfare. All levels of 

government acting together have built 
over this period a remarkable "safety 
net" - strong by international stand 
ards - comprising not only social assist 
ance but also universal unemployment 
insurance, comprehensive health insur 
ance, and a composite pension package. 
• Education. For a long time Canada 

was two years behind the United States 
in average years of schooling. That gap 
now has been effectively closed. 
Though the main surge was in the 

2 

Looking back 
1960s when postsecondary enrolments 
almost doubled, the gains continue in a 
field crucial to productivity growth. 
• The Burden. Though the costs of 

this system are high, the Council 
strongly believes it should be main 
tained and even strengthened as 
resources permit. It has less to do with 
current government deficits than does 
the recession, the Council notes. The 
federal debt-to-income ratio is now 
lower than it was in the early 1960s. 
There are now more people working 
relative to the young and elderly, 
meaning that the safety nets can be 
made more effective without undue 
prejudice to the real incomes of those 
who have jobs. 
• Incomes. While real household 

income growth stalled during the reces 
sion, major gains were posted over the 
past two decades, including a 47 per 
cent increase in the 1965-75 period. 
One factor was the large influx of 
women to the workforce. They were 
such a large factor in income growth 
that, if the women in two-parent fami 
lies had not worked outside the home 
1979, there now would be one in eight 
of those families below the poverty lin 
instead of one in 14. 

A major task ahead is to reduce 

unemployment and at the 
same time reconcile the dis 
placement of some workers 
with the job opportunities 
presented by technological 
change, the Council 
observes. 

Among other things, this 
will require a healthy busi 
ness sector - a climate 
favourable to the birth of 
new business. "However 
important it is to address 
social issues," the Review 
states, "government policies 
must be very carefully con 
sidered so as not to add 
unreasonable burdens to the 
corporate sector, ... as that 
in turn could heighten the 
risk of aborting the recov 
ery. " 

A strong competitive pos 
ture is also essential in a 
world market that is both 
specializing and diversify 
ing, with enormous pros 
pects for trade, travel, and 
capital flows. The Council 
adds: 

"To remain competitive, 
Canadians must continually 

adapt to change, be prepared to aban 
don enterprises and industries that are 
no longer commercially viable, and 
encourage the movement of labour and 
investment capital to more favourable 
and profitable activities. 

"This is best facilitated in an 
economy that is growing and open, and 
in which the individual costs of adjust 
ment are cushioned by programs that 
bridge the transition without impeding 
or aborting it. 

"There will always be tension 
between individuals and groups that 
seek protection and those which engage 
in vigorous competitive activity, not 
only with respect to international trade 
and investment but also within the 
domestic economy. 

"A major task ahead for govern 
ments will be to resist the demands of 
interest groups who seek to eliminate 
competition through regulated markets 
or who pressure governments in ways 
that unduly add to costs and contribute 

" 
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It will take until next year for the cur 
rent economic recovery to restore 
Canadian production to the level 
attained in 1981. Thereafter, without 
new initiative and effort the recovery 
could weaken and falter ~ having made 
no real dent in double-digit unemploy 
ment ~ and while the economy is 
unlikely to slip back into recession, the 
annual rate of real growth might fall 
back to less than 2 per cent. 
The course thus projected by the 

Economic Council in On the Mend, its 
Twentieth Annual Review, reflects 
lacklustre investment among other fac 
tors, and is highly dependent on a wide 
range of assumptions, including no 
change from existing policies. 

Critical for Canada, for example, 
will be the course of interest rates and 
the timing, strength and durability of 
the recovery in the United States. The 
outlook for Canada can also be 
influenced by changes in domestic 
monetary policy, the savings rate, the 
timing of new investments, and con 
tinued wage restraint or the appearance 
of a wage bubble. 

I f the U.S. recovery proves to be 
more durable than now expected by 
many, the projected 1986 "growth 
pause" could be eliminated ~ creating 
additional jobs and output in Canada 
and helping to reduce the federal defi 
cit. 

But if monetary policy - already 
tight in real terms in both countries - 
becomes even tighter in the United 
States and if Canada follows suit, then 
investment would be further cramped 
and the whole recovery would be 
aborted, perhaps even sooner than 
1986. 
What scope remains for independent 

Canadian action? A more accom 
modating monetary policy in Canada 
could boost investment, and reduce 

Looking ahead 
debt-servicing costs (thus lowering the 
federal deficit), but it could also raise 
prices again. Unilateral action to lower 
Canadian interest rates would depress 
the exchange value of the dollar. As for 
fiscal policy, in the light of the pro 
jected federal deficit, the Council 
believes there is already enough fiscal 
stimulus to the economy (though there 
appears to be room for some specific 
job-creation programs; see page 6). 
Further general fiscal stimulus would 
be unlikely to produce any major 
reduction in unemployment, the Coun 
cil believes. 

"Finessing strong and balanced 
medium-run growth from a recovery 
that lacks a proper restoration of inves 
tor confidence would be difficult. 
Monetary or fiscal policy cannot play 
the role of a cure-all, but it can make a 
modest contribution. What is necessary 
is a much wider range of policy initia 
tives that treat chronic problems 
directly." 

Now coming out of the worst reces 
sion since 1930, there still is a great 
deal of slack in the economy, the Coun 
cil notes. It is operating at perhaps 9 to 
12 per cent below potential. Although 
growth will average about 2.9 per cent 
this year, this is from a very low base 
created in two years of depressed activ 
ity. 
The Council's base case projections 

in more detail: 
Real growth will average about 

3.7 per cent in 1983-85. The growth 
rate will then drop by about one per 
centage point, to around 2.8 per cent a 
year, in the 1985-87 period. 

In the absence of new initiatives that 
create jobs, the unemployment rate will 
decline somewhat in the first period, 
but not in the second; by then the 
labour force will be growing again as 
fast as employment. Now about 12 per 
cent, the unemployment rate will hold 
at over II per cent through to 1987. 

Inflation in 1983-85 will average 
about 5.2 per cent. But thereafter it 
will rise slowly over the 1985-87 period, 
averaging 6 per cent a year under the 
pressure of foreign prices, particularly 
those associa ted with the decontrol of 
natural gas prices in the United States. 

During the early stages of the recov 
ery, productivity (measured as output 
per person-hour worked) is estimated 
to rise by 3.1 per cent this year and 2.4 
per cent in 1984. While such gains are 

above the long-term trend, they reflect 
in part the fact that the recovery is 
being led by strong gains in sectors of 
the economy that are traditionally 
highly productive - consumer durables 
and construction. 

Because the signs of productivity 
improvement are not as strong in some 
other parts of the economy, it is 
expected that over-all productivity 
increase could slip to between I and 
2 per cent annually in 1985-87. While 
that would be an improvement on the 
1970s, such performance would be well 
short of the gains made in the 1960s. 

Investment, it is clear, will not be a 
strong element in the initial recovery. 
Next year as a percentage of Gross 
National Expenditure it is projected to 
be about 20.8 per cent, not much dif 
ferent than this year. The rate of 
growth of real investment is not 
expected to exceed the growth of real 
GNE until 1985-87. 

While provincial governments will 
move to a surplus position by mid 
decade, the federal government will 
remain in deficit. As a proportion of 
GNE, the federal deficit can be 
expected to decline gradually from its 
current high of about 6.8 per cent to 
about 4 per cent by the end of the 
period, in 1987. 

The savings rate ~ personal saving as 
a percentage of personal disposable 
income - is expected to decline from 
the very high levels experienced during 
the recession, but stay generally higher 
than it was in the 1970s. It is around 
12.6 per cent this year. The Council 
projects a continual decline to about 
II per cent in 1987. 
Not much change is expected in real 

interest rates, though the Council cau 
tions that in present circumstances, 
notably in the United States, this is a 
projection area of particular uncer 
tainty. 

Unemployment, now running at 
about 12 per cent, remains the 
country's leading problem, the Council 
says. 

While most new jobs will be found in 
the private sector, governments will 
continue to have a major role in provid 
ing training and retraining and in set 
ting policies that encourage business 
expansion and new investment (see fol 
lowing pages). 
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The Economic Council believes that 
the economic performance it has care 
fully projected to 1987 is simply not 
good enough for the Canadian 
economy. 

It has therefore returned in its Twen 
tieth Annual Review, On the Mend, to 
the notion of national economic goals 
(see insert) - a package of realistic, 
mutually consistent benchmarks for the 
future against which governments and 
the public may measure economic 
performance - which the Council as a 
broadly representative body originally 
developed in its First Annual Review. 

The goals struck by the Council 20 
years ago were bold indeed: real growth 
of 5.5 per cent a year, productivity ris 
ing at an annual rate of 2.4 per cent, 
the unemployment rate to average 
3 per cent, prices rising no more than 
2 per cent a year, all with close atten 
tion to equitable income distribution 
and a stable balance of payments. 

A t the time, those goals were clearly 
within the range of possibility. But not 
now. The economy has greatly 
changed, the demographic pattern is 
different, and with relatively many 
more people working in the services 
sector the potential for real growth has 
declined. 
The new goals reflect this new real 

ity, but are no less challenging. 
"Getting from here to there will not 

be easy," the Council concedes, "espe 
cially since we must start from a base 
that is operating at 9 to 12 per cent 
below the economy's potential. The 
terms of trade for most of Canada's 
resource-based exports have been 
depressed, and the overhang of idle 
capacity and idle men and women is 
heavy." 
"But with the spectre of acute infla 

tion receding and with the recovery 
under way, what more opportune time 
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"There is no immediate scarcity of 
workers or of most kinds of skills, 
although there could be severe skill 
shortages later in the decade if pro 
grams of skill development are not 
modified. 
"For most activities, plant utilization 

rates are well below potential. There 
could be some resource or engineering 
bottlenecks, but world su pplies could 
resolve many of these." 

And if world trade and output 
remain slow? What then? 

"That may be more difficult," the 
Council admits, "but Canadian trade is 
well diversified and its share of world 
trade in most things is such that it 
could grow without inviting envy or 
retaliation." 
The proposed targets are not projec 

tions such as those described in the pre 
vious article. Rather, they are norma 
tive benchmarks for the future against 
which governments and public opinion 
can measure economic performance. 
They also form a package, "and the 

success of each depends in varying 
degrees on the success of the others. 
They presuppose a working consensus 
by which Canadians, through their 
institutions, outlook, and policies, can 
pull together collectively to promote 
these goals. 
"Renewed prosperity and renewed 

employment growth depend on the 
basic complementarity of labour and 
management effort, on the one hand, 
and consumer and investor spending, 
on the other." 

New medium-term goals 

The targets in brief 

to commit this nation to the higher 
ground. " 

Taken together, the Council's first 
two medium-term targets - rates of 1.5 
to 2 per cent for productivity growth 
and 6 to 8 per cent for unemployment - 
imply that overall real economic 
growth for the next half-dozen years or 
so would have to be between 3.5 and 
5 per cent annually. 
That target is not overly ambitious, 

the Council believes. It is above the 
normal potential growth rate, to be 
sure, but as has happened many times 
in the past, growth rates during the 
first stages of a recovery from a deep 
recession often exceed the long-term 
potential growth rate. 
"Considering the unsatisfied collec 

tive and individual wants at this time, 
there is no lack of useful things to do. 
"Canada's public and private capital 

plant has not kept up with the needs. 
Canadians have been constrained in 
meeting their development and defence 
commitments. 

"Households have experienced small 
increases in real incomes ... Purchases 
have been put off ... The gap between 
the desired and actual stock of housing 
has increased. Improvements in pension 
and welfare systems have been put off 
and cutbacks in public services have 
occurred. " 

But is such an overall growth rate 
attainable? 
The Council feels that the overall 

growth rate set as a performance target 
poses no fundamental problem. It adds: 

The Council believes these targets 
are attainable as a performance 
package in the next three to five 
years: 

I Restore for Canada as a whole 
a trend rate of increase in produc 
tivity, as measured by real output 
per employed person, of between 1.5 
and 2 per cent a year. 

2 Achieve a trend rate of employ 
ment growth of between 2 and 3 per 
cent per annum, so as to reduce 
unemployment within, or by the end 
of, the medium term to between 6 to 
8 per cent of the labour force. 

3 Keep the trend rate of annual 

inflation down to 5 per cent or less, 
recognizing of course that there will 
be variations in inflation rates due to 
international and domestic factors. 

4 Encourage a high rate of 
domestic saving sufficient to contain 
Canada's average dependency on net 
capital inflows to a bout 2 per cent of 
GNP or less. 

5 Maintain the objectives and the 
substance of the existing social pro 
grams insofar as they provide ben 
efits to Canadians, but improve the 
efficiency of their delivery systems 
and, where possible, fill the most 
urgent gaps in their application. 



"We believe that Canadians can look 
forward to years of renewed growth 
and prosperity; they can, if govern 
ments are prudent and if business and 
labour are moderate in their expecta 
tions, reach out to achieve conditions 
that correspond, or are close, to the tar 
gets we have outlined." 

But in stating this view the Economic 
Council emphasizes that the goals are a 
package to be pursued simultaneously, 
and the purpose of the package is to 
avoid concentrating on one goal or 
another - there being some current 
inclination to do just that - and to 
recognize that within the package some 
goals will be overshot in some years, 
undershot in others, depending on 
developments both at home and 
abroad. 
There is no doubt, however, that the 

driving impetus for growth must come 
mainly from the private sector - first 
from consumption, and then investment 
buttressed by expanding trade. It also 
means that the country's competitive 
productivity must rise faster than the 
business up-cycle would normally see. 

For government action, the scope is 
limited, and care will be needed with 
fiscal and monetary policy. 
"One thing, however, seems 

evident," the Council says. "Over the 
next few years, attempts at continuous 
'fine tuning' of the economy are more 
likely to increase uncertainty and deter 
private sector initiative than policies 
that aim at pursuing a steady course." 

With unemployment at 12 per cent 
now well beyond the bounds of social 
endurance, does a target of 6 to 8 per 
cent suggest still too many people with 
out work, too much human hardship? 

Yes, the Council agrees, and ulti 
mately it could be reduced - but if the 
economy were to run hard enough to 
reduce the jobless rate much further, 

The targets reconciled 
right now, there would likely be 
another price-wage spiral of the kind 
Canada has struggled so hard to con 
tain. 

Does the productivity target - sug 
gesting the output of more goods and 
services with fewer workers - con 
tradict the employment goal? 
There's a contradiction in the short 

run, the Council agrees, and in isolated 
cases where there are no markets for 
the additional output. In the latter, 
work-sharing could have its place - but 
as a temporary expedient, not a solu 
tion. 
"Economic growth as a means to 

increased personal income rests funda 
mentally on the achievement of 
increased personal output. Thus, in the 
medium and longer run, increased pro 
ductivity is essential to generate the 
additional income and wealth from 
which additional demands for new 
goods, services, and employment will 
emerge." 

As for the inflation target - a trend 
of 5 per cent - the Council's main con 
cern is what happens after 1984, when 
commodity and energy prices are likely 
to move up. Then the central problem 
would be to prevent much of the addi 
tional aggregate demand being 
absorbed by cost and price increases, 
leaving the actual increases in output 
insufficient to provide new jobs to meet 
the employment target. 
The Council therefore supports fed 

eral and provincial initiatives ranging 
from price and wage monitoring, to 
publicity for "excessive situations," to 

"jaw-boning," and to selected direct 
actions to encourage restraint by both 
labour and management. 

Further, the Council believes that 
the most effective way to contain arbi 
trary price increases is to expose mar 
kets to increased foreign and domestic 
competition. 

One of the main reasons for the 
recession - and one reason why the 
recovery is not more robust - is that 
consumers have been holding back on 
expenditures. Why? One obvious rea 
son for that is the recent decline in real 
disposable income. But savings have 
been exceptionally high, reflecting high 
interest rates and - with unemployment 
so high - the unwillingness of many 
people to take on obligations that 
might compromise their future stand 
ard of living. 
Thus, the target for domestic savings 

- high enough to reduce our depen 
dency on net capital inflows to 2 per 
cent of GNP or less - may, at first 
blush, seem inconsistent with the 
growth objective. 

In the short run, a cut in savings 
rates - and thus more consumer spend 
ing - would help the economy. 
"But looking further ahead and tak 

ing into account Canada's investment 
needs, it would seem highly desirable 
for this country to continue to have 
high average personal and corporate 
savings rates and to ensure that savings 
are allocated as efficiently as possible." 

The fifth goal, relating to social pro 
grams, is reviewed more fully on pages 
8-10. 

Moving to higher ground 
"In confronting the years ahead, 
Canadians could be guided by ideas 
and attitudes that were moulded 
during a period marked by high 
inflationary expectations, mediocre 
economic performance, and the 
highest levels of unemployment seen 
since the 1930s. There is the danger 
that too many will continue to 
assume that only sluggish growth is 
possible, that only tight money and 
high real interest rates can prevent 
the return of inflation, that our 
social security, health, and educa 
tional programs must be reduced 

and offered only to select groups, 
that Canada needs further protec 
tion from the international economy, 
and that the institutional and fed 
eral-provincial rigidities built into 
the economy have become a fact of 
life. Many have forgotten the 
dimensions of Canada's true eco 
nomic and social potential and are 
willing to settle for second- or third 
rate solutions. The Council rejects 
this position and believes that, with 
good common sense governments, 
labour and management can work 
towards the 'higher ground. ", 

5 



The Economic Council advocates gov 
ernment spending restraint, modest 
monetary expansion, voluntary wage 
and price restraint, and measures to 
reduce regulation, improve competi 
tion, and direct more savings into 
small- and medium-sized businesses 
that can create jobs. 
These are among the major policy 

recommendations made by the Council 
in pursuit of its medium-term targets, 
and they reflect in part the Council's 
continuing opposition to "rigidities and 
inflexibilities" that are preventing 
Canada from reaching a working con 
sensus on some critical issues. 

For example, the Council believes, 
unless the country can reach a firm 
consensus on a "predominantly volun 
tary" incomes policy, too much will be 
asked of fiscal and monetary policy in 
terms of reducing inflation and unem 
ployment, and then there may be pres 
sures for "stronger, more intrusive, and 
less flexible measures." 

Still other rigidities are identified by 
the Council: 

"Production, pricing, and marketing 
decisions in many sectors have become 
increasingly insensitive to both domes 
tic and international market forces. 
Competition policies and regulatory 
reform have not kept step with chang 
ing market conditions. Geographic bar 
riers have been installed, and the 
mobility of the work force appears to 
have been reduced. 
"Canada, along with other countries, 

is participating in the trends towards 
protectionism through nontariff barri 
ers and special contractual and prefer 
ential arrangements between 
countries. 

"Moreover, from a political perspec 
tive, there is clear evidence of institu 
tional inflexibility. In federal-provincial 
affairs, for example, the inability to 
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signal to the private sector of the gov 
ernment's commitment to the achieve 
ment of investment and growth 
primarily through private initiative." 

Policy action needed 
reach a consensus is an important ele 
ment of the problems that are threaten 
ing the future well-being of Canada's 
education and health systems." 

A high priority for regulatory reform 
is recommended, along with a search 
for methods to make administered 
prices more market-sensitive, and new 
ways to increase the flexibility of pric 
ing and resource allocation in agricul 
ture. 
The government should also promote 

competitive conditions in industry and 
take every opportunity to reduce pro 
tectionist practices, the Council 
believes. A new federal competition act 
is also urged - one with teeth - to 
remove barriers of entry to activities 
and provide adequate safeguards in the 
event of mergers. 

Equity investment in small- and 
medium-sized businesses is being dis 
couraged by regulations on how trust 
and insurance companies and pension 
funds may invest, the Council notes. 
While the rules are intended to protect 
depositors, "there is room for some 
modest change." 

To expand the volume of savings 
available, the Council recommends that 
the amounts that taxpayers can deduct 
for pension contributions should be 
raised "as fiscal conditions permit." 
Unchanged since 1976, the "caps" of 
$3,500 for registered pension plan con 
tributions and $5,500 for RRSPS have 
been seriously eroded by inflation. 

Given the past rates of inflation, the 
real value of this saving incentive has 
declined by close to 50 per cent. Res 
toring its original real value would 
mean increasing the maximum deduc 
tions to over $6,500 and $10,000, 
respectively. This exemption, however, 
would be concentrated among a fairly 
small group of taxpayers. "More pro 
mising, perhaps," the Council says, "as 
a source of savings may be the broad 
ening of private pension coverage, 
which will be considered, among other 
pension reform issues, by a federal Par 
liamentary committee." 

Urging that fiscal policy be held 
"relatively tight and prudent," the 
Council at the same time says the gov 
ernment should be prepared "where 
practical" to move to an increase in 
money supply and lower real interest 
rates. 

"Such a policy of fiscal restraint and 
modest monetary expansion would be a 

Incomes policy 
"We believe that, in addition to gov 

ernment spending restraint, there must 
be moderation and restraint in private 
sector pricing and in the wage negotia 
tions undertaken by labour and man 
agement, all carefully and selectively 
monitored so as to discourage develop 
ments that could trigger an inflationary 
spiral. " 

After consulting labour and manage 
ment representatives, the Council says, 
the federal and provincial governments 
should set up a system of monitoring 
price and wage developments "in keep 
ing with the policy of restraint, with 
reasonable discretion to take such 
actions as is deemed necessary to keep 
inflation at or below the 5 per cent tar 
get. " 

While the proposal may be regarded 
as faint-hearted by some and as intru 
sive by others, the Council views it as a 
lighter and more flexible approach, to 
be preferred to "the rather heavy 
handed type of incomes policy that 
some have suggested" and which was 
enforced under the former Anti-Infla 
tion Board. 

"Our proposal would leave wages 
and prices free to respond to underlying 
changes in demand and supply and to 
international conditions, but it would 
also, at the same time, effectively curb 
excessive behaviour that could encour 
age a return to double-digit increases in 
the cost of living." 

Some people favour "institutionaliz 
ing" the federal government's 6 and 5 
program at an even tighter level, the 
Council observes. 

"For now we are not among them. 
We bel ieve tha t all sectors of the 
economy have a responsibility to keep 
inflation down and to keep output and 
employment growth as high as 
possible. " 



The recession has spawned protection 
ism everywhere, and Canada is no 
exception. 

There is no doubt where the Eco 
nomic Council stands on this matter: 
"This Council remains as committed 

as ever to the concept of freer trade as 
an instrument to further prosperity and 
as a part of the almost inevitable pro 
cess of global integration," it says in its 
Twentieth Annual Review, On the 
Mend. 

The protectionism decried by the 
Council is not in the form of tariffs - 
which have come down in recent years, 
and will drop further by 1987 - but in 
nontariff barriers of various kinds. 

While nontariff protectionism can 
take many forms - including "safe 
guards," "orderly marketing arrange 
ments," export subsidies, government 
procurement policies, domestic content 
rules and plain dumping - the most 
popular device is the quota. 
"Quotas have proven to be an expen 

sive means for cushioning workers 
against the threat of foreign competi 
tion," the Council notes. 

"In particular, the total wages 
earned by workers protected by this 
means typically fall well short of the 
costs imposed on consumers through 
higher prices. 
"Moreover, quotas can lead to 

resource misallocation even within the 
protected industry. For example, 
import quotas were found to have 
resulted in much stiffer competition in 
the high value-added, quality compo 
nent of the clothing industry; at the 
same time, they encouraged Canadian 
producers to shift towards the lower 
profit, low-quality end of the market." 
The Council urges the federal gov 

ernment to resist the temptation to cre 
a te any new non tariff barriers, and to 
support efforts within GATT to define a 

The rise of nontariff 
trade barriers 
code of acceptable and nonacceptable 
behaviour in this area. 

Meanwhile, the Council notes, the 
federal government now has in front of 
it an industry task force report calling 
for higher domestic content in auto and 
auto parts production - similar to pro 
posals now before the U.S. Congress. 
"We are mindful that, if they are 

applied widely by many countries and 
for many industrial goods, such pro 
posals could seriously jeopardize the 
trade gains made through GATT - gains 
that have been carefully nurtured 
through the years and preserved 
through the most devastating recession 
since the Second World War." 

In a broader context, the Council 
notes that some dramatic wage and 
cost increases in Canadian manufactur- 

ing during the I 970s have left many 
Canadian producers with higher unit 
costs and prices than in the United 
States. This, despite the 20 per cent 
decline in the foreign exchange value of 
the Canadian dollar during the late 
1970s. 
"In a dynamic world, therefore, in 

which a host of newly industrializing 
countries are rapidly moving from rela 
tively simple manufacturing activities 
required unskilled labour to processing 
industries that are more capital-inten 
sive and more technologically 
advanced, Canadian producers must 
dedicate themselves to the task of con 
taining costs and increasing their pro 
ductivity in order to remain competi 
tive." 

notes, the intracorporate relation 
ship helps to assure stable export 
markets for the firms in Canada, 
and allows them to draw on the 
financial strength as well as the 
marketing and, technical expertise of 
the parent firms. 

Intracorporate transfers are 
among the fastest and most effective 
channels through which Canada 
gains access to new, sophisticated 
and expensive technological know 
how, the Council says. 
These other points are made by 

the Council: 
• Many of the intracorporate 

imports are finished goods, not raw 
materials or partly processed items, 
and this suggests that in some cases 
the Canadian subsidiaries are per 
forming "something akin to a 
wholesaling function that does not 
involve much in the way of indus 
trial integration." 
• As high as the intracorporate 

trade volume is, in the 1970s 
Canadian subsidiaries of foreign 
firms made only 40 per cent of their 
total purchases from sources outside 
Canada. The other 60 per cent came 
from suppliers in Canada. 

Parent-subsidiary trade 
Intracorporate trade is growing, and 
it has distinct implications for 
Canadian competitiveness and 
growth. 

It is the movement of goods and 
services between the parent and sub 
sidiaries of the same firms. 

It now is estimated that 87 per 
cent of all Canadian purchases from 
the United States in 1978 were 
made by Ll.Sc-controlled enterprises. 

Not all of that is imports by the 
subsidiary from the parent. 

But a separate survey indicates 
that in selected industries the 
intracorporate portion of imports 
rose from 67 per cent in 1965 to 79 
per cent in 1979. 

Intracorporate imports range 
from 28 per cent in the food and 
beverage industry to 87 per cent in 
oil and gas. 

It cuts the other way, too; 
intracorporate exports as a share of 
total Canadian exports amounted to 
63 per cent in 1965 and to about 
80 per cent throughout the 1970s. 

Much of the intracorporate trade 
results from the auto pact, a clear 
case of where it raised the produc 
tivity of the firms in Canada. 

More generally, the Council 
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I n its review of the various strands of 
social assistance making up the 
Canadian "safety net," the Council 
notes the difficulties facing those wel 
fare recipients, particularly single par 
ents, who wish to get back into the 
workforce. The problem arises because 
welfare assistance is reduced in propor 
tion to each dollar of earned income - 
sometimes dollar-for-dollar, sometimes 
less. As a result, persons on welfare are 
often discouraged from seeking a job 
because much of the "added" income 
from working merely replaces part or 
all of the social assistance payments 
that they receive. I t should be made 
easier for welfare recipients in Canada 
to accept part-time or full-time work 
without losing most or all of their ben 
efits, the Economic Council says. 

The study includes international 

inces, may well be a more desperate 
last resort than it ever was before." 
The hardest-hit families are often 

those headed by sole-support mothers, 
the Council notes. 

A woman in those circumstances 
faces considerable risk in moving off 
welfare. She must see to the children's 
day care and dental needs, and the like, 
and often because of these duties she is 
limited to low-paying jobs offering poor 
security and minimal social benefits. 

"When only low-wage jobs are avail 
able for families with several depend 
ants, full-time work may yield even less 
disposable income than complete reli 
ance on welfare." 

Some provinces have made various 
attempts to cope with such anomalies 
in the welfare system, but one recent 
study shows that only in Saskatchewan, 
Quebec, and Ontario was a family bet-' 
ter off if its head worked for a full year 
at the minimum wage rather than 
depend on welfare. The net income 
advantage was greatest in Quebec, and 
even there total reliance on social 
assistance provided an income that was 
equivalent to over three-quarters the 
amount that would have been obtained 
had the family worked. 

The welfare-to-work 
transition 

Shelter allowances vs. 
subsidized rental housing 

comparisons in which Canada got mid 
range marks, with welfare benefits less 
generous than some other countries but 
an income tax system that is lighter 
than most. 

Yet the Council notes that the 
Canada Assistance Plan has not been 
altered in any major way since its 
inception in 1966. 
It is the working poor who are get 

ting little help from the system, the 
Council says. 

"While the welfare eligibility rules 
covering outside income and liquid 
asset ceilings and the level of basic 
social assistance allowances have been 
adjusted from time to time in response 
to inflation, these changes did not 
necessarily correspond to the improve 
ments in living standards that have 
been enjoyed by the population at 
large. 
"Moreover, the detailed scrutiny and 

continuing surveillance of the situation 
of each family, which is an instrinsic 
part of this needs-tested approach and 
has been a source of resentment on the 
part of the people concerned, is prob 
ably accepted even less widely today. 

"In short, at a time when more per 
sons have been thrust upon it, the wel 
fare alternative, at least in some prov- 

"it has yet to be shown that such allow 
ances are not a more efficient, and 
potentially far less costly, instrument 
for providing adequate housing to 
individuals and families in need." 

"Moreover, the efficiency demon 
strated by the private sector in develop 
ing and managing rental projects, 
including those aimed at low-income 
families, could be utilized more exten 
sively if this approach were adopted." 

Some provinces have already ini 
tiated shelter-allowance programs, the 
Council notes. But the idea hasn't gone 
very far in Canada. 

In 1980, it is estimated, over 500,000 
Canadian households or 18 per cent of 
all renters were unable to rent adequate 
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A system of shelter allowances as the 
main way of providing housing help to 
those in need has been suggested by the 
Economic Council. 

Urging the federal and provincial 
governments to consider such a scheme, 
the Council emphasizes that it is not 
recommending that the present system 
of subsidized rental housing be aban 
doned. 

But the benefits of the rent subsidy 
program are flowing disproportionately 
to medium-income families, studies 
have found. Shelter allowances would 
be more closely targeted to families 
most in need. 

"Whatever administrative difficul 
ties they may entail," the Council says, 

accommodation in their own localities 
for less than 30 per cent of their 
income - the measure of what is called 
"core housing need." 

A shelter allowance would provide 
such people with a cash payment, the 
size depending on the rent paid or 
home ownership expenses, and on 
family size and income - perhaps with 
a ceiling on eligible rent or income or 
both. 

Canada now has more than 260,000 
subsidized housing units, most of them 
public housing units built by the prov 
inces alone or in partnership with the 
federal government, or rent-supplement 
units made available by contracts with 
private landlords. Tenants pay rent on 
a graduated scale related to income. 

Without social housing, it is 
estimated that the number of tenants in 
Canada paying out more than 30 per 
cent of their income for shelter would 
increase by about one-third. 



It's a "very distorted" system that allo 
cates $1 billion to job creation pro 
grams and eight times that much to 
unemployment insurance, as happened 
last year, says the Economic Council. 

The two programs, in the Council's 
view, should be more closely integrated 
and a bigger share of the combined 
funds should go into employment and 
training. 

Moreover, the Council comes up 
with a novel idea: 

Why not give vouchers to U I 
beneficiaries that they could use to 
"buy" a job? The employer could 
"cash in" the vouchers with the federal 
government, thereby recovering at least 
part of his wage costs. No new 
bureaucracy would be required. 

U I vouchers would let 
the jobless "buy" a job 

Moreover, the voucher scheme 
should be especially attractive to 
smaller businesses who often have little 
interest in employment tax credits 
(because they pay little or nothing in 
taxes) or direct wage subsidies ( which 
mean a great deal of paperwork and 
administrative monitoring). 

The voucher system would reduce, at 
least, one of the biggest deterrents to 
small- and medium-sized companies 
hiring new people - namely, the hiring 
cost and the contributions that the 
employer must make to pensions, 
unemployment insurance, and perhaps 
other things. 
There are problems with such a 

scheme, the Council admits. Favouring 
U I beneficiaries over those seeki ng 
their first job, it "might simply change 
the faces of the unemployed rather 
than their numbers." 

And how many workers would still 
be employed once their vouchers ran 
out? 

Using the UI fund in this way also 
would require a new consensus by the 
government, employers, and workers, 
since the fund has traditionally been 
administered separately from job-creat- 

mg programs. 
If the voucher system could be made 

to work for job creation, it might also 
be applicable to skill retraining, the 
Council says. 
These and other possibilities should 

be studied by the government along 
with representatives of organized 
labour and employer associations, the 
Council says. The cost? 
The Council says it has not made an 

estimate; that would be part of the task 
assigned to the study group. 
"What can be said with some surety, 

however, is that, if Canada continues to 
experience double-digit unemployment 
rates, the automatic expenditure pres 
sures of the UI system and the accom 
panying pressures for increased job 
creation and retraining will remain 
enormous. " 
Without doubt, the voucher scheme 

raises all kinds of problems and issues. 
"Overall, without prejudging the 

outcomes of such considerations, one 
thing seems evident: when all the sums 
have been tallied, putting people back 
to work or usefully upgrading their 
skills will be less costly than continuing 
to support idle resources." 

Medicare: Preserve 
access, but pare costs 
Government efforts to improve the 
cost-effectiveness of the health care 
system in Canada are applauded by the 
Economic Council of Canada in its 
Twentieth Annual Review, On the 
Mend. 
"We do not, however, endorse pro 

vincial initiatives that would have the 
effect of transferring to the sick and 
the aged what are now public expendi 
ture commitments," the Council says. 

Most provinces now charge monthly 
family premiums for medicare. Four 
impose or intend to impose daily hospi 
tal charges. Most provinces allow extra 
billing by physicians, and itis appar 
ently extensive in Ontario, Alberta, and 
Nova Scotia. 

Even in those three provinces extra 
billing - though information is not pub- 

licly available - is estimated to add not 
more than 4 per cent to average medi 
care costs. 

But "the issues of extra billing and 
hospital user fees are of concern not so 
much because of their present 
inequity," the Council says, "but 
because of their potential as activities 
that could destroy the universal access 
ibility of Canada's health care system." 
The provinces are urged by the 

Council to curb the application of hos 
pital user fees and, whenever the 
accessibility of services is hampered, 
curb extra billing by physicians. 
The provinces should also collect and 

publish information on the extra-billing 
practices of physicians. 

More generally, the Council recom 
mends that the federal and provincial 

governments not only safeguard the 
principle of universality, but that they 
work together to improve the delivery 
and quality of the program while con 
taining costs. 

Cost control is especially important 
now that the population has begun a 
gradual aging process which will put 
additional demands on the system. 
"There is, in our view, substantial 

room for additional preventive care 
efforts, for the delivery of health care 
services through alternative modes such 
as health maintenance centres and 
community clinics, and for the expan 
sion of paramedic services. There is 
also substantial room for improving the 
cost effectiveness of the existing facili 
ties." 
The same could be said for the edu 

cational system, the Council adds. The 
provinces are urged not only to watch 
costs closely, but to consider alternative 
ways of funding postsecondary educa 
tion. 
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Of the many economic issues facing 
women, four are identified by the Eco 
nomic Council of Canada for early 
action: 

I Income tax exemptions for chil 
dren should be shifted to a system of 
child tax credits that would tilt the 
advantage to poorer and single-parent 
families, most of them headed by 
women. 

2 The pension system must work to 
avoid old-age financial insecurity for 
women who have spent much of their 
lives as mothers and homemakers, and 
are thus denied pension entitlements in 
their own right. 

3 Where the private day care 
arrangements that most parents prefer 
are difficult to make, publicly sup 
ported day care facilities should be 
more available at a cost that working 
parents on a limited income can afford. 

4 Provincial curricula, student coun 
selling processes and adult education 
programs should be examined anew to 
encourage young women (as well as 
young men) to acquire nontraditional 
skills that will widen their occupational 
choice in years ahead. 

The new reality of women in the 
workforce - where they now hold three 
of every seven jobs, compared with one 
in five in 1950 - is examined by the 
Council in its Twentieth Annual 
Review, On the Mend. 

Over the past two decades, the 
Council notes, more than three million 
women have been added to Canada's 
labour force, encouraged by a range of 
factors - new methods of birth control, 
higher school levels attained by women, 
and the transformation of family pat 
terns brought about by increased sepa 
ration and divorce. 

But progress in overcoming the "sex 
stereotyping" of jobs and in narrowing 
the male-female earnings gap has been 
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one-third of cases is there a child-sup 
port award by the court. Less than half 
of debtor ex-husbands are honouring 
their obligations, and many do not pay 
the full amounts. 

Stiffer provincial enforcement of 
parental-support obligations would help 
this situation, the Council says, along 
with changes in adult training pro 
grams and municipal subsidies for 
needed day care services. 
The day care problem may not be as 

large as sometimes assumed, the Coun 
cil says. While for 2.2 million preschool 
children in Canada in 1980 there were 
only about 110,000 places in day care 
centres and approved kindergartens, 
the vast majority of child care arrange 
ments are private; it has been estimated 
that more than half of all preschoolers 
are under the care of persons other 
than their parents during working 
hours. 

Nevertheless the problem is serious 
in some areas where private arrange 
ments are difficult to make, the Coun 
cil says. And if many couples have been 
postponing having children, increased 
child-bearing during the next few years 
may well produce a day care problem. 

Single-parent mothers, among oth 
ers, would be especially helped by the 
proposed shift to the system of child 
tax credits, the Council says. The 
present tax deductions for children 
offer little or no relief to many of these 
families, whereas higher-income fami 
lies benefit greatly because their mar 
ginal tax rates are higher. 

To all taxpayers, the value of the 
child tax deductions in 1982 was 
around $1 billion, the Council says. 
Redirecting them would have substan 
tially increased the credits for which 
lower- and middle-income families - 
those earning less than $26,300 - were 
eligible. 

Women's issues need 
more attention 
slow. 

In recent years thousands of 
Canadian women have entered educa 
tional courses and occupations once 
pre-empted by men, the Council notes. 
But many more thousands of women 
have gone into jobs that have been tra 
ditionally female. By some estimates, 
this occupational concentration of 
women accounts for 40 per cent of the 
earnings gap. 

Historically large, tha t gap did not 
close at all between the end of the 
Second World War and 1971, and in 
the 1960s it may have actually widened 
because more women took part-time or 
part-year jobs. As that period ended, 
average women's earnings were about 
half those of men. They now are aver 
aging closer to 60 per cent - modest 
improvement at best. 

Moreover, the Council says, the 
gains are being made mostly by young 
women; older women lacking the spe 
cialized training needed for most of 
today's better-paid jobs are making 
even slower progress. 

While everywhere there now is legis 
lation stipulating equal pay for equal 
work, relatively few Canadian women 
so far are covered by the more compre 
hensive concept of equal pay for work 
of equal value, the Council says. 

Admittedly, vigorous application of 
this principle will not be easy. 

"Nonetheless, it merits serious atten 
tion as a lever for eliminating unjustifi 
able anomalies in pay structures and as 
a support for women generally, many 
of whom may be working in enterprises 
in which their job security and personal 
bargaining power are very tenuous." 

Special attention is needed for one of 
the most serious problems - that of the 
single-parent woman, the Council says. 

With a growing incidence of separa 
tion and divorce, one out of six families 
with children is now a single-parent 
family, and five out of six of those sin 
gle parents are women. With every 
third marriage in Canada now ending 
in divorce, nothing indicates that this 
trend will slow down in coming years. 
Three out of seven of such 

households are now below the poverty 
line, the Council says. Even if single 
parent mothers can find a job, many 
have very low earnings, and in only 
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Technology and the patent pipeline 

In its recently released report, The Bottom Line: 
Technology, Trade, and Income Growth, the 

Council examined a number of issues crucially 
affecting Canada's productivity slowdown and 

the consequent threat to living standard growth. 

On this and the following page, Au Courant 
takes a closer look at two of the issues raised: 
the dissemination of technological information 
via the patent system; and the effectiveness of 
government research and development (R & DJ 

subsidy programs. 

In searching for ways in which to speed 
up the spread of new technology 
throughout the Canadian economy, the 
Council notes that one such method 
already exists - one that can be used 
"to promote the diffusion of technical 
information and know-how more effec 
tively, thus increasing the potential for 
quicker and more efficient technologi 
cal advance in Canadian industry." 
Tha t method is the 

patent system, and the 
Council notes that it 
could be used by 
establishing a service 
for the diffusion of the 
wealth of technical 
informa tion contained 
in patent descriptions. 
This is yet another 
measure that would 
ultimately raise living 
standards - the "bot 
tom line" of all tech 
nology policy. 

The concept of the patent system as 
an information-dissemination tool is by 
no means a new one. In fourteenth- and 
fifteenth-century Europe, the main rea 
son for granting inventor's privileges to 
foreigners was to attract technical 
knowledge from abroad and to spread 
it throughout the domestic economy. 

During the nineteenth century, it 
became generally recognized that writ 
ten patent descriptions were an impor 
tant source of technical information. 
By the end of the century, national pat 
ent laws reflected that recognition by 
requiring that inventions be classified 
and patent description indexes pub 
lished, with free access for the public. 

With the explosive growth of tech 
nology during the twentieth century, 
however, the informational aspect of 
patents has been almost completely 
neglected. It is only since the onset of 
the current worldwide economic slow 
down, with a concurrent decline in the 
rate of patenting, that patent offices 
have had the time to turn their atten 
tion to the long-neglected half of their 
intended function - information dis 
semination. 

Patent files, says the Council, can be 
regarded as a technical information 
bank - into which firms could tap, 
using it as an aid in technical problem 

solving and in idea generation. Diffu 
sion of patent information would also 
enable potential users of technology to 
learn which firms had expertise in 
which areas, thus promoting tech 
nology transfer, both domestically and 
internationally. Given an effective pat 
ent information dissemination service, 
says the Council, the potential for more 
rapid and more efficient technological 

advance in Canadian industry would 
Increase. 

While some countries - notably 
Japan, Sweden, and Australia - have 
highly developed patent information 
services, Canada, along with the 
developing countries, falls at the other 
end of the spectrum, where no active 
diffusion of patent information takes 
place. This situation is anomalous, says 
the Council, because the Canadian Pat 
ent Office has the knowledge, if not the 
mandate, to deliver information to 
those who need it. 
Although the Patent Act promotes 

the disclosure of technical knowledge 
by requiring that an inventor give a 
complete technical description of 
his/her invention in the application, it 
does not contain effective measures for 
promoting the spread of that technical 
knowledge. Thus it fails to fulfil what is 
viewed increasingly as one of the basic 
functions of a patent system - namely, 
promotion of the disclosure and diffu 
sion of technical knowledge in order to 
encourage innovation. 

In Canada, the marketing of patent 
information has been left to the private 
sector; however, these services are 
unable to adequately serve small and 
medium-sized manufacturing compa 
rues. 

On the other hand, says the Council, 
the Canadian Patent Office - given the 
appropriate mandate - could immedi 
ately mount a patent information ser 
vice aimed especially at small busi 
nesses. It could - unlike the private 
companies - do this in a cost-effective 
way, simply because most of the neces 
sary overhead is already covered by the 
need to run the patent-granting part of 

its program. 
The patent system 

in Canada is 
underutilized because 
it is little known 
outside the patent 
profession and large 
corporations. And it 
will remain so, says 
the Council, unless the 
Patent Office initiates 
an educational program 
to make businessmen 
and others aware of 
the variety of uses to 

which the system can be put. 
Among other considerations, the 

Council concludes that if earlier 
disclosure of recent advances in 
technology increases the potential 
for industrial and income growth, 
then the present system of pub- 
lishing at date of issue should be 
changed in favour of earlier publication 
- a practice being implemented 
increasingly in many other countries. 

Another consideration would be the 
size of the fee to be charged for the 
patent information service. For fully 
efficient use of the service, a fee cover 
ing the government cost of providing 
the service should be charged. How 
ever, the fee could be reduced to below 
that cost if it were determined that 
there were social benefits in addition to 
the private benefits that businessmen 
are willing to pay for. 

In any event, says the Council, the 
proper fee for users of a patent infor 
mation service should be established by 
the Treasury Board. If a patent techni 
cal information dissemination program 
were to be implemented, strict monitor 
ing of costs and careful estimation of 
benefits should be a condition for its 
existence, with a formal evaluation of 
the program by the Treasury Board 
after a three-year period. 
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of the Program are inadequate - a fail 
ing that EDP shares with the Defence 
Industry Productivity Program (DIPP). 

Evaluating the DIPP 
The primary objective of this pro 

gram is to foster, mainly through subsi 
dies, exports by the Canadian defence 
production industry of defence-related 
products and their civil counterparts. 

While the subsidization of exports is 
questionable on general grounds - 
because of the danger that such subsi 
dies could result in free net benefits to 
foreigners and in net costs to Canadi 
ans - there are some well recognized 
exceptions to this principle. 

One such exception is national 
defence. Here we are considering 
industries and firms deemed essential 
to national security - an area in which 
defence production is, by definition, of 
central importance. In such a case, the 
focal point of government assistance 
should be the firm itself rather than 
any specific project it might undertake, 
the main aim being to enable the firm 
to continue in the same general line of 
business. It then becomes a question of 
determining what returns a firm could 
reasonably expect to earn from defence 
production, and whether such returns 
would be sufficient to keep the firm 
producing within the industry. If these 
returns are inadequate, a subsidy is jus 
tified. 

In order to reconcile the goals of 
national security and economic effi 
ciency, the Council recommends the 
establishment of a body responsible to 
Parliament that would be intermediate 
between the program administration 
and the subsidized firms - one that 
could be entrusted with the sensitive 
technical information usually involved 
in defence production decisions and 
that would also tend to regard itself as 
the protector of the taxpayers' interests. 

The Council concludes that subsidy 
programs to foster innovation have a 
legitimate place in the government's 
tool box of measures designed to influ 
ence the economy in desirable direc 
tions. Much depends, of course, on how 
judiciously and effectively these tools 
are employed. In the Council's view, 
there is a good deal of scope for 
improvement. 

R&D subsidies: room for improvement 
Government programs designed to fos 
ter innovative activity by firms have 
been introduced in many countries in 
recent decades. These programs vary 
considerably among countries, as does 
their mix. In Canada, for example, 
much policy emphasis is placed on tax 
incentives and on various financial 
assistance programs offering loan guar 
antees, loans, and project-specific sub 
sidies to firms. Such programs, says the 
Council, have great potential for 
improving productivity and living 
standards in Canada. 

But under just what conditions 
should governments pay subsidies for 
research and development (R&D) 
projects? According to the Council, 
both of two conditions must be met: 
• projects should be assisted only if 

they would not go ahead anyway, with 
out assistance; 
• projects should be assisted only if 

their benefits to society exceed the 
amount of the subsidy and its cost. 

In addition, the Council notes that 
any program set up to grant such R&D 
subsidies should not only be based on 
sound criteria, but should also include 
adequate mechanisms for evaluation of 
operations and results. 

Assessing the EDP 
In evaluating a number of govern 

ment R&D subsidy programs, the 
Council took a close look at the Enter 
prise Development Program (EDP). 
This program pays subsidies to firms 
undertaking approved innovative 
projects, the objective being to enhance 
the international competitiveness and 

productivity performance of Canada's 
secondary industry. 

While the Council notes that EDP's 
objective is fully consistent with the 
Council's criteria for the subsidization 
of innovative activity by firms, it also 
observes that the underlying principle 
has been implemented inappropriately, 
insofar as the Program's "significant 
burden" criterion is concerned. 

Incorporated into EDP's terms of 
reference, the "significant burden" cri 
terion requires that applicant firms be 
classified by size, and projects by 
degree of risk. Then two tests are 
applied. One stipulates an approximate 
ratio between the project's total cost 
and the firm's tangible net worth, while 
the other stipulates approximate ratios 
between the project's annual cost and 
the firm's cash flows for the current 
and recent years. 

Although these tests, and the "sig 
nificant burden" notion underlying 
them, may have a legitimate, secondary 
place in the administration of a subsidy 
program, the Council notes that they 
don't in fact ask the right fundamental 
questions. In particular, they are not 
adequate indicators of whether the firm 
would proceed with the project if it 
were not subsidized. What determines 
a project's relative likelihood of being 
undertaken - with or without a subsidy 
- says the Council, is the relationship 
between its expected benefits and costs 
to the firm. The question of its burden 
on the firm's resources is quite second 
ary. 

The Council also observes that the 
mechanisms for evaluating the results 

Enterprise Development Program 
Contribution project approvals, by industry, 1981/82 

Number of 
projects 

Project 
cost 

Amount 
authorized 

Food & beverages 
Clothing 
Wood 
Metal fabricating 
Furniture 
Transportation equipment 
Machinery 
Electrical products 
Other industries 
Total 

22 
22 
22 
30 
33 
34 

123 
153 
137 
576 

($ thousands) 
2,774 
646 

1,373 
3,506 
1,050 
7,274 

81,044 
173,755 

18,776 
290,198 

1,461 
475 

1,030 
2,388 

805 
4,629 
39,684 
56,086 
12,600 

119,158 
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Freer trade aids plant scale 
Will trade liberalization lead to larger 
plant size in Canadian industry, as 
many proponents of multilateral tariff 
reductions have argued? 
The answer is "often, but by no 

means always," according to econo 
mists J. Baldwin of Queen's University 
and P. Gorecki of the Economic Coun 
cil. With assistance from J. McVey and 
J. Crysdale of Statistics Canada, the 
authors of a new discussion paper 
examine the impact of trade and tariff 
changes that occurred in the late 1960s 
and during the 1970s on efficiency and 
productivity in Canadian manufactur 
ing industries. The authors use an 
extensive database for 1970 and 1979 
on 167 industries in the Canadian 
manufacturing sector. 

The productivity lag 
Baldwin and Gorecki note that 

Canadian industrial productivity has 
lagged - and continues to lag - behind 
that of the United States. One of the 
causes of this disparity is commonly 
considered to be the small size of plants 
in Canada. Using a specially created 
database at Statistics Canada, the 
authors focus on the size of larger 
Canadian plants relative to larger U.S. 
plants, since the latter measure is then 
taken to be the indicator of minimum 
efficient size (MES) - the smallest size 
of plant that minimizes unit production 
costs. 

The authors' findings on relative 
plant scale - the ratio of larger 
Canadian to larger U.S. plants - sug 
gest that there is a scale problem, and 
that the problem of scale is more 
important in small rather than in large 
industries. On average, larger 
Canadian plants are approximately 
70 per cent the size of larger U.S. 
plants in the corresponding industry 
(see chart). 

Essential implications 
The essential policy implications of 

the paper, however, relate to the debate 
over the impact of trade liberalization 
on rela tive plant scale. The most force 
ful advocates of free trade, say the 
authors, have argued that larger plant 
scale will result from multilateral trade 
liberalization. Others, however, have 
suggested that at least during an 

interim adjustment process, plant size 
in the import-competing sector of the 
economy could be reduced. The evi 
dence provided in their paper, say Bal 
dwin and Gorecki, suggests that there 
is an element of truth in both hypo 
theses. 

On the one hand, increases in market 
size through trade liberalization in the 
past have led to increases in relative 
plant size - suggesting further gains for 
a U.S./Canada free trade area. 
Canadian export industries have capi 
talized on areas in which they have a 
comparative advantage, leading to 
larger plant sizes. Moreover, tariff 
reductions in particular kinds of indus 
tries selling in the home market - 
namely, high tariff/high concentration 
industries (which suffer considerably 
from small scale) - have also resulted 
in increased relative plant scale. These 
findings, say the authors, are consistent 
with the arguments of those who cham 
pion the benefits of trade liberalization. 

Negative impact 
However, Baldwin and Gorecki did 

find that in other industries selling in 
the home market, imports had a nega 
tive impact on relative plant scale - 
with several possible explanations. On 
the one hand, this may indicate suc 
cessful adaptation resulting in a change 

in the character of the industry - a 
switch to finishing and assembling 
and/or to serving specialized market 
niches, for example. 

On the other hand, say the authors, 
this result is also consistent with the 
suggestion that government assistance 
to ailing firms may have slowed the 
adaptation process. Evidence from the 
authors' earlier work on entry and exit 
(Au Courant, Vol. 3, No.4) supports 
this interpretation. In addition, the 
potentially easy adjustment mechanism 
of intra-industry trade has had no 
impact on relative plant scale - poss 
ibly because this mechanism tends to 
affect production runs rather than 
plant size. 

The authors conclude that, on bal 
ance, there is much to support those 
who advocate freer trade, with their 
research indicating the problems and 
inefficiencies of the maintenance of 
high tariffs - especially in high concen 
tration industries. Baldwin and Gorecki 
are careful to point out, however, that 
it is difficult to judge from the avail 
able evidence whether imports invari 
ably result in rationalization and suc 
cessful adaptation. 

"Trade, Tariffs and Relative Plant Scale in 
Canadian Manufacturing Industries: 1970- 
1979," by J. Baldwin and P. Gorecki, with J. 
McVey and J. Crysdale. Discussion Paper 
No. 232. 

How Canadian plants size up 

100 per cent) Relative Canada-U.S. plant scale by industry, 1979 (U.S. 

Food & beverages 

Leather 

Wood industries 

Furniture & fixtures 

Machinery 

Nonmetallic mineral products 

Chemical & chemical products 

All industries 

o 
I 

100 
I 

150 
Per cent 

50 
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Ontario Hydro 
productivity performance 
An assessment of Ontario Hydro's pro 
ductivity performance over the period 
1956-80 is the subject of a new Eco 
nomic Council paper. 

Council economists Michael Daly 
and Someshwar Rao note that while 
much interest in Canada's productivity 
slowdown has been generated at both 
the national and industry level, it is at 
the firm level that the measurement 
and explanation of productivity growth 
is of greatest importance. If firms are 
to be managed efficiently, say the 
authors, productivity assessment needs 
to be integrated into the process of 
managerial control and planning. 

Increased share 
The growing importance of electric 

utilities in the Canadian economy is 
reflected in the fact that the share of 
real domestic product attributable to 
this sector increased from 2.1 per cent 
in 1971 to 2.6 per cent in 1979. Any 
slowdown of productivity growth in the 
electric power sector may thus have 
some impact on the rest of the economy 
because electricity is used as an inter 
mediate input by virtually all other 
industries. 

As one of the largest producers of 
electricity in North America, Ontario 
Hydro accounts for roughly one-third 
of the sector's total output in Canada - 
making it a suitable candidate, in the 
view of the authors, for a productivity 
growth assessment. This was done by 
separating total factor productivity 
(TFP) growth into components that 
might be associated with capacity utili 
zation, scale economies, and technical 
change. 

Daly and Rao note first that Ontario 
Hydro's productivity performance from 
1967 on compares quite favourably 
with that of the rest of the economy. 
From 1967 to 1980, TFP growth aver 
aged 1.28 per cent annually at Ontario 
Hydro as opposed to 1.16 per cent for 
the economy as a whole - with the 
decline in growth much less marked for 
Ontario Hydro in the post- 1 973 period. 

The slowdown in productivity growth 
that did take place in the 1974-80 
period, say the authors, may be 
attributable to two main developments, 
both of which were largely beyond the 
Corporation's control. 
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- First, and most important, there was 
a marked decline in the growth of 
demand for electric power as a result of 
the general slowdown in overall 
demand - compounded, in the case of 
Ontario Hydro and other electric utili 
ties, by measures designed to encourage 
energy conservation in the wake of the 
OPEC oil price increases. Second, tech 
nical progress slowed down mainly 
because of increasing fuel prices. 

its competitors in the oil and gas indus 
tries - and not just in Ontario, but in 
export markets as well. 

In addition, rather than promoting 
the conservation of electricity in gen 
eral, the introduction of "peak load" or 
"time of day" pricing structures could 
be considered so as to encourage more 
stable usage patterns by consumers. 
Such a measure could improve produc 
tivity by flattening the load pattern, 
thus increasing the level of capacity 
utilization and leading to fuel econo 
mies that would at least partly offset 
the adverse impact on technical 
progress of increasing fuel prices. 

Finally, say the authors, the impor 
tance of electric power as an interrnedi- 

Hydro power dam 

Road to improvement 
According to the authors, however, 

there are a number of steps that could 
be taken to improve Ontario Hydro's 
productivity performance. The exist 
ence of substantial scale economies also 
suggests that there is a significant 
trade-off between the benefits of elec 
tricity conservation and productivity 
growth. 

As a result, say the authors, to the 
extent that scale economies in the pro 
duction of electric power are greater 
than in other energy producing sectors 
such as oil or gas, then energy conser 
vation measures would appropriately 
place more emphasis on encouraging 
the substitution of electricity for other 
energy sources. 

Ontario Hydro could adopt a more 
aggressive marketing strategy in order 
to increase its sales relative to those of 

ate input for other sectors of the 
economy implies that improvements in 
Ontario Hydro's productivity perform 
ance could have a salutary effect on 
TFP growth elsewhere. Evidence sug 
gests that in most manufacturing 
industries, technical progress is energy 
using. So if improvements in Ontario 
Hydro's productivity growth are ref 
lected in a slower rate of increase in 
electricity prices, technical progress 
will be given a boost, thus improving 
TFP growth in the manufacturing sec 
tor. 

"Productivity Growth, Economies 01 Scale, and 
Capacity Utilization in the Canadian Electric 
Power Industry: The Case 01 Ontario Hydro," by 
Michael Daly and Someshwar Rao. Discussion 
Paper No. 236. 



Western transport 
• • In perspective - The railway freight ra te system has 
forced westerners to be hewers of wood 
and drawers of water for the rest of 
Canada. Right? 

Well, not exactly, says W. G. 
Waters, a University of British 
Columbia professor, in a discussion 
paper prepared for the Council. There 
is no doubt the western economy is 
primarily rooted in resources and it has 
been hard to develop a widespread 
industrial base. But the University of 
British Columbia economist says that 
can't be blamed on the transportation 
system. In fact, in his view, the existing 
rail freight rate system is the most effi 
cient and flexible pricing method for 
assisting economic growth in the West. 

West. Critics point to the lower cost of 
shipping some primary products East 
than of transporting finished goods. 
And some have objected to the cost of 
bringing some eastern supplies West 
for further manufacturing. Waters does 
not deny that transportation has been 
crucial to some economic develop 
ments. Lower transport costs can help a 
marginal company survive or allow a 
marginal supplier to enter the market. 
But the impact of these firms on the 
market may be small, so the author 
cautions against using these examples 
to build a case for using freight rates as 
a tool to develop western industry. 
Another popular view is that railways 
face less competition in the West than 

A western railway terminal 

Governments may want to encourage 
more manufacturing and processing in 
the West, says Waters, but tinkering 
with the freight rate system is not the 
way to do it. The impact of transport 
pricing on modern economic develop 
ment has been "grossly exaggerated." 

Along with the rail freight rate sys 
tem, the Waters stud y discusses the so 
called "Crow" grain freight rate issue, 
and outlines likely developments in 
western water, road, air and rail trans 
port. 

Key issue 
Transport has always been a key 

issue in the West, partly because west 
ern products are a long way from major 
markets in eastern Canada and over 
seas. One popular view is that rail 
freight rates discriminate against 
manufacturing and processing in the 

they do in the East, and this may affect 
freight rates. Bulk commodities are still 
the foundation of the western economy, 
and they are best handled by rail. 
Because there is less competition from 
other modes of transportation for these 
goods, some critics suggest they may 
pay an unfair share of the transport 
costs of all goods carried by rail. 

It's hard to trace costs to specific ser 
vices because trains may handle several 
products at one time. But Waters says 
rail revenue per ton-mile is actually 
lower in western Canada than in the 
East. Many western products are low 
valued in comparison with eastern 
goods; charging too high a price would 
simply stop shipment of these items. 
Under the current rate system, rail 
ways have the incentive to set prices 
sufficiently low to encourage traffic to 
move. They include direct operating 

costs in their rates but they are free to 
charge a mark-up to cover other 
expenses. This mark-up reflects the 
shipper's ability to pay and gives the 
railways the freedom to adjust rates 
according to circumstances. In fact, "a 
more rigid pricing formula could pre 
vent some traffic from being moved at 
all," says Waters, who finds flaws with 
alternative rate-setting proposals. 

The current rate system is the most 
flexible, he says, and it has helped the 
West grow economically. The real issue 
is not economic, but social and politi 
cal. The social and political goals of 
building western industry may be good, 
but freight rates should not be used to 
achieve them. 

The Crow rate 
The one consistent rate distortion, 

Waters says, has been the Crows Nest 
Pass grain freight rate, written into law 
decades ago and well below the rail 
ways' cost of hauling grain. The Crow 
rate is not only an anomaly in that rail 
ways can't cover costs of carrying 
grain, but it distorts what is produced 
in the West and how it is transported. 
But the author hails the federal govern 
ment's recent efforts to change the 
Crow rate legislation as a needed step 
to reform of the grain delivery system. 

The legislation provides more than 
$650 million to the railways, but 
Waters says this will only help cover 
existing losses without necessarily 
expanding the main rail line system. 
Increased spending on rail expansion 
may be needed because rail traffic is 
growing rapidly on western lines. 
Turning to other transport systems, 

Waters says one of the major issues for 
road transport - and for airlines as well 
- may prove to be deregulation in the 
United States. The author suggests 
deregulation may become a growing 
irritant in U.S.-Canada rela tians 
because there is a good deal of cross 
border traffic, and the policies of both 
countries may conflict. There will be 
pressure for greater co-ordination of 
interprovincial trucking regulations, he 
says, and some deregulation is likely. 

Waters' general conclusion is that 
transport is not a prime mover in eco 
nomic growth, but can help it along. 
Certainly, it is not what determines 
how the western economy is going to 
grow. 

"Transportation, Transport Policies, and the 
Future Development 01 Western Canada," by 
W. G. Waters. Discussion Paper No. 234. 
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CANDIDE, the Economic Council's 
econometric model, is undergoing a 
major overhaul that is likely to take 
another year. 

Econometric models are a little 
like cars, says Ross Preston, direc 
tor of the CANDIDE group; they 
sometimes get rusty and need 
refurbishing. Occasionally, you 
have to get a new one. 

Developed in the early 1970s for 
the Council and several federal 
government departments, CAN 
DIDE has become an essential tool 
in the Council's work. 

To find out what an econometric 
model does and why CANDIDE 
needs to be updated now, Au Cou 
rant interviewed Preston recently. 
His links with the model date back 
to the early days when he was con 
sulted by CANDIDE's originators 
while he was executive director of 
Wharton Econometric Forecasting 
Associates in Philadelphia. He has 
been head of the CANDIDE group 
since 1976. 
Au Courant: What is an economet 
ric model in laymen's terms? 
Preston: When you make a deci 
sion, when anybody makes a deci 
sion, they have a frame of refer 
ence that they use to help make the 
decision. Everybody at some point 
sits down and tries to make an esti 
mate of what his chequebook bal 
ance might be three months from 
now. He does that by figuring out 
what the inflow is going to be, 
what the outflow is going to be and 
then computing what this implies 
for his balance. In a model, we are 
doing nothing more than that. 
We're starting out with initial esti 
mates which usually are known, 
we're making educated guesses 
about what we think patterns of 
variables are going to be, and at 
the end we're making an estimate 
as to what the ending balance is 
going to be based on the arith 
metic. 
Au Courant: Why was it necessary 
to make changes now to CAN 
DIDE? 
Preston: The answer to that is 
straightforward. Time in Canada 
does horrible things to cars, they 

Ross S. Preston 

rust. Time does the same thing to 
models. They rust. Let's give an 
example - income tax indexation. 
I f you were to use a model based 
on pre-1972 personal tax behavi 
our, it would not have the indexa 
tion formulas or structure in it. If 
you were to make projections with 
that kind of a model into the future 
where the starting point for the 
projections was 1972, you would 
overestimate tax collections, 
because you hadn't accounted for 
indexation. 

What happens over time is that 
institutions change and behaviour 
changes. There's been a tremen 
dous proliferation of financial 
instruments. New accounts, che 
quable savings accounts, all of that 
is new. There have been tremen 
dous changes in international 
monetary linkages since the float 
ing of the dollar in 1972. Although 
the initial impacts were in the da ta 
in 1973, 1974 and 1975, the full 
impact of these changes didn't 
show up until the mid- and later 
1970s. And that's basically why we 
go out and build new models - 
because they get old, because the 
principles upon which they're 
based get outdated, the data base 
gets old, and in fact the data base 
gets revised. What Statistics 
Canada turns out is only a version 
of truth, and this version of truth 
depends upon collection methods, 
their sampling errors, all sorts of 
things. They change their version 
of truth every once in a while. And 

Au Courant 

Onthe mend 

economists have to react to that by 
going back and reassessing behav 
iour. 
Au Courant: What other reasons 
are there for altering the model? 
Preston: I mentioned that financial 
institutions changed dramatically - 
another area is savings behaviour. 
Canadians used to save an average 
of 6 to 8 per cent of their income. 
All of a sudden at the end of the 
1970s and early 1980s, they began 
to save Il to 15 per cent of their 
income. That has a marked impact 
on consumption patterns. And 
nobody's model caught that big 
shift in savings pattern. In other 
words, our past understanding of 
the way to quantify savings behav 
iour in a model just did us no good 
in trying to project savings behav 
iour. 
Au Courant: So when you look at 
the finished model, it will be dif 
ferent from the previous model in 
what way? 
Preston: Well, first of all, it will be 
based on an updated data base. 
The older model was only cali 
brated or estimated through 1974. 
So the sample period, or the period 
upon which the model was based 
was from the early 1950s to 1974. 
The new version of the model will 
be based on data from the early 
1950s to 1981, so that we will have 
the advantage of having 1975 to 
1981 data in. 
Au Courant: How does the new 
data change things? 
Preston: One of the things that we 
didn't have much information on 
was the two oil price shocks in our 
old sample period. And we also 
didn't have that rapid period of 
inflation between 1975 and 1980. 
We must make sure we understand 
what their impact was on the 
Canadian economic environment. 
One of the things that building the 
new model will do is help us in 
understanding a little better the 
impact of inflation on investment 
decisions, on savings decisions, the 
impact of inflation on government 
deficits, the impact of oil price 
shocks on inflation, the impact of 
oil price shocks on productivity, if 
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any. All of those issues are issues 
that we could not study when we 
built the previous model because 
we didn't even have any data for 
them. 
Au Courant: How has the Council 
used CANDIDE to help formulate 
public policy in the last i 0 years? 
Preston: The model has been used 
in various Annual Reviews of the 
economy. It helps focus the Coun 
cil's attention on possible solutions 
to problems. In a sense, it is a 
laboratory that the Council can use 
to tryout policies before it actually 
makes recommendations. It is a 
useful device for trying to uncover 
problems before they develop. A 
policy that may look good on paper 
may show weaknesses when you try 
to implement it. A model helps to 
reveal these weaknesses when you 
view the policy in the context of 
the economy as a whole. In its own 
right, a model is also useful in 
making predictions about future 
economic events. 
Au Courant: How successful has 
CANDIDE been in meeting these 
objectives? 
Preston: There were cases where 
we were extremely successful. 
There were other times when we 
weren't able to predict with cer 
tainty. But it is useful even then in 
that we are able to play the "what 
if' game by elaborating on a var 
iety of outcomes. Being aware of 
these in advance, policy makers are 
able to take evasive action by way 
of policy recommendations before 
a problem gets out of hand. 
Au Courant: How does CANDiDE 
compare with other econometric 
models that are used at this point 
in Canada? Some are more region 
ally oriented than others. How 
does ours compare? 
Preston: Well, models can be dis 
aggregated in time or in space. 
Everyone of them is different for a 
number of reasons. Each model has 
been designed to deal with a par 
ticular set of questions. Let's take 
CANDIDE. CANDIDE is an 
annual model - the time frame 
work of the model is annual. The 
University of Toronto model is a 
quarterly model. It projects what's 
going to happen in the next quar 
ter, the quarter after that, and the 
quarter after that. CANDIDE 
projects what's going to happen 
next year, the year after that and 
the year after that. The Council's 

mandate is medium to long term. 
An annual framework is all we 
need in order to deal with medium 
to-long-term issues. 
Au Courant: You also mentioned 
disaggregating - breaking down - 
the model in space. What do you 
mean by that? 
Preston: Well, one of the Confer 
ence Board models is set up to 
make judgments, make predictions 
about what's going to happen in 
each one of the provinces. Our 
model does not have provincial 
detail. However, our model is dis 
aggregated by industry. We can 
tell you what's going to happen in 
the automobile industry, the lum 
ber industry, the petroleum indus 
try or the chemical industry. We're 
interested more in structural issues, 
where the unit of measurement is 
employment in the automobile 
industry or the textile industry. 
And therefore we've collected and 
organized data that way. 
Au Courant: Why has it been risk 
ier to make economic projections 
in recent years? 
Preston: Well, I think one of the 
problems is that inflation has acted 
as a fog and has clouded many of 
the behavioural relationships. In 
other words, it's changed them in a 
way which we didn't anticipate. I 
think one of the things that econo 
mists missed the boat on was the 
impact that the highly inflationary 
environment might have on things 
like savings, investment, govern 
ment spending policy, etc. To put it 
rather simply, we know accelera 
tion due to the gravity of the earth 
is 32 feet per second per second. 
Suppose for some reason we all got 
up the next morning and it was IS 
feet per second per second. You 
would take a step out of the bed 
and you'd hit the ceiling and won 
der what was going on. In a sense, 
in the latter 1970s, that's exactly 
what happened to economists. All 
of the things that we thought were 
constant, many of the things that 
we thought we could depend upon 
as being very, very ingrained and 
fixed, all of a sudden began to 
come apart at the seams. And none 
of our theories were of any use 
any more in helping us to predict 
the future. 
Au Courant: Were there other fac 
tors? 
Preston: The 1970s was not only a 
story of changing economic behav- 

iour, it was also a story of interna 
tional political economy. All of a 
sudden we were beset by a whole 
series of problems that resulted 
from international power politics. 
The oil crisis was one. The way the 
United States started to use food 
was another. In history there are 
events which are noneconomic in 
their root which affect economics 
or the economy of nations tremen 
dously. Droughts, food crises, fam 
ines, the Russian crop failures in 
the early 1970s shot the price of 
food sky high. One of the issues 
that has never been really treated 
adequately is the inflation issue, 
how inflation got started and what 
impact it might have once it was 
ingrained. I think economists basi 
cally didn't count on inflation get 
ting started and then getting 
ingrained. And once it did, they 
didn't know how to deal with it in 
their models. 
Au Courant: What with the 
steadying down of inflation and 
the seeming stabilizing of the price 
of oil. do you think things will be 
easier again for econometrists in 
the coming years? 
Preston: You can answer that 
question in the following way. 
When an aircraft company builds 
an airplane, it hires a test pilot to 
take it up. I think the late 1970s 
was a period where in fact we test 
piloted the economy and found out 
how to make the wings fall off, 
how to make the landing gear col 
lapse, and how to make it fall out 
of the sky. Whether or not we'll 
remember in the 1980s that we 
wrote that book is another issue. In 
a sense I have my doubts whether 
the 1980s are going to be any 
easier than the 1970s, primarily 
because I think people have short 
memones. 
Au Courant: Can you elaborate on 
that? 
Preston: I think that there was a 
period in the 1950s when we went 
through the same kind of mini 
problem. The current period is very 
much like that period. I'm not a 
cynic in this area but I am realistic 
enough to realize that certainly 
there is going to be a group of 
problems in the 1980s that will be 
just as difficult to deal with as 
those of the 1970s. And if it's not 
in the 1980s, it's going to be in the 
1990s. 
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Economic policy perform 
ance has never been of such crucial 
national interest as in the 1980s. 
Each and every Canadian is affected in 
some way by our energy policy options, 
by the relationship between our 
ind ustrial and market structure, or by 
business income taxation - to name but 
a few of our concerns. 

The Economic Council of Canada 
knows this, and since the time of its 
establishment by Act of Parliament in 
1963, it has endeavoured to keep this 
national interest at the forefront of 
its work. 

We are an independent advisory 
body seeking to improve Canada's 
economic performance, not through 
policy making but through the 
following important roles: 
Consultation 
The Council consists of economists, 
specialists, and citizens from a variety 
of disciplines, activities, regions, and 
socio-economic groups. Together, we 
consult and advise - interacting with 
various governments and groups, 
studying, analysing, and making 
recommendations on significant 
Canadian economic issues and policies. 
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Research 
Our staff of experts, assisted by 
technical and support services, 
provides original research and back 
ground information on many specific 
topics, focusing mainly on the 
medium- and longer-term problems of 
the Canadian economy. 
Information 
The Council also endeavours to 
educate and inform the Canadian 
public with respect to economic 
problems and possible solutions by 
making its findings and recommenda 
tions known to tlic media and to the 
individuals and groups involved in 
discussions of public policy. 

Whether the issues we address are 
as regional as the development of 
Western Canada or as national in 
scope as the problems that face 
women in the marketplace, the 
Council continually seeks to improve 
economic policy and its impact on 
Canadians. 


