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Discussion
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technical nature and are intended
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to individuals who may have a par-
ticular interest in these or related
tields of research. Of varying length
and complexity, these papers are
reproduced only in the language in
which they are written. Each paper
is the personal responsibility of the
author or authors, and distribution
under the auspices of the Council
does not, of course, imply that the

conclusions of the paper have been
endorsed by the Council.

No. 288 "‘Savings and taxes in a
life cycle growth model with age-
earnings profile,”” by Denis
Gauthier.

No. 289 ‘‘The taxation of capital
income in Canada: A comparison
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Daly, Jack Jung, Pierre Mercier, and
Thomas Schweitzer.
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Douglas G.Hartle.
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ernment enterprise finance with
applications to Air Canada and
Canadian National Railways,” by
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tax incidence,” by W. R. Thirsk.
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Connections: An Energy
Strategy for the Future (EC22-
124/ 1985E; $9.95 in Canada,
$11.95 elsewhere).

Also available . . .

Summaries of the following Council
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Information Division (address
below):

An Outline of a New Trade
Strategy for Canada (Looking
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Living Together: A Study of
Regional Disparities — Highlights,
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Protecting the environment doesn’t
come cheaply. For the majority of
countries in the Organisation for Eco-
nomic Co-operation and Development,
expenditures on preventing (or reacting
to) environmental damage can amount
to as much as 2 per cent of gross
domestic product.

Finding the most cost-effective forms
of protection will enable countries to
direct more of those expenditures
toward other social objectives, includ-
ing economic growth. Doing the job
well environmentally is usually more
resource-efficient and thus more eco-
nomic. In most cases it is also less
costly to prevent environmental dam-
age than to clean it up.

At the same time, many well-inten-
tioned initiatives designed to promote
economic growth can have a disastrous
impact on the environment. Indeed, lit-
tle is known about the precise risks to
human health or life of the massive
amounts of wastes that are being dis-
charged into the air and water and that
subsequently work their way through
the soil. This especially presents prob-
lems for the legal system in providing
fair compensation when damage does
occur. As well, many of the benefits of

controlling pollution are not spelled out
because of the difficulty in calculating
the worth of “‘avoided damage.” The
Council’s 1981 study entitled Reform-
ing Regulation concluded that “if
Canadians collectively prefer healthier,
safer and esthetically more pleasing
environments...they may be better off
and yet appear worse off by national
accounts measurements.”

In the words of Council Chairman
Judith Maxwell: “There is now a broad
recognition that economic activity in its
many forms...must take account of the
complex ecological interrelationships
that nature weaves.” That recognition,
along with the Council’s long-standing
interest in this regard, culminated in a
two-day Colloquium on the Environ-
ment late last year. More than 100
experts from diverse backgrounds in
scientific research, economics, environ-
mental management, public adminis-
tration and industry took part in the
discussions.

The Colloquium proceedings are
highlighted on the next eight pages.
The papers presented over the two-day
period will be collected in a volume of
proceedings to be published later this
year.

International
perspectives

espite some significant success,
D certain industrialized nations have
been quite slow to repair the consider-
able environmental damage of the
1950s and 1960s. As for the developing
world, many of these countries are in
deeper debt ecologically than finan-
cially.

One reason, according to James
MacMNeill, secretary general of the
World Commission on Environment
and Development, is that environmen-
tal concerns remain remote from eco-
nomic and political decisions rather
than integral to them. In Canada, for
example, soil erosion is costing farmers
$1 billion a year in lost income, largely
because of the unintended environmen-
tal effects of government subsidies that
encourage marginal farming practices.
Reports from Europe and the United
States tell a similar story, MacNeill
said.

As the world becomes more economi-
cally integrated — exports now account
for 22 per cent of world output, com-
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pared with 12 per cent in 1962 — it also
becomes more ecologically inter-
dependent. Higher levels of imports
into one country translate into
increased pressure on the environment
of another, for example.

Newer, more complex issues — from
climatic change to forest depletion —
are being added to the environmental
agenda. Their widespread impact on
the economy is difficult to assess. These
issues also pose questions as to the
value of short-term economic gain
when the price might be social disrup-
tion and resource depletion in the
future. Thus changes are required “in
the design of many of our policies and
some of our institutions,” MacNeill
concluded.

He explained that environmental
agencies were created to clean up the
destruction of the 1950s and 1960s. As

such, they were an “add-on” to existing
-institutions responsible for economic

development. To be more effective,
these agencies should be allowed to
develop preventive pollution control
strategies as part of the government’s
overall economic initiatives, MacMeil
argued. This would require such mech-
anisms as budget review procedures to
encourage discussion about environ-
mental implications among the appro-
priate government groups in the early
stages of policy development. More

efficient tactics are needed to combat
existing pollution as well.

In addition, bureaucracies will have
to start recognizing the importance of
environmental investment to economic
development, MacNeill noted. Spend-
ing on pollution control has actually
contributed to economic growth and
employment in the industrialized world
over the past 15 years, without any
serious, adverse impact on inflation, he

needed. Environment Canada is gener-
ally viewed as “‘a nuisance” by other
government departments and has no
influence on economic policy develop-
ment, he said. Other problems arise.
because natural resources are under-
valued and because the tax system in
some cases discourages recycling, he
reported. Liy'd
Discussant André Marsan of André
Marsan & Associates in Montreal sug-

Environmentalists have to swallow their
puritanism and get into bed with
economists.

emphasized. In his opinion some of the
key people in government and the pri-
vate sector have recently become much
more informed on these issues.

MacNeil questioned why countries
“have been so slow to integrate effec-
tively environment with social and eco-
nomic development,” in the light of
growing knowledge and awareness (and
even consensus) about the wisdom of
this approach.

Discussant Colin Isaacs of Pollution
Probe said that Canada has “failed
miserably’ in this regard, arguing that
“major changes in attitudes™ are

gested adopting what he called
“development ethics” in order to
encourage the preservation of the envi-
ronment among future generations.
Assessment tools to keep track of the
state of the environment are also
needed, he said, because of the dif-
ficulty in measuring the impact of eco-
nomic development. For example,
reforestation makes economic sense in
the long term but not necessarily in the
short term. Marsan called for “a new
synthesis’ of environmental and eco-
nomic concerns, suggesting that the
Economic Council undertake an inter-
disciplinary project to encourage
progress in that area.

As one participant noted during the
floor discussion, evidence of that new
synthesis has emerged in the creation
of the World Commission on Environ-
ment and Development, the first of its
kind — due to report back to the United
Nations General Assembly upon com-
pletion of its mandate in 1987,

In response to a related question,
MacNeil added that while governments
in general are beginning to understand
the importance of responding to envi-
ronmental concerns, they lack the
necessary advisory institutions. To
make environmental matters more
politically relevant, he said, environ-
mentalists have to “swallow their
puritanism and get into bed with
economists,” who persuade the decision
makers with respect to economic
development.

The failure of governments to take
more action is due in part to their natu-
ral desire to please an electorate that is
more interested in remedying immedi-
ate economic problems than in fore-
stalling distant environmental events,
he added.




Water quality

ith about one-quarter of the total

world supply, Canada has more
fresh surface water than almost any
other nation.

But that abundance is deceptive
because it disguises regional shortages,
the impact of droughts and flooding,
the effects of pollution, disruptions in
natural water flows, and conflicts
among users and uses. Other problems
arise because of the division of respon-
sibility for water management between
the provinces and the federal govern-
ment, with the former holding most of
the power in this regard, and the latter
maintaining control of navigation, fish-
eries, and certain other related con-
cerns. This division, coupled with per-
ceptions of resource abundance, has
resulted in ““a loose and incoherent
policy framework™ that inhibits effi-
cient water management in Canada,
said Peter H. Pearse of the University
of British Columbia, chairman of the
recent Inquiry on Federal Water
Policy.

As an example, insufficient attention
is paid to the environmental conse-
quences of using a river system or
“watershed” for such diverse purposes
as waste disposal and agricultural irri-
gation. Sometimes these watersheds
cross provincial or international bound-
aries, but attempts at co-operative
management “are meagre,” Pearse
said.

What is called “integrated watershed
management” is thus essential, in his
view. This involves setting out objec-
tives for water quality and water flows
within each river system, and fully
assessing the impact of water uses and
related developments. Given that co-
operation between the governments
involved remains a major difficulty,
individual watershed authorities whose
power is not restricted by political
boundaries “may be at least equally
well suited to assume water manage-
ment responsibilities,” Pearse sug-
gested.

Standard procedures for assessing
such major developments as hydroelec-
tric projects are also required, with
attention being paid to two particular
concerns — the risk and uncertainty
included in each project, and the need
to include the public in major decisions.

Because water is priced at nominal
or zero cost, it 1s not being used effi-
ciently. A better pricing system would
not only improve efficiency but also
generate revenue, encourage conserva-

tion, and reduce both environmental
pressures and the infrastructure costs
of water supply and treatment facili-
ties. Rights or permits to use water and
discharge wastes could be similarly
effective, Pearse maintained.

Subsidies to increase water supplies
or control pollution also hinder effec-
tive resource management, insofar as
they reduce costs, thereby causing an
excessive increase in demand.

Finally, equipment standards for
water users and waste dischargers pro-
vide little incentive to conserve water or
control pollution beyond the adoption
of mandatory technology. Above all,
these standards fail to recognize the
capacity of different watersheds and
the environmental pressures on them.
Similar deficiencies characterize the
discharge standards limiting contami-
nants in waste water.

Discussant Jean-Louis Sasseville of
the University of Quebec said Pearse’s
recommendations fail to take full
account of the political and institu-
tional constraints caused by the split in
authority between the federal and pro-
vincial governments. Consequently,
many of them will be difficult to imple-
ment. Sasseville suggested undertaking
more research on public attitudes as a

basis for reforming water management
policies.

Discussant Andrew Hamilton of the
International Joint Commission said
that the recommended changes repre-
sent only “modest changes to the status
quo.” He argued that to be effective,
water management should be linked to
air and soil management. That means
developing an institutional framework
that would unite these concerns, he
concluded.

During the floor discussion, one par-
ticipant defined two areas requiring
research: the first was concerned with
the problem of defining water rights,
and the second, with the difficulties
raised when water rights interfere with
the multiple uses of water. Several
questions were asked about the appro-
priateness of using the watershed as a
unit of management, given that some
water problems (such as airborne pollu-
tion) transcend watersheds. In a related
comment, Pearse noted that past
attempts at watershed management in
Canada have failed, primarily because
of elaborate and inflexible planning.

Other participants were concerned
about reconciling short-term economic
concerns with future environmental
considerations. Pearse responded that

An abundance of water hides serious management problems
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industry would simply have to learn to
economize in its demand for water.

In a separate evening speech,
Camille Dagenais, chairman of the
SMC Group of Montreal, said that,
above all, proper water management
“is the last best hope” for many
developing countries. For example,
man-made reservoirs created by dams
have been used in parts of Africa to
irrigate once-desolate regions, thereby
overcoming drought and famine. Dams
can also be used for controlling floods,
as a source of electricity, and for regu-
lating navigation flows, Dagenais said.

Whatever negative environmental
effects stem from these projects “must
be balanced against the even more
negative ones of widespread famine,
death, and the turning to desert of once
green and fruitful land,” he concluded.

Forest
management

nless Canada addresses its forest

management problems soon, it
may find itself strapped for resources
that are now abundantly available in its
own backyard.

Paradoxically, Canada is in no dan-
ger of exhausting its forest reserves;
they may actually be growing in size.
The problem is more that the wrong
kind of forest is growing. As a result,
the industry itself “cannot be sustained
more than a few decades” without
proper management, said Gordon
Baskerville, dean of forestry at the Uni-
versity of New Brunswick.

The forest structure has been altered
significantly by economic exploitation,
he explained in his presentation. Large
trees are no longer as readily available
as they were 30 years ago, for example.
Moreover, almost all the commercially
viable sites have since been exploited.

Biologically, each forest is composed
of more than one “stand” type —an
area characterized by its species mix-
ture and developmental patterns. Some
stands develop more rapidly than
others. Consequently, the problem of
resource management, rather than
being universal, is unique to each forest
in Canada, and solutions will have to
be tailored accordingly.

Forest management will come at
considerable cost to current economic
efficiency, however. In effect, forest
resources will have to be carefully
managed instead of freely exploited.
This will impose costs, in view of the

management regimes required for that
purpose.

Proper management requires identi-
fying the forest areas to be managed, as
well as the managers themselves — an
important task, Baskerville noted, given
the multiplicity of government bodies
having some measure of authority over
Canadian forests. [f clearly stated,
management goals and objectives can
preserve the wildlife habitat and still
meet the demand for raw resources.
Forecasting is crucial because it pro-
vides information about emerging prob-
lems and will ensure adequate resource
supply in the future.

Baskerville identified the four tools
of forest management: the scheduling
of harvests, the allocation of products
from each harvest, forest renewal, and
protection.

Recovery is still possible in most
Canadian forests, Baskerville said, but
“only the expensive options” remain.
The country’s forests have been
exploited so heavily over the last cen-
tury that it will take “50 to 100 years
of management to fix them,” he main-
tained.

The highest risk of failure, he
warned, stems from continued inaction.
He pointed out that Canada had forest
management plans 40 years ago that
were never implemented, partly
because of the “failure of the propo-
nents to lay out...goals and guidelines
in measurable units instead of qualita-
tive rhetoric.”

Discussant Marcel Lortie of Laval
University noted that in parts of east-
ern Canada poor management has
exhausted the supply of certain tree
species for commercial harvesting,
including white pine and some types of
spruce. Instead of harvesting smaller
trees as larger ones are depleted — or
moving out to regions that are increas-
ingly distant from production plants —
Lortie suggested improving production
technology to get more value from the
raw resources that are being processed.

Discussant Peter Pearse of the Uni-
versity of British Columbia said that it
is not clear whether forest resources
have been depleted too rapidly from
either an economic or an environmental
point of view. He observed that there
has been a transition from dependence
on virgin timber (a stock resource) to
reliance on renewable resources that
have to be managed. Provincial policies
are “doomed to fail,” he concluded,
because they do not take account of
this shift. Pearse called for immediate
research to identify policy alternatives.

A shortage of large trees for commercial uses

In the floor discussion, one partici-
pant noted that the decision to exploit
forest resources is in fact a form of
management. Doing it properly, how-
ever, requires using all four manage-
ment tools, including forest renewal,
Baskerville responded. Pearse added
that making industry pay for the
renewal of forest resources would dis-
courage waste and abuse.

Several questions were raised about
forest ownership and accountability of
the owners. While Pearse replied that
the provinces are accountable as
managers of this resource, Baskerville
added that management problems arise
because “nobody owns it.”

Toxic wastes

bout half a million tons of hazard-

ous industrial waste are being dis-
posed of improperly each year in
Ontario. Often that includes many of
the most toxic and difficult-to-treat
substances.

Ontario, along with the rest of
Canada, lacks an approved treatment
facility for poisonous pollutants such as
PCB compounds. As a result, concen-
trations of these toxic substances are
becoming increasingly detectable in
virtually every form of life. Hence the
need for proper waste management is
not just a matter of ethics but “a ques-
tion of thresholds of human health
effects,” said Donald A. Chant, chair-
man and president of the Ontario
Waste Management Corporation
(OWMQ).
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Pollution Probe

Toxic waste is not being disposed of properly

Ontario permits the disposal of
untreated waste in unsuitable dumps
because there are “no realistic alterna-
tives,” said Chant, who is a co-founder
of Pollution Probe and the author of
several books on the environment and
toxicology. In fact, the only major
waste disposal firm operating in the
province lacks the facilities to treat
inorganic industrial waste, which repre-
sents 70 per cent of all the waste (1.5
million tons) produced in Ontario each
year.s |

In the 1970s, the province tried but
failed to encourage the development of
modern waste treatment facilities; so it
created a Crown corporation (OWMC)
in 1981 to develop a proper waste man-
agement system. Chant cited the merits
of a public corporation, including its
long-term responsibility to the public
and the fact that it is required to treat
all toxic wastes regardless of the dif-
ficulties involved.

But now the government must
tighten waste disposal regulations in
order to make OWMC’s system com-
petitive with the low-cost but environ-
mentally dangerous methods currently
allowed. While tighter regulations will
raise disposal costs, they will at the
same time attract investment and
increase competition in the treatment,
reduction, and recycling of waste. To
encourage and maintain that competi-
tion, the proposed OWMC facility will

initially handle only 20 per cent of the
waste not currently being treated and
will, at most, double that capacity later
on

i:or practical reasons, the OWMC

favours a centralized treatment facility.

This will keep costs down and, above
all, reassure the many people who
oppose multiple plant locations, partly
from fear of toxic substances and
partly from concern about the impact
of a waste treatment plant on nearby
property values.

Discussant Irving Fox of the West-
water Institute in Smithers, B.C.,
argued that the government should
relinquish authority to regulate toxic
wastes to a commission representative
of the full range of interests
concerned — including environmental-
ists, consumer groups, waste producers,
government bodies, and the general
public. This would ensure what he
called “consumer sovereignty,”
whereby those affected would deter-
mine whether the benefits justify the
costs. “If the public is not well repre-
sented,” he added, “the chances are
greater that the OWMC will charge
prices that in effect subsidize the pro-
duction of hazardous materials.”

Fox also suggested giving the
OWMC responsibility for monitoring
waste disposal. He further recom-
mended that assistance be provided in
the courts to groups that take legal

action when they believe the environ-
ment is threatened. At the same time,
Fox questioned the use of a Crown cor-
poration, on the grounds that in time it
might become unresponsive to public
concerns. Public companies also lack
the profit motive to increase efficiency
and to adopt newer, better technology
in the process, he argued.

Discussant Pierre Grenier of Stablex
Canada Inc., a Quebec-based waste
disposal firm, said that a public corpo-
ration would not be needed if the gov-
ernment adopted more stringent waste
disposal regulations. These changes
would encourage the private sector to
develop its own system of toxic waste
elimination. That system would likely
be more efficient and innovative than a
publicly owned one, Grenier said.

Chant responded to the discussants’
remarks by noting that the OWMC has
solicited widespread input — having
held meetings with some 2,000
groups — as part of its site-selection
process. While agreeing that tighter
waste disposal regulations are needed,
Chant said that giving the OWMC the
power to monitor waste disposal prac-
tices throughout the province would
result in a conflict of interest.

During the floor discussion, one par-
ticipant noted that it would be difficult
to design waste disposal facilities with-
out first developing regulations to
gauge the demand for such facilities.
Another argued that no system of regu-
lations would prevent the so-called
“mid-night dumper” from illegally dis-
posing of wastes and suggested that
some incentives be introduced to pro-
mote proper waste disposal. Incentives
could also be used to overcome public
opposition to the location of waste dis-
posal facilities.

Climatic change

rairie farmers could suffer severe

losses in soil productivity if they do
not prepare for what could be the most
dramatic changes in the climate in over
10,000 years.

Globally, too, these changes will
have widespread impact — affecting
everything from water supply and
power generation to food production
and pollution control. The global
economy could face serious instability
if plans to deal with these concerns are
not developed now, warned Dr.
Kenneth Hare, provost of Trinity Col-
lege at the University of Toronto and
chairman of the Canadian Climate
Program Planning Board.
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Increasing amounts of carbon diox-
ide (chiefly from fossil-fuel consump-
tion) and other gases in the atmosphere
cause solar heat to be trapped there,
Dr. Hare explained. As a result, the
world is becoming warmer, and the
consequences of this “greenhouse
effect” will be readily apparent by the
end of the century.

As far as Canada is concerned, this
development will have both positive
and negative results: there will be
longer periods of more favourable
growing conditions, for example, but,
at the same time, less stored soil
water — particularly in the Prairies
where the capacity of Canada’s inland
granary could be threatened. The
impact of the climate on the earth’s
surface and its productivity can already
be documented, Hare said, citing the
effects of drought in Africa as a prime
example.

While Canada has the technology
and expertise to cope, what’s needed is
“a framework within which to use this
intelligence,” he pointed out. Existing
institutions will remain “out of kilter”
until they start to take into consider-
ation the impact of climatic changes in
their economic plans for the future. As
a trading nation, Canada must also
concern itself with issues affecting
international stability, such as the

impact on developing nations of a dis-
turbance in the world food system.

Dr. Hare also addressed the acid rain
issue in his paper. In particular, he
noted that the debate over the need for
remedial action will go unresolved until
acid rain is given greater political pri-
ority. The complexity of the problem
explains why there are no immediate
solutions, he said. Resolving the issue,
for example, requires the co-operation
of the United States, which produces
the bulk of acid-causing pollutants and
thus would have 1o bear much of the
cost of reparation.

Conflicting evidence also exists as to
the causes and effects of acid rain.
Despite the need for more research,
however, sufficient evidence now exists
to warrant launching “effective meas-
ures of control,” Dr. Hare concluded.
What would help in this respect, he
said, is a broader perspective on acid
rain problems as one component of a
pollution package threatening the envi-
ronment in eastern Canada.

Dealing with the consequences of cli-
matic change involves making the issue
*“a more central part of our long-range
thinking,” said discussant Joseph
Cannon, a lawyer in Washington who
specializes in environmental matters.
Public attention will probably be
gripped by the consequences of climatic

change, putting pressure on policy
makers to develop appropriate
responses.

At the same time, caution must be
exercised to avoid a polarization of
views among industry, environmental-
1sts, and the public. Each group has
sufficient power to prevent the other
from pushing its agenda forward,
Cannon explained, in response to a
question during the floor discussion.

~ Discussant Konrad von Moltke of
Dartmouth College in New Hampshire
maintained that the acid rain issue has
to be resolved before attention is
focused on climatic problems. Conse-
quently, it is “‘urgent to attach a fair
price to the disposal of wastes into the
atmosphere,” he said, suggesting an
emissions tax as one approach. Regula-
tions to limit the pollutants caused by
acid rain are also needed, although
agreement between states and/or coun-
tries will be hard to achieve with
respect to the optimum level of reduc-
tion. For that reason, solutions to the
acid rain problem will remain imper-
fect, Von Moltke concluded. Similarly,
it is “extremely difficult to fashion
international policy responses” to deal
with the effects of climatic change, he
added.

Several participants suggested
developing policies to discourage fossil-
fuel consumption and other processes
that contribute to the greenhouse
effect. While the industrialized world
could probably find alternatives, many
developing nations require high levels
of fossil-fuel consumption to maintain
economic growth, Hare maintained.

In response to another question, he
said the effects of climatic change on
the agriculture of the Soviet Union will
“increase the vulnerability of an
already highly vulnerable system.”
China, on the other hand, may benefit
from the changes taking place, he
added.

The costs and
benefits of
pollution control

E nvironmental legislation is some-
times thought (especially in the
United States) to impose too costly a
burden on the economy.

So new applications of cost/benefit
analysis are attempting to measure the
economic impact of pollution control
measures. But problems arise because
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of a lack of information that would
enable the market value of the benefits
of pollution control to be determined.
On the cost side, similar difficulties
prevail. How to deal with the uneven
distribution of health risks is another
troubling concern (for example, resi-
dents of one region may suffer ill
health as the result of pollution pro-
duced in another locality). Then there
is the question of whether the rights of
future generations should be con-
sidered, given that they are likely to be
affected by any environmental policy
decisions.

Despite these obstacles, recent work
has yielded *“a substantial step
forward” in the development of meth-
ods to estimate the benefits of pollution
control, said Allen V. Kneese, senior
fellow at Resources for the Future
Inc., of Washington, D.C.

In particular, a technique known as
“contingent valuation” copes with the
problem of insufficient market infor-
mation by surveying the public as to its
willingness to pay for specific pollution
control measures. This method was
used recently in a national study mea-
suring the benefits of water quality
improvements in the United States.

The results of that study, in one
instance, suggest that people may be
willing to pay for improved water qual-
ity even if they don’t benefit directly —
an attitude that may stem from a feel-

ing of national pride in having clean
water, Kneese suggested. “Establishing
these values in an accurate and com-
plete manner is still a frontier area in
benefits research,” he said.

By sounding out the public on a
hypothetical situation rather than mea-
suring its past behaviour, as other sur-
vey methods do, the contingent-valua-
tion method can monitor the public’s
appetite for pollution control. But the
accuracy of this approach will remain
in question until more sophisticated
survey techniques are developed,
Kneese concluded. At the moment,
measuring the benefits of pollution con-
trol “involves making large inferences
from limited information,” he added.

To help compensate for that uncer-
tainty, discussant John Swaigen of the
Ontario Ministry of the Environment
argued for tighter pollution control
legislation and more education for
industry. He observed that a pollution
tax on industries emitting wastes would
be effective only if accompanied by
stiffer penalties such as imprisonment.
More generally, corporate law in
Canada needs significant reform, he
added, and more resources directed to
enforcement.

Discussant Elizabeth Wilman of the
University of Calgary suggested
improving the contingent-valuation
method by comparing its findings with
actual behaviour (where possible) and

by using larger survey samples to
improve the reliability of results. As
well, survey questions should be posed
in the context of other major environ-
mental problems so that the responses
regarding willingness to pay would be
tempered by other concerns and thus
be more realistic.

Wilman also stressed the need for
stricter pollution controls, especially
when the possibility of environmental
damage is potentially large but difficult
to measure. Though this would impose
additional costs on society, such expen-
ditures “may in the long run be less
costly than the alternative,” she added.

During the floor discussion, Kneese
argued that pollution control taxes
would be a “powerful incentive” for
industries to reduce waste emissions.
One participant observed that the addi-
tional costs to industry would be borne
by consumers in the form of higher
product prices.

Kneese also pointed out that many of
the benefits of pollution control cannot
be measured because they do not
involve market interaction. Overall,
politicians would probably grant more
weight to the results of measurement
techniques if there were “a consensus
of methods” to standardize their use,
concluded another participant.

Into the future
ONsensus is emerging on a new

C global agenda of environmental
concerns, as well as some fundamental
changes in the approach used to
address them.

The new list of world-scale problems,
according to James Gustave Speth,
president of the Washington-based
World Resources Institute, includes:
the loss of crop and grazing land; the
depletion of tropical forests; the mass
extinction of species; the effects of a
complex mix of air pollutants and haz-
ardous substances; climatic changes;
rapid population growth in the develop-
ing world; and the mismanagement of
energy, water, and various food
resources.

The fact that these problems are get-
ting more and more international
attention is a departure from the
almost exclusive focus on local issues in
the 1970s, Speth noted. And unlike the
adversarial conditions of the environ-
mental movement back then, these new
problems invite co-operation.

That’s because of the growing recog-
nition of the importance of environ-
mental conservation to economic
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growth, particularly in the developing
world, Speth said. Also, interest is
shifting away from traditional pollution
control to the broader concept of
resource management.

In the industrialized world, major
environmental problems stem primarily
from the careless and excessive use of
certain technologies and resources; in
the developing world, from excessive
poverty and population growth. Their
cumulative impact is more serious for
the developing world, but the industri-
alized nations — having more wealth,
technology, and a greater ability to
exercise international leadership — are
in a better position to act, Speth
argued.

In fact, action on their part is vital,
he said, because of the importance of
Third World prospects to global eco-
nomic performance. Neglect of Third
World problems could also lead to hos-
tile economic retaliation — the cancella-
tion of foreign debt repayments, for
example, as well as nationalization, the
closing of markets, and so on.

Consequently, international security
is at stake as well. Environmental deg-
radation and resource depletion have
already had a significant impact on the
foreign policy interests of the industri-
alized world. Speth singled out the
military conflict in El Salvador as one
example, citing a recent report that
attributes the unrest there as much to
environmental as political causes.

On the whole, resource depletion and
environmental degradation create sig-
nificant costs for major sectors of the

economy, Speth continued. A recent
survey in the United States, for exam-
ple, shows that losses from ozone dam-
age to four crops — wheat, corn, soy-
bean, and peanut — amount to as much
as $3 billion a year.

Speth suggested that it’s time to
move beyond theoretical debate to a
search for practical solutions. As an
example, he referred to the approach
taken by a group of multinational busi-
ness executives, who last year proposed
specific steps to alleviate environmental
and resource stresses in Third World
countries.

Discussant Jim Bruce of Environ-
ment Canada suggested that research
be done on the types of institutions
needed to make environmental con-
cerns a part of economic decision-mak-
ing, as well as on a better accounting
system to keep track of the environ-
ment in a way that “makes sense to
politicians.” He also suggested that the
Economic Council study the effects of
climatic change in different parts of
Canada in order to provide background
information for the trade talks with the
United States.

Discussant Derrick Sewell of the
University of Victoria agreed that new
policy arrangements are needed to inte-
grate the economy and the environ-
ment, possibly including the establish-
ment of an environmental council.
Initially, however, “a much more
enlightened approach” to raising public
awareness of environmental issues must
be developed, he said. In this respect,
Canada is already playing a leading

s

Ozone damage to this crop costs the economy billions of dollars

role in the United Nations and through
projects supported by the Canadian
International Development Agency
(CIDA) in Third World countries.

The floor discussion centred on the
need to integrate the economy and the
environment, not only in order to solve
pollution problems but also to reinforce
sustainable economic growth. A divi-
sion of thinking on these concerns
arises partly, said one participant,
because environmentalists too often
look at the costs of economic develop-
ment without considering the benefits.
At the same time, the economy should
be seen as “functioning within the envi-
ronment,” said another participant.
Another observed that public consulta-
tion “from the bottom up” would foster
widespread understanding of environ-
mental problems and thus more sup-
port for tackling them.

To encourage poliution control,
another participant suggested that the
Economic Council look at ways of
charging industry for the costs to the
environment of emitting wastes and at
methods of distributing the benefits of
pollution control equitably. To aid in
economic planning, the Council might
consider studying the anticipated
effects of environmental change by sec-
tor, he added.

s federal Environment Minister

Tom McMillan observed, an
underlying theme of the Colloquium
was that “economics and environment
separated from each other is economics
separated from reality.” In a luncheon
speech, McMillan noted that industry’s
view of the economy and the environ-
ment as “two solitudes” has had dire
consequences, as illustrated, for exam-
ple, by the recent pollution disasters in
Ontario’s St. Clair River and in
Bhopal, India. “We need clean air,
pure water and healthy soil...to make a
living for ourselves. It’s that simple,”
he added.

Ontario’s Environment Minister Jim
Bradley touched on another prevailing
theme when he spoke of the challenge
to economists and environmentalists of
measuring the effects of environmental
policies on the economy. Too often, in
his view, economics is defined in terms
of narrow financial accounting, which
disregards such environmental costs as
damage to human health, the loss of
business in one industry because of pol-
lution from another, and so on. These
costs must be taken into account, he
concluded, for “only then will the real
relationship between environmental
health and prosperity become clear.”




Technical progress helps insurance companies

hanks to their technical progress,

Canadian life insurance companies
recorded steady productivity growth
over a long period. But their perform-
ance would have been even better had
the industry been operating at peak
efficiency, says a recent Council paper.

Economists Michael Daly and

Someshwar Rao of the Economic
Council, and Randall Geehan of Carle-
ton University — in work carried out for
the Council’s research on
productivity — found that productivity
in life insurance firms grew at an aver-
age of almost 2 per cent between 1962
and 1977. Over the final four years of
that period, when productivity growth
was faltering elsewhere in the economy,
it actually accelerated slightly (to
2.4 per cent) in that industry.

Productivity in services

The authors note that most studies of
productivity have concentrated on
manufacturing, which accounts for
about 20 per cent of real domestic
product, rather than on the service sec-
tor, which accounts for over 60 per
cent. That focus was largely unavoid-
able, they observed, because of the dif-
ficulties involved in measuring real out-
put in service industries. Recently,
however, economists have taken a fairly
successful stab at overcoming this
measurement problem.

Daly, Rao, and Geehan were able to
draw on some of this recent research in
order to devise a way of measuring
total factor productivity (TFP) for the
life insurance industry. (TFP is a com-
prehensive measure of productivity. Put
simply, it measures the increases in
output that exceed the increase in the
combined individual inputs — labour,
capital, materials, energy, and so on —
engaged in the production process.)
Using that measurement, the authors
then compared data from 31 life insur-
ance firms in order to determine the
main sources of productivity growth
between 1961 and 1977.

Use of the new measurement
revealed that TFP was the major cause
of growth in output for all the firms
analysed, particularly between 1974
and 1977, when it accounted for 77 per
cent of increased production. It also
showed that productivity growth picked

up slightly after 1973, in contrast to
the trend in most other sectors, and it
indicated that TFP growth in this par-
ticular service industry compares
favourably with that in many other
areas of the economy, including manu-
facturing.

Sources of growth

Technical progress accounted for the
lion’s share of productivity growth, the
authors found. While all the firms
made increasing use of new technology
over the period, the rate of adoption
was fastest in the largest ones — not
surprisingly, the authors note, since the
cost of innovation is quite high, espe-
cially at the outset.

The three economists also dis-
covered, however, that the biggest
firms were not the most efficient. On
the contrary, economies of scale (which
take place when unit costs fall as out-
put rises) occurred in medium-sized
companies, while in the ten largest,
production costs ran higher than
optimum. Since these large firms
account for 85 per cent of the
industry’s output, their “scale disecono-
mies” affected overall efficiency - to
the extent that a 10 per cent increase in
the industry’s output results in approxi-
mately a 10.5 per cent increase in total
costs.

Taking into account both the ques-
tion of scale economies and the fact
that technical progress is faster in
larger firms, the authors determined
the ideal size for a Canadian insurance
company by examining predicted aver-
age costs. The accompanying chart
shows that between 1974 and 1977
these costs were lowest — and thus pro-
duction most efficient — at Imperial,
where real annual output was $67 mil-
lion (in 1983 dollars).

The chart also shows that costs
varied enormously and were highest for
the largest and the smallest firms; thus
the top three life insurance companies
are probably too big, while the 13
smallest are too small, the authors say.
The fact that so many small high-cost,
high-price insurers were able to operate
may have been due in part to buyer
ignorance. As well, it could stem from
a decision on the part of the larger
firms to set prices high enough to bring
them excess profits, while ensuring the
small firms the bare minimum neces-
sary for survival.

“Productivity, scale economies and technical
progress in the Canadian life insurance
industry,” by Michael J. Daly, Randall Geehan,
and P. Someshwar Rao. Discussion Paper

No. 271.
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Women shun blue-collar training

If their choice of training programs is
anything to go by, women are steer-
ing away from the skilled biue-collar
occupations.

Instead, they are opting for instruc-
tion in the clerical and health fields,
says economics consultant Daniel
Boothby, in research carried out for the
Council’s study on the role of women in
the economy. This training preference
mirrors the actual situation in the
labour market, where clerical and
health jobs are largely held by women.
Higher pay and a better chance of pro-
motion in those occupations probably
explain why women prefer them to
blue-collar jobs, Boothby observes.

The author focuses on the participa-
tion of women (particularly those
rejoining the labour force after several
years’ absence) in “institutional” or
classroom-style training programs. This
format, he notes, attracts many more
female candidates than the alternative
options — apprenticeship training,
where women trainees are virtually
nonexistent, or industrial (employer-
run) training, where they are under-
represented.

Boothby uses data from Employment
and Immigration Canada (EIC) files to
track the experience of three types of
institutional trainees — men and women
already in the labour force, and female
re-entrants. That exercise reveals that
male and female trainees have very dif-
ferent preferences when it comes to
training courses. Almost 60 per cent of
the women enrolling in “skill” (job-
specific) programs chose to train in
clerical occupations (compared with
3 per cent of the male skill trainees)
and about 10 per cent selected health
occupations (mainly nursing). In con-
trast, roughly 70 per cent of men in this
category picked blue-collar trades, such
as machining, construction, and fab-
ricating, assembling, and repairing.
Very few women train for these jobs,
except in the last category as sewing
machine operators. Only the service
occupations attracted a significant
number of both sexes.

Boothby also found that women out-
number men in general training pro-
grams (such as education-equivalency
courses) probably because they are
more interested in acquiring the requi-

site schooling for clerical and health

occupations. In contrast, men tend to
train for jobs with lower educational

requirements.

Generally speaking, both sexes opt
for further instruction in the occupa-
tions where they last worked, the
author says. That is particularly the
case for nursing and clerical work in
the case of women and for skilled blue-
collar jobs (such as machining) in the
case of men. But Boothby also found
that people will train for new occupa-
tions under certain circumstances. His
analysis indicates that women are more
inclined to make a career switch if they
are young, have been out of the work
force for some time, and particularty if
they perceive greater opportunities in a
new field. Evidence suggests that they
are most likely to transfer to clerical or
health occupations.

These findings raise the question of
why women do not train in skilled blue-
collar occupations, Boothby says. In his
view, there are several reasons for their
reluctance, which also explain why
women and men work in different
occupations in the labour force. First of
all, women tend to earn more in clerical
jobs than in many blue-collar trades
(the exceptions being electrical and
wire communications, excavating and
paving, and mechanics and repairing).
Furthermore, they have a greater
chance of acquiring supervisory posi-
tions in that area than in male-
dominated occupations. [n addition,
Boothby says, family responsibilities
may dissuade women from entering
occupations that require a large invest-
ment in on-the-job training; and most
blue-collar trades fall in that category.
Too, they may, with some justification,
be sceptical about their chances of
finding work in male-dominated areas.
And, finally, they may regard blue-
collar jobs as undesirable or unsuitable.

Encouraging diversification

Nevertheless, there are good reasons
for encouraging women to train for
blue-collar jobs, Boothby maintains.
Their recruitment would bring about
greater occupational diversification in
the work force and would also alleviate
the current shortage of skilled workers
in many blue-collar occupations.

As a first step towards this goal, the
author recommends that EIC establish
a task force to investigate possible dis-
criminatory practices in training pro-
grams, particularly with respect to the
selection process for industrial pro-
grams. While there is no direct evi-
dence of discrimination, “some suspi-
cion persists on this score,” in
Boothby’s opinion, since the vast
majority of women trainees prepare for
predominantly female occupations.

As well, he advocates EIC pilot pro-
grams to train women in highly skilled,
blue-collar occupations where there is a
strong demand for qualified workers.
The EIC should actively search for
employers who are willing to carry out
this training in return for subsidies, he
says.

Finally, Boothby suggests increasing
dependant allowances for trainees in
institutional training programs, to the
point where they reflect the actual cost
of providing child care.

Women Re-entering the Labour Force and Train-
ing Programs: Evidence from Canada, by Daniel
Boothby. (EC22-129/1985 E; $5.95 in Canada,
$7.15 elsewhere).

Women opt for training as nurses
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Saskatchewan’s uranium industry

T he Saskatchewan government is
doing a pretty good job of taxing
its profitable uranium industry. Even
s0, provincial residents may not benefit
as much as they could, says a recent
Council paper.

In research carried out for the Eco-
nomic Council’s report on western eco-
nomic growth (Au Courant, vol. 5,
no. 2), University of British Columbia
professor Harry Campbell concludes
that Saskatchewan’s uranium industry
is thriving and will likely increase its
contribution to provincial growth and
employment in the future. In fact, this
industry could supplant oil as the prov-
ince’s most important resource by the
end of the century, in his opinion. So
the economic impact of provincial tax
and expenditure policies with regard to
uranium merits close attention.

The author notes that provincial gov-
ernments usually justify taxing their
natural resources on two counts: first,
to provide competent resource manage-
ment while ensuring that provincial
citizens receive a fair share of the
“rent” (or excess profits) from an
exhaustible resource (the “equity”
argument); and, second, to avert envi-
ronmental damage while utilizing mar-
ket power effectively (the “efficiency”
argument), Campbell applies this the-
ory to the specific case of the Saskatch-
ewan uranium industry to see whether
provincial tax and expenditure policies
are both efficient and effective.

Tax policies

To evaluate the impact of provincial
taxes on the uranium industry itself,
Campbell looks at a successful mine in
northern Saskatchewan (the Key Lake
mine). He finds that the provincial tax
system (a combination of basic and
graduated royalties) works reasonably
well, in that it allows the government to
collect a sizeable share — somewhere
between 45 and 65 per cent — of the
rent, without unduly penalizing the
mining company. While taxation slows
the rate of mineral extraction, Camp-
bell finds that producers forgo no more
than 58 million dollars’ worth of out-
put, or 3 per cent of the net present
value of the resource. A jump in the
inflation rate would provide the prov-
ince with an even larger slice of the
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revenue pie without imposing further
costs on producers. In addition, there
are some benefits to slower production,
the author claims. It is better for the
environment, for one thing. As well, it
is good for the local economy, since it
means that people and businesses in the
area are occupied for longer periods
with mine-related activities.

Expenditure policies

The revenues acquired through taxa-
tion are passed on to provincial citizens
in the form of lower taxes and more or
cheaper public goods and services. In
addition, a portion is invested (via a
Heritage Fund) for future needs.
Unfortunately, this policy to benefit the
people of Saskatchewan may backfire,
Campbell says. One of the major
consequences of a resource boom is a
population increase in the affected

province, as outsiders seek to share in
the new prosperity. In Campbell’s view,
their arrival could result in more com-
petition in the labour market (and
hence lower wages than might other-
wise be paid), as well as smaller per-
capita income gains from the resource
boom. This may occur in Saskatche-
wan, the author suggests, and if so,
residents would be adversely affected.
Furthermore, he notes, the current gov-
ernment policy prohibiting the invest-
ment of resource revenues outside the
province means that at least some of
the funds are earning less than they
could.

*Exhaustible resources and economic growth:
The case of uranium mining in Saskatchewan,"
by Harry F. Campbell. Discussion Paper

No. 270.

How provincial taxes affect Saskatchewan’s uranium industry
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Sizing up a crown corp.

he jury is out on whether Ontario’s

Urban Transit Development Cor-
poration has been a worthwhile enter-
prise.

But Carleton University economics
professor Christopher Maule says it’s a
good example of how a government-
created organization “gains a life and
will of its own and becomes part of the
political process.” He looked at the
UTDC as an example of a risk-taking
government enterprise for a Council
project in that area (Au Courant,
vol. 4, no. 3). The Council asked Maule
to focus his analysis on four issues: the
reason for the creation of a government
enterprise; the evolution of the corpora-
tion; accountability procedures; and the
likelihood of “privatization.”

The UTDC was created by the
Ontario government in 1973, in keep-
ing with its new policy of encouraging
the development of an intermediate-
capacity rapid transit system. lts gen-
eral objectives were to establish and
promote research and development
(R&D) on transportation systems, to
oversee the integration of new develop-
ments with existing systems, and to
ensure competition in the sale of new
equipment to Ontario municipalities.

At its inception, the Corporation had
40 employees, and its financial state-
ment at the end of its first year of oper-
ation showed assets of $11.3 million,
sales of $590,000, and a net loss of
$928,000. The picture ten years later
was strikingly different. In just a
decade, the UTDC had mushroomed

Why a government enter-
prise?

Maule found no evidence that the
Ontario government had considered
any other alternatives to the UTDC at
the time of its creation. It seems to
have chosen this policy option for
several reasons, he says, but chiefly

cians, transportation bureaucrats, and
corporate management coincided,”
Maule says. The embarrassing failure
of the agency’s first major project (a
contract with a West German firm to
develop magnetic-levitation transporta-
tion technology) united these groups in
a desire to avoid any further setbacks.
This harmony of interests, Maule con-

because of the conviction that since
most projects would be farmed out to
private-sector firms, an agency within
government would be required to han-
dle the inevitably complex contract
arrangements. That argument has since
lost much of its persuasiveness, in the
author’s view, insofar as the present-
day activities of the UTDC are such
that contracting out is not very dif-
ficult.

Another reason advanced for choos-
ing a government enterprise was that it
could bypass effectively the open ten-
dering system in order to direct indus-
trial benefits to Ontario firms. Maule
cites a number of examples of this
practice — such as the untendered con-
tracts for subways and streetcars for
the Toronto Transit Commission. In his
view, the “widespread use of such poli-

Once a government decides to create

a G.E., the organization gains a life
and will of its own, and becomes part of
the political process.

into an enterprise of over 1,000
employees, with assets of $156 million,
sales of $86 million, and net earnings of
$1.6 million in 1983. Today, Maule
observes, its mandate has been broad-
ened to the point where it is ““capable
of providing a turnkey mass transit sys-
tem plus operation and maintenance
services if the customer requires it.”

cies will fragment the Canadian market
and undermine the ability of Canadian-
bzsed firms to realize economies of
scale.”

Evolution of the corporation

The rapid growth of the UTDC to a
size far beyond that envisaged by its
creators can be ascribed to “the way in
which the self-interest of the politi-

he evolution of UTDC . . . is explained
by the way in which the self-interest
of politicians, transportation bureaucrats
and corporate management coincided . . .

cludes, “...is probably common to all
government enterprises and helps
explain why, once created, a GE takes
on a life of its own and is difficult to
reverse or terminate.”

Accountability

In some respects the Crown agency
has been obliged to provide more
detailed accounting of its activities
than a private-sector firm, Maule says,
pointing to a variety of formal and
informal requirements to that effect
(such as the legislative process, reports
to bureaucracy, audits, and so on). He
notes, however, that the informal
mechanisms (such as journalistic inves-
tigations) tend to focus attention on
minor spending items rather than on
more important matters, such as the
choice of technology to be developed
and exploited.

Privatization

The notion of transforming the
UTDC into a private company has
attracted a good deal of interest in
recent years. But that plan might be
difficult to carry out for a number of
reasons, Maule says. In particular, he
points to the difficulties involved both
in evaluating a corporation that fulfills
social as well as private objectives, and
in selecting a buyer, given the probable
government reluctance to sell to an out-
of-province firm.

“The Urban Transportation Development Cor-
poration: A case study in government enter-
prise,” by Christopher J. Maule, Discussion
Paper No. 281.
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Capital income tax rates vary greatly

anadian businesses, take note! The
biggest tax breaks go to manufac-

turing companies, especially if their
investments are debt-financed or in
machinery. The tax rate is much higher
for firms in the commercial sector and
for those with investments financed by
equity or in buildings and inventories.

Furthermore, householders pay pro-
portionately much more to the tax col-
lector if they invest directly than if they
invest in institutions handling pension
funds or in insurance companies —
which, in fact, receive tax subsidies.

That kind of uneven tax treatment is
not only unfair but also damaging to
Canada’s productivity, say Michael
Daly, Jack Jung, Pierre Mercier, and
Thomas Schweitzer in two papers writ-
ten for the Council’s current project on
the taxation of capital income (Au
Courant, vol. 5, no. 1). They add, how-
ever, that Canada’s capital income tax
system compares quite favourably with
that in four other industrialized coun-
tries.

Reason for research

In light of some new information on
the taxation of income from capital, the
four Council economists decided to
look at the situation in Canada, to see
how this country stacks up against
other industrialized nations. A recent
study of tax systems in four western

Capital income tax rates by asset’
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countries — the United States, the
United Kingdom, West Germany, and
Sweden — discovered large variations in
their marginal income tax rates (that
is, the rates on income from new invest-
ments), depending on the type of capi-
tal, the method of finance, the tax sta-
tus of the investor supplying the funds,
and the industry where the investment
was made. The study also suggested
that these inconsistencies, rather than
the actual size of the tax bite itself,
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impede economic growth. According to
the study’s findings, growth is greatest
in West Germany, where capital taxes
are highest, on average, but also the
most uniform. In contrast, growth is
slowest in the United Kingdom, where
the variation in tax rates is the widest.
A look at the capital income tax sys-
tem in Canada reveals that it is charac-
terized by similar inconsistencies,
which are discussed below and illus-
trated in the accompanying charts.

Corporate taxes

Compared with personal taxes,
which account for 30 per cent of all tax
revenues, corporate taxes contribute
very little — 6.5 per cent in 1982, for
example. Nonetheless, these taxes
“bear primary responsibility for the
variation in effective marginal tax rates
among industries,” as the result of an
inconsistent treatment of assets, forms
of finance, and even industries. For
example, certain accelerated deprecia-
tion allowances enable Canadian firms
to write off investments in machinery
at an early stage. Consequently, as
Chart A indicates, machinery is taxed
much more lightly than buildings —
which have a longer tax life and, fur-
thermore, are affected by property
taxes — or inventories, where the inven-
tory allowance does not always com-
pensate for inflation.
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Another culprit is the investment tax
credit, which only applies to certain
types of new investment at rates that
vary by region. A further distortion is
introduced by the tax breaks given to
Canadian manufacturing and process-
ing industries, which are not granted to
other industries and commercial enter-
prises (see Chart B).

Taxation rates differ according to
the kind of financing used as well, as
Chart C demonstrates. The tax deduc-
tion allowed on interest payments made
by corporations, along with the non-
deductibility of dividend payments,
means that investments financed by
debt (corporate bonds, for example)
are taxed at a considerably lower rate
than those financed by new share issues
or retained earnings.

Personal taxes

Here, too, the tax treatment of capi-
tal income varies greatly, depending on
the source of the investment funds.
There are three types of investor, the
authors explain: the householder,
through savings in banks, stocks and
bonds, mutual funds, and so on; tax-
exempt institutions holding pension
funds or RRSPs, which represent the
indirect savings of individuals, as well
as the pension business of life insurance
companies; and life insurance compa-
nies, representing household savings in
the form of life insurance policies. As
Chart D shows, capital income going to
householders is taxed far and away the
most heavily. By definition, tax-exempt
institutions pay no tax, while life insur-
ance companies receive particularly
favourable treatment through provi-

sions allowing them to deduct the
income from equity-financed, as well as
debt-financed, investments (provided it
is used to fund future payments to
policyholders).

This haphazard tax treatment hurts
productivity growth and national out-
put by encouraging investment in
activities with the highest after-tax
returns rather than in the most produc-
tive ones with the highest rate of return
before taxes. According to the authors’
estimates, GNP growth in 1984 could
have been as much as 2 per cent higher
under a more uniform system — that is,
one with less variation in effective mar-
ginal tax rates on income from differ-
ent investments. In current-dollar

terms, that amounts to about $8 billion
in forgone income.

But tax inconsistencies were as great
or greater in the United States, the
United Kingdom, Sweden, and West
Germany, the authors found. Canada
vies with West Germany for the system
with the least variation in tax rates,
and it has the highest growth rate, their
analysis shows. The United States and
Sweden are in the middle range, while
the United Kingdom has the most
irregular system.

In the authors’ view, many of the
proposals contained in a Discussion
Paper tabled with the 1985 Federal
Budget could, if implemented, reduce
the variations in Canada’s capital tax
rate. Recommended changes include
cuts in the corporate tax rate, a reduc-
tion in depreciation allowances, and
elimination of the investment tax
credit, except for scientific research. If
these measures were put into effect,
GNP growth would be at least 1 per
cent higher, they conclude.

“‘The taxation of capital income in Canada: A
comparison with Sweden, the U.K,, the U.S.A.,
and West Germany,"' by Michael Daly, Jack
Jung, Pierre Mercier, and Thomas Schweitzer.
Discussion Paper No. 289.

“*A comparison of effective marginal tax rates
in Canadian manufacturing,”

by Michael Daly, Jack Jung, Pierre Mer-

cier, and Thomas Schweitzer. Discussion Paper
No. 293.
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| potential impact.

ast summer Judith Maxwell was |
L appointed chairman of the Eco-
nomic Council. A graduate of Dal- l
housie University, who also studied at
the London School of Economics,
Mrs. Maxwell spent six years with the
Financial Times, as economics writer
and member of the Editorial Board,
prior to her appointment as director
of policy studies at the C. D. Howe
Institute. Subsequently she worked as
a consultant to Esso Europe Inc. and,
most recently, for the Coopers and
Lybrand Consulting Group in
Montreal.

In the following interview with Au
Courant, Judith Maxwell discusses
her views on how the Council can best
fulfil its mandate to provide relevant
and timely information on key eco-
nomic issues. ‘

Au Courant: How do you envision the
role of the ECC?

Maxwell: The Council has three I
unique qualities. It’s independent; it
focuses on medium-term economic
research; and it issues consensus
reports on that research. The role of
the Council has evolved over the years
in response to a changing environ-
ment. | think its primary role in the
next five to ten years will be to con-
tribute to the formation of a national
consensus on economic policy.

I also think this will be a very impor-
tant role for two reasons. First,

Canada faces some tough choices over
the next decade. The structure of the
economy is changing rapidly in
response to an array of technological,
demographic, and international [
trends. We have little or no control
over these trends, and it is difficult to I
predict where they will take us. Yet
structural change is disrupting |
people’s lives and confronting business
with a turbulent marketplace. So the
Council has a major contribution to
make in enhancing our understanding
of structural change, identifying the
new trends, and projecting their

But I think we can go beyond that,
which brings me to the second reason.
During the past twenty years, interest
groups in Canada have increased their
visibility and their ability to articulate

Judith Maxwell

their views. This is valuable in itself,
but it makes consensus more difficult
to achieve. Governments and the pub-
lic are subjected to a barrage of well-
prepared statements that reflect the
specific viewpoint of an interest group
(an industry, a region, a consumer
group, and so forth). But we have no
mechanism for sorting out these view-
points and identifying the common
ground. Here, the Council has a role
to play in issuing consensus reports
that offer policy advice reflecting the
broad perspective of Council mem-
bers. These reports will identify the
common ground among many interest
groups. But perhaps just as important
will be our capacity to articulate the
framework for policy and to identify
options.

Because we are independent and

when the quantity and the quality of
economic research in the country was
quite different from what it is now.
Then, there were relatively few pri-
vate research institutions, while fed-
eral and provincial government
departments did not have the big
research teams that were subse-
quently put together. In fact, someone
I talked to recently said that in the
early 1960s Ottawa had only 1% eco-
nomic research departments: one at
the Bank of Canada and another half
in Finance. | think that both Prime
Minister Pearson and the Council’s
first chairman, John Deutsch,
observed this lack of critical mass in
economic research. They also felt
strongly that there was a need for a
consensus type of organization to
bring together the viewpoints of many
different groups in the country.

Au Courant: Has the Council
changed its function over the past 20
years?

Maxwell: Both the Council and the
marketplace have changed quite
dramatically. For one thing, private
research organizations and interest
groups have greatly increased their
capacity to speak on economic issues.
Also, the government departments
here in Ottawa and in the provinces
have developed really substantial
research teams. As federal and pro-
vincial departments became more and

The Council’s primary role in the next
five to ten years will be to contribute
to the formation of a national consensus
on economic policy.

because we can combine sound

| research with the wide experience of

Council members, we can provide the
benchmarks or reference points for a
better understanding of economic
issues.

Au Courant: Why was the Economic
Council created in the first place?

Maxwell: Well, the Council was
created in the early 1960s, at a time

more capable of serving their own
research needs, the Council moved
into deeper, more technical research
areas and into more comprehensive
studies. But the impact of these gov-
ernment policy research groups prob-
ably has reached its peak. Now, in the
environment of budget restraint, there
have been significant cutbacks in the
economic research capacity of
individual departments. In that sense,
the market is evolving, yet again, in a




way that reinforces the need for the
Council.

Au Courant. Given these changes,
should the Council now be developing
new priorities? l

Maxwell: Well, I feel that the Council
has to go through a major evolution,

in that it now has to improve its abil-
ity to communicate its research, in l
order to reach a broader audience. In

gesting directions for policy. To do
this we are implementing changes in
Council meetings in order to make
greater use of input from Council
members.

Au Courant: What contribution can
these Council members (the “board
of directors”) make to Council
reports?

Maxwell: Council members are

Tbe Council should be providing a
framework for public discussion, by
describing issues and options and . . .
by suggesting directions for policy.

my view, the Council has been hiding
its light under a bushel, by doing
excellent research but not com-
municating it well. There are quite a
number of changes that [ am propos-
ing to make over the next year or two,
which I hope will help us to communi-
cate better. We also have to make
better use of the experience of our
Council members to give our recom-
mendations greater sensitivity to
political and social reality.

Au Courant: Could you spell out

some of those changes?

Maxwell: The first important change

is that we are going to make Council ‘

reports shorter and more readable.
We are still going to do the compre-
hensive and basic research we have
done in the past, but we plan now to
communicate it better to a wider
audience. As I mentioned, I think
technical research still has to be done
and it should be published. But we
must not let the technical work under-
lying our research make our reports
too difficult for people to read. So we
are proposing to divide major
research projects into a series of small
reports that will be made more
accessible to a wide audience.

This new approach reflects the evo-
lution in our concept of the market
for Council reports. We hope to make
a constructive contribution by speak-
ing directly to policy makers, but our
current sense of the Council is that it
should be reaching a broader audi-
ence as well. The Council should be
providing a framework for public dis-
cussion, by describing issues and

options and, as far as possible, by sug- |

| chosen to ensure that we have good

regional representation, as well as
balanced representation from the

| various sectors of the Canadian

economy. Each Council member

. comes to a meeting with the perspec-

tive of his or her own industry or sec-
tor, and region. So we feel there are
often times when, in the consensus
process, they bring quite a different
perspective on an issue from the
purely economic one. | think we can
reach a broader audience if we make
a more clear-cut distinction on a given
issue between the harsh logic of eco-
nomic research and the contribution
of Council members, with their broad
experience in the community at large.
The idea is that in major reports we’ll
report the research and the logical
conclusions of that research. Then, in
a separate section of the same docu-
ment, the Council will issue its state-
ment, which may actually make
recommendations on policy that are
somewhat different from what the
economic research says. If we get into
situations where the Council’s state-
ment differs from the research find-
ings, then it will be very important to
spell out exactly the other perspec-
tives that led us to record this differ-
ence.

If you look at a key structural
issue — like the federal deficit, for
example — it is quite clear that it has
to be reduced gradually; otherwise,
governments will eventually spend all
their revenues on servicing the debt,
with nothing left to finance basic pub-
lic services. The really critical ques-
tions are: How fast and by what
means can it be reduced? There you
get into the question of public choice

as much as that of basic economics. [
think we have to help educate the
public about the importance of these
kinds of issues, and we have to give
them a framework for addressing
them.

Au Courant: Are there any particular
subjects that you think the Council
should look at over the next few
years?

Maxwell: I think if you look at the
key issues, some of the most impor-
tant ones have to do with the process
of adapting to structural change. The
Council already has a number of very
relevant projects in the early research
stages, including one on social policy
in a period of structural change.
There are also the questions of
labour-market adjustment and manu-
facturing-sector adjustment to possi-
ble reductions in tariff and nontariff
barriers. Those are all areas where we
are considering projects.

Education is another area that the
Council may have to examine care-
fully, with the idea of mounting
another research program (we did
some work on this in the 1960s), since
the quality of education in this coun-
try contributes enormously to our
long-term economic performance. It is
widely recognized nowadays that the
quality of Canadian education is
probably inadequate. At this point in
the public debate the federal and pro-
vincial governments are arguing
about who will pay for higher educa-
tion rather than talking about the
basic quality issue. That is an area
where [ hope we can put together a
good research plan, perhaps sometime
during the next year.

Au Courant: The Economic Council
is an Ottawa-based organization.
Does that mean that it deals only
with matters of interest to the federal
government?

Maxwell: No. The Council is funded
by the federal government, but it is
not part of the machinery of the fed-
eral government. It has worked very
hard to establish itself as a national
institution, with relevant advice to
offer not only the federal government,
but also provincial governments and
the private sector. Certainly, a high
priority of my first year as chairman
will be to meet people in each of the
provincial capitals.
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CANADA’S POLICY PERFORMANCE

. that has been the chief
concem—oﬂhe Econormc Council of
Canada since its creation as an
1ndependent adwsory body i in 1963.

Over the past two decades, the

Council has focused on public pohcy

issues of keif_ importance to Canadians
1nc1udmg €conomic growth the role

of new technology, the 1mpact of

government regulation and the changing
job market, to name only a few.

The Council pursues its goal of
improvrng Canada’s economic
performance in three ways:

Consultation

Me?nbers of the Council, representing
a wide cross-section of Canadian society,

meet regularly with governments and

groups to study, analyse, and make

recommendations on significant

€Conomic issues.

Research

An | expert staff ongrnates research

and provides background information

on a variety of topics, w1th pamcular

stress on the medium- and longer-term

proble_ms of the Canadran economy.

Information
The need for better mformatlon on

econorrnc issues has led the Council to
place strong emphasrs on its contact

with the public, through the use of
toprcal pubhcatlons speeches,

conferences Economic Council

of Canada
workshops and

PO. Box 527
Ottawa, Ontario
K1P 5v6

(I*)

media relations.




