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Introduction 

ONE OF THE- Council's principal duties is to advise on how 
to achieve high, stable, sustained and widely shared growth 
in the economy. This mandate implies that economic growth, 

especially productivity growth, provides an essential basis for meet 
ing human needs and aspirations of many kinds-not only those 
reflected in material living standards, but also broader human and 
social aims in health and education, the reduction of large-scale 
poverty, and other diverse goals. Since the inception of our work, 
we have devoted considerable effort to the development of improved 
understanding of the nature and sources of growth. In this Review, 
we continue our work in this field by focusing attention on industrial 
growth patterns. 
It is a sign of thy times, however, that any discussion of economic 

growth must indicate why it is relevant and important. The debate 
about human and social values and goals is gaining momentum. 
There has, in fact, been emerging criticism of economic growth, 
posing the key issue, "Does bigger really mean better?" An answer 
to this question would lead us back over the history of human de 
velopment, in and out of the highways and by-ways of politics, 
economics, and statistics, and into the realm of philosophy-well 
beyond the range of this Annual Review. 
That economic growth, as it is conventionally estimated, is a 

questionable indicator of human welfare is, of course, not a new 
notion. Few societies or individuals have failed to make some 
distinction between maximum and desirable growth. The goals of 
all societies, include .a wide range of human values that are 'not 
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Patterns of Growth 

adequately reflected in measurements of their gross national products. 
Few maj or decisions of governments, business firms or individuals are 
made on the basis of economic considerations alone, and fewer still 
on the sole criterion of maximizing output or income. 
By the end of the 1960's, after a decade of remarkable eco 

nomic growth, misgivings about the possible undesirable effects 
of growth were being extended to a growing range of human, envi 
ronmental and resource problems. While some elements of the emerg 
ing debate have been highly subjective and imbalanced, the discussion 
has. nevertheless drawn widespread attention to the urgent need for 
a more. comprehensive assessment of the social benefits and costs 
associated with the presence (or absence) of economic growth. Social 
costs and benefits now enter into decisions about the use of produc 
tive resources in only a partial and unsystematic way. However, 
public awareness of these issues is an important first step towards 
devising ways to take them more explicitly into account in future 
decisions. This is a matter to which we will be giving some attention 
in our next Annual Review. 
The Council has, of course, already sought to place the developing 

debate on social goals in the context of the need for clarification of 
"achievement goals" for Canada, as emphasized in our last Annual 
Review. Our view is that a national consensus on goals should be 
pursued through public discussion and the democratic process, 
supported by good information and more systematic research. 
Beneath these larger issues there remains the basic economic 

imperative-the need for efficient use of scarce resources to satisfy 
a multiplicity of wants. This requirement may become more acute as 
our social needs become more fully and clearly understood. Even 
in the circumstances of considerable affluence resulting from past 
economic growth-perhaps especially in these circumstances-Can 
adians have a large and growing array of wants and needs for them 
selves, their families, their communities, and the whole society. The 
satisfaction of these growing aspirations will require the provision 
of growing amounts of goods and services. Thus we cannot afford the 
luxury of not using limited resources as effectively as possible to meet 
personal and collective goals, however these goals are defined and 
ordered. 
Up to now, the Council's appraisal of growth has been concerned 

largely with the overall growth of the economy. This has provided 
an essential framework for appraising the economy's potentials and 
performance, and has given insights into the underlying sources of 
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Introduction 

growth and general policies affecting growth. For these purposes, the 
analysis has necessarily dealt in large national or regional averages 
and aggregates=-aggregates such as Gross National Product that en 
compass millions of individual transactions and decisions. Despite 
all the advantages of such an approach, it masks many important 
details and features of the growth process. It is essential to probe 
beneath these national totals and averages, and look at economic 
performance in the various industrial sectors to understand more 
clearly how growth is generated . 

. It is the principal purpose of this Review to move towards a better 
understanding of growth in this perspective. In attempting to do 
so, we are very conscious of the partial nature of the analysis that 
can be made on the basis of available information and research. 
Indeed, in many ways, the analysis in this Review will make it 
evident that there is still much to learn regarding the complexities 
of our economic system . 

. The analysis is directed mainly at clarifying the basic elements 
in growth-labour and capital, and the efficiency with which these 
have been used-in major groups of industries over the past two 
decades. In view of the great variations in the quantity and quality 
of data, and considering the nature of the activities carried on within 
these industry groups, the analysis cannot be uniform. But each of 
these "sector sketches" is directed, in terms of its particular frame 
work of information and analysis, to illuminating the basic elements 
of growth and to drawing special attention to the effectiveness with 
which resources are used-that is, essentially to productivity. 

Although productivity is the key to economic growth, it should 
not be regarded as an overriding goal. That would make life unac 
ceptably narrow and austere. Furthermore, factors influencing prod 
uctivity are only some of the complex variables affecting economic 
growth and industrial capabilities. Many others are also involved 
(some of them interrelated with productivity changes), such as 
changing demands for various products and services; profitability; 
and the shifts taking place in prices and costs-for example, the 
changes that have taken place over the past two decades in the prices 
of automobiles relative to those of public transportation, in the price 
of chicken relative to beef, and in the prices of machinery and equip 
ment in relation to wages. 

Subject to these limitations, however, some insights can be gained 
into the nature of growth and some of the factors affecting it in 
different parts of the economy. What emerges is a wide diversity 
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in patterns of growth-some sectors and industries having large and 
swiftly growing total output, others with slow output growth; some 
drawing heavily on rising inputs of labour (but frequently of dif 
ferent types and qualities) as a source of growth, others depending 
heavily on capital inputs and sometimes becoming rapidly more 
capital-intensive. Again some sectors have achieved strong advances 
in their efficiency of use of labour and capital; others have apparently 
lagged or been unable to make subtantial productivity gains. There is 
clearly no simple, standard "model" of growth having wide applica 
tion across all industries. All of this confirms that economic growth is 
a highly uneven process reflecting differing combinations of forces and 
conditions in various parts of the economic system. 
In the past, between our periodic assessments of the medium-term 

potentialities for Canadian growth, we examined some of the forces 
affecting the growth of the economy as a whole, so that we 
could successively improve our capacity to anticipate, in broad 
terms, the dimensions of these potentialities, along with some of the 
major problems and opportunities of the future. By focusing atten 
tion at this time on industrial growth patterns, we are taking some 
initial steps towards the future development of potential output 
analysis on an industry basis, taking into account various important 
interrelationships between industries. Such analysis should provide, 
by industries, estimates of future growth of output, investment and 
employment, consistent with potential output for the whole economy. 
Much remains to be done to carry this task forward, not only by the 
Council but also by others. This will be a matter of high priority on 
our agenda of work for the 1970's. The evolving results from such 
a comprehensive and systematic assessment of future structural 
changes should have far-reaching implications for many different 
aspects of both public policy formulation and private decision-making. 
For example, they would have relevance to the growing range of 
industrial and manpower policies of both federal and provincial 
governments; they would also have relevance for investment, produc 
tion, marketing and many other decisions of private organizations. 
In this Review, Chapter 2 provides a comprehensive view of 

growth and productivity in the major sectors of the economy-a 
broad-brush fresco of industrial growth and change in the Canadian 
economy over the past two decades. Chapters 3 through 5 then 
take a closer look at a few of the largest and fastest-growing sectors 
manufacturing, mining, retail and wholesale trade, health services, 
and higher education; Agriculture was the subject of a chapter in 
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Introduction 

our Fifth Annual Review. In Chapter 6, we consider commercial 
policy issues for the 1970's against a setting of international and 
national growth. Some of the more detailed data underlying the 
analysis are contained in a Statistical Appendix. Also, a number 
of studies setting out technical information and analysis will be 
published separately. 
Unlike our earlier Reviews, this Review does not contain a chapter 

assessing the performance of the economy in relation to the medium 
term goals delineated by the Council. In some respects, the Canadian 
economy has not been performing as well over the past year as most 
Canadians would wish. In the light of this, we have concluded that 
this year we should undertake a somewhat fuller assessment of the 
economy's performance-both its actual performance in the 1960's, 
and its progress towards the medium-term goals outlined in our Sixth 
Annual Review. Moreover, it appeared to us that there would be 
advantages in presenting such an appraisal in a separate document, 
especially since such an assessment would not be directly related 
to the main theme of this Review, and since the preparation of a 
separate document would allow us to carry forward our program 
of work in a more timely and orderly way. 
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Growth, Efficiency and Structure 

THIS CHAPTER looks at the growth of output in different 
parts of the economy. It focuses attention on the components 
of growth, and shows how the compounding of different 

rates of growth in different sectors over a period of about 20 years 
has resulted in an economic structure quite different from what it 
was, and from what many people perhaps still think it to be. 

PATTERNS OF GROWTH 

The decision to look at parts of the economy is no sooner taken 
than we run up against a problem of definition and selection. What 
parts? For our purposes here, we have chosen 10 "industry" groups 
under three broad headings: 
-the primary industries, with agriculture, forestry, and fishing 
treated here as one group; 
-four groups of other goods-producing industries, namely mining, 

oil, and gas; manufacturing; construction; and utilities; 
-five service industries, namely transportation, storage and com 

munication as one group; "trade", meaning in this case wholesale 
and retail trade; finance, insurance, and real estate as a third 
group; community, business and personal services as the fourth; 
and finally, public administration. 

Most of these industry labels are self-explanatory. A few, though, 
require clarification, For example, "utilities" include electric power, 
gas and water utilities. But the telephone companies are grouped 
with radio and 'TV stations in "communications". And while most 
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people would think of communications as including newspapers and 
telegraph services, the newspapers are actually grouped under "printing 
and publishing" in the "manufacturing" category, and telecommunica 
tions are in "transportation" because it is virtually impossible to 
separate them from railway operations. Probably the greatest variety 
of "industries" comes under the category of "community, business and 
personal services". Here will be found not only education and health 
care, each the subject of a chapter later in this Review, but also a 
mélange of services such as those of lawyers, accountants, consulting 
engineers, beauty and barber shops, repairmen, hotels and motels, 
restaurants, service stations and theatres .. Obviously, many people 
would choose other groupings. 'The ones used here are those used in 
the country's National Accounts; they reflect the way that statistics 
of economic activity are compiled. 
To get another definitional problem out of the way, the measure 

ment of output growth in these industry groups is essentially the 
growth of "value-added". This measures the total sales of firms 
in an industry, less the value of items purchased from other industries, 
so that double-counting of production is avoided. Thus the value 
added of an industry consists mainly of payments for the use of 
labour and capital, and of profits. But some service industries do 
not produce an easily definable product, so that in trying to express 
their "output" in conventional economic terms, the statistician must 
fall back on information about their "inputs"-that is, the amounts 
of wages and salaries they have paid, plus an allowance for capital 
depreciation. This is far from adequate, we agree. But at the moment 
there is no other way. 
Chart 2-1 shows trends in annual growth rates of output by in 

dustry groups for the 1946-67 period. With the exception of the 
primary group, the overall growth rates in current dollars for all 
industries fall into a range of 7 to 10 per cent. For agriculture, 
forestry, and fishing combined, the growth rate is only about 2 per 
cent over this period. These trends do not reflect short-term swings in 
individual industries, and would not be significantly affected by data 
for the past two or three years if they had been available for analysis. 
The chart also shows a rough estimate of what portion of the 

overall growth rate was due to price increases. The general pattern 
is that the output of the goods industries grew more rapidly in real 
terms, and had a lower price component. Utilities and mining had 
the highest rates of growth in real output, and relatively very small 
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increases in prices. In the service industries, the price advance wa;s 
generally much more prondunced-a matter to which we will return 
later. ' . 

CHART 2-1 

GROWTI-( OF OUTPUT, 1946-67 

, .VOLUME, 

l:l:;:~~: PRICE 
AGRICULTURE, . ..:: 

FORESTRY, FISHING " 

N~~~~RdCUL TURAL 

Mining, oil, gas 

Man ufactu ri ng 

Construction 

Utilities 

ALL SERVICES 
Transportation, storage, 

communication 

Wholesale and retail trade 

Finance, insurance, 
real estate 

Community, business 
and personal services 

Public administration 

TOTAL ECONOMY 

o 2 4 6 10 8 12 

Source: Trend rates based on data from Dominion Bureau of Statistics. 

PER CENT PER YEAR 

As interesting as this picture of differing growth rates may be, 
it remains superficial. The object should be to get inside the growth 
rates of real output and, if possible, find out why the growth rates 
differ. A thorough answer to that question would help provide the 
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Patterns of Growth 

necessary policy clues for maxnmsmg growth in those places that 
have the greatest potential, and for making the most efficient use 
of the country's growing but still limited resources. This is the 
subject to which we now turn. The following analysis does not provide 
complete answers, but it does portray some of the significant elements. 

The growth analysis of these 10 parts of the economy- will follow 
the same approach used in the Council's earlier examinations of 
overall economic growth. In this framework, growth is traced to 
changes over time in three broad groups of elements: 

1. Labour. The largest element in changing labour input is, of 
course, changes in the sheer numbers of employed persons in the 
various industries. But it also includes, in this analysis, adjustments 
for changes in average hours worked, and changes in degrees of 
experience and skills. Changes in experience levels in an industry 
are estimated by the proxy of changes in age structure of employed 
persons. Changes in the level of knowledge and skills in an industry 
are roughly estimated from information on the years of formal school 
ing among employed persons. 

2. Capital. The measurement used here is changes in the volume 
of gross capital stock-that is, in the total inventory of structures, 
machinery and equipment. But such estimates are difficult to make, 
and those used here are based on a number of important assump 
tions.ê 

3. Factor Productivity. By this is meant the efficiency with which 
labour and capital together are used in production. Part of the growth 
in factor productivity for the total economy has been traced in 
previous studies to the effects of growing markets on scale and spe 
cialization, and the effects of resource shifts-especially the long-run 
shift of manpower from the relatively low-income primary industries 
to higher-income activities in other parts of the economy. But at the 
industry level, this kind of measurement of the separate elements 

tFor more detailed information on growth in these 10 major industry groups, together 
with a description of the concepts and measures used in the analysis, see Wolfgang M. IlIing, 
Sources of Growth in Canadian Industries, 1946-68, Economic Council of Canada Staff Study 
No. 29, Ottawa, Queen's Printer, forthcoming. 

'One of these is that the capital stock is used at full capacity (in Canada, there are no 
statistics on capital utilization analogous to the unemployment rate in the labour force). 
Another is that we are unable to make an allowance for quality improvements in new struc 
tures, machinery and equipment-at least not beyond those improvements reflected in price 
increases. 
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of factor productivity growth would be much more difficult, especially 
on the basis of available information. In most industries, as at 
the national level, increases in factor productivity arise from a very 
wide range of influences, such as economies of scale and specialization, 
degrees of competition, improvements in technology, the effectiveness 
of management, changes in demand, and market reactions to changes 
in relative prices between one product and another, to name only 
a few. 
The results of the analysis are illustrated in Chart 2-2, showing 

for each of nine industry groups the contributions made by each 
of the three main components. In the case of the tenth group 
agriculture, forestry, and fishing, not shown in the chart-labour 
input declined, while both capital inputs and factor productivity 
made significant contributions to growth. (Appendix Table A-I shows 
more detailed data on growth rates of outputs and inputs for all of 
these industry groups, and the estimated contributions of inputs and 
factor productivity to the growth of output in the groups.) One of 
the most striking features indicated by the chart is the considerable 
variation in the relative importance of the growth elements. 
There appears to be an association between the scale of price 

increases indicated in some industries over the 1946-67 period, and 
the extent to which these industries relied on particular growth 
elements more than others. In general, price increases were less 
pronounced in the industry groups that experienced relatively high 
rates of growth in factor productivity. Price increases were highest 
over that period (Chart 2-1) in the construction, trade, public ad 
ministration, financial, and community, business and personal service 
industries. As Chart 2-2 indicates, these are industries that generally 
obtained much of their growth over the postwar period with higher 
labour inputs and relatively little improvement in factor productivity. 
In fact, the analysis suggests that in the two service industries 
which had the highest rates of price increase-finance, insurance, 
and real estate; and community, business and personal services 
there was no improvement at all over the two decades in their 
efficiency in relation to inputs of both labour and capital. Appendix 
Table A-I indicates a decline in measured factor productivity in these 
two groups of industries (a decline not shown in Chart 2-2); but an 
important caution is necessary here-data deficiencies tend to under 
estimate measured growth in real output and factor productivity and 
to overstate price increases commensurately. Similar biases exist in 
the measures for some other sectors, such as public administration. 
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CHART 2-2 

COMPONENTS OF REAL OUTPUT GROWTH, 1946-67 

Transportation, storage, 
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Source: Based on data from Dominion Bureau of Statistics and estimates by Economic 
Council of Canada. 
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_:;=1=1=1:1=1:: 
_;~:l:~:~:~' 

I I 
o 2 345 6 7 8 9 

PERCENTAGE POINT CONTRIBUTION 

In the mining and utilities groups, Chart 2-2 indicates that 
increases in capital stock accounted for well over half their total 
growth in the 1946-67 period, and that both groups had substantial 
gains in factor productivity. As illustrated previously, these two 
industries had the lowest rates of price increase over that period. 
A word should be added here about the nature of the large labour 

input in most of the service industries. While employment in these 
industries rose faster than in other parts of the economy, average 
hours worked declined more than in the goods industries, due mainly 
to large increases in female part-time employment in trade and 
in community, business and personal services. Also, the combined 
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gains from increased education and experience were smaller in the 
service industries than in the goods industries. However, these dis 
parities are overshadowed by the huge increases in employment in the 
service industries. 
As Chart 2-2 also indicates, a relatively low contribution of capital 

to growth does not preclude a relatively good performance in factor 
productivity. The transportation, storage, and communication indus 
try, with a fairly small reliance on capital stock increases for its 
overall growth, experienced a situation in which factor produc 
tivity accounted for about 60 per cent of its total gain in average 
annual real output over the two decades. The relatively low increase 
in capital per worker in transportation is undoubtedly partly attri 
butable to the growth in private ownership of cars, which are not 
included in the capital stock data. The construction industry, too, 
had a substantial productivity gain without a large increase in capital 
stock. The relatively small growth that apparently took place in 
capital-intensity in the construction industry is not so easy to explain, 
especially in view of technological advances, including considerably 
greater use of labour-saving machinery. 

CHART 2-3 

CAPITAL STOCK PER EMPLOYED PERSON, 1967 
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FISHING 

NONAGRICULTURAL GOODS ••••• 
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Wholesale and retail trade ;:;:;:;:;;;: 
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TOT AL ECONOMY 

I I 
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THOUSANDS OF DOLLARS 

Nole: Excludes residential capital stock. 
Source: Based on data from Dominion Bureau of Statistics. 
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Between these two industry groups, however, and among the 
others, the degree of capital-intensity (that is, capital stock per 
employed person) varied widely, as shown in Chart 2-3. These dif 
ferences are determined largely by the nature of the activities carried 
on within each of these major groups of industries, and by basic tech 
nological factors. The high level of capital per employed person in 
public administration reflects, among other things, the inclusion of 
highways, bridges and public buildings (but not military hardware). 
Up to this point, we have been dealing chiefly with annual rates 

of change in different parts of the economy. When these rates are com 
pounded every year for two decades, the relative weight of each 
industry group in the total pattern of economic activity in Canada 
can be expected to change substantially. The final section of this 
chapter discusses these changes in "economic structure". 

STRUCTURAL SHIFTS 

It is still possible nowadays to pick up a book portraying Canada 
to foreigners-including some books written by Canadians-and get 
the impression, from scanning the subject headings and illustrations, 
that this is a country dominated by such industries as agriculture, 
mining, forestry, hydro-electric power, and fishing. To suggest other 
wise is not to deny their continued importance. But in terms of 
economic structure, their combined contribution to total activity 
in Canada has been declining for many years. This is particularly 
so for the primary industries group comprising agriculture, forestry, 
and fishing. Since the end of the Second World War, the group's 
share of total employment has dropped from 28 per cent to 9 per 
cent and the share of the overall value of production has fallen from 
15 per cent to around 5 per cent. 
This is only one of several important structural changes that 

have occurred in Canada as a result of shifting world and domestic 
demand patterns, and the influence of far-reaching and accelerated 
technological change. These forces and others have helped to trans 
form Canada into an advanced industrial, highly urbanized and 
substantially service-oriented nation. The increases in living standards 
which have accompanied these changes have been considerable, and 
have themselves helped to shape the new structure of the economy. 
Rising living standards in all modern societies are associated with 
rising consumer demands not only for new products, but also for 
such services as better health care, more education, more travel, and 
more recreation. 
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As a consequence of these many developments, the largest part 
of Canada's labour force now is engaged in the production of services 
(Chart 2-4). Since the end of the Second World War, these service 
industries have increased their share of total Canadian employment 
from about 40 per cent to almost 60 per cent. Their proportion of 
the total value of output, which was approximately 50 per cent in 
1946, now is also approaching 60 per cent. Appendix Table A-2 pro 
vides details on industry shares of output, employment and capital 
stock. 
Outside the primary goods area, the other goods-producing indus 

tries have had a different experience in terms of their relative place 
in the overall economy. Their position has not, in fact, changed at 
all over the two decades; then as now, they accounted for about one 
third of total employment and approximately two-fifths of the total 
value of production. 

CHART 2-4 

DISTRIBUTION AND GROWTH OF EMPLOYMENT 

1946 

4.7 MIL.L.ION 

OTHER GOODS: 
Mining, oil, gas 
Construction 
Utilities 

1967 

7.4 MILLION 

SERVICES: 
Transportation, storage, 

communication 
Wholesale and retail trade 
Finance, insurance, and real estate 
Community, business and personal 

services 
Public administration 

Source: Based on data from Dominion Bureau of Statistics. 
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CONCLUDING COMMENTS 

Patterns of Growth . 

On the basis of the discussion in this chapter, it is apparent that 
change is the essence of growth in virtually all parts of the economy. 
Thus in a broad sense, policy should be aimed at removing obstacles 
to change and at facilitating flexible adjustments that would permit 
limited resources to be used more efficiently. In too many cases 
in the past, undesirable rigidities or distortions in the structure of 
the Canadian economy have resulted from tariff policies, subventions 
and subsidies, certain regional and transportation policies, lack of 
effective manpower-mobility programs, and lack of competition. 
The role of competition can, in many situations, be crucial to 

this whole process of appropriate change. This has been a major 
theme in various parts of the Council's work, especially in the 
analysis of scale and specialization in Canadian manufacturing and of 
competition policies. Most of the service industries are not exposed 
to international competition, and many of them are also not signi 
ficantly exposed to domestic competition. In these circumstances, 
more attention needs to be devoted to other possible means of 
encouraging increased productivity. This is the major theme in the 
chapters on health care and higher education. 
The analysis in this chapter focuses attention on the principal 

elements of growth in major groups of industries. By itself, this 
does not provide an adequate basis for policy conclusions about 
the appropriate allocation of expanding productive resources among 
industries. To provide such a basis, a much wider range of consid-, 
erations must be taken into account-including demand changes as 
affected by growth of incomes, changes in individual tastes and 
collective wants, alterations in the structure of prices and costs, and 
international developments. In addition to demand forces, such 
important matters as entrepreneurial skills, management capabilities, 
technological change, institutional conditions (for example, well 
functioning financial markets), and attitudes and motivations, all 
have profound implications for the dimensions and patterns of eco 
nomic growth and change. A better understanding of these complex 
issues is needed, and in our future work we will be seeking to make 
a continuing contribution to this end. 
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3 

Mining, Manufacturt'ng, Wholesale and 
Retail Trade 

THIS CHAPTER examines, in more detail, some of the growth 
patterns both among and within three of the principal 
sectors of the economy-mining, manufacturing, and whole 

sale and retail trade. They were selected because they represent 
various types of commercial activities and are illustrative of the 
enormous variety of factors that enter into the growth of different 
industries. For example, the mining industries are highly export 
oriented, and have grown rapidly-although with differently timed 
surges of expansion. In the case of wholesale and retail trade, there 
have been vast changes over the last quarter century, many of which 
were associated with the increased role of supermarkets, shopping 
centres, and self-service; and the rapidly spreading ownership of 
automobiles. Manufacturing has undergone major technological devel 
opments in its methods of production, and there has been a great 
proliferation in the types of products produced, with increasing 
exports particularly in the 1960's. 

Some features of the marked differences in growth patterns exist 
ing among these three sectors have already been indicated (see 
Chart 2-2 in the preceding chapter). In mining, capital has been 
a dominating factor contributing to output increases. In contrast, 
in wholesale and retail trade, labour is the main factor contributing 
to growth. In these two groups of industries, capital and labour 
made even more important contributions to growth than rising 
factor productivity-that is, the increasingly efficient use of produc 
tive resources. Manufacturing industries, as a whole, experienced a 
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Mining, Manufacturing, Trade 

pattern of growth reflecting more evenly balanced contributions from 
the three sources-labour, capital, and factor productivity. Among 
particular manufacturing industries, however, there was a wide 
diversity in the relative importance of these three basic elements of 
growth. Chart 3-1 shows, for each of the three sectors, the increases 
that have taken place over the postwar period in real output, employ 
ment, and gross capital stock.' 

MINING 

The output of the mineral industries- increased over the two post 
war decades at an annual average rate of about 8.5 per cent, compared 
with slightly over 4.5 per cent for the whole economy. 
A major reason for this rapid growth of Canada's mining industries 

is that most other industrialized countries of the western world-the 
United Kingdom, other large western European countries, the United 
States and Japan-have all been experiencing declines or relatively 
slow rates of growth in mining, and have been increasingly turning 
to other less densely populated, resource-rich countries for their 
mineral product requirements. Since the output of Canada's mineral 
industries has been growing rapidly, with employment increasing at 
less than 2 per cent a year, output per employed person has risen at 
the remarkably high rate of more than 6 per cent a year over these 
20 years. Furthermore, the increases in employment include workers 
associated with exploration and other services incidental to mining. 
In the past, widespread attention has been focused on this rapid 
growth of labour productivity. But this can be misleading since these 
industries have for some time been very capital-intensive and have 
become much more so during the postwar period. Also, their manpower 
has become more and more skilled. For these reasons, it is important 
to relate output increases more adequately to the increase in all 
resources used. 
The postwar increases in combined capital and labour inputs 

in the mining industries, along with the trend of rising output, are 

"I'he variations among industries in the relative contributions of particular inputs to 
increases in output stem from both the levels and the rates of increase in the productive 
resources used. 

2The mineral industries include metal mines (which in 1961 accounted for 57 per cent of 
the total output of this sector), mineral fuels (24 per cent), nonmetal mines (9 per cent), 
quarries and sandpits (3 per cent), and services incidental to mining (7 per cent). They do 
not include refining or transportation of prod ucts to consuming areas, whether by pipelines 
or other carriers. For a more detailed examination of changes in particular groups of mining 
industries, see John Dawson, Productivity Chançe in Canadian Minino Industries, Economic 
Council of Canada Staff Study No. 30, Ottawa, Queen's Printer, forthcoming. 
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shown in Chart 3-2. Also shown are the increases in factor produc 
tivity-that is, the amount by which increases in output exceeded 
the combined rates of increase in labour and capital inputs. During 
the first postwar decade, the rates of growth of output, employment, 
capital stock, and factor productivity were all relatively high. In 
particular, the rate of increase in factor productivity was high in 
comparison with that in other Canadian industries and with mining 
in many other countries. The following decade, however, was a period 
of less-sustained growth in the total output of the mining industries. 
Also, there was no increase in employment in mining during this 
decade as a whole, and very little increase in factor productivity. But 
the capital stock continued to increase at close to the rate recorded 
in the previous decade. 

CHART 3-2 

REAL OUTPUT, COMBINED CAPITAL AND LABOUR 
INPUTS, AND FACTOR PRODUCTIVITY IN MINING 

(1947=100) 

1947 50 55 60 65 68 

Source: Based on data from Dominion Bureau of Statistics and estimates by Economic 
Council of Canada. 
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". Because of the large and growing importance of capital in mining 
capital rose from 50 per cent of the value of total inputs in 1949 
to 65 per cent in 1961~the role of capital warrants considerable 
attention. Increases have come about through a general substitution of 
capital for labour in mineral production, as well as a lengthening of 
the period required to bring new mines or reserves of oil and gas 
into production. The gross capital stock, which measures the cumu 
lated investment in exploration, development and extraction of 
minerals, includes both machinery and equipment and construction 
type capital, but not the mineral resources themselves. 

CHART 3-3 

GROSS CAPITAL STOCK PER EMPLOYED PERSON 
IN MINING 

(Thousands of 1967 dollars) 

120 

100 

80 

60 

40 

20 

0 
1947 50 55 60 65 68 

Note: Since the estimates of employment used here approximate equivalent full-time 
employment and are lower than other estimates, the capital stock per employed person esti 
mated here is slightly higher than that in Chapter 2. 

Source: Based on data from Dominion Bureau of Statistics. 

Increases in the amount of capital per person employed in mining 
are striking (Chart 3-3). Gross capital stock per employee in mining 
in 1967 dollars increased from less than $25,000 in the early postwar 
years to more than $100,000 in recent years. The investment in min 
ing has been very largely construction-type capital, including both 
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engineering and building. Engineering construction accounts for 
over three-quarters of the total construction-type capital, and includes 
investment by the mining industry in oil drilling and mine develop 
ment, as well as on roads, bridges, etc., built specifically for the mining 
operations. The stock of machinery and equipment, even though it 
has tripled in relation to the number of persons employed in the 
industry, accounts for a lower proportion of the total stock of capital 
than it did two decades ago. This proportion declined from 40 per cent 
in 1947 to less than 30 per cent in 1967. Even so, mining activities 
have become much more highly mechanized. 
In addition to these rapid increases of capital within the mining 

sector, there have been other heavy investments of capital that have 
been closely associated with mining developments. For example, the 
above figures do not include investment in railways such as the Pine 
Point and Quebec North Shore, nor investment in major oil and gas 
pipelines. Nor do they include much of the substantial investment in 
roads, schools, hospitals, and other social capital in locations such 
as Thompson, Schefferville, and others, in which whole new towns 
have been built up in direct association with the development of 
large new mining projects. 
The large and increasing proportion of capital investment in 

engineering-type construction stems from the kinds of activity that 
mining entails; from the increasing scale of construction activity 
required to bring lower-quality or deeper ore bodies into production; 
and from the increased expenditures required to carry out develop 
ment work for mines, and oil and gas fields, in remote areas. 
The average scale of operations has been increasing also. For 

example, in metal mining the total output now is more than five 
times as great as in the early postwar years, but the total number 
of mines is no larger.' Bringing increasingly remote, lower-grade, or 
more deeply buried ore bodies into production can only be economi 
cally accomplished through mines of larger scale and longer produc 
tive lives. This, in turn, entails substantial investments in pre 
production mine development. The scale of most mining ventures is 
such that it is not feasible to bring them "on stream" to coincide in 
any precise way with world expansion in demand for mineral products. 
The mines are generally being brought into production for periods 

'Metal mining, which frequently entails joint production of several mineral products 
from a single mining operation, includes the production 01 the following products (ranked in 
terms of their value in 1969): copper, nickel, iron ore, zinc, lead, gold, silver, molybdenum 
and uranium. 
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running upwards from 15-20 years, and it frequently takes as long 
as five years before actual production starts at a new mining 
project. 
With the increased average scale of mining operations, and with 

the substantial capital investments that have been made, profitable 
operations have required increasingly highly qualified and skilled 
manpower as a crucially important element in the growth and 
development of most of the mineral industries. Frequently, mineral 
enterprises must pay substantial premiums to attract highly skilled 
workers to the relatively remote areas where mining activities are 
located. Average weekly wages and salaries in the mining industries 
in recent years have been about 25 per cent higher than the average 
of all other industries. Even then, employment shortages frequently 
arise, particularly in periods when the economy is operating close 
to its potential. To make it possible to recruit and maintain an 
adequate work force, mine companies frequently make substantial 
investments in housing and in a wide range of community and 
social services. 
While the mining industries as a group have exhibited a rapid 

rate of growth of output and build-up of capital stock, they are 
in fact a very heterogeneous group, with different and changing 
characteristics of production, and differently timed surges of invest 
ment and production. Intense development activity is typically 
followed by a rapid build-up in production, as, for example, in 
uranium, iron ore, petroleum and natural gas, lead and zinc, potash, 
and coal. Furthermore, there is a lumpiness to the process of capital 
investment, and frequently substantial overcapacity has been built 
up, which on occasion has persisted for long periods. 
Despite differences between the individual mining industries, 

their factor productivity as a whole increased rapidly in the first 
postwar decade, but rose very little in the period 1957-67 (as shown 
in Chart 3-2). Relatively low rates of productivity growth in this 
latter period are apparent for the two largest groups-metals, and 
petroleum and natural gas-which together account for about four 
fifths of total mining output. The nonmetallic minerals group, in 
which asbestos was the dominant product until the recent develop 
ment of the potash industry, showed gains in factor productivity 
until 1965. Since then, however, the heavy capital investments 
associated with potash mining without commensurate increases in 
output have resulted in declines in factor productivity. 
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MANUFACTURING 
In contrast with mining, there has been much greater diversity 

among the manufacturing industries in the way that growth has 
been achieved. Although output has increased over the postwar period 
in all of the principal manufacturing industries, the rates of growth 
have varied considerably from industry to industry, and also between 
the first and second decades of the period. Moreover, there have been 
wide differences in the relative contributions of labour, capital, and 
factor productivity to the growth of output. 
The different growth rates within manufacturing are reflected 

in the changing shares of shipments of products. In brief, the share of 
total shipments accounted for by the more rapidly growing manu 
facturing industries increased from about 40 to 50 per cent. This 
faster-growing group was composed of the transportation equipment, 
electrical products, machinery and metal, chemical, petroleum, 
and nonmetallic mineral product industries. The more slowly grow 
ing industries included the food and beverage, tobacco, textile, cloth 
ing, rubber, leather, printing, and wood and paper products industries. 
These industries are, of course, themselves aggregates of many diverse 
parts. For example, the "transportation equipment" industry in 
cludes output of automobiles, trucks, buses, aircraft, railroad 
locomotives and rolling stock, ships and ship repairs, as well as 
a bewildering array of parts and components for these products. 
Similarly the "electrical products" industry turns out products 
ranging from electric kettles to sophisticated equipment for 
aerial navigation or space travel; from miniaturized circuits as 
sembled under a magnifying glass to massive turbines that do not 
fit comfortably on. a railroad flatcar; from three-foot household 
extension cords to heavy, transoceanic submarine cables. Frequently, 
even industries in which some segments are declining have other 
segments in which performance has been impressive. Within. the 
textile industry, for example, substantial innovations have taken 
place to meet the growing popularity of synthetic fibres, style 
changes and the growing household and industrial requirements for 
textile products. As a result, parts of the industry grew rapidly, 
particularly in the 1960's, though still not without severe problems of 
adjustment. 
For manufacturing as a whole, the volume of output increased 

between 1947 and 1967 at a rate of about 5 per cent a year, only 
slightly above the growth rate for the economy as a whole. Capital 
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stock increased at about the same rate, while employment increased 
at a rate of about 2 per cent a year. Taken together, increased labour 
and capital inputs accounted for about three-fifths of the growth 
in output, and improved factor productivity for about two-fifths.' 
None of the major manufacturing industries experienced an abso 

lute decline in real output over the postwar period. Annual rates of 
growth, however, varied considerably-from less than 3 per cent 
for clothing, rubber and leather products, to 8 per cent or more 
for petroleum products, electrical products and the miscellaneous 
group of manufacturing products (which includes, among other things, 
scientific and precision equipment, and recreational products). Chem 
icals and nonmetallic mineral products also experienced rates of 
growth of output well in excess of the manufacturing average. For 
the period 1957-67, machinery manufacture, and textiles (not in 
cluding clothing) and knit goods, also displayed strong growth 
performances. The remainder of the manufacturing industries, over 
the years 1947-67, clustered nearer to the average of 5 per cent a 
year-though even for these, the growth in real output varied from 
less thap".4 per cent a year to nearly 5.5 per cent, a significant dif 
ference over a 20-year period. 
In general, the rates of increase in employment tended to be 

relatively high i'iï" the rapid-growth industries. The rate of growth 
of capital, however, varied widely, although there were increases in 
capital stock per employed person in all industry groups (Chart 3-4). 
Large differences in the degree of capital-intensity among the manu 
facturing industries became more pronounced over the past 20 years. 
In 1967, gross capital stock per employed person ranged from about 
$4,000 in the clothing and leather products industries to $40,000- 
$50,000 in the chemical and pulp and paper industries, and much 
higher in an industry like petroleum and coal products. 
Looking at these developments broadly, some industries achieved 

their growth in output by relatively balanced additions of labour 
and capital, others by increasing capital in a much more pre 
dominant manner. In the electrical products industry, for example, 
output increased at about 8 per cent a year, reflecting large and ~ , ' 

;. 'There are s6me differences between these estimates for the manufacturing sector as a 
whole, which are balled op. data underlying Chapter 2, and the estimates set forth below for 
individual manufacturing industries. The former, for example, make certain quality adjust 
ments in the labour input to take account of changes in age and sex, as well as in the formal 
educational attainments among those employed, while in the latter estimates it has not been 
possible to make such adjustments because of lack of relevant information for particular 
manufacturing industries. 

25 



Patterns of Growth 

relatively balanced increases in labour and capital inputs and an 
increase in productivity that was well above average. The chemical 
and the petroleum products industries, which achieved rates of 
growth in output of about the same magnitude as the electrical 
products industry, did so by combining more moderate increases 
in employment with substantially larger additions to capital. Some 
industries, by careful economy in the use of labour and capital, 
have achieved significant gains in productivity even with a moderate 
growth in output. The leather industry is an example of this pattern: 
its rate of growth in output, which was the lowest among the major 
manufacturing industries, was achieved by only a small addition to 
capital; an actual decline in employment; and a gain in factor pro 
ductivity of about 2 per cent a year. 

CHART 3-4 

GROWTH OF CAPITAL STOCK PER 
EMPLOYED PERSON, 1947-67 

Pet ra leu m an d coal prod ucts l:l~:~:~:~:~:m~:l:~:l:l~~:l{tl:~:l:l:l;i:~l:~:l:~l:l:~:l:~~@~:~;j~:r:~~~* 
Non metal I ic mine rals ~:~l:l:l:l:~:~:~~:~:É:l:l:~:l:l:l~:lr~l~:~~~:l:I:l:~:l:~l:j:~:j~:j:~j:m 
Che m icals ~:~:l:~:~l:~M:~~:~:~:l:l:l:l:l:~l:~:l:l:l:~l:j:l:l:l 
Food and beve rages l:~:l:l:l:l:~l:l:;:;:l;l:l:l~~:l:j:~:~~:l:;:l:l:~:~:~ 
Pu Ip and pape r ~l~:~:~;l:l:~:~l:~:l:~:l:~:l:~:l:l:~~:~:l:~:~:l:~ 
TOTAL MANUFACTURING 
Textiles 
Wood products 
Metal products 
Transport 
Leather 
Clothing 
Printing and publishing 
Electrical products 

o 3 4 5 6 7 8 

PER CENT PER YEAR 

Note: Based on gross capital stock per employed person in constant 1961 doUars. 
Source: Based on data from Dominion Bureau of Statistics and estimates by Economic 

Council of Canada. 
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A more detailed analysis of growth in Canadian manufacturing 
has been undertaken by the Council's staff, with special attention to 
differences in growth performance between the first postwar decade 
and the past decade. A summary of some of the key results of this 
analysis is contained in Appendix Tables A-3 and A-4.1 
In spite of the great diversity in patterns of growth among manu 

facturing industries, a number of significant conclusions emerge: 
First, the net effect of shifts in labour and capital between the 

industries shown in Appendix Tables A-3 and A-4 accounted for a 
negligible proportion of factor productivity growth for manufactur 
ing as a whole. Therefore the changes giving rise to growth of factor 
productivity have occurred within these industries over the two 
postwar decades. At a finer level of disaggregation, however, prod 
uctivity gains might very well be associated with resource shifts, 
possibly reflecting the impact of industries producing new products 
and requiring new types of labour skills and capital equipment. 

Second, rapid growth in output and rapid productivity growth 
appear to be generally closely associated. Frequently, this reflects 
substantial increases in investment combined with the rapid intro 
duction of technological change and improved methods of production; 
greater opportunities for more specialization of output through longer 
production runs, as well as greater specialization of labour and 
capital inputs; and perhaps fuller utilization of productive capacity. 
These changes, which are facilitated when output is growing rapidly, 
are, in turn, often associated with aggressive management and the 
use of better-trained and more highly skilled employees. 
Third, high rates of increase in output per employed person and 

in capital-intensity are generally closely associated. Almost all 
manufacturing industries became increasingly capital-intensive over 
the past two decades, although there were considerable variations 
among industries. 

Canada-United States Comparisons 

Previous Council studies have drawn special attention to the lower 
level of per capita real income in Canada than in the United States, 
and have explored some of the factors that contribute to the dif 
ferences in productivity performance underlying this disparity in 

lFor a more detailed presentation of the analysis, see Harry H. Postner, An AnalY8i8 of 
Canadian Manufacturing Productivity: Some Preliminary Resulte, Economic Council of Canada 
Staff Study No. 31, Ottawa, Queen's Printer, forthcoming. 
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average real living standards.' Recent analysis undertaken by the 
Council suggests that in the 1960's the disparity in output per em 
ployed person may have been about 10 per cent.ê The difference in 
manufacturing is significantly greater-perhaps of the order of one 
third less than that of the United States. In addition, in manufactur 
ing, as for the economy in general, there is also a relatively high 
ratio of capital to output in Canada compared with the United States." 
Recent analysis of selected manufacturing industries confirms this. 
In the manufacturing industries examined, the gap in output in 
relation to both labour and capital inputs appears to be of the same 
order of magnitude regarding output per employed person as that re 
ferred to above. This is a highly important matter for its suggests 
that, for various underlying reasons, both labour and capital are 
perhaps being generally used less effectively in Canadian manufactur 
ing than in comparable U.S. industries. 
Within these broad generalizations, however, there are significant 

variations in the Canada-U.S. comparisons of particular industries. 
Illustrations of some of these differences are provided in Appendix 
Table A-5. Substantial disparities exist, of course, in the volume of 
gross output of particular industries in the two countries. For 
example, for wool yarn mills and iron and steel, Canadian output is 
only about 5 per cent of that in the United States, while for pulp 
and paper and sawmills, Canadian output is about a quarter of that 
in the United States. 
In a few manufacturing industries, productivity-measured either' 

as output per employed person or as output in relation to both labour 
and capital inputs-is relatively high in Canada (for example, saw 
mills, iron and steel, pulp and paper, and dairy products). But for 
many of the various industries examined, productivity in Canada 
was substantially lower than in the United States. 
There are considerable variations in the relationships between 

output and capital and labour inputs in the two countries. For 
example, in the rubber and petroleum refining industries, the ratio 

ISee, for example, Economic Council of Canada, Fourth Annual Review, Ottawa, Queen's 
Printer, 1967, Chapter 6; D. J. Daly, B. A. Keys and E. J. Spence, Scale and Specialization in 
Canadian Manufacturing, Economic Council of Canada Staff Study No. 21, Ottawa, Queen's 
Printer, 1968; Economic Council of Canada, Fifth Annual Review, Ottawa, Queen's Printer, 
1968, Chapter 2; and Dorothy Walters, Canadian Income Levels and Growth: An International 
Perspective, Economic Council of Canada Staff Study No. 23, Ottawa, Queen's Printer, 1968, 
(especially Chapter XVI). 

2See Dorothy Walters, Canadian Growth Revisited, 1950-1967, Economic Council of Canada 
Staff Study No. 28, Ottawa, Queen's Printer, 1970, which updates Canadian data and carries 
forward analysis of these data to 1967. 

aSee E. C. West, Canada-United States Price and Productivity Differences in Manufacturing 
Industries, 1963, Economic Council of Canada Staff Study No. 32, Ottawa, Queen's Printer, 
forthcoming. 
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of labour to output is not much higher in Canada, but the ratio of 
capital to output is very substantially larger. In contrast, in iron and 
steel, the ratio of capital to output is more in line with that in the 
United States, while the ratio of labour to output is somewhat higher. 
In our ea-rlier work, we have placed emphasis on specialization in 

manufacturing as being one-but only one-of the significant factors 
involved in productivity differences between Canadian and U.S. 
manufacturing. More recent analysis of a number of comparable 
Canadian and U.S. manufacturing industries tends to confirm our 
earlier conclusions. In particular, differences in productivity per 
formance between such industries appear to be related not so much 
to differences in the size of establishments as to the specialization 
of production within establishments. An important implication is 
that, for many products, establishments do not need to be large to 
be efficient. Also, it should be emphasized that specialization per se 
does not guarantee high productivity-market, technological, manage 
ment and many other considerations may be critically important. 
Prices of manufactured products appear, on average, to be higher 

in Canada than in the United States. For a comparable range of 
industries, the average prices of material inputs and fuels are appar 
ently little, if any, higher in Canada than in the United States, but 
prices of products leaving the establishments are frequently of the 
order of 5 to 10 per cent or more higher in Canada. These disparities 
in price levels undoubtedly reflect many factors. But it is significant 
that, in general, the better the productivity performance in Canadian 
industries in relation to that in comparable U.S. industries, the lower 
prices appear to be, in relation to those in the United States. 
For many products, there would appear to be a "virtuous circle" 

in which larger-scale markets facilitate increased specialization in 
production which, in turn, promotes relatively high levels of pro 
ductivity; and the latter, in turn, tend to permit relatively lower 
prices in comparison with the United States, thus laying the basis 
for more competitive and sturdier growth. 

WHOLESALE AND RETAIL TRADE 

In this section we shift emphasis from the production of goods 
to their distribution. Distribution is an integral part of the economic 
process-getting goods where they are wanted, when they are wanted, 
and in the quantities, qualities and condition wanted. Distribution 
encompasses a variety of services performed by different "indus 
tries"-transportation, communications, finance, wholesale and retail 
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trade and, to some extent, even within manufacturing. In this section, 
attention is focused on the wholesale and retail trade "industry". 
This industry accounts for one out of every six workers in the 
economy and for almost one-quarter of the output of all service 
producing industries in the economy. 
Wholesale trade, which accounts for close to 9 per cent of the out 

put of the service-producing industries, and close to 5 per cent of 
total output in the economy, covers a wide range of activities. Many 
of the establishments are primarily involved in buying merchandise 
such as machinery, equipment and supplies for resale to commercial, 
industrial, institutional or professional users. The rest of the establish 
ments in wholesaling are engaged in buying and reselling to retailers 
the wide variety of products eventually purchased by consumers. 
Retail trade accounts for 14 per cent of the output of the service 

producing industries, and close to 8 per cent of total output in the 
economy. About two-thirds of such trade is carried on in a wide 
variety of types of shops and stores. A significant part of the re 
mainder is associated with the sales and servicing of automobiles. 
In an examination of the growth of wholesale and retail trade, one 

is made aware of a number of important developments, all of which 
stem from the complexity and rapidity of change in a modern, in 
creasingly urbanized industrial society.' They include: 
(1) an increasingly sophisticated system of distribution in which 

mass merchandising, advertising, extensive credit arrangements, 
as well as innovations in the use of computer and communica 
tions technology, play important roles; 

(2) integration of wholesale and retail operations under a common 
ownership, with goods moving faster and more efficiently via 
more direct routes to the market place than formerly; and 

(3) the shifting of many functions of distribution (for example, 
packaging, storage and transportation) either back to the 
manufacturer, or forward to the consumer. 

These "production" changes, coupled with shifts in demand pat 
terns, have influenced in various ways the growth of the many dif 
ferent activities that fall within wholesale and retail trade, with the 
result that many of them have exhibited average annual rates of 
growth of real output over the postwar period very different from 
the 4.6 per cent per year for the whole sector (Chart 3-5). 

lFo: a general treatm.ent of changes in distribution, see M. S. Moyer and G. Snyder, 
Trendsw Canadtan Merketinç, DBS Census Monograph, Ottawa, Queen's Printer, 1967. 
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CHART 3-5 

GROWTH OF REAL OUTPUT, WHOLESALE AND 
RETAIL TRADE, 1947-67 

SELECTED WHOLESALE TRADES 

Hardware :.:.:.:.:.:.:.:.: 
Clothing and Other Textiles :.:.:.:.:.:.:.:.:.: 
Industrial and Transportation Equipment :.:.:.:.:.:.:.:.:.:.:.:.:.:.~ 
Auto Parts and Accessories :.:.:.:.:.:.:.:.:.:.:.:.:.:.:.:.:.:.: 

Groceries and Food Specialties :.:.:.:.:.:.:.:.:.:.:.:.:.:.:.:.:.:.:.: 
Petroleum Bul k Tan k Stations :.:.:.:.:.:.:.:.;.:.;.:.:.:.:.:.:.:.:.:.:.:.:.:.:.:.:.:.: 

SELECTED RETAIL TRADES 

ALL WHOLESALE TRADE _ 

General Stores 

Clothing and Shoe Stores 
Independent Grocery Stores 

Department Stores 
Motor Vehicle Dealers 
Drug Stores 
Variety Stores 
Furniture and Appliance Stores 
Service Stations and Garages 
Chain Grocery Stores 

ALL RETAIL TRADE 

TOTAL TRADE 
- - I I 
o 5 

PER CENT PER YEAR 
JO 

Source: Based on data from Dominion Bureau of Statistics. 

Within retail trade, for example, while independent grocery stores 
showed relatively slow growth over the postwar period, chain 
grocery stores underwent a more rapid expansion. This rapid growth 
reflected, in part, the gains resulting 'from the adaptability of their 
chain structure to urbanization and, in part, the expanding sales of 
nonfood items which traditionally had been sold in general and 
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variety stores. Faced with this strong competition from the chains 
and with slow population growth (or even decline) in nonurban 
markets, the general stores showed slow growth in output. In con 
trast, variety stores grew aggressively during the 1957-67 period when 
they assumed some of the characteristics of small department stores 
and sought new locations in fast-growing suburban areas. Also, over 
the past two decades, very rapid growth has taken place in the 
activities of motor vehicle dealers and of service stations and garages. 
Due to a number of considerations-including the shift of some 

of the functions of distribution to manufacturers or consumers-it 
is extremely difficult, in any precise way, to measure and relate 
changes in output to changes in resources used. For wholesale and 
retail trade as a whole, however, there appears to have been relatively 
slow growth in factor productivity (Chart 2-2). Over the 1947-67 
period, employment increased faster than in manufacturing or in 
the total economy, with an average annual rate of growth of 3 per 
cent. The trades accounted for almost 17 per cent of total employ 
ment in the economy in 1967, compared with only about 13 per cent 
two decades earlier. Labour input has, in fact, been the factor con 
tributing most to output growth in the distributive trades. In 1967, 
about one out of every three workers was female-a slightly higher 
proportion than in 1947. 
Employees work more hours per week in distribution than in manu 

facturing, but average hours worked were reduced substantially over 
the postwar period in both sectors. The net effect of increases in em 
ployment and decreases in hours worked per week was a growth in 
hours of labour input of 2.5 per cent in trade in comparison with 
1.6 per cent in manufacturing. 
There were also other changes in the use of labour in the trade 

sector which have implications for productivity. In contrast with 
manufacturing and the economy as a whole, the average age of 
males employed in the trades was lower in 1967 than in 1947. There 
was a large increase over the postwar period in employment of 
males under 20 years of age. Consistent with a general trend in the 
economy, the average age of 'females employed in the trades was 
higher in 1967 than in 1947. There was a large increase over the 
period in employment of females in the over-35 age group (apparently 
joining or rejoining the labour force after raising a family). On 
balance, the labour force in the distributive trades in 1967 may have 
had a larger proportion of less experienced employees than in 1947, 
and this could have had a retarding effect on productivity growth. In 
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addition, the education levels of both males and females employed in 
the trades rose less rapidly over the 1947-67 period than those in 
manufacturing and in the economy as a whole. 
Finally, while the growth of capital appears to have been relatively 

rapid, with a rate of increase of almost 6 per cent per year over the 
1947-67 period, the amount of capital stock invested per person em 
ployed (especially in machinery and equipment) is relatively low 
compared with most other sectors of the economy. Appraisal of the 
role of capital in the trade sector is complicated, however, by the 
widespread use of "lease-back" arrangements on buildings and the 
significance of inventories. 
The net result of the changes in trade was that the rate of growth 

of output exceeded the rate of growth of combined labour and capital 
inputs by about 1 per cent per year over the postwar period, about 
half the rate of factor productivity increase in manufacturing. This 
disparity in productivity performance is affected by a wide variety 
of influences. Among the most significant ones are a lower rate of 
increase in skills and experience of the work force in trade than in 
most other industries; fewer opportunities to apply labour-saving 
technology; and fewer opportunities to achieve economies through 
larger scale and specialization. Also, another contributing factor may 
be the partial shift of certain distributive services which may be 
amenable to high-productivity operations back to the factory-such 
as packaging and labeling. 
Because data are not available on capital inputs by categories of 

retail and wholesale trade, it is not possible to indicate factor prod 
uctivity performance for individual industries within this sector of 
the economy. But in terms of output per person employed over the 
postwar period, productivity in the distributive trades increased by 
1.5 per cent per year compared with 2.6 per cent for the economy as 
a whole. Output per man-hour in trade increased by 1.9 per cent per 
year. For the 1957-67 decade, it is possible to examine trends in 
output per employed person in the trades in more detail (Table 3-1). 
Output per person employed in wholesale trade increased at 2.7 per 
cent a year, compared with only about 1 per cent a year for retail 
trade. This may be due in part to improvements in the wholesale 
operations of vertically integrated retail firms. 
Within retail trade, there was considerable diversity. Output per 

person employed in food retailing appears to have declined over the 
1957-67 period, but this fails to tell the whole story. Partly due to 
the rapid growth of part-time employment, the growth in output per 
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man-hour has probably been positive. In general, increases in output 
per employed person have been higher among trades that experienced 
faster growth in output. 

TABLE 3-1-GROWTH OF REAL OUTPUT, EMPLOYMENT AND 
OUTPUT PER EMPLOYED PERSON, WHOLESALE AND 

RETAIL TRADE, 1957-67 

Output per 
Employed 

Real Output Employment Person 

(Per cent per year) 

Total trade ........................ 4.3 2.8 1.5 

Wholesale trade .................... 4.5 1.8 2.7 

Retail trade ........................ 4.2 3.3 0.9 
Food stores ...................... 4.1 4.5 -0.4 
Department stores ................ 4.2 3.5 0.7 
Variety stores .................... 7.3 2.5 4.8 

SOURCE: Based on data from Dominion Bureau of Statistics and estimates by Economic 
Council of Canada. 

CONCLUDING OBSERVATIONS 

Our examination of growth and productivity change in these three 
sectors illustrates the variety of ways in which changes in individual 
industries contribute to the overall growth of the Canadian economy. 
The preceding highlights of some of the principal elements in past 
developments are intended to provide illuminating perspective as a 
background to future growth and change to which we will be re 
turning in later Reviews. 
Since the analysis has not yet been linked with an assessment of 

demand for the output of industries in these sectors, it is not yet 
possible to 'consider the growth potential of the individual industries 
or sectors. Nevertheless, the broad patterns of change in the context 
of a relatively high growth potential for the Canadian economy in 
the 1970's are reasonably clear. 
Expansion of the mineral industries in the 1970's at a substantial 

rate will continue to depend heavily on the investment of large 
amounts of capital. At the same time, we recognize that a wide 
variety of other important factors are also likely to shape the future 

34 



Mining, Manufacturing, Trade 

growth, not only of this sector of the economy as a whole, but also 
of its various different components, and that different sets of factors 
may affect various parts of the mineral industries in quite different 
ways-for example, oil and gas versus the metal mining activities. 
The relatively high level of exploration and development during the 
latter half of the 1960's brought a number of large mining develop 
ments into the planning stages. Although we have not undertaken 
any detailed examination of the implications of proposed changes in 
taxation and other policies, such changes could significantly affect 
the rate of growth of the mineral industries. Employment in mining, 
while involving increasingly skilled manpower, is not likely to in 
crease markedly. While employment may increase in some mineral 
industries, such increases will likely be largely offset by further de 
clines in employment in gold mining and in Nova Scotia coal mining. 
These two industries still accounted for 20 per cent of total mining 
employment in 1967. 
In manufacturing, rates of increase in output and aggregate market 

size are intimately related to productivity performance. In this con 
text, the importance of large and rapidly expanding markets is 
apparently not so much that they facilitate creation of larger 
establishments, but rather that they permit greater specialization of 
production within establishments-patterns of specialization making 
possible more effective utilization of both labour and capital. 
The rate of expansion of Canadian manufacturing industries in 

the 1970's will depend on a number of considerations in addition to 
those examined in this chapter. On the demand side, trade and 
relative price considerations are important. In the 1960's, a variety 
of factors contributed to a sustained boom in exports of manu 
factured goods. Significant elements in the trade successes were: 
some declines in trade barriers abroad; a high level of foreign de 
mand resulting from buoyant economic conditions, particularly in 
the important U.S. market; a stronger domestic market base to sup 
port competitive exporting; the automotive trade agreement with 
the United States; the special defence-sharing arrangements with 
the United States; improved export promotion of manufactured 
products by the federal government; and considerably more confident, 
aggressive and knowledgeable export marketing by a wide range of 
Canadian industries and companies. Perhaps most important of all 
was the turnaround of 13 per cent in the value of the Canadian 
dollar from the peak of the late 1950's to the post-devaluation posi 
tion. This had much the same competitive effect, broadly speaking, 
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as a decline in prices of that magnitude for many exports, or po 
tential exports, and an increase in price by like amount for imported 
products. A relative price change of such magnitude would be 
extremely difficult to achieve in so short a space of time by improve 
ments in productivity. To the extent that the exchange value of the 
Canadian dollar remains above that of the latter part of the 1960's, 
there would obviously be some of the opposite effects in the 1970's. 
In other words, productivity improvements would need to become a 
relatively more important factor in the maintenance of a strong 
international competitive position, especially for many Canadian 
manufacturing industries. 
In wholesale and retail trade, the expected rapid growth of the 

labour force will be significant for activities where the growth con 
tinues to be based substantially on increased labour inputs. The 
potential for improvements in productivity in the distributive trades, 
however, rests on their capacity to make organizational innovations. 
The evidence lies in the changes that we have seen during the post 
war period in retailing, involving, for example, the department store, 
supermarket, and the increased role of suburban shopping centres. 
Exciting frontiers in productivity growth in trade will perhaps be 
found mainly in the challenges offered by advances in information 
and communication technology. In this context, both organizational 
innovation and the development of new distribution methods that 
will serve consumers well will be matters of central importance. 
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B OTH HEALTH care and education are vast and complex 
fields in which great advances have been made towards 
expanding knowledge and better serving the needs of in 

dividuals and of our society. They encompass a wide-ranging variety of 
problems and questions extending far beyond our competence to 
assess. Moral and social value judgments are involved which cannot 
be made on economic grounds alone. But health care and education 
are both becoming rapidly more important elements in our economic 
system, and the economic aspects of these activities urgently require 
more careful appraisal. 

In both health care and education, the attention and energy of 
the people involved in economic decision-making over the past decade 
and a half have largely been devoted to facilitating the enormous 
expansion which has taken place in these fields. More recently, how 
ever, increasingly persistent and probing questions are being asked 
about how to use rapidly expanding capital and highly skilled human 
resources to the best advantage to achieve the goals which Canadian 
society wishes to set for itself in the health and education fields. Re 
inforcing this need is the fact that these important sectors of the 
economy, which constitutionally fall largely within the jurisdiction 
of the provincial governments, are much less exposed than many other 
"industries" to market forces and competitive pressures which tend 
to act as a spur to efficiency. 

Also reinforcing this need are the prospects for further very large 
increases in expenditures on health care and higher education during 
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the 1970's. Looking ahead to 1975, about $1 out of every $6 or $7 of 
the increase in the total income in the economy could be taken up 
by health care and higher education. But such a rate of expansion in 
expenditures in these fields is simply not sustainable for the long 
run-if the rate of increase of the past five years were to continue 
unabated, these two areas of activity alone would absorb the entire 
potential national product before the year 2000. 
Thus the extent to which Canadians can enjoy and accommodate 

future growth in education and health services is inevitably going to 
depend increasingly on more effective use of resources in these fields. 
This is a matter which we believe requires urgent 'attention in Canada. 
We are, of course, not alone in this belief. Many Canadians share it. 
And it is beginning to receive 'considerable attention in various 
quarters. We hope that our work may make a constructive contribu 
tion to some of the key issues involved. The focus is on health care 
in this chapter, and on higher education in the following chapter. 

PERSPECTIVE ON SOME ECONOMIC ASPECTS 
OF HEALTH CARE 

Health care has, for some time, constituted one of the largest and 
fastest-growing activities in the economy. Moreover, the financing of 
health care has been shifting from the private to the public domain. 
This is focusing increased public attention on rising health care expen 
ditures. Rapid future increases in health care expenditures are in 
prospect in the 1970's. 
In 1955, total health care expenditures per capita were about '$60. 

By 1967, these had risen to 'almost $170, and by 1975 could double, 
even on rather conservative assumptions. This implies that about $1 
out of 'every $12 of increased income in the Canadian economy from 
1967 to 1975 would go to health care. Large and rapidly growing 
amounts of both capital and manpower (some of it highly educated 
and 'skilled manpower requiring further allocation of resources to 
related educational activities) are being drawn into this sector of 
the economy. It is therefore becoming increasingly important to raise 
questions about the effectiveness with which 'such resources are being, 
or could be, used. In short, the economic aspects of health care 
urgently need more careful attention. 
Concern about the economic aspects of health 'care has been rising 

in Canada and is reflected, for example, in the establishment in 
November 1968 of a Federal-Provincial Committee and Task Forces 
on the Cost of Health Services and in the recent Report of the Ontario 
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Committee on the Healing Arts. Similar concern has appeared in the 
United States and in various other countries. In the past decade, 
there has, in fact, been an upsurge in many parts of the world in the 
study of a wide variety of social and economic aspects of health care. 
A clear consensus among Canadians has yet to emerge about health 

care goals. Such a eonsensus must be based on a wider and better 
understanding of health care needs, and a more active public dialogue 
about how these needs can be most effectively met. In this chapter we 
do not deal with the question of how rapidly expenditures on health 
care should grow in Canada. Instead, our concern is mainly with the 
basic issue of how to get more and better health care-how to achieve 
more effective 'Use of the productive resources devoted to such 
activities-in relation to whatever level of expenditures is considered 
to be appropriate. In this context, we interpret the term "more and 
better health care" to include more equitable distribution of health 
care among the various regions of the country, between rural and 
urban populations, and among the poor and various minority groups. 
In brief, the goal of health care is a:ssumed to be 'adequate, timely, 
efficient and humane health care for all Canadians. 
The health of a nation's people is difficult to define or to measure 

with any degree of precision. The "output" of the health care "indus 
try" has elusive quantitative, qualitative and price dimensions. One 
encounters complex issues about how to measure intangible services. 
We do know, however, that some of the existing economic measures 
for this sector of the economy are deficient-including the con 
ventional measurement of real output on the basis of measures of 
labour and capital inputs. 
Because health care is an extremely labour-intensive "industry", 

and because the major 'agency supplying health care is the hospital, 
this chapter emphasizes trends in health care personnel and in hospital 
use and costs. The focus is on the need for improved productivity. 
There are, of 'course, a great many other economic aspects of 

health care that merit consideration. In broad economic terms, the 
maintenance of good health is obviously a matter of great importance. 
Both the average material standards of living and the resources avail 
able to a nation for social and cultural purposes are, in part, deter 
mined by the quality of health of its population in general, and of its 
labour force in particular. Thus health care expenditures not only 
benefit the individual, but represent an investment that should be 
expected to yield returns to society as a whole. 
Any comprehensive study of the economics of health care would 

need to recognize that there is far more to maintaining high standards 
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of health than simply the provision of access for all Canadians to 
high-quality medical services. It also requires public education and 
knowledge about effective use 'Of 'such services, increased emphasis 
on preventive measures, including more attention to good nutrition, 
pollution abatement, recreation, and safety programs to minimize 
accident hazards. 

GROWTH OF EXPENDITURES 

A broad measure of health expenditures is spending on personal 
health care (see Table 4-1). By 1969 these expenditures had reached 
about $4.5 billion, compared with less than $1 billion in 1955, and 
it is estimated that they will approach $8 billion by 1975. This would 
mean an increase from about $170 per person in 1967 to around $345 
in 1975. Even this high and rising level is below that in the United 
States. Per capita health expenditures in that country were about 
$240 in 1967, and 'One projection made in 1967-which, incidentally, 
already appears to be too conservative-is that they will reach about 
$430 in 1975. 

A more familiar indicator of rising health care costs is the cost of 
a hospital patient-day. This cost in a public hospital soared from an 
average of about $5 in 1946 to almost $50 in 1968, and has since gone 
higher. In the United States, the increase over the same 20-year period 
has been from $10 to over $60 per patient-day. 
Government spending on health care in Canada has been growing 

faster than total expenditures on such care, since a rising proportion 
of health services is being paid for by governments and a declining 
share directly by individuals.' The introduction of government 
hospitalization plans was completed early in the 1960's, and the basis 
for a nation-wide system of medicare was introduced towards the 
end of the 1960's. Since 1950, expenditures on health care by all 
levels of government have expanded at a rate of 14 per cent a year, 
reaching $3.5 billion by 1969. The rate of growth between 1967 and 
1975 was estimated at a rate of over 9 per cent per year in constant 
dollar terms in our Sixth Annual Review-Ifaster than any other 
major category of government spending. 
By 1975, total expenditures on personal health care may amount 

to about 6.5 per cent of projected Gross National Product, compared 
with 5.5 per cent in 1969 and approximately 3 per cent in the 
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mid-1950's. (Chart 4-1 illustrates the large growth in total health care 
expenditures from 1955 to 1975; see also Appendix Tahle A-6.) 

CHART 4-1 

HEALTH CARE EXPENDITURES 

6 
fi) 
Il: 
<[ 
..J 
..J 
0 
0 

LI.. 4 0 
fi) z 
0 
:J 
.J 
iii 

2 

8 

__Jï1 
~ 

1975 

Source: Based on data from the Department of National Health and Welfare and estI 
mates by Economic Council of Canada. 

II PUBLIC HEALTH SERVICES 
m MEDICAL DENTAL AND 
W ASSOCIATED SERVICES 
t'a.HOSPITAL CARE 

II TOTAL 

o 
1955 ·1967 

The labour-intensity of health care is indicated 'by the fact that 
the earnings of health care personnel account for about 80 per cent 
of total expenditures on health care and for 70 per cent of hospital 
operating costs. The size of the labour force in the health care field 
has been increasing both in relative and absolute terms. The share of 
the total labour force directly employed in health services increased 
from slightly more than 2 per cent in 1941 to 4.5 per cent in 1961- 
from 90,000 to about 280,000 persons. Continued rapid increases in 
employment in health care have occurred since 1961. 

, 

PERSONNEL TRENDS 
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The numbers of supporting personnel in the health care field in 
clude a wide variety of occupations-including technicians, nursing 
aides, clerks, stenographers, and kitchen and laundry employees. 
Such personnel increased even more rapidly than the more highly 
skilled occupations (such as doctors, dentists, and nurses). From 
1961 to 1968, the number of health professionals increased by. about 
40 per cent, and nursing assistants and aides by well over 40 per 
cent. 
In considering the possible future supply and requirements of 

health 'care personnel, it is important to recognize that, in some 
categories, the lead time in training more workers is fairly. short 
(two or three years in the case of 'a registered nurse; shorter still for 
some others), so that the supply of such personnel can be adjusted 
fairly flexibly in response to increased needs. For dentists and 
physicians, however, long periods of education and training are in 
volved, and flows from the educational system 'cannot be readily 
adjusted to meet changing needs and demands. 
On the 'basis of estimates prepared for the Council, there may be 

a total supply of about 8,500 dentists in 1975, about 30 per cent more 
than in 1967. This projection is based on the probable output of the 
dental schools of Canada, an estimated rate of attrition among 
practising dentists, and an assumption that immigration will continue 
to be a relatively unimportant factor affecting the supply of dentists 
in Canada. 
The future supply of physicians is more difficult to estimate because 

of uncertainties about net immigration of such manpower. Over the 
1965-68 period, the average number of immigrant physicians was 
about 1,000 per year. Using estimates of future graduations from 
Canadian medical schools, a conservative assumption about attrition, 
and differing assumptions about immigration, the supply of physicians 
in 1975 may range from 35,000 to 40,000 compared with about 27,000 
in 1967. 
Many unknowns, including changing notions of what an adequate 

level and pattern of distribution of health care should be, make it 
difficult to be precise about future requirements for health care per 
sonnel. Technological developments and changes in health care 
systems win also affect the number and kinds of professionals that 
may be required. The attitudes of the population towards medical 
care are continually undergoing change, as new therapeutic techniques 
become available, knowledge spreads, financial barriers are removed, 
and urbanization proceeds. 
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Physicians perhaps, and dentists almost certainly, will be in short 
supply by 1975. There may be no shortage of nurses, but incentives 
might have to be improved if a shortage of nursing is to be avoided. 
There may be a continuing shortage of therapists and medical social 
workers. With respect to other health care personnel, there will be 
a need for continued large increases. But it does not appear beyond 
the capacity of the educational system to provide them, especially 
since there will be many more young people in the higher levels of 
the educational system in the 1970's. 
The gross income of the manpower providing personal health care 

in 1975 is projected at $6 billion in current dollars, compared with 
$2.5 billion in 1967. This increase is based upon four assumptions: 
a rate of population growth of 1.7 per cent a year; a growth in per 
capita use of health manpower services of 2.9 per cent a year; a rate 
of growth in the quality of health services of about 2.5 per cent a 
year; and a rate of increase in prices of health services of about 
4 per cent a year. 

HOSPITAL USE AND COSTS 

Hospital expenditures in 1967 accounted for well over half of total 
health care expenditures (Table 4-1). The importance of hospital 

TABLE 4-1-HEALTH CARE EXPENDITURES 

1955 1965 1967 1960 1966 

(Millions of dollars) 
Personal health care- .......... 881 1,520 2,497 2,820 3,233 

Hospital services ..•.......... 480 845 1,443 1,651 1,901 
Physicians' services .......... 206 355 545 605 686 
Dentists' services. . . . . . . . . . . . . 69 110 160 176 187 
Prescribed drugs ............. 60 101 170 190 240 
Other health services' ......... 66 109 179 198 219 

Public health servioesê ......... 72 105 138 158 196 
Total expenditures' ........ 953 1,625 2,635 2,978 3,429 

IThe sum of the indented items, whether paid for by government or by private sources. 
Expenditures on patent medicines, waste removal and sanitation are excluded. 

'Including services of private duty nurses, nurses employed in other than institutions or 
doctors' offices, optometrists, opticians, podiatrists, psychologists, osteopaths and chiro 
practors, and physiotherapists and occupational therapists not employed in hospitals. Dieti 
tians and veterinarians are not included. 

'Including expenditures on administration, vital and health statistics, TB control, 
mental health (except hospitalization), public health nursing, laboratory services, alcoholic 
research foundations, food and drug inspection and control, control of communicable diseases, 
provision of facilities for training under the Health Resources Fund and Medical Research 
Council, and, in general, activities rendered on a public basis. 

<Excluding capital expenditures. 
SOURCE: Department of National Health and Welfare and estimates by Economic 

Council of Canada. 

43 



Patterns of Growth 

services has been increasing relative to total health care and to the 
rest of the economy. The value of the total resources (operating costs 
plus depreciation) used in the average public hospital is now about 
eight times the level that prevailed at the end of the Second World 
War. 
Although the number of public hospitals' has increased relatively 

slowly since the Second World War, reaching 1,035 in 1967, bed 
capacity has doubled, reaching 126,607 in 1967. These changes reflect 
the net effects of various developments-the expansion of many 
existing hospitals, the closing of some older and smaller hospitals, 
and the founding of a number of new and larger ones. 
Approximately half of the dramatic increase in average patient 

day costs-from about $5 in 1946 to over $50 now-is attributable 
to increases in wages and salaries, partly reflecting a "catching-up" 
process (see below). While total hospital personnel increased by 
about 150 per cent over the period from 1955 to 1967, the average 
number of hours of work per year by a hospital employee declined 
by about 10 per cent. In 1946 there were 120 personnel of all kinds 
per 100 beds; by 1967 this had increased to 217. The proportion of 
part-time personnel has been increasing. 
Measured by the number of beds, the size of the average public 

hospital grew about 30 per cent over the postwar period, reaching 
122 beds in 1967. In contrast, the average value of hospital plant 
assets quadrupled. The raising of capital to finance this expansion 
has been a major problem for hospital boards. Although in constant 
dollars the increase in capital represents a somewhat faster rate of 
increase than that of total employment in hospitals, the capital 
intensity of hospitals has not been increasing nearly as rapidly as 
that of many industries. 
Changing patterns in the "output" of hospitals are indicated by 

the rising proportions of births and deaths taking place in them. 
Almost all births now take place in hospitals, compared with less 
than 70 per cent in 1946. Use of hospitals for the care of geriatric 
patients also has increased rapidly. About two-thirds of all deaths 
occur in hospitals, compared with less than half in 1946. 
Some comparisons of hospital expenditures and utilization between 

Canada and the United States are shown in Table 4-2. The com 
parisons should be interpreted with caution, however, because of 
differences in health care systems in the two countries. Although 
health care has accounted for a somewhat smaller proportion of 

llncluding general and allied special hospitals, but excluding federal and private hospitals. 
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Gross National Product in Canada than in the United States, the 
opposite is true for hospital expenditures. Moreover, hospital expendi 
tures increased faster in Canada than in the United States over the 
1950-67 period, due partly to a higher rate of growth in population, 
a faster increase in use per person, and more rapidly rising elements 
of cost increases. The average length of stay in Canadian hospitals 
is greater than in the United States.' 

TABLE 4-2-COMPARISONS OF HEALTH CARE AND HOSPITAL 
EXPENDITURES AND HOSPITAL UTILIZATION, CANADA AND 

UNITED STATES 

Canada 
United 
States 

(Percentage) 

Expenditures as Percentage of Gross National Product 
Health care- 

1955 . 
1965 . 

Hospital 
1955 . 
1965 . 

3.2 
4.7 

3.8 
4.8 

1.8 
2.8 

1.5 
2.0 

(Average annual 
percentage increase) 

Growth of Hospital Expenditures and Use, 1950-67 
Hospital expenditures . 
Population . 
Use per person . 

13.8 10.8 
2.3 1.6 
1.5 1.4 

(Days) 
Average Length of Stay in Hospitals 

1950............................................ 10.4 8.1 
1967............................................ 10.2 8.3 

IExcluding expenditures on nonprescription drugs. 

SOURCE: Based on R. Anderson and J. T. Hull, "Hospital Utilization and Cost Trends 
in Canada and the United States", Health Service8 Research, Fall 1969, pp. 198-222. 

In an attempt to extend the measurement of 'hospital "outputs" 
beyond the conventional recording of patient-days, an effort was 
made to develop a composite weighted index which also included 

"I'wo reasons that have been suggested for the typically longer hospital stay in Canada 
are a more ample supply of hospital beds relative to the population, and more severe winter 
weather-see R. Anderson and J. T. Hull, "Hospital Utilization and Cost Trends in Canada 
and the United States", Health Service8 Research, Fall1969, pp. 198-222; and L. S. Reed and 
Willine Carr, "Utilization and Cost of General Hospital Care: Canada and the United 
States, 1948-1966", Social Security Bulletin, November 1968. 
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various 'laboratory tests, treatments, operations, and emergency and 
outpatient services.' This permits a more penetrating evaluation 
of factors affecting hospital costs. The evidence suggests that. average 
costs decline, although not sharply, as hospital size and utilization 
increase. Also, the occupancy rate tends to be higher for larger 
hospitals.' Furthermore, Iuller utalization is usually associated with 
both greater frequency of specific types of cases and better quality of 
care. Travelling costs 'and travelling time of patients, doctors and 
hospital staff must be considered in determining the appropriate size 
of hospitals. 

TOWARDS MORE ECONOMICAL HEALTH CARE 

As stated at the outset of the chapter, our concern is with achieving 
an adequate and efficient system of health 'services for all Canadians. 
After outlining some of the principal factors contributing to soaring 
expenditures on health care, we suggest some possible ways of 
accomplishing more economical health services, 
One of the obvious causes of rising expenditures on health care 

is an increase in the quantity of services provided. Not only, are 
health services increasing to meet the needs of an 'expanding popula 
tion, but also the amount of health care per capita is growing with 
increasing incomes 'and urbanization, and with 'accelerating techno 
logical advances. 
A less tangible source of increasing costs is improved quality of 

health care. Although quality of health care is difficult to measure, 
a few indicators are: the declining incidence of communicable diseases 
(due partly to better preventive care) and of infant mortality; more 
intensive training of doctors, nurses, and other personnel; and a 
wider range and availability of diagnostic tests and other services. 
'Dhere is also an increased variety of services, closely associated 
with the advent of new medical and allied specialists, new drugs" and 
more sophisticated equipment and facilities. 
A third factor contributing to rising costs of health 'care i8 in 

creased prices of inputs, especially wages and salaries which account, 
on the average, for about 80 per cent of health care expenditures. 
Starting from relatively low postwar levels, wages of many categories 
of personnel employed in medical institutions and occupations' have 

46 

IThe calculations will be included in R. D. Fraser, Canadian H08pital Costs and Efficiency, 
Economic Council of Canada Special Study No. 13, Ottawa, Queen's Printer, forthcoming. 

'The length of stay also tends to be longer in the larger hospitals, but this may be due 
to a higher proportion of serious cases. 
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been involved in a catching-up process in a variety of ways. Also, 
hours per shift and per week have declined, and fringe benefits have 
been extended. Reduced heure, together with other factors, have 
contributed to an increasing ratio of hospital personnel to patients. 
Moreover, the more productive other industries become, and the 
higher the wages paid elsewhere, the more onerous the 'catching-up 
process is for labour-intensive service industries such 'as health care. 
Other explanations for rising costs are of a motivational and insti 

tutional nature. There are few incentives for economic efficiency. 
Primary control 'over health services rests with the doctor and 
indirectly with various boards and agencies. Administrative skills, 
managerial efficiency and 'cost-consciousness have not generally been 
highly regarded or strongly supported in health care institutions 
and services. Either 'as 'cause or result, attitudes to both the use and 
provision of health care tend to limit choices to those in which clinical 
considerations may become so predominant th'at little attention may 
be given to 'economic considerations. In other words, a "pricing mech 
anism" to encourage economic use of resources may be weak or missing 
altogether. It is essentially a cost-plus 'system, biased towards health 
care in hospitals. Adequate but less-expensive alternatives outside 
hospitals for less-intensive kinds of care have generally not been 
covered by insurance plans. Moreover, the use in hospital insurance 
plans of yearly average per diem hospital rates as the basis for 
reimbursement makes the later less-intensive days of a patient's care 
financially attractive to hospitals, and may well have tended, 
in some cases, to lengthen the stay of m'any patients in hospitals. 
It is sometimes alleged that professional licensing and the accredi 

tation of training centres, as well as educational and institutional 
constraints on occupational mobility, tend to limit the supply of health 
care professionals below what is desirable for the protection of 
patients from incompetence and quackery, and to restrict competi 
tien.' Doctors are attached to particular hospitals, and they want a 
complete range of facilities and services on hand. Co-ordination among 
institutions and organizations is generally underdeveloped. Also, long 
range planning in the health care field has been very limited. 
We do not believe that rapidly rising health care costs should be 

constrained by efforts to limit universality and comprehensiveness of 
coverage of Canada's population for health care services. Indeed, we 

'For our views on competition policy relating to the service industries in general, and the 
medical field in particular, see Economic Council of Canada, Interim Report on Competition 
Policy, Ottawa, Queen's Printer, July 1969, especially pp. 151-153. 
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believe that there should be wide access to such services and even 
greater efforts to help to assure ready utilization of available services 
among all Canadians. This is important, in our view, for economic 
reasons, as well as for human and social reasons, because lack of 
comprehensive coverage tends to distort the supply of health care 
services. For example, inadequate coverage or utilization of health 
care services may mean postponement of medical attention until 
health problems may have become serious, not only with consequent 
added discomfort to individuals, but also with resulting added eco 
nomic costs to society. Moreover, it is important to have compre 
hensiveness of coverage for a wide range of health care services, so 
that the system does not simply work in a biased way towards treat 
ment in the more expensive components, such as hospitals. 
At the same time, the administration of a comprehensive health 

care system requires close attention to the avoidance of unnecessary 
demands on the system. In this context, we believe that a small 
deterrent to the unnecessary use of health services may not be 
inappropriate. One form which this could take-and, in fact, a form 
already existing in some provinces-is that of charging patients a 
nominal amount, or "utilization charge" for such services. Any such 
arrangement, however, should include adequate safeguards to exempt 
individuals and families with low incomes. 
But the matter which requires most urgent attention in our view 

is that of achieving more economical health care through more effec 
tive use of the country's health care resources. We do not have a 
detailed blueprint for this. But we believe that the following sugges 
tions directed to this end merit careful consideration. The suggestions 
are grouped by their relevance, first, to health care systems in 
general, and, second, to internal operating efficiency of specific treat 
ment agencies, especially hospitals. 
Probably the most important proposal <for economizing on limited 

resources is to avoid wasteful underutilization of highly trained pro 
fessionals by shifting tasks to less costly personnel wherever this can 
be done while maintaining competent service. We believe that there 
is considerable scope for the development of more economical "team 
approaches" in various forms, involving various "mixes" of general 
practitioners, specialists, paramedical personnel, nurses, social work 
ers, psychologists, and other professionals. Such a team approach will 
normally mean greater specialization, increased delegation, and 
greater group responsibility. It has pervasive implications for job 
definitions, education and training, and the traditional physician- 
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centred system of health services. But we believe that it would be 
useful to promote more experimentation with such approaches in the 
future-experiments such as those now being explored jointly by the 
Canadian Hospital Association, the Canadian Medical Association 
and the Canadian Nurses' Association regarding the transfer of 
responsibilities among health professions. Also, the incorporation of 
the team approach into medical education is appearing in training 
centres, with the development of health sciences centres in some 
Canadian universities. 
If appropriate changes were made in the licensing laws to enable 

supporting paramedical personnel to carry out routine procedures 
under professional supervision, it could facilitate more effective use 
of resources in the health care field. Medical schools would need to 
step up training in the techniques of using the team approach, and 
appropriate remuneration procedures would need to be developed to 
encourage more use of medical social workers, psychologists, public 
health nurses, and paramedical personnel. 
A search is under way in Canada for more effective and efficient 

systems of delivering health care, including consumer-organized group 
practices. Examples of consumer-sponsored group plans are the Sask 
atoon Community Clinic and the group health centres in Sault Ste. 
Marie and St. Catharines. Reports indicate a resulting substantial 
reduction in the use of hospitals. The Kaiser Foundation Medical 
Care Program in California, a prepaid group practice that is com 
prehensive and self-sustaining, has been able to achieve substantial 
savings, mainly because it has provided incentives to individual 
physicians to curb the cost of providing medical care.' Although 
there were also some savings in connection with investment, pur 
chasing, and administration, standard medical practices and procedures 
were used. As a result of built-in incentives for each physician to 
keep costs down, Kaiser Plan patients pay significantly less for high 
quality medical care than other California residents. 
Health care systems usually differ considerably in the services they 

provide, however, which makes valid comparisons difficult. The net 
effect on all health care costs is what matters. A current joint study 
by the Ontario Government and the World Health Organization, 
comparing the Sault Ste. Marie Group Health Plan with a similar 
private insurance company plan, may provide some helpful insights 

'Report of the National Advisory Commission en Health Manpower, vol. 2, Washington, 
U.S. Government Printing Office, 1967, pp. 197-221' 
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into the impact of different organizational patterns on the use, costs, 
and quality of health services. 
Also required is identification of the reasons why certain systems 

are more economical than others. More teams comprising health 
professionals, management consultants, and social scientists are 
needed to explore and evaluate alternative health care systems, with 
the objective of developing improved systems suited to the Canadian 
scene. There is considerable scope for increased research into socio 
economic aspects of health care, with particular attention to the 
development and implementation of comprehensive incentive arrange 
ments. In this context, the Ontario Committee on the Healing Arts 
concluded: "What is needed is experimentation in modes of provid 
ing general health care to the public through pilot projects with the 
energy and imagination that has been applied to the scientific and 
clinical aspects of medical care." 
Better planning and co-ordination of treatment systems are re 

quired to avoid gaps and overlaps in services. Both needs and 
opportunities exist for making more sophisticated assessments of 
future health care requirements by using longer-term planning 
horizons and taking into account, in a systematic way, data about 
population trends, urbanization, incomes and other socio-economic 
factors affecting the pattern of utilization. 
A patient should be cared for at the most economic level consistent 

with his medical needs. This implies the provision of less-expensive 
but adequate alternative facilities for mild, chronic, geriatric, am 
bulatory and convalescent cases outside hospital wards-in out 
patient clinics, nursing homes, homes for the elderly or in private 
homes. If such additional facilities and services were available, 
costly hospital accommodation and treatment could be generally more 
restricted to acute and emergency cases. When cases treated in 
hospitals cease to be critical, they could be moved to the less costly 
facilities. Indeed, development of such facilities, with appropriate 
procedures for making them an integral part of overall health care 
systems, might release as much as 25 to 30 per cent of existing beds 
in many hospitals for patients requiring intensive care. Perhaps this 
change could be accomplished by means of financial incentives 
originating from the government health agencies but extending beyond 
the hospital throughout the entire health care system. This approach 
would require a highly competent and efficient screening procedure 
(i.e. testing and referral), perhaps as an integral part of expanded 
hospital out-patient departments. The potential savings from such 
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reorganization, while they should not be exaggerated, may still be 
considerable. In this context, careful consideration should be given 
to enlarged public support for more adequate nursing-home facilities, 
as well as for limited nursing care, as may be required, for individ 
uals in their own homes. 
Planning and co-ordination at the regional level is a promising 

development that should be accelerated. One of the regional patterns 
being proposed is the "satellite" system, centred on a metropolis and 
applying the principle of progressive patient care. The focus of the 
satellite system would be the efficient provision of comprehensive 
health care to its regional constituency. The less serious or less dif 
ficult medical cases would be handled by the "outer", cheaper, and 
more accessible health facilities of the system. These would, in turn, 
refer the more serious cases to inner-ring community hospitals or to 
a research and teaching hospital at the core. It should become pos 
sible under such a closely co-ordinated system to determine the role 
and most efficient size for each satellite institution within the 
system, and devise incentives for achieving better results. Perform 
ance could be rated according to other institutions with comparable 
patterns of patient care. The satellite system should also be able to 
achieve economies=for example, in bulk buying of drugs and sup 
plies and in the use of a master computer. The special needs of 
hospitals that have important teaching and research functions will 
need to be taken into account. 
Perhaps mindful of the historically very strong emphasis on "cura 

tive medicine", proponents of "preventive medicine" contend that 
some shift in emphasis towards prevention would economize on the 
use of scarce manpower and capital resources in the medical field in 
the long run. Although this would be very difficult to quantify, it is 
potentially very important, as is also industrial health. How to keep 
people healthy is, in fact, a question of major economic significance 
for example, the economic loss due to sickness is very substantial, 
far in excess of that due to industrial disputes. 
Turning now to the problem of raising the operational efficiency 

of hospitals and other health care agencies, we urge a more deliberate 
and concerted administrative approach to this objective. This amounts 
to a recommendation for better management, encompassing such 
things as: work studies; staffing according to workloads and patient 
needs; scheduling of diagnostic services; improved hospital design; use 
of computers for patient records, accounting, payroll and inventory 
control; electronic communication; electronic monitoring of patients; 

51 

J 



Patterns of Growth 
more automated utility services; more economical catering and laun 
dering; standardization of certain supplies; and volume buying. The 
approach also implies more sophisticated administration and long 
range investment planning by government health agencies, as well 
as individual institutions. Five-year budgeting, for example, should 
become a widespread and normal practice, rather than the rarity which 
it now is in this field. To implement these proposals for better admin 
istration, it would 'also be necessary to train and hire a Larger number 
of skilled managers with a professional interest in efficiency, and 
give them greater scope for reconciling clinical and economic efficiency. 
Attention should also be given to devising more effective incentives 

for efficient use of health personnel and facilities. The Report of the 
Task Forces on the Oost of Health Services suggested that govern 
ments 'amend their legislation so tJhat part of any operating savings 
could be retained by hospitals for payment of incentive bonuses to 
employees and professional and administrative staff. Capital funds 
should be more readily provided for 'acquiring cast-curbing equip 
ment.' 
Incentives such as travel subsidies for patients might be employed 

in some situations to increase the use of existing medium-size and 
large hospitals before new hospitals are built. This recommendation 
stems from the finding that cost efficiency tends to improve as the 
size and capacity utilization nf hospitals increase. There would appear 
to be considerable scope for action in this regard, since there are 
still hundreds of small hospitals and the average occupancy rate 
varies among public hospitals. 
Financial incentives also are suggested to encourage faster "through 

put" in hospitals, and the use of expensive facilities and equipment 
more fully on weekends, late afternoons and evenings, and to dis 
courage overuse of diagnostic tests. Reducing the average length-of 
stay of patients in hospitals by one day would be a substantial econ 
omy in the use of limited resources. 
In conclusion, it is worth remembering that health care is for 

people. In placing heavy emphasis in this chapter on the need for 
more effective use of resources in health care, we do not mean to 
imply any disregard for human considerations. Increased efficiencies 
must not be achieved at the expense of dehumanizing health care. 
But now tha,t health care activities are moving to absorb such a 

'Beginning in 1970, the Ontario Hospital Services Commission established an incentive 
program which permits hospitals to retain part of any savings made out of their operating 
budgets, and also removes disinoent.ives impeding cost-reducing capital expenditures. 
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large and rapidly rising proportion of our national resources, it is 
both inevitable and desirable that the wider economic and social 
aspects of health care should become a matter of growing public con 
cern. Individuals, both as consumers of health care services and as 
taxpayers supporting the rapid expansion of such services, are clearly 
becoming much more interested in this subject, Such interest, especi 
ally about the effectiveness of the health care system, has been too 
passive and indirect in the past. The main purpose of our discussion 
here is to provide a basis-admittedly still a very limited one in 
many respects-for better-informed public discussion about economic 
aspects of health care, 
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S INCE THE beginning of the work of the Council, we have re 
peatedly emphasized the important role that education can play 
in furthering the social and economic well-being of Canadians. 

This role has many elements-some related to the fact that education 
has intrinsic value, and some related to the fact that education can 
help to promote economic growth and thereby help to satisfy more 
fully the broader economic and social needs, wants and aspirations of 
Canadians. One of the principal themes of our earlier analysis is 
that education, considered as an investment in human beings, tends 
to improve the employability and the productive capacities of in 
dividuals. In this Review, we turn to another important economic 
aspect of education-the effectiveness of the large and rapidly grow 
ing volume of productive resources 'being used within the educational 
system itself. 
Although education in Canada is largely a provincial matter, it 

has a pervasive impact on the economy as a whole. By almost any 
measure, education now is Canada's biggest "industry".' There are 
about 6.5 million full-time students and teachers-nearly a third of 
Canada's population-c-involved in education (as well as hundreds 
of thousands more on a part-time basis) both in the formal 
education system and in a great variety of training programs. Ex 
penditures on 'formal education and vocational training now account 
for about 8 per cent of the Gross National Product. As in the case 
of health care, a growing proportion of education expenditures have 
been shifting from the private sector to the government sector of the 

'In Chapter 2, education is included with "community, business and personal services". 
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economy. Education is the largest category (over 20 per cent) of total 
government spending in Canada and now exceeds $6 billion. More 
over, as indicated in our last Annual Review, such expenditures are 
expected to continue to increase at an average annual rate of about 
8.5 per cent in constant dollars over the eight-year period 1967-75. 
This rate of increase is expected to be exceeded only in the case of 
government spending on health care. 
We have concentrated attention in this Review on the post 

secondary level of education, mainly comprising universities and com 
munity colleges. This is the level of education at which expenditures 
have been rising most steeply. During the last decade, postsecondary 
enrolment has almost tripled. Government spending on postsecondary 
education has been growing faster than 20 per cent annually in recent 
years. The rising demands and expectations for higher education are 
coming into sharper confrontation with alternative claims upon 
scarce resources. It is no less importent here than in the health care 
field to ask questions about possible ways of making more effective 
use of resources. 

As in the preceding chapter on health care, our concern here is 
with encouraging more efficient use of whatever resources are allocated 
to this service "industry". Until recent years, efficiency was largely a 
matter of feel and flair on the part of some dedicated educational 
administrators. But in the light of current and prospective develop 
ments, it is important ,that more widespread, systematic and intensive 
efforts be aimed at increasing the effectiveness of these expenditures. 
Effectiveness in education needs to be measured against the goals 

and expectations set for it by society. When these goals are not clear, 
or not adequately understood, the result is likely to be a serious 
wastage of resources and considerable frustration. A much clearer 
consensus among Canadians is needed concerning appropriate goals 
for postsecondary education. The purposes of higher education consist, 
in our judgment, mainly of teaching, research, and service to the 
community (including, for example, applied research). "Service to the 
community" is stressed because of the increasingly widespread convic 
tion that it is not sufficient to pursue knowledge for itself but that it 
must be put to work for social purposes, and that postsecondary 
educational institutions-especially when they are being so heavily 
supported by society as a whole-should be actively exploring a 
variety of ways in which knowledge can be more effectively applied 
to deal with the wide range of problems and needs of the modern 
society. 

Patterns of Growth 
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We realize that "productivity in higher education" is a complex 
and sensitive subject. Higher educational institutions serve a variety 
of purposes and needs that are difficult to define or clarify with any 
degree of precision. Although expenditures on higher education can 
be regarded mainly as "investment in human capital", they also 
fulfil a consumption role. Intangible quality dimensions, as well as 
very difficult conceptual and measurement problems, are involved. 
Some people fear that autonomy and academic freedom are threatened 
by the growing insistence of governments on accountability. Since 
the taxpayer is supplying over 85 per cent of the funds for operating 
and capital expenditures in higher education, the real issue is what 
form the accountability should take. Additional complexities and 
sensitivities arise from the fact that intergovernmental relations are 
also involved=about half of the public funds for postsecondary 
operating expenditures are provided by provincial governments and 
about half by the federal government. 
Among the questions increasingly being asked about higher educa 

tion are the following: Are existing funds being expended wisely? Can 
economies be effected? Is there duplication of facilities and unused 
capacity? Does tenure of faculty have undesirable side effects on 
productivity? In view of the non-commercial nature of education 
services, can a more effective system of incentives for increasing 
productivity be instituted? Are decisions about the use of productive 
resources in universities becoming too decentralized to be consistent 
with high degrees of overall effectiveness in the use of such resources 
in these institutions? Many of these questions cannot yet be easily or 
satisfactorily answered-clarification would be required about the 
public purpose of postsecondary education, and more needs to be 
known about the economics of postsecondary institutions. 
To provide a better understanding of some of the economic issues, 

and to focus attention on the importance of the effectiveness of the 
resources 'being used to generate "output" in universities and com 
munity colleges, this chapter outlines the growth of enrolment and 
expenditures for postsecondary education as a whole, and for univer 
sities and community colleges separately. It also includes some 
observations concerning the efficiency with which resources are used 
and suggests some possible ways in which greater efficiencies could be 
achieved. The chapter deals mainly with formal, rather than non 
formal, postsecondary education, although the distinction is becoming 
less clear-cut all the time. 
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GROWTH OF ENROLMENT AND EXPENDITURES 
Full-time enrolment in postsecondary education is currently about 

half a million, compared with 165,000 a decade ago and 90,000 two 
decades ago. In other words, most of the increase in postsecondary 
enrolment took place during the 1960's. The rate of increase in recent 
academic years has ranged from about 10 to 15 per cent annually. 
As shown in Chart 5-1, an enrolment of over one million has been 
projected for 1980'. (There will also be rapid increases during this 
decade in part-time postsecondary enrolment.) It is expected that by 
1980 the annual flow of graduates from postsecondary institutions 
may be nearing a quarter of a million. However, the rate of increase 
in postsecondary enrolment is expected to moderate during the 1970's. 

CHART 5-1 

POSTSECONDARY ENROLMENT AND POPULATION 
IN 18-24 AGE GROUP 

MILLIONS 
4 

1111111111111111111I1I1I1I111 
1951 55 60 65 70 75 80 

Source: Based on data from Dominion Bureau of Statistics and estimates by Economic 
Council of Canada. 

'For details see Z. E. Zsigmond and C. J. Wenaas, Enrolment in Educational In8titutions, 
by Province, 1951-5£ to 1980-81, Economic Council of Canada Staff Study No. 25, Ottawa, 
Queen's Printer, 1970. 
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A factor contributing to the tremendous growth in postsecondary 
enrolment in the 1960's-and a factor that will continue to con 
tribute to substantial further growth in the 1970's-is the rapidly 
rising number of young people in the 18-24 age group. This, in turn, 
reflects the very high birth rates in the late 1940's and the sustained 
high birth rates in the 1950's. But the rising proportion of Canada's 
population attending postsecondary educational institutions has had 
a much greater impact on enrolment. About 20 per cent of the 18-24 
age group now is enrolled in these institutions, compared with 10 
per cent a decade ago, and the proportion is expected to exceed 
30 per cent by 1980 (these proportions are lower than in the United 
States). Yet, even with the tremendously high rate of expansion in 
the proportion of the 18-24 age group enrolled in institutions of 
higher education anticipated for the 1970's, it is expected that there 
will be at least as many young people in this age group who are not 
enrolled in higher education in 1980 as in 1970. 
The major postsecondary educational institutions are universities, 

technical institutes, community colleges, the CEGEp! and some other 
colleges in Quebec, and agricultural colleges. Throughout this chapter, 
these technical institutes, the CEGEP, and the community and agri 
cultural colleges, are referred to as "community colleges". Although 
the increases in university enrolment have been rapid and sustained, 
the rate of expansion in community colleges has been even more 
dramatic, especially during the latter part of the 1960's. 
The current level of government expenditures on higher education 

exceeds $2 billion. These expenditures have been expanding rapidly 
due to soaring enrolment and increasing expenditures per student. It 
has been estimated that government expenditures on postsecondary 
education will expand to 1975 at about 15 per cent a year in constant 
dollar terms, compared with about 5 per cent at the elementary and 
secondary levels. On the basis of the analysis in our Sixth Annual 
Review, such an increase in expenditures on postsecondary education 
would amount to about $1 out of every $7 of increased government 
revenue which rising taxable incomes would yield to all governments 
under conditions of strong and sustained economic growth. 
Although most of the expenditures on higher education are being 

increasingly absorbed by governments rather than by individuals 
directly, individual students also make various outlays for their 
education. Their cash expenditures consist of tuition fees, residence or 
lodging expenses, purchases of books and other instructional supplies, 

'Collèges d 'Enseignement Général et Professionnel. 
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as well as education-related travelling costs. But by far the largest 
economic cost to these students is the potential earnings they forgo 
while continuing their education. If they were employed instead of 
attending universities or community colleges, their potential average 
earnings could well be in the range of $2,000 to $3,000 or more for 
the eight- to nine-month period of the academic year.' 

Universities 
Full-time enrolment in universities is currently about 355,000, 

compared witJh less than 115,000 in 1960. It may rise to about three 
quarters of a million students in 1980. By 1975 one out of every five 
in the 18-24 age group may be enrolled full-time in 'a university. 
Government expenditures on university education are close to $1.3 
billion, and have been rising about three times faster than potential 
Gross National Product. 
A university's annual output could be said to consist of the total 

skills and knowledge which its students have acquired during the 
year. But such intangibles are very difficult to measure, except by 
certain "proxies" that are partial or indirect measures. For example, 
in some of our earlier analyses, part of the differentials in lifetime 
earnings between those who attended universities and those who did 
not were assumed to reflect the economic value that individuals 
derived from their university education. 

Another way of measuring university output is to focus on students 
who have completed a formal course of education. An attempt was 
made by the Council to develop a measurement of the instructional 
output of a large group of 49 universities, based on the number of 
students who graduated with a degree or diploma over the 12-year 
period 1956-57 to 1967-68.2 These graduations are compared with en 
rolment and expenditures of the same universities, taking into account 
enrolment shifts between university programs. 
Table 5-1 provides information on the production of degrees and 

diplomas for the 49 universities." The total number of degrees in 
creased at about 12 per cent a year from the mid-1950's to the late 

1The other side of this coin, of course, is that to the extent that people are in the educa 
tional system rather than in employment, there is at least a short-term social cost in the 
form of output forgone for society as a whole. 

'Details will be included in Walter Hettich, Expenditures, Output and Productivity in 
Canadian University Education, Economic Council of Canada Staff Study No. 33, Ottawa, 
Queen's Printer, forthcoming. The 49 universities account for about 85 per cent of total 
enrolment. 

3It has not been possible to include students who leave university without completing 
their degrees, since there are unfortunately no adequate statistics available on the number 
of such withdrawals. 
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1960's. The output of graduate degrees has been growing most rapidly. 
Master's degrees increased at a rate of 17 per cent a year, and doctoral 
degrees increased at a 12 per cent annual rate. Undergraduate 
degrees-in absolute numbers, almost seven times graduate degrees 
increased at a rate of 11.5 per cent a year. 

The table also reveals that the average annual rate of increase in 
graduate enrolment (about 21 per 'cent) has been almost double that 
of undergraduate enrolment. The growth in absolute numbers was 
much larger at the undergraduate level, of course. Wide variations 
in growth rates occurred in various undergraduate fields-mnging 
from about 18 per cent per year in science to 4 per cent in engineering. 
The preceding paragraphs refer to full-time enrolment. For a com 

plete description of university activity, information on part-time 
and summer programs should be added. In 1967-68, there were over 
95,000 part-time enrolments in the 49 universities. Part-time enrol 
ments increased during the mid-1960's at a rate of approximately 18 
per. cent a year.' In 1967~68, there were about 75,000 summer students 
enrolled in universities. Summer school enrolment has been increasing 
in recent years at a rate of about 8 per cent a year. 
In general, university operating expenditures have been growing 

at almost twice the rate of enrolment and degrees. Table 5-1 presents 
information on the growth of operating expenditures for the 49 uni 
versities. All major expenditure categories have experienced very 
rapid increases-annual growth rates range from 22 per cent for 
academic purposes to 40 per cent for "other" items such as library 
operation, scholarships and alumni. 
The very rapid increase in university expenditures reflects both 

the rapid growth of enrolment and rising expenditures per student. 
Operating expenditures per student in the 49 universities (excluding 
assisted research) increased at a rate of about 10 per cent a 
year during the 1960's, reaching about $3,000 in 1968-69. Rising 
expenditures per student result from higher prices of human and 
material inputs, due in part to quality improvements and in part to 
inflation. Student costs vary considerably from province to province, 
faculty to faculty, and course-year to course-year; but changes in 
the mix of enrolment between less-expensive and more-expensive 
courses do not appear to have been a major contributing factor to 
increasing costs per student. Part of the explanation for this result 
appears to be that the relative shift towards more-expensive graduate 

IPart-time enrolment is concentrated in arts courses. In 1968-69, for example, the dis 
tribution of part-time enrolment by courses was: arts, 57 per cent; education, 12 per cent; 
commerce, 10 per cent; science, 5 per cent; engineering, 3 per cent; and all others, 13 Der cent. 
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TABLE 5-1-GRADUATIONS, FULL-TIME ENROLMENTS, AND 
OPERATING EXPENDITURES IN 49 CANADIAN UNIVERSITIES 

Rate of Growth 
1956-57 1959-60 
to to 

1956-57 1959-60 1967-68 1967-68 1967-68 

(Per cent per year) 
Graduations 

Degrees ........................... 14,002 17,392 49,581 12 14 
Undergraduate ................... 12,428 15,120 41,250 12 13 

Arts-General ............... 3,428 4,507 16,347 15 17 
-Ilonours ............... 645 768 2,523 13 16 

Science-General. ............ 684 903 3,744 17 19 
-Ilonours ............ 254 428 1,229 15 14 

Engineering ................. 1,533 1,868 2,272 4 2 
Education ................... 1,179 1,822 5,689 15 15 
Commerce .................. 758 973 2,041 9 10 
IIealth fields ................. 1,730 1,871 3,808 7 9 
Other! ...................... 2,217 1,980 3,597 4 8 

Graduate ........................ 1,574 2,272 8,331 16 18 
Master's ...................... 1,281 1,986 7,332 17 18 

Arts & Science .............. 614 833 3,255 16 19 
Other' ...................... 667 1,153 4,077 18 17 

Doctoral. .... " ............... 293 286 999 12 11 
Arts & Science .............. 234 235 705 11 15 
Other' ...................... 59 51 294 16 24 

Diplomas ......................... 4,873 3,584 9,971 7 14 
Enrolment 

(Thousands) 
Total. ............................ 60.7 79.7 211.2 12 13 
Undergraduate ................... 57.6 75.1 187.2 11 12 

Arts ........................ 16.7 22.5 65.9 13 14 
Science ..................... 5.0 7.9 31.3 18 19 
Engineering ................. 11.3 12.6 18.0 4 5 
Education ................... 4.4 8.7 24.0 17 14 
Commerce .................. 3.9 5.1 11.5 10 11 
Health fields ................. 8.9 9.4 17.3 6 8 
Other! ...................... 7.4 8.8 19.1 9 10 

Graduate ....................... 3.0 4.7 24.0 21 23 
Arts & Science .............. 1.6 2.6 15.2 23 25 
Other' ...................... 1.4 2.0 8.8 18 20 

Operating Expenditures 
(Millions of dollars) 

Total ............................. n.a. 115 627 24 
Academic ....................... n.a. 72 353 22 
Assisted research ................. n.a. 18 103 24 
Plant maintenance ............... n.a, 13 64 22 
Administration ................... n.a, 6 34 24 
Other' .......................... n.a. 5 73 40 
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n.a.-not available. 
lIncluding agriculture, architecture, fine arts, forestry, household science. [ournalism, 

law, library science, music, secretarial science, social work, and theology. 
'Including education, engineering, and business administration. 
'Including expenditures on libraries, scholarships, and alumni activities. 
SOURCE: Based on data from Dominion Bureau of Statistics. 
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programs has been at least partly offset by the relative decline in 
enrolment in certain expensive undergraduate programs. 
Research and "service to the public" have been omitted from the 

discussion of output in universities so far, because there is no prac 
tical way of measuring them satisfactorily in quantitative terms on 
the basis of available information. There is no doubt, however, that 
research output has increased considerably-some indirect evidence 
of this can be found in the data in Table 5-1 on assisted research 
expenditures. "Assisted research" represents funds received by the 
universities for the express purpose of doing research. The funds 
originated mainly from the federal government, which supports re 
search through the National Research Council, the Medical Research 
Council, and the Canada Council, as well as through various govern 
ment departments and agencies. Assisted research has grown in step 
with other major expenditure items and almost twice as fast as the 
number of degrees. 
The rapid growth in university expenditures is also reflected in 

figures on capital investment. Such investment increased at about the 
same rate as operating expenditures in the 1960's-that is, at a rate 
of close to 25 per cent a year-and reached an estimated $375 million 
in 1969. Construction of university buildings was one of the most 
conspicuous activities in many Canadian cities during the decade. 
These expenditures typically are about 80 per cent for construction 
and 20 per cent for machinery and equipment. 

Our study shows that capital-intensity (i.e. volume of capital per 
full-time university teacher) has increased gradually over the past 
decade and a half. Similarly, the volume of capital per graduating 
student has also been rising. The output of graduates per full-time 
university teacher has remained fairly constant.' There may, of 
course, have been an increase in the quality of the graduates, re 
sulting 'from the gradual upgrading of faculty and facilities, pre 
viously indicated to be factors contributing to rising expenditures.ê 

Community Colleges 
During the 1960's another form of higher education achieved 

prominence in Canada-community colleges. Their functions differ 

lA pioneering study of productivity trends in British universities, in which the number 
of degrees granted was used as a proxy for output, found no evidence of any increase in prod 
uctivity between 1938 and 1962. See Maureen Woodhall and Mark Blaug, "Productivity 
Trends in British University Education, 1938-1962", Minerva, Summer 1965. 

'Only quality improvements attributable to university education are relevant to trends 
in university productivity-the quality of graduates may also have improved as a result 
of better primary or secondary education, or of other factors. 
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somewhat among the provinces where they exist, and where they are 
still at an experimental or evolutionary stage. In general, they can 
perhaps best be described as multipurpose institutions making post 
secondary education more readily applicable to manpower needs by 
meeting the rapidly expanding skill and training requirements of an 
advanced industrial and service-oriented society, and, for an in 
creasing number of students, becoming a bridge between secondary 
education and university. As the term "community college" implies, 
these institutions are generally more oriented to the local community' 
than universities, especially in terms of the student population which 
they serve, and the scope and nature of the study programs they 
offer. 
Community colleges are a mixed collection of some old, but mostly 

new, institutions totalling well over 100. In the rapid development 
of these institutions during recent years, considerable adaptability 
has been displayed in meeting the changing needs of society and the 
economy, with the result that a wider range of educational options 
has been opened up to high school students and adults. A larger 
proportion of students enrolled in community colleges are from lower 
income families than in the case of students in universities, and the 
education level of the parents of university students tends to be 
considerably higher. 
Despite wide differences among them, these institutions have certain 

educational characteristics in common. The completion of high 
school is generally required for admission to the diploma programs, 
but facilities are frequently provided for adults to acquire this pre 
requisite. Certain other programs do not require completion of high 
school. Unlike universities, community colleges grant diplomas or 
certificates rather than degrees. 
In Ontario, the principal emphasis in these institutions is on 

occupation-oriented programs of one to three years' duration. Quebec 
has two streams-the career programs and the two-year transfer 
course to university. In Alberta and British Columbia, the equivalent 
of a two-year university program is offered in addition to occupational 
training. Some community colleges in Canada also offer general educa 
tion without specific preparation for university or job orientation. In 
addition, many community colleges perform an important service by 
training manpower under government programs for apprenticeship 
and trades, and by providing remedial courses and retraining. 
One of the most important functions of community colleges is 

adult education-e-providing many adults with an opportunity to 
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continue learning on a part-time basis and to take preparatory 
courses for further formal study. These colleges also :frequently serve 
their communities by enabling local groups to pursue their educa 
tional, social and recreational interests in public lectures, seminars, 
cultural workshops, athletics, and artistic performances, at nominal 
costs. 
The community colleges expanded at an even faster rate than the 

universities in the 1960's, although the growth started from a very 
small base at the beginning of the decade.' Full-time enrolment in 
community colleges increased very rapidly in the latter part of the 
1960's as systems began to emerge and flourish in some provinces. By 
1969-70, such enrolment was approximately 140,000. (Part-time 
enrolment also expanded quickly and is approaching full-time enrol 
ment in numbers.) Full-time enrolment in community colleges had 
risen to over 9 per cent of the population in the 18-21 age group. 
Although the rapid rate of expansion is expected to moderate during 
the 1970's, full-time enrolment in these institutions may advance to 
about 250,000 students in 1975 and perhaps to 350,000 by 1980. 
The number of graduates from community colleges reached 17,200 

in 1968-69, and may exceed 100,000 by 1980. Especially high rates 
of growth are evident in graduations in vocational courses such as 
business, electronics, and engineering technology. Recently, gradua 
tions in socially oriented programs, such as child-care training and 
recreation leadership, have also risen substantially. Thus far, the 
graduates of community colleges have generally encountered little 
difficulty in finding remunerative employment. 
Expenditures of community colleges have grown extremely rapidly 

in recent years, mainly as a result of the surge in enrolment, but also 
due to rising costs per student. Total operating expenditures for 
community colleges in 1968-69 are estimated at $200 million, and 
could be five times as great by 1980 in constant-dollar terms. 
Operating costs per student in 1968-69 are estimated at $1,500. As in 
the case of universities, most of the expenditures of community 
colleges are borne by taxpayers. 
Community colleges are offering an increasing range of choice in 

course programs, and have been expanding quickly into such fields 
as computer technology, library science, and social work. There 
appears to have been a shift in enrolment towards more expensive 

IDetails will be included in Max von Zur-Muehlen, Development of Community Colleges 
in Canada, Economic Council of Canada Staff Study No. 34, Ottawa, Queen's Printer, forth 
coming. 
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programs. Very few programs are dropped, however, and in certain 
communities there may be unnecessary duplication in course offer 
ings. Student-faculty ratios and teaching hours appear to have been 
reduced; and maintenance, administration, library, counselling, public 
relations, and community service costs have been increased sub 
stantially. 
Oapital expenditures by community colleges have also increased 

sharply. A considerable number of new institutions were founded dur 
ing the past decade and the majority of existing colleges have been 
expanded or substantially changed. The heavy concentration on 
vocational courses requires relatively large investment in equipment 
and supplies. Moreover, obsolescence of some of the equipment is 
rapid, and replacement costs are rising. Advances in educational 
technology such as educational TV and programmed learning have 
not reduced costs noticeably. Unit costs in 'some new colleges are 
high because an efficient scale of operation has not yet been reached. 
On the other hand, in virtually none of these institutions are resi 
dences required; and expenditures on facilities for faculty and for 
extracurricular activities of students have also tended to be modest. 
Questions are arising 'as to whether closer co-operation between these 

institutions and industry should be given greater emphasis and 
encouragement, to achieve the most effective results. Although in 
many European countries apprenticeship training and technical 
and business education have traditionally been conducted in industry, 
supplemented with formal education, Oanada has not followed this 
pattern extensively. Recently, some European countries have moved 
more towards the Canadian emphasis on institutional education in 
which, in a shorter time period, students can acquire a broader general 
education and in which theoretical and practical education are com 
bined. An appropriate combination of formal and practical training 
enables students to become more adaptable 'and potentially more 
mobile members of the labour force, and also provides a better basis 
for subsequent retraining. 

SOME SUGGESTIONS CONCERNING EFFICIENCY 

Over the past decade, tremendous efforts have been devoted to 
achieving a massive expansion of higher education, in part reflecting 
a catching-up process from an unsatisfactory level in tJhe earlier 
postwar period. These efforts have resulted in a huge enlargement of 
educational plant and equipment (including the establishment of a 
substantial number of new institutions); the enhancement and 
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improvement of facilities available to students and staff; an extra 
ordinarily large growth in staff, many of whom have had to be re 
cruited and retained under the difficult circumstances of severe 
shortages of professional manpower in many fields; and dynamic 
growth and change in the scope and content of higher education at a 
time of accelerating expansion of knowledge. 
During this decade, extraordinary progress was made in providing 

a more up-to-date and sophisticated system of higher education in 
Canada. In part, the catching-up process involved quality improve 
ments, such as higher faculty qualifications land better facilities, 
including new forms of technology such as the computer. In general, 
these provided more and better education services, but did not result 
in cost reductions. Large salary increases also occurred in institutions 
of higher learning during the 1960's, in part reflecting adjustments to 
bring these more in line with comparable professional incomes, and 
in part reflecting the severe shortages of professional manpower. 
Moreover, the dynamics of the expansion involved a certain amount 
of building ahead in anticipation of continued substantial expansion 
of enrolment in the future. 
The energies of the decision-makers who have carried responsibili 

ties for achieving the remarkable advance of higher education have 
often been taxed to the limit-s-as they grappled with the complex 
problems of enlarging campuses in congested urban areas or starting 
up completely new institutions; of preserving universities as institu 
tions dedicated to free inquiry while becoming increasingly govern 
ment-financed institutions; and of coping with student unrest and 
the dissatisfactions of faculty members. Indeed, it is surprising 
under the circumstances that the question of achieving efficient use 
of resources has not been buried in the welter of these other problems. 
Yet, in fact, there has been a growing consciousness among adminis 
trators, both in the educational institutions and in government, that 
they are responsible not merely for "producing education" but also 
for systematic management and efficient use of the resources involved. 
It is our purpose to encourage still wider awareness and more 

deliberate and urgent attention to this basic question of achieving 
more economical use of resources in postsecondary education. As 
already emphasized, higher education has been claiming a growing 
share of the nation's productive resources, both in terms of capital 
and in terms of its most valuable manpower. Moreover, despite the 
prospective moderation in the rate of increase of student enrolment 
in institutions of higher learning during the 1970's, very large 
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continuing increases in numbers are in prospect. These institutions, 
therefore, may continue to clain). a growing share of thé nation's pro 
ductive resources for some years to come. Against the background of 
high arid rising wants and aspirations of Canadians in many different 
fields, and of inadequate economic resources to satisfy all of these 
wants and needs, strong growth in postsecondary education can only be 
accommodated by slower growth than would otherwise be possible in 
the use of resources to serve other purposes. 
A quarter of a century ago, when postsecondary institutions were 

a very small factor in the use of resources in our system, and when 
a substantial proportion of these resources was paid for through 
private expenditures, this question was much less important. But now 
these conditions have changed. At an annual rate now exceeding 
$2 billion, government expenditures on postsecondary education are 
approximately the same order of magnitude as total expenditures of 
hospitals, or total government transfer payments to elderly people 
under the existing old-age security and pension plans, or total spend 
ing by consumers on new automobiles-and in the past decade, all 
of these have been growing more slowly than expenditures on post 
secondary education. 
The fact that university operating costs and capital spending have 

been growing at twice the rate of enrolment and degrees granted 
raises the question as to whether resources are being used as effec 
tively as they could be. There are, of course, no simple or easy 
prescriptions for achieving more effective resource use in post 
secondary institutions. The clarification of society's goals and ob 
jectives for higher education is almost a prerequisite to any meaning 
ful assessment of this matter. This is especially so because education 
is a long-term process. Yet the specification of goals and objectives 
for higher education is a very difficult task. Postsecondary institu 
tions have become highly complex organizations, differing widely in 
the scope and nature of their activities, serving a wide variety of 
purposes and needs, and attempting to accommodate a very broad 
range of demands for different kinds of education and training for 
individuals who have widely differing capacities and interests. Despite 
these complexities, however, it is urgent that strong and continuing 
efforts be made to define and clarify the aims and objectives of post 
secondary education-both of particular institutions and of the 
larger systems in which they operate. The institutions themselves 
should play a major role in these efforts, but in any event, the 
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community at large,' through its elected representatives, will 
undoubtedly press for clarification. 
The difficulties in clarifying goals do not obviate the need for 

pursuing efficient use of resources in postsecondary education in the 
light of existing objectives, discussed in the preceding sections on 
universities and community colleges. What is needed most, in the first 
instance, is in our view an increased consciousness on the part of 
all those who have responsibilities affecting the commitment of re 
sources in this field (including, incidentally, many decision-makers 
who do not have any responsibility for raising such resources) that 
the achievement of efficiencies and economies must stand near the 
apex of considerations brought to bear on the decisions they make. 
The fundamental issues concern the efficient utilization of manpower, 
.economies in the use of capital and other materials and services, and 
the mobilization of productive resources to best advantage. In this 
context, there must be adequate scope and authority for admin 
istrative decision-making at various levels. This has relevance both 
to wider decisions relating to the development of postsecondary 
systems and to those affecting the use of resources within particular 
institutions. 
At the aggregate level, the rapid expansion of higher education has 

forced provincial governments to develop new financing policies. 
Perhaps the most striking innovation has been the introduction of 
"formula grants" in an attempt to deal equitably with universities. 
Six provincial governments now employ formulas of some kind in 
allocating funds for university operating expenses. Ontario and 
Alberta are also developing formulas for capital grants. 
Although formula grants have much to be said for them, especially 

on grounds of equity, they may also pose economic problems. A for 
mula makes adjustments by attaching different weights to student 
programs-weights that are intended to reflect relative student costs. 
A problem emerges, however, if these weights are unintentionally out 
of line with actual unit costs, or if there is a substantial difference 
between average and incremental costs. In such a situation, the uni 
versities may tend to stress those programs which are overweighted 
in order to get extra money. 
It is occasionally argued that such formulas can provide a means of 

curbing the rise in education expenditure. This claim appears to be 
. unfounded. Formulas are designed to ration out government grants 
to universities on the basis of the number of students enrolled in 
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approved programs. As long as the number of students keeps increas 
ing, and unless quality and price increases of inputs are offset by 
improvements in productivity (which does not appear to have been 
the case during the 1960's), total expenditures on higher education 
will continue to rise. 
As emphasized earlier, postsecondary education is a sector of the 

economy in which the proportion of private financing has declined 
very considerably, while the degree of public support has grown 
substantially. The major driving force behind this shift has clearly 
been to remove financial barriers impeding access to higher educa 
tion, and to help to assure that all young Canadians can have an 
opportunity to go on to higher education if they have the ability and 
will to do so. But this large shift to government financing is giving 
rise- to a growing array of questions about its implications for our 
society-for example, implications about its distributional effects 
(upon different income groups, different regions of the country, and 
especially between generations), and even about its possible implica 
tions for effective use of resources within postsecondary institutions. 
Some curtailment of the growth of public expenditure on higher 

education might be accomplished without any significant adverse 
effects on the quantity and quality of higher education by reversing 
the trend towards a declining proportion of expenditure covered by 
student fees. But under any arrangements that might be adopted to 
this end, it would be essential to make sure that no young person 
who has the ability and motivation for higher education should, as 
a result of inadequate current access to financial resources, be deprived 
of an opportunity to proceed with higher education. A number of 
such arrangements for replacing some public financing with larger 
private financing have been proposed and discussed in recent years- 
for example, income-related assistance programs which let the student 
borrow freely for his education while committing him to the repay 
ment of a stated percentage of his income to the loan fund after 
graduation.' 
Possibilities also exist for increasing efficiency in the systems of 

postsecondary education. For example, while there should be appro 
priate competition between postsecondary institutions (not dissimilar 

lA proposal along these general lines has, for example, been explored by a Subcommittee 
01 the Council of Ministers of Education. Also, for a description of such a proposed scheme 
for Ontario, see Gail C. A. Cook and David A. Stager, Student Financial Assistance Proçrame, 
A Report to the Ontario Committee on Student Awards, Institute for the Quantitative Analysis 
of Social and Economic Policy, University of Toronto, 1969. 
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to the kind of healthy competition that needs to be encouraged 
between firms in the same industry as a means of spurring efficient 
resource use for the benefit of consumers), there is also the danger of 
rivalry among institutions that could result in unnecessary duplica 
tion of specialized programs. The possibilities for specialization and 
co-ordination between institutions in various regional groupings 
should therefore be kept under constant review-preferably, as has 
already emerged in some regions, on the basis of co-operative arrange 
ments among the institutions themselves. 
Although there are indications that community colleges and uni 

versities have catered to somewhat different socio-economic levels of 
the population, a question tJhat deserves more careful exploration is 
whether there may be additional possibilities for the community col 
leges to provide, at least equally effectively, and perhaps at lower 
cost, some of the educational programs previously available only at 
universities. As the community colleges develop and a more adequate 
basis emerges for assessment of their activities, there may also be the 
opposite question-whether universities could more effectively provide 
programs initially developed in the community colleges. More 
generally, there is obviously a need for closely co-ordinated develop 
ment between the university and non-university institutions in the 
interests of making the most effective use of all of the productive 
resources in higher education. 
More widespread consideration also should be given to increasing 

the effectiveness of postsecondary education by the use of courses 
that alternate periods of on-campus instruction with practical ex 
perience. 
Turning now to resource use within postsecondary institutions, we 

believe that, as in health care, the role of management requires up 
grading. Methods of administration require modernization and adapta 
tion to new needs. In contrast with the United States, where there are 
a considerable number of educational programs for training university 
administrators, no such programs have apparently yet been established 
in Oanada. Such programs are needed in Canada to train and develop 
a much larger number of administrators for postsecondary institu 
tions. High degrees of administrative skins and competence are now 
essential for effective operation of these very large and complex 
institutions. The special training, moreover, should be provided in 
faculties of administrative studies. 
Average class size and teaching loads are key factors affecting 

expenditures per student. When quality considerations are also taken 

71 



Pattetifs of Growth 
into account, however, it is possible that the most effective utilization 
'may not always 'be positively associated with relatively large sizes of 
classes or heavy teaching loads, More widely used team teaching 
with - the aid of student assistants may offer possibilities for some 
economies, But good information about, land continuing objective 
scrutiny of, such matters is needed. Average teaching loads vary 
considerably among institutions, but appear to' have been light in 
emerging institutions, and declining generally (apparently reflecting 
many factors, including a trend in universities to' increased research 
activities in relation to' instruction, and the relative growth of 
graduate studies for which more lecture preparation may be required). 

Also, there has been a noticeable tendency towards proliferation 
of new courses and resistance to' discarding 'Old courses whose rele 
vance to' changed conditions may be increasingly questioned. Tighter 
evaluation of program priorities is needed. l,t is unrealistic and waste 
ful for each institution to' try to' develop programs in 'all, or even 
most, fields of study or training. Two other matters which deserve 
attention are the possibility of alternating course ofîerings from year 
to' year and a careful monitoring and evaluation of the costs and 
benefits of auxiliary services. 
It has been said that the last great educational breakthrough was 

the printed book. Mûre recent efforts to economize on such expensive 
inputs 'as teachers by introducing modern technology 'have been largely 
a matter of tri-al and error. Closed-circuit TV appears to' work well 
for specialized technical instruction, but requires further development 
to be effective for large basic classes. The cost-effectiveness of TV and 
other forms of audio-visual instruction in higher education needs 
further study. Expensive computer services should be "priced" or 
otherwise rationed to' users. More generally, the impact of technology 
on cost merits analysis by major items as an integral part of the 
decision-making process. 
Objective standards or incentives to encourage more economical 

construction and utilization of buildings appear to be needed. Also, 
we believe that greater attention should be paid to' the design of 
buildings in such a way as to' permit greater flexibility for un 
predictable future uses. 
Although a few universities and several community colleges may 

not have reached their most economical size, in general, further signi 
ficant growth in the size of most postsecondary institutions does not 
appear to' offer a promising source of economies. As in the case of 
health care, the alternative of transportation subsidies (for students) 
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merits study. Preliminary steps are being taken to centralize special 
ized library facilities on a regional basis with efficient interlibrary 
loan arrangements, and this development should be more widely ex 
tended and strengthened. 
Part-time study and summer sessions have important implications 

for the efficient use of plant and buildings. Most part-time students 
attend classes in off-hours (evenings and weekends) when buildings 
might otherwise be empty. Summer sessions 'bake place after the 
regular semester has come to an end. Thus both types of programs 
facilitate fuller and more efficient use of the invested capital. In 
addition, because training and knowledge can become obsolete, it 
is desirable to offer people who are already part of the labour force 
an opportunity to continue, complete, or update their studies on a 
part-time basis. 
In more general terms, postsecondary education-in fact, all 

education-must be responsive to basic social needs. One of these 
needs is to provide education more economically, so that other needs 
in our society may be more adequately met. 
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Commercial Policy Issues in the 1970j 

C OMMERCIAL policy is one important influence on the kinds 
of industries a country has, their relative size, growth, and 
regional distribution. The postwar industrial changes dis 

cussed in earlier chapters have been substantially affected by basic 
shifts in the trade policies of Canada and other large countries since 
the 1930's. Canada will soon face major commercial policy issues that 
could have a significant bearing on the country's economic develop 
ment in the 1970's and beyond. There is a need to focus attention on 
these before the time for decisions arrives. That is the main purpose 
of this chapter. 

CANADIAN TRADE IN BRIEF PERSPECTIVE 

Against the background of a substantial reduction in trade barriers 
since the Second World War, Canada, like other industrial countries, 
has come to rely more and more on foreign trade to sustain and 
improve its economic performance. Many factors besides commercial 
policy have, of course, contributed to Canada's trade grpwth, includ 
ing the growth of domestic markets which have provided a stronger 
base for successful export expansion in various industries. Exports 
now equal about half the output of Canada's goods-producing in 
dustries, and nearly half the goods supplied to Canadians are im 
ported. Growth of exports and imports facilitates more efficient use 
of productive resources, permits greater specialization, and helps to 
reduce costs and to increase real income per capita. 
Despite the many economic differences between industrial nations 

in the modern world, there is a remarkable common denominator 
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among them-high (or low) growth of output per person goes with 
high (or low) growth of exports, as illustrated in Chart 6-1. The 

CHART 6-1 

GROWTH OF EXPORTS AND REAL OUTPUT PER 
EMPLOYED PERSON, SELECTED COUNTRIES, 1955-67 
Among industrial states, higher growth of real output is associated with 

higher growth of exports •.• 

EXPORT REAL OUTPUT PER 
VOLUME EMPLOYED PERSON 

• •••••••••••••• • :.:.:.:.:.:.:.,:.:.:.:.:.:.:.: JAPAN 
• ••••••••• ITALY · .......... • ••••••••• • •••••••••• · ....... GERMANY • •••••• • ••••••• · ...... 
• •••••• AUSTRIA · ....... · ...... 

• III •••••• · ....... · ....... FRANCE · ....... · ....... · ...... · ...... NORWAY · ...... · ...... · ..... · ..... DENMARK • ••••• · ...... 
• ••••• 

• •••• 0 • BELGIUM · .' .... · ..... · ..... · ..... SWEDEN • ••••• · ..... · ..... · .... NETHERLANDS • ••••• • •••• · ..... • ••••• IRELAND · ..... • ••••• 
• •••• • •••• SWITZERLAND • •••• · .... _ .... • •••• U.K. · ... · .... · .' .. · ... u.S. • ••• • ••• 
• ••• CANADA 1 · ... • ••• • •• 

I 
15 10 5 0 5 10 

PER CENT PER YEAR 
lin Chapter 2 of our Fifth Annual Review and in Staff Study No. 23, some of the reasons 

for Canada's relatively slow productivity growth were examined. See also Staff Study No. 28 
which updates the information and analysis of Canada's productivity growth contained in Staff 
Study No. 23. 

Source: Based on data from Organization for Economic Co·operation and Development, 
and Dominion Bureau af Statistics. 
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same sort of picture would appear for import volume if it had also 
been charted. Trade volume has typically grown about twice as fast 
as real output per person. The growth of world trade has been a mul 
tilateral affair, featuring a rapid rise in the exchange of manufactured 
goods among industrial countries, and a close two-way connection 
between rising trade and rising productivity. 
Ohart 6-2 shows that a similar kind of relationship has existed 

historically in Canada-high growth in real output per capita occurs 
side by side with high growth in trade; conversely, as in the Great 
Depression of the 1930's, both slow domestic economic growth and 
slow trade growth occur together. 

CHART 6-2 

GROWTH OF CANADIAN EXPORTS AND REAL OUTPUT 
PER CAPITA, SELECTED PERIODS, 1890-1969 

... and for Canada, a similar association is seen over the decades. 

EXPORT REAL OUTPUT 
VOLUME PER CAPITA 

• • • • • • • • ·.·.·.·.·.·.1949-1969 • • • • • • 
1920-1929 

• • • 1890-1910 • • • • • • • • • • • 
1930-1939 

I I 
6 4 2 0 2 4 

PER CENT PER YEAR 
Source: Based on unpublished data from K. A. H. Buckley; A. Maddison, "Growth and 

Fluctuation in the World Economy, 1870-1960", Banco Naziona/e del Lavoro Quarterly Review, 
June 1962; Dominion Bureau of Statistics; and Economic Council of Canada. 

A strong upsurge of Canadian exports in the 1960's was led for 
the first time by advanced manufactures, and sustained by rising sales 
of industrial materials. Annual exports of goods nearly tripled in the 
1960's, outstripping the sharp rise in imports, so that the trade balance 
improved by nearly $1.5 billion. At the same time, Canada's annual 
deficit on services increased by $0.5 billion. There has been a rising 
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surplus of goods exports offsetting a rising deficit in service trans 
actions.' 

Chart 6-3 shows the decline in the percentage of exports accounted 
for by resource-based products (including grain), and the rise in 
automotive and other highly manufactured products to about 40 per 
cent of the export total in 1969. 
Table 6-1 shows the distribution of exports in 1969, in terms of 

commodity components and country of destination. The United 
States is not only the largest market, but also grew rapidly throughout 
the 1960's. It is by far the largest market for highly manufactured and 
processed resource products; exports to overseas industrial countries 
are mainly resource-based products. In the 1960's Japan constituted 
the fastest-growing export outlet, and the United Kingdom the slowest, 
among big countries. 

TABLE 6-1-PERCENTAGE OF CANADIAN EXPORTS OF 
COMMODITY GROUPS, BY COUNTRIES, AND EXPORT 

VALUE IN 1969 

Percentage of Group to: Value 
of 

U.S. U.K. EEC Japan Other Total Group Commodity Group 

($ million) 

Farm and fish items ........... 41.7 17.5 8.6 6.7 25.5 100.0 
Raw industrial materials ....... 55.7 9.6 12.6 11.4 10.7 100.0 
Processed industrial materials ... 69.5 10.2 6.0 4.4 10.0 100.0 
Highly manufactured products .. 86.8 1.4 1.7 0.3 9.8 100.0 

All commodities ............... 71.0 7.5 5.7 4.2 11.6 100.0 

Value by destination ($ million) 10,556 1,113 851 626 1,724 

1,486 
2,474 
5,241 
5,630 

14,8701 

'Includes some special commodity exports not shown separately here. 

SOURCE: Based on data from Dominion Bureau of Statistics. 

CANADIAN COMMERCIAL POLICY 

Major historical changes have occurred in Canadian commercial 
policy-in particular, Canada's national tariff policy of 1879, its 
involvement in the general escalation of trade barriers in the 1930's 
and the creation of a preferential tariff system among Commonwealth 

'See Economic Council of Canada, Sixth Annual Review, Ottawa, Queen's Printer, 1969, 
pp. 79-81. To even out special influences, the comparisons are based on averages of 1958-59 
and 1968-69. Service transactions include payments and receipts for transport, tourism, 
interest, dividends, business services, and others. 
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countries, and its participation in the world movement towards freer 
trade over the past quarter century. In these past situations of major 
shifts in commercial policy, external changes in the trading policies of 
other nations-c-especiallythe United States and the United Kingdom 
had a large influence on Canada's actions. 

Several factors together signal the approach of another period of 
major commercial policy issues in the 1970's. British entry into the 
European Economic Community (EEC) would imply a potential 
shift in world trading patterns and would raise questions about how 
the GA TT countries as a group would respond to such a change. 
This major consideration arises at a time when advancing technology 
means that large markets are becoming more important than ever 
for productive and competitive performance of manufacturing in 
dustries. The rising role of the multinational firm in organizing world 
production and trade reflects, among other things, the importance of 
technology combined with relative freedom to move goods across 
national borders. The Canadian economy and its world ties are in 
comparably larger and more complex than they were even a decade 
ago, and our responses to fundamental changes occurring in the world 
must be well-informed and carefully articulated if they are to be 
adequate for our needs. In this context, we urge that increased atten 
tion be devoted to Canada's current and prospective trade problems 
and opportunities, both in the federal government and among private 
groups and individuals. 
In the past, Canadian commercial policy focused strongly on two 

themes: (a) negotiation of reduced tariff and other barriers to our 
exports to foreign countries, particularly for resource-based products 
in which it was considered that Canada had a "natural advantage"; 
and (b) the maintenance of protection for a considerable range of 
manufactured products, mainly on the premise that protection was 
required if the country was to maintain various lines of industrial 
activity and employment. The highest tariffs have generally been 
imposed on final products, and higher tariffs have been set for partly 
manufactured goods than for raw materials used in manufacturing. 
This tariff structure tends to keep raw material costs relatively low. 
It does, however, permit processing and manufacturing activities to 
be conducted at costs that are high relative to production costs in 
other countries with large internal markets or tariff-free access to 
large external markets. 
Only in more recent years, with the advent of the Kennedy Round 

and of 'Special trade arrangements with the United States, has there 
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been some tendency to focus on free trade opportunities for exports 
and imports of manufactured products in order to gain the benefits 
of specialization and large-scale production in the more advanced 
manufacturing industries. 
There are good economic reasons for dissatisfaction with some of 

the results of Canada's commercial policies-in particular the emer 
gence of a high-cost structure of production for advanced manu 
factures. Canada's manufacturing industries are often characterized 
by small-scale-and, more important, by rather unspecialized-pro 
duction, and by high unit costs, despite our advantages in supplies of 
basic materials and labour, and our access to first-rate technology. 
A central consideration for commercial policy in the 1970's must be 
how best to obtain a better cost performance in manufacturing. 

THE CHANGING TRADE ENVIRONMENT 

In the 1940's there was a powerful commitment by leading coun 
tries, including Canada, to change the restrictive trade policies that 
had been so costly during the 1930's. In 1947, the General Agree 
ment on Tariffs and Trade (GATT) was negotiated, and large 
scale tariff cuts were agreed upon. Negotiation of further multi 
lateral tariff cuts continued thereafter, but at a slower pace, until the 
Kennedy Round in 1964-67. 
The Kennedy Round negotiations stemmed from the U.S. response 

to the prospect of free trade within most of Western Europe. The 
agreed tariff cuts are large, although they fall short of the initial 
objectives of creating large sectors of multilateral free trade and 
cutting both U.S. and European tariffs in half. The big countries 
undertook to cut tariffs on 70 per cent of their dutiable, nonagricul 
tural imports, and the average reduction was about 35 per cent of 
existing rates of duty. In most industrial countries, tariffs on most 
manufactured imports will not exceed 10 per cent by 1972, though 
some substantial duties remain. 

Both the 1947 and 1967 GATT tariff reductions meant major 
changes in the climate for world (and Canadian) trade. In the interim, 
there were four smaller tariff negotiations, and important reductions 
in the use of import quotas, especially when European currencies 
became convertible in 1959. These steps maintained the movement 
towards freer trade, minimizing the risks of a return to protectionism 
by big countries such as the United States. 

One of the principal features of the modern trading world is the 
fact that most industrial nations, singly or in groups, now comprise 
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tariff-free markets of 'at least 100 million consumers each. In the 
1950's, six countries formed the European Economic Community 
(EEC), and Britain and other nonmembers formed the European 
Free Trade Association (EFTA) to remove tariffs on industrial trade 
among themselves and to bargain with the EEC. After earlier difficul 
ties, it seems likely that Britain and other European countries will 
join the EEC in the 1970's, and that Western Europe will thus become 
an industrial free-trade unit maintaining a common tariff against 
nonmembers. 

Questions now 'arise a'bout the course of world trade policy after 
the Kennedy Round tariff reductions are completed in 1972, and in 
view of the prospective enlargement of the EEC. These involve the 
commercial interests of Canada, the United States and many other 
non-European countries, so that some broad adjustments in trade 
relations will no doubt be required. The basic issue is whether the 
emerging EEC group and the United States will respond by further 
movements towards freer trade, or whether there may be a swing to~ 
wards protectionism for industries inside these huge markets. 

In addition, there are four essentially unresolved problems from 
the 1960's that remain to be tackled internationally: 

1. Improved arrangements for agricultural trade, particularly wheat, 
feed grains, and beef. Trade in most farm products has not shared in 
the reduction of trade barriers for industrial products under GA TT. 
This has imposed costly problems of adjustment on Canada's grain 
economy and created a need to find profitable markets for alternative 
products. Virtually all countries, including Canada, impose severe 
restrictions on agricultural imports, and some use massive export 
subsidies. These agricultural programs impose heavy and rising 
economic costs on consumers or taxpayers in various countries. As 
these become more apparent, it should be possible to develop new 
initiatives aimed at more efficient agricultural production and market 
ing on a world scale. Canada has a large stake in such progress. 

2. The reduction of non tariff distortions in trade. Such distortions 
may result from the use of a great variety of measures by govern 
ments, such as subsidized exports and very easy credit terms, dis 
crimination in purchasing practices, unnecessary health or safety 
requirements, discriminatory tax measures, informal guidelines for 
importers, and others. As tariffs have been cut, such devices have 
caused increasing concern. Since they are not regulated nearly as well 
as tariffs by international agreement, there is a temptation for govern 
ments to employ them for protective purposes. A GATT working 
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party is preparing the way to negotiate this issue. The painful lack 
of progress in reducing distortions in agricultural trade, against the 
background of national programs to support agriculture, serves as a 
warning that the reduction of non tariff distortions to industrial trade 
may be difficult to achieve. But here, too, Canada has much to gain, 
especially if its more advanced manufacturing industries are to have 
an opportunity to grow in a strong and sustained way over the next 
decade or two. 

3. Special trade arrangements for developing countries. Such 
arrangements have been evolving as a result of activity in the 
United Nations and GATT since the mid-1950's, and more recently in 
the OECD. The industrial countries have recently offered preferential 
tariff rates on many imports from developing countries. But high 
income countries generally continue to restrict some low-cost imports. 
This is a further area for negotiation. More two-way trade is widely 
considered to be a requirement for stimulating more satisfactory 
growth in the developing countries, and for increasing the effectiveness 
of aid granted to them by the more advanced countries. 

4. The modification of the preferential tariff system and the resolu 
tion of other trade problems that would arise from British entry into the 
EEC. Britain's share of Canadian exports declined from 16 to 8 per cent 
during the 1960's, as the relative importance of the United States 
and Japan rose. Thus British entry into the EEC could pose signifi 
cantly fewer difficulties for Canada in the 1970's than a decade ago, 
but it would still raise serious problems for some exports, including 
grain and several processed forest products and minerals. Perhaps 50 
per cent or more of existing Canadian exports to Britain would 
experience some deterioration in their competitive position if Britain 
were to adopt the existing EEC tariff and nontariff systems for 
regulating imports. The terms of GATT provide an opportunity 
to seek changes in these systems, to ensure that any European 
merger would not reduce market access for exports of other 
countries. Accompanying such adjustments, revision of the Canadian 
preferential tariff system, stemming from the withdrawal of Britain 
as a preferential trade partner, might be used to facilitate some 
accommodation to Canadian interests. Such revision might involve 
abolishing preferences on certain products, and reducing the most 
favoured-nation tariff on such products. Moreover, such revisions 
could perhaps also have attractions for trading partners such as the 
United States and Japan, and facilitate further accommodation of 
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Canadian commercial interests in negotiations with these other part 
ners in the event that any enlargement of the EEC were to be 
accompanied by a general round of commercial policy adjustments 
among the GA TT countries. 

From a long-term point of view, the markets in the enlarged EEC 
and other overseas countries are of considerable importance. Although 
two-thirds of Canada's exports are destined for the United States, 
which will remain the dominant market, it is also true that Western 
Europe, Japan, and other overseas countries are large and growing 
markets for many products that Canada can produce competitively 
(Table 6-1). For some products, overseas markets are the chief ex 
port outlet. Exports to overseas countries more than doubled in the 
1960's from $2.0 to $4.3 billion. An enlarged EEC (including Britain 
and some small countries) would account for about 50 per cent of 
Canada's exports to overseas countries. 
Beyond these more immediate tasks, there is the more fundamental 

issue of. .how Canada will respond to the "new generation" of big 
industrial markets, big international firms, and the acceleration of 
technological change. Access to a large market for industrial products 
will undoubtedly be even more important in the future than it has 
been in the past. 
It is relevant to recall that Canada's position among industrial 

countries has special features: 
-Canada is one of the few industrial countries without duty-free 

access to a large market for all of its manufactured products. 
-Canada has some special trade arrangements with the United 

States which provide an integrated market for some manufactured 
products, most notably the Automotive Trade Agreement of 1965. 
There is also the defence production-sharing arrangement, which 
'aims at improving productivity and minimizing trade deficits in 
defence-related goods. In the primary products area, both Canada 
and the United States have policies regulating trade in oil, and U.S. 
import regulations have applied in special ways to Canadian oil 
during the 1960's. The possibility of bilateral arrangements for energy 
products has been raised at official levels. 
-Canadian duties in several trade sectors are sufficiently high for 

this country to be regarded now as having a relatively high tariff, at 
least among the more industrially advanced nations. Moreover, the 
structure of the tariff, with import duties ranging from free to 25 
per cent (or more in a few cases), is widely held to foster an inefficient 
pattern of manufacturing production with relatively high unit costs 
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of output, which are reflected in turn in generally high costs of input 
for industries purchasing components for their production. 
These basic points will be considered in turn. 

Access to a Larger Market 
After 25 years, the world climate favouring freer trade has become 

a basic factor in business investment decisions and the flow of trade. 
The Canadian economy has been shaped in many ways by a rela 
tively open world economy. But the continuing gap between Canadian 
and U.S. levels of income, and the experience of European countries 
participating in large market areas, has focused attention on the 
possibilities of more rapid gains in Canadian productivity through 
participation in a large free-trade area.' 

Many economists believe that free trade with the United States 
would raise Canadian productivity and average real living standards 
substantially. Their analyses suggest that consumers in all parts of 
Canada would benefit from such an arrangement. They also suggest 
that there would be further significant benefits arising from improved 
production efficiencies. Some of the latter would undoubtedly emerge 
in both eastern and western provinces, perhaps especially in coastal 
locations with access to large seaboard markets, but a very substan 
tial part of these production opportunities would accrue to favour 
ably located manufacturing industries in Central Canada. 

Because of the economic benefits envisaged, the idea of a Canada 
U.S. free-trade arrangement has been a recurrent one in Canadian 
history-in fact, one which has been promoted or explored, on some 
occasions at Canadian initiative, since the U.S. abrogation of the 
free-trade arrangement existing between these two countries in 
1854-66. But any such arrangement in today's world would involve 
far-reaching political, social and cultural, as well as economic, con 
siderations, including very complex realignments of Canada's rela 
tions with overseas countries as well as with the United States. In 
view of such complexities, many Canadians who have studied free 
trade possibilities for gaining access to big markets for Canadian 
industry have appeared generally to prefer the idea of participating 
in an arrangement encompassing several industrially advanced 
countries. 

lIn addition to studies initiated by various individuals, the Private Planning Associa 
tion of Canada has sponsored a series on Canada in the Atlantic Economy. These books deal 
essentially with the implications 01 Canadian participation in a large free-trade area, in 
cluding the United States and other countries. 
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Economic benefits to Canada from joining a large free-trade area 
would be realized mainly after a period of adjustment. Some sectors 
of the economy could conceivably adjust rapidly; others would require 
more time. If Canada were to pursue this path, adequate adjustment 
programs must be available for the industries and workers concerned 
to assure that national efficiency goals are achieved and that groups 
temporarily hurt by the change are helped to adjust. In prin 
ciple, this is little different from the approach we have recommended 
to deal with adjustment problems which arise in any case in a 
dynamically changing economy. 
The possibility of entering a large free-trade area depends, of 

course, on the attitudes of prospective partners. The world position 
of the United States may mean that any free-trade area including 
that country would require special arrangements with nonparticipat 
ing countries, including the less-developed countries. Since there is 
a general movement to ease trade barriers for the less-developed 
countries, this might well happen anyway. But more difficult adjust 
ment questions would be posed in connection with other non 
participating countries. The practicability of any early move to a 
free-trade area involving several countries is, however, open to 
serious question, especially if enlargement of the EEC with its 
attendant negotiations and adjustments becomes a major concern of 
international commercial affairs in the 1970's. 

Selective Trade Arrangements with the United States 
Another conceivable route towards economically beneficial access 

to larger markets for Canadian goods is through additional special 
or selective arrangements with the United States. There would 
clearly be considerable problems involved in any such approach, since 
it would be difficult to anticipate the attitude of the United States, 
as well as that of overseas countries whose interests would also be 
affected. Within the Canadian economy, there would be the complex 
and formidable task of deciding which industries to select for special 
arrangements, and with which protected industries they would coexist. 
It would also be well to recognize that, if this approach were to be 
pursued, the United States might want to broaden the arrangements 
to include industries and products of special interest to them. 
Another major issue for Canada would arise if U.S. trade policy 

were ever to shift seriously in a protective direction. There are some 
strong internal forces in the United States working in the direction of 
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increased protection. Any strengthening of these influences would in 
crease the possibility that the present fairly free flow of goods could 
be impeded. 
U.S. commercial policy since 1947 has generally been outward 

looking. This has benefited the United States, as well as Canada and 
many other countries. We believe that Canadian influence ought to be 
deployed as persuasively as possible so as to maintain an outward 
looking posture on the part of our large neighbour. But if the United 
States were ever to adopt significantly more protective measures ad 
versely affecting the Canadian economy, we believe that it would 
be essential for Canada, in its own interests, to press for special ex 
emption on the basis of the high degree of economic interdependence 
between the two countries. This would be analogous to the exemption 
sought by Canada when the United States imposed controls on capital 
exports in the 1960's. 

Canadian Tariff Structure 
Canadian tariff policy will be particularly important if Canada 

does not become part of a larger industrial market. Changes in 
technology and other factors can make tariff provisions obsolete, or 
produce results not intended by tariff-makers years before. Canada 
revised and overhauled extensive sections of the tariff at the time of 
the Kennedy Round. Tariffs remain an important regulator of imports 
and of competitive conditions within the country, and it is only pru 
dent to undertake more frequent and more comprehensive reviews 
aimed at promoting internal efficiency. The object of such reviews 
would be to evaluate alternatives in a dynamic world of low tariffs, 
of keen international competition under which unit costs of industrial 
inputs may be the crucial factor, and of the rapid growth of multi 
national firms which are swiftly coming to play a greater role in 
transferring goods, technology, and capital. 
There is currently a great deal of pessimism about further GATT 

negotiations on the scale of the 1947 or 1967 agreements. In this 
context, however, two points must be borne in mind: that a similarly 
gloomy outlook existed in 1960 and proved to be inaccurate, and that 
it is essential to maintain some forward movement to minimize the 
risks of protectionist trade policies which would be highly damaging 
to the Canadian economy. Canada should therefore encourage and 
exploit any major new opportunities that may arise in the 1970's. 
It has been suggested that free trade for selected industrial mater 

ials may be one appropriate goal for future GATT tariff negotiations. 
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There are two main problems involved in this 'approach. The first is 
to get agreement on the commodity groups to be negotiated, since 
export interests of the GATT countries vary widely. The second is 
that free trade only in products that are industrial inputs, while 
maintaining existing levels of protection for related final products, 
could increase effective protection and might foster inefficient produc 
tion of more highly manufactured products. There seem, however, to 
be good reasons for exploring this approach for all it is worth, if these 
considerations are kept in view and carefully weighed. 
Although economic analysis has frequently indicated that a national 

economy might derive general economic benefits from unilateral 
tariff reductions, no major country's commercial policy has been based 
upon this concept since the heyday of the British industrial revolution 
in the nineteenth century. However, several countries have used such 
reductions in a limited and selective way over the past decade to 
counter inflation. Canada, in 1969, unilaterally accelerated implemen 
tation of the Kennedy Round tariff reductions for this reason. If 
persistent and unacceptably high increases in industrial costs and 
prices occur in the 1970's, we believe that an appropriate use of 
unilateral tariff reductions should be considered as a potentially 
useful instrument in a well-balanced armoury of anti-inflation 
weapons, providing that these are not used in punitive ways for 
such purposes. 

The Multinational Firm 
A feature of industrial organization and trade among advanced 

countries is the emergence of more and larger firms that have manu 
facturing operations, frequently on a specialized and integrated basis, 
in several countries. In general, such firms have significant competi 
tive advantages arising from their ability to combine large amounts 
of capital,' competent management, skilled professionals and ad 
vanced technology, and to move these to economic locations for pro 
duction. In a word, they are competitive and flexible organizers of 
economic resources. The potential impact of this form of private 
economic organization has been described as follows: 

" ... in 20 years, the internationally owned sector could easily equal the 
size of the U.S. Gross National Product or that of the Rest of the Free 
World, accounting for half of Free World GNP compared with about 15 
per cent currently,"! 

1J. N. Behrman, An EBBay on Some Critical Aspect8 of the International Corporation-a 
Background Study to the Interim Report on Competition Policy of the Economic Council of 
Canada-Ottawa, January 1970, mimeo, p. 7. 

88 



Commercial Policy 

Thus the rising importance of the international firm, with its 
potential for contributing to efficiency, is a major new factor bearing 
on commercial policy decisions. Two important problems are posed: 
how to foster more effective Canadian-based participation in the 
rapid growth and development of multinational corporations, and 
how to make the capabilities and potentials of such firms best serve 
Canadian economic goals when their future development and even 
their present activities can perhaps be readily shifted elsewhere. 
We must not, however, forget the important role that other types 

of firms must play in Canada's economic progress. Among these, 
relatively small domestic firms have frequently proved themselves to 
be highly capable of vigorous, competitive innovation, and of con 
tributing to the economy in ways that enhance its growth and 
technical ca pabili ty. 
In summary, we discern three broad alternative paths along which: 

world commercial policy could develop: 
1. A continued, gradual reduction of trade barriers such as occurred 

between 1947 and 1967. Such "gradualism" implies fairly moderate, 
but important, adjustments in response to the enlargement of the 
EEC, as well as steps to contain nontariff distortions of industrial 
trade and to obtain better trade conditions for farm products. Steps 
such as these represent virtually a minimum condition for the long 
term, healthy development of Canada's international trade. Even so, 
they will not occur automatically, but will require vigorous participa 
tion by Canada in international negotiations, including willingness to 
provide meaningful reductions in barriers to imports in return for 
better conditions for exports. 

2. A positive and constructive response by the United States and the 
EEC to the issues raised by the creation of a huge trading bloc in 
Western Europe. It is in Canada's interest to do what we can to 
promote such a response, and to participate wholeheartedly in negotia 
tions analogous to the Kennedy Round. This would imply willingness 
to reduce substantially barriers to imports, in line with the scale of 
opportunities that would be provided through foreign reductions of 
trade barriers for restructuring and rationalizing Canadian industry 
and increasing its long-term viability and productivity. 

3. A possible turn towards protectionist trade policies on the part 
of the United States and/or the EEC. As already indicated, protec 
tionism in the United States could have a particularly severe impact 
on some parts of Canada's economy. There are strong forces in all 
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the big countries favouring the maintenance and expansion of an open 
world economy, and Canada must use its influence constructively in 
support of this economically enlightened viewpoint. If protectionist 
policies were adopted, however, it would be essential for Canada to 
preserve as much access as possible to foreign markets, especially 
for manufactured products. This would imply special accommodations 
primarily with the United States. 
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